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TDOCA.ASX BUY 3D Oil Limited 

Initiating Coverage with a BUY Friday 3 August 2007 

Low risk Gippsland Basin oil developer 
 3D Oil is an emerging exploration and development company with 

a permit in the Gippsland Basin and Bass Basin with its primary 
asset, the West Seahorse oil discovery. 

 The 100% owned West Seahorse oil field contains 10.3MMbo in 
reserves (5.8MMbo) and contingent resources (4.5MMbo) on a 
best estimate basis. 

 3D Oil are planning to develop the field after the drilling of an 
appraisal/development well. 

 3D Oil listed in May 2007 issuing partly paid shares paid to $0.25.  
An additional $0.15 is payable by 6 December 2007 for a total 
raising of $44m. 

Base case valuation of $0.69 per share 
 We see the West Seahorse field volumes as a base case.  We 

have completed a preliminary dcf analysis (at a 10% discount 
rate) and value 3D Oil at $0.69 per share ($0.52/sh on a partly 
paid basis). 

 Our dcf valuation is based upon the successful completion of the 
West Seahorse-3 appraisal/development well in March quarter 
2008. 

Management experienced in the Gippsland Basin 
 3D Oil’s management have extensive experience in the region 

through roles with BHP Billiton Petroleum in discovery, 
development and production of Gippsland Basin fields. 

Undervalued against its peers 
 We see 3D Oil as undervalued on an EV/A$bbl of reserves + 

contingent resource basis.  We have included our debt 
assumptions for a development which values 3D Oil at $14.4/bbl 
compared to a mid-cap sector average of $25.9/bbl. 

 

Disclosure:  Veritas Securities acted as underwriter and corporate 
advisor in the listing of 3D Oil and received fees for these services. 
 
The author of this report holds shares in 3D Oil. 

 

Price partly paids (TDOCA) $0.26
Price fully paids (TDO) $0.41
Price target* $0.69
Valuation* $0.69
Valuation Method DCF

GICS sector Energy 
Market capitalisation* $m 79
Shares on Issue* m 193
Enterprise value* $m 38
Previous rating Initial
*On a fully paid basis, includes 15cps to pay on 6 Dec 07

Year Ended June 30 08e 09e 10e 11e

Production (mmboe)  0.00 0.00 1.10 2.19
Sales revenue $m 0.0 0.0 94.5 181.0
EBITDA $m -3.8 -3.0 88.4 121.3
EBITDA margin %   93.5 67.0
Reported NPAT $m -1.6 -6.1 48.5 64.4
Adjusted NPAT $m -1.6 -6.1 48.5 64.4

EPS adj c -0.8 -3.0 23.7 31.6
EPS adj growth %   33
DPS c 0.0 0.0 0.0 0.0
Franking % 0.0 0.0 0.0 0.0
PER x na na 1.7 1.3
Dividend yield % na na na na

EBITDA/Sales % na na 93 67
ROA % na na 152 66
ROE % na na 58 42
Debt / Debt + equity % 0.0 76 49 0

TDOCA Vs Energy Index (XEK)

Source: IRESS

Piers Reynolds
(03) 8601 1196
preynolds@veritassecurities.com.au  
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3D Oil Limited preliminary base case financial summary  

Profit & Loss (A$m) Market Measures      

Year ending June 2008e 2009e 2010e 2011e 2012e Year ending June 2008e 2009e 2010e 2011e 2012e

Sales  0.0 0.0 94.5 181.0 133.8 EPS adjusted cps -0.8 -3.0 23.7 31.6 19.0

Op. costs  0.0 0.0 1.7 3.3 3.4 EPS growth % 32.9 -39.8

Corporate  3.0 3.0 4.5 5.0 5.0 PE multiple* x na na 1.7 1.3 2.2

Exploration Writeoff 0.0 0.0 0.0 0.0 0.0 CFPS cps -7.6 -3.0 36.9 38.4 19.6

PRRT  0.8 0.0 0.0 51.4 52.2 CF multiple* x na na 1.1 1.1 2.1

EBITDA -3.8 -3.0 88.4 121.3 73.3 DPS cps 0.0 0.0 0.0 0.0 0.0

Dep/Amtz  0.0 0.0 18.3 31.1 21.8 Dividend Yield % na na na na na

EBIT -3.8 -3.0 70.1 90.2 51.5 Enterprise value $m 79.0 187 111.7 27.4 83.7

Net Interest  2.2 -3.1 -5.5 1.8 3.9

Pre-Tax Profit -1.6 -6.1 64.6 92.0 55.4 Profitability & Liquidity ratios

Tax Provision  0.0 0.0 16.2 27.6 16.6 Year ending June 2008e 2009e 2010e 2011e 2012e

Net Profit/(Loss) -1.6 -6.1 48.5 64.4 38.8 ROE % na na 57.8      41.8      20.1      

Abnormals 0.0 0.0 0.0 0.0 0.0 ROA % na na 151.9     65.7      40.0      

Reported Net Profit -1.6 -6.1 48.5 64.4 38.8 NPAT / Sales % na na 51.3      35.6      29.0      

EBITDA / sales % na na 93.5      67.0      54.7      

Balance Sheet (A$m) Gearing (ND/[ND+E]) % 0.0 75.6 48.8 0.0 0.0

Year ending June 2008e 2009e 2010e 2011e 2012e

Cash 4.7 6.6 52.0 56.3 96.3 Valuation dr @ 10% dr @ 8%

Receivables 0.0 0.0 6.0 6.0 6.0  A$m A$ps A$m A$ps

Fixed assets 35.8 137.8 127.0 110.9 104.2 West Seahorse 125.4 0.61 151.8 0.74

Other assets 1.0 1.0 1.0 1.0 1.0 Other 0.0 0.00 0.0 0.00

Total Assets 41.6 145.5 186.1 174.3 207.4 Exploration 20.0 0.10 20.0 0.10

Creditors 0.0 0.0 6.0 6.0 6.0 Option Value 5.7 0.03 0.0 0.00

Borrowings 0.0 110.0 80.0 0.0 0.0 Cash & Liquids^ 4.7 0.02 4.7 0.02

Other liabilities 0.0 0.0 16.2 14.0 8.4 Total Borrowings/Payables 0.0 0.00 0.0 0.00

Total Liabilities 0.0 110.0 102.2 20.0 14.4 Corporate/Other -14.7 -0.07 -15.6 -0.08

Net Assets 41.6 35.5 83.9 154.3 193.0 Total Valuation 141.1    0.69 166.7 0.82

Share capital 44.9 44.9 44.9 50.9 50.9

Retained earnings -5.2 -11.3 37.2 101.6 140.3 Production

Shareholders Funds 41.6 35.4 83.9 154.3 193.0 Year ending June 2008e 2009e 2010e 2011e 2012e

Attrib. Prod (mmboe) 0.00 0.00 1.10 2.19 2.01

Cashflow (A$m) Cash Costs (A$/bbl) 0.0 0.0 1.5 1.5 1.7

Year ending June 2008e 2009e 2010e 2011e 2012e

Sales Revenue 0.0 0.0 94.5 181.0 133.8 Price Assumptions

Less Outflows 0.0 0.0 -1.7 -3.3 -3.4 Year ending June 2008e 2009e 2010e 2011e 2012e

Prod. costs in exc. sales -3.0 -3.0 -4.5 -5.0 -5.0 Exchange Rate (A$/US$) 0.81 0.76 0.75 0.75 0.75

Net interest 2.2 -3.1 -5.5 1.8 3.9 WTI - Oil ($US/bbl) 66 65 62 50 50

Income tax paid/PRRT -0.8 0.0 0.0 -81.2 -74.4 WTI - Oil ($A/bbl) 81 85 83 67 67

Operational Cash Flow -1.6 -6.1 82.9 93.3 54.9

Exploration -13.8 0.0 -7.5 -15.0 -15.0 Reserves and Contingent Resources

Capex -22.0 -102.0 0.0 0.0 0.0       Company Veritas estimate 

Asset (Purchases)/Sales 0.0 0.0 0.0 0.0 0.0  mmboe  mmboe  

C/Flow from Investing -35.8 -102.0 -7.5 -15.0 -15.0 West Seahorse 10.3  10.3  

Dividends paid 0.0 0.0 0.0 0.0 0.0 Other 0.0 0.0

Debt (Repay)/Borrowings 0.0 110.0 -30.0 -80.0 0.0 Total Reserves 10.3 10.3

Equity Raised 16.5 0.0 0.0 6.0 0.0

Other 0.0 0.0 0.0 0.0 0.0

C/Flow from Financing 16.5 110.0 -30.0 -74.1 0.0

Cash at Beginning 25.7 4.7 6.6 52.0 56.3

Net Increase/(Decrease) -20.9 1.9 45.4 4.3 39.9

Cash at end 4.7 6.6 52.0 56.3 96.3

 

Company Description

^ Cash post drilling of West Seahorse-3 and Sea Lion-1 in March quarter 2008

* Assumes fully paid shares at 40cps plus current premium to 25c partly paid sshares

Equity

100%

0%

3D Oil is an oil exploration and development company focusing on the Gippsland Basin and 
the development of the West Seahorse oil field.  With the successful drilling of the West 
Seahorse-3 appraisal well in March quarter 2008, the Company will be on target for first 
production in early 2010.
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Investment Summary 
We initiate coverage in 3D Oil with a BUY recommendation and a valuation of $0.69 per 
share based on a successful appraisal of the 100% owned West Seahorse oil field.  The Field 
is ideally located for a stand alone development and to existing infrastructure in the 
Gippsland Basin. 

3D Oil anticipates first production in early 2010 through a well head platform with oil piped 
to an onshore stabilisation plant. 

We see the West Seahorse field reserve and contingent resource of 10.3MMbo on a best 
estimate basis as a base case and consider substantial upside post the drilling of the 
appraisal well in March quarter 2008 adding to field recoverable estimates. 

Key Investment drivers 
 Permit located in Australia’s most prolific oil and gas basin adjacent to and along trend 

of producing oil and gas fields 

 Leveraged upside through a 100% equity interest in offshore VIC/P57 and the West 
Seahorse oil field 

 Substantial Cashflows commencing in June half 2010 on our base case analysis 
producing low earnings multiples and a project payback in 2 years 

 Considerable upside potential in reserves at West Seahorse and from exploration 
prospects in both VIC/P57 and T41-P 

 Undervalued against its mid-cap peers on a EV/A$bbl reserves + contingent resource 
basis 

 Gippsland Basin fields have historically produced up to double their original recoverable 
reserves at first production particularly the smaller fields. 

Valuation Upside 
 An increase in recoverable field volumes to 15.0MMbo increases our valuation by 52% 

to $1.05 per share 

Risks 
 3D Oil is a single asset company 

 Volatility in the oil price may effect the overall development 

 Final reserve volumes are not sufficient for development 

 Project delays may lead to first production occurring at a later date 

 Deliverability of the project as the company has no current operational history 

Sensitivities 
 Our base case analysis is sensitive to a sharp drop in the oil price 

 A change in capital of +/- 25% does not considerably impact our valuation 

 Operating costs are the least sensitive to our valuation 

 Exposure to long term exchange rate fluctuations impacts on earnings  

 

 

Leveraged through 100% equity 

Recoverable reserves may be double 

Our valuation is a base case 
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Company History 
3D Oil Limited was incorporated in July 2003.  The Company’s formation was motivated by 
an initial focus on the Gippsland Basin which has been the most prolific oil and gas 
producing region in Australia.  The Company’s strategy is to target a combination of 
favourable technical and commercial considerations for portfolio selection. 

3D Oil acquired a 100% interest in the Gippsland Basin permit VIC/P57 in Bass Strait, 
through the gazettal process in April 2004.  The permit includes the West Seahorse oil 
discovery and numerous prospects and leads.  Since the early 1960’s only four wells have 
been drilled in the permit despite its location immediately adjacent to current producing and 
discovered static oil and gas fields. 

In June 2005 the Company acquired a 100% interest in the Bass Basin Permit T41-P in Bass 
Strait.  The permit is under explored with only a regional grid of 2D seismic and the drilling 
of one well. 

The Company listed on 22 May 2007 issuing partly paid shares paid to 25 cents at IPO.  An 
additional 15 cents per share is payable by 6 December 2007 for a total raising of $44m.  
Drilling of the West Seahorse appraisal/development well and Sea Lion prospect is due in the 
March quarter 2008. 

Figure 1  3D Oil Permit Locations 

 

Source:  3D Oil Limited 

VIC/P57 was acquired in 2004 and 
included the West Seahorse oil field 
discovery 

Drilling of two wells commencing in March 
quarter 2008 
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Gippsland Basin Permit VIC/P57 
VIC/P57 is approximately 750 km2 in extent and covers a geologically diverse area of the 
Northern Terrace and the Central Deep areas of the Gippsland Basin.  The West Seahorse oil 
field is located approximately 2 kilometres to the west of the producing Seahorse Field 
operated by Esso. 

Gippsland Basin 

The Gippsland Basin has historically been the most prolific petroleum province in Australia 
and accounts for approximately two thirds of the oil discovered in Australia.  To date, over 4 
billion barrels of oil and 12 TCF of gas have been discovered from the 130 or so exploration 
wells drilled in the offshore Gippsland Basin, making it significant by world standards.  The 
historical technical success rate is better than 2 in 5 (over 40%).  The majority of wells 
drilled were targeted from 2D seismic.  

Figure 2  VIC/P57 Location plan showing infrastructure and oil and gas fields 

 

Source:  3D Oil Limited 

The Gippsland Basin is Australia’s most 
prolific province 

Over 4 Billion barrels of oil and 12 Tcf of 
gas have been discovered 

The permit is flanked by oil fields and 
infrastructure 

It is unlikely oil accumulations have been 
displaced by gas in VIC/P57 
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Permit flanked by small and large fields 

VIC/P57 is flanked to the south by several oil and gas fields including the giant Barracouta 
and Snapper gas fields discovered in the 1960’s.  These are located on a large regional 
anticline which is interpreted to shield the VIC/P57 region from significant gas charge.  
Consequently it is unlikely that any oil accumulations in VIC/P57 will have been displaced by 
gas.  Furthermore oil and gas fields flanking the permit include Golden Beach, 
Mulloway/Whiptail, Seahorse, Wirrah, Whiting, Emperor and Sweetlips.  The original 
reserves for these fields are shown in Figure 3. 

Seismic coverage and drilling density 

VIC/P57 has not had the level of focus that other parts of the Gippsland Basin has had due 
to a broad 2D seismic grid dating from the 1970’s and 1980’s.  The broad nature of the 2D 
seismic was specifically designed to detect large fields (ie >100 million barrels).  The target 
size for West Seahorse when it was discovered was in excess of 75 million barrels.  
Consequently the permit has not been extensively drilled containing only 4 exploration wells 
with only one drilled in the past 25 years.  The 4 wells are: 

 Albatross-1 - drilled in 1970 located in the north of the permit testing a pinch out play 

 West Seahorse-1 - drilled in 1981 and discovered oil 

 West Seahorse-2 - drilled in 1982 and reported oil shows 

 Cuttlefish-1 - drilled in 1999 testing a fault dependant closure 

In 2002 a 3D seismic survey was acquired over the Northern Margin of the Gippsland Basin 
by Esso.  This survey covers approximately 70% of VIC/P57 (as indicated in Figure 4).  The 
access to the data was made available to 3D Oil prior to the data becoming publicly available 
through a data swap agreement with Esso. 

Figure 4  Location of wells and fields in VIC/P57 and surrounds plus 3D  
seismic coverage in VIC/P57 

 

Source:  3D Oil Limited 

Figure 3:  Original field reserves adjacent 
to VIC/P57 

Original Reserve 2P
Seahorse 10

Wirrah 80

Moonfish 15

Whiting 25

Dolphin 36

Perch 12

Snapper 405

Barracouta 340

Notes:  Figures are in MMbboe
Source:  Apache Energy presentation June 07

 

A broad 2D seismic grid has been 
superseded by a 3D seismic survey 

No wells have been located in VIC/P57 
using 3D seismic 
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West Seahorse Oil Field  

Discovery 

The discovery of oil in the West Seahorse field in 1981 by Hudbay Oil Australia Limited 
followed the oil discovery in the neighbouring Seahorse Field by Esso in 1978.   

The well intersected three separate oil columns with a potential fourth untested.  The net 
pay of the oil columns (from top to bottom) are: 

 N1 Reservoir – 7 metres 

 N2.3 Reservoir – 3.5m (column interpreted from logs) 

 N2.6 Reservoir – 5 metres 

 P1 Reservoir – 3.5 metres 

The N1 Reservoir, within the top Latrobe Group, flowed 1800 bopd through a half inch 
choke.  The oil is mildly biodegraded, light (48o API) paraffinic with a low gas oil ratio.  The 
follow up well, West Seahorse-2, only recovered a small quantity of oil from an RFT in the 
N1 Reservoir sand in the Latrobe Group but provided an indication of controls of reservoir 
continuity. 

3D Seismic increases confidence 

The broad 2D seismic data constrained the West Seahorse feature poorly and suggested 
that it was appreciably smaller than the Seahorse Field which is in production 2km to the 
east of the West Seahorse Field.   

The 3D seismic has improved the imaging of the field substantially as well as high density 
velocity data for depth conversion.  With the aid of 3D seismic the West Seahorse Field is 
now interpreted to be considerably larger than previously interpreted from the existing 2D 
data set.   

With the aid of 3D seismic the follow up West Seahorse-2 well in 1982 appears to have been 
located at the margin of closure of the structure.  A hydrocarbon intersection would have 
been encountered on the top N1 reservoir if located a few hundred metres to the south (see 
figure 5). 

The neighbouring Seahorse Field has produced oil since 1990 through a subsea completion 
connected to the Barracouta Platform.  A recent workover of the Seahorse-1 well in 2005 
resulted in the well’s return to production at 4000 bopd following a period of declining oil 
production. 

3 oil columns were discovered with net pay 
of 15.5 metres 

With 3D seismic West Seahorse is 
considerably larger than previously 
interpreted with 2D seismic 
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Figure 5  West Seahorse Field top N1 reservoir depth structure map 

 

Source:  3D Oil Limited 

West Seahorse Field reserves and contingent resources 

The quoted reserves and contingent resource for the West Seahorse field have been 
completed independently by RPS Energy.  We consider these volumes as a base case with 
considerable potential for the company to increase reserves.  3D Oil is currently re-mapping 
the field. 

Figure 6: West Seahorse recoverable volumes 

Reserves 1P 2P 3P

N1 Reservoir 2.90 5.80 9.20

Contingent Resources P90 P50 P10

N2.3, N2.6, P1 Reservoir 2.80 4.50 6.60

Total West Seahorse 5.70 10.30 15.80

Notes:  Figures are in MMbbls
The West Seahorse Field lies approximately 85% within Vic/P57

Source:  RPS Energy 

Approximately 15% of the field is mapped to lie within the neighbouring Esso/BHPB Joint 
Venture area.  We do not consider this proportion of the field (~1.5MMbo) will be confirmed 
through the drilling of a well due to its insignificant size to the Esso/BHPB Joint Venture. 

Recovery factor 

The recovery factor used in the calculation of the volumes varies from each reservoir.  The 
reserves and contingent resources listed below have recoveries ranging from 45% to 55% 
for contingent resources and 55% for the N1 Reservoir reserves.  It is worth noting that a 
higher recovery factor of 60% or more is typical in the top Latrobe Group across the 
Gippsland Basin for smaller fields (up to 70-80% for the large fields).   

If West Seahorse-2 was located using 3D 
seismic it would have intersected an oil 
column in the top reservoir if drilled a few 
hundred metres south  

We regard the West Seahorse field 
recoverable volumes as a base case 

A recovery of 60% in all reservoirs would 
add approx. 1.8MMbo to the current field 
size 
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A uniform recovery of 60% across all reservoirs would add approximately 1.8MMbo to the 
current volumes taking the total field size of 12.1MMbo. 

Porosity 

The field lies in a major south east trending channel system identified from the 3D seismic 
data.  The porosity for the top N1 Reservoir which contains the current reserves at West 
Seahorse is excellent at 28%.   

Field Development 

The West Seahorse field development is currently planned to comprise a wellhead platform, 
pipelines and onshore stabilisation plant.  The use of a small wellhead platform is considered 
the best option owing to the shallow water depth (<30m) and the ability to perform 
maintenance work on the well and switch between reservoirs during its production life.  

The nearby Perch and Dolphin fields to the south which are operated by Esso commenced 
production in the early 1990’s.  The fields are in production through a wellhead platform, 
pipeline to shore, stabalisation plant and then linking into facilities.  The use of this 
production method is therefore proven in the basin. 

The stabilised oil is proposed to be transported by road tanker to one of the Victorian 
refineries.  An option to export the oil via the Longford to Long Island Point pipeline will be 
investigated during detailed design.  We anticipate a connection to the Longford pipeline will 
be negotiated with Esso/BHPB. 

Figure 7: West Seahorse Development Schematic 

 

Source:  3D Oil Limited 

3D Oil is currently completing an advanced stage pre-FEED mapping and interpretation of 
the West Seahorse field with the aim to update volumes in the medium term and also 
continue to assess and refine the options for field development.  We anticipate the 
completion of these pre-FEED studies prior to the commencement of drilling in March 
quarter 2008. 

The field is located in shallow water depths 
of less than 30m 

The development plan is identical to the 
Perch and Dolphin oil fields to the south 
which are operated by Esso 
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Capital Cost estimates 

The capital costs for the development have been verified by Shedden Uhde and RPS Energy.  
Shedden have concluded a total cost of US$100m (see figure 8 for the break down of costs). 

The costs of barge and drill rig mobilization may be shared at the time with other companies 
and therefore we currently anticipate at least a US$10m saving in the present capital cost 
estimate.  Due to the deductibility of capital against PRRT payments upon first production a 
25% increase in capital costs does not have a marked effect to the overall project value. 

Alternative Development options 

As an alternate route for the production of the West Seahorse field the nearby Barracouta 
production facilities would provide a quick, easy and inexpensive development scenario to 
fast track production for the Company.  We do note however that the independence of the 
production through designated and 100% owned facilities would be preferred in the long 
term.   

Any future discoveries in the southern half of the permit could also be tied into these 
production facilities reducing capital costs at the time. 

VIC/P57 - Exploration Prospectivity 

The southern half of VIC/P57 is traversed by the Rosedale Fault System.  The Rosedale Fault 
extends across the north of the basin and separates the Northern Platform from the Central 
Deep.  Numerous hydrocarbon accumulations are associated with this fault system to the 
east of the permit, and 3D Oil has identified a number of leads and prospects on this system 
within VIC/P57.   

Figure 9: Structural elements, prospects and leads 

 

Source:  3D Oil Limited 

The Rosedale Fault comprises at least three separate subsystems in VIC/P57.  These are 
identified as the Emperor, Seacombe and Seahorse Faults.  Only portions of these faults 
penetrate upwards to the stratigraphic level of the main oil and gas accumulations in this 
part of the basin (near-top Latrobe unconformity).  The orientation of various segments of 
the Rosedale Fault System changes with depth implying that deeper structures cannot be 

Figure 8: Capital costs summary 

Capital Costs 

(US$m)

Offshore Costs
Pipelines 17.3
Derrick/Barge Mobilisation 12.0
Drilling Mobilisation 5.0
Monotower and Topside 11.9
Well 16.6
Engineering 10.6

Onshore Costs
Pipelines 3.7
Equipment 4.6
Construction 10.5
Contractors Margin 1.9
Engineering 5.6

Total 99.6
Source:  Shedden Uhde, RPS Energy, 3D Oil Limited  

Alternatively the field could be produced 
through the Esso/BHPB Barracouta 
facilities 

The Rosedale Fault provides a trapping 
mechanism for at least 11 static or 
producing fields 

3D Oil is currently focusing on 3 prospects 
associated with the Rosedale Fault 
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directly inferred from mapping at shallower levels.  Therefore additional and different 
trapping configurations may be mappable from the 3D seismic within and below the Latrobe 
Group similar to those found elsewhere along the Northern Margin. 

Sea Lion Prospect 

The Sea Lion Prospect is a northwest-southeast inversion anticline 7 km west-north-west 
and along trend from the West Seahorse Field.  It is located adjacent to, and on the basin-
ward side of, the Rosedale-Seahorse Fault, as are a number of oil discoveries including West 
Seahorse, Seahorse, Wirrah and Moonfish highlighting the prospectivity along this fault 
system. 

The Sea Lion Prospect has potential for multiple hydrocarbon zones within the top Latrobe 
Group with mappable continuity from West Seahorse-1.  Mapping of the uppermost sands at 
Sea Lion appear to be thicker than at West Seahorse.   

There is also a northern component to the Prospect which has not been mapped, North Sea 
Lion, formed by a splay from the Rosedale Fault.   

Figure 11: Sea Lion prospect seismic section 

 

Source:  3D Oil Limited 

The Sea Lion Prospect will be drilled immediately after the West Seahorse well.  Drilling of 
an exploration well is required to comply with the permit conditions in the third year of the 
permit.  The exploration potential in the Sea Lion Prospect provides unrisked Prospective 
P50 Resources of 20.7 MMstb. 

Other Prospects and Leads 

Six additional prospects and leads have been identified in VIC/P57.  These comprise the Felix 
Prospect and the Salsa, Scooter, Dexter, Peon and Nicholson Leads.  Felix and three of the 
leads are surveyed by the Northern Margin 3D seismic. 

The Felix Prospect is an inversion structure on the basinward side of the Seahorse Fault 
and on trend from the Moonfish and Wirrah Fields (see Figure 9).  Closure is mapped over 
multiple reservoir levels and increases downwards.  The neighbouring Moonfish Field 
intersected 15 hydrocarbon columns.  Moonfish is currently on production through the 
Snapper facilities. 

Figure 10: Defined prospective resources 

Prospective Resources Low Case Mid Case High Case

Sea Lion 11.9 20.7 32.3

Felix 4.6 6.9 10.0

Total 16.5 27.6 42.3

Notes:  Figures are in MMbbls and are oil case only
Source:  Independent evaluation by RPS Energy

 

The reservoir sands in West Seahorse are 
mapped into the Sea Lion prospect 

Felix lies along the Seahorse Fault between 
the Moonfish and Wirrah fields 
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Figure 12: Felix prospect seismic section 

 

Source:  3D Oil Limited 

The independent prospective resources for Felix are 6.9MMstb.  Although the size of the 
potential field is small we are encouraged by its location along the productive Seahorse Fault 
and anticipate 3D Oil to remap and interpret the prospect in the near future. 

The Scooter Lead is an erosional feature created by the Marlin Channel at the top Latrobe 
Group.  The Prospect is updip of the Emperor and Sweetlips discoveries, both of which have 
oil legs in the top Latrobe Group reservoir. 

The Salsa Lead is a large top Latrobe structure located on the edge of the 3D data set 
most likely created as an inversion feature along the northern edge of the Rosedale Fault 
system.  3D Oil has placed preliminary OIIP of +40MMstb on the lead. 

3D Oil management has also interpreted the Dexter and Peon Leads.  The Dexter Lead 
has the potential for OIIP of +44MMstb. 

The Moonfish field contains 15 
hydrocarbon columns which are mappable 
into Felix 

Felix is a low risk prospect 
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Bass Basin Permit T41-P 

Since exploration commenced in the Bass Basin in 1965 only 32 exploration wells have been 
drilled equating to a drilling density of approximately one well per 1,320 km2.  Discoveries to 
date include the: 

 Producing Yolla Field 

 Pelican gas/condensate field 

 Cormorant oil discovery 

 White Ibis gas/condensate field – tied into the Yolla facilities 

 Trefoil gas/condensate field - tied into the Yolla facilities. 

A recent study of the petroleum geology of the Bass Basin has highlighted the potential of 
the basin, particularly in relation to oil generation, and provided a significant impetus for the 
Company to acquire T41-P. 

T41-P Prospectivity 

T41-P covers approximately 2805 km2 in the eastern Bass Basin in water depths generally 
less than 90m.  The permit has only one well, Chat-1, drilled in 1986. The Chat-1 well was 
located on a broad seismic grid and tested a reactivated horst. 

Seismic coverage within T41-P is sparse and consists of data from 6 surveys ranging in 
vintage from 1975 to 1990.  Within the Bass Basin, hydrocarbon occurrence appears to be 
linked to proximity to depositional troughs.  Two previously unrecognised troughs trending 
northwest to southeast, have been identified within T41-P. 

Five leads have been identified from the broad 2D grid along the two structural trends, Chat 
and Tamar.  On the basis of the current grid of 2D seismic, the Dalrymple Lead, located on 
the Chat Trend, is considered the most prospective of the current leads owing to its 
potential size and structural configuration.   

Figure 14: Prospective resources in T41-P 

Prospective Resources Low Case Mid Case High Case

Dalrymple 10 24 46

Lubiana 6 15 32

Moorilla 4 12 26

Rosevears 1 4 13

Iron Pot 9 22 43

Total 30 77 160

Notes:  Figures are in MMbbls and are oil case only  

Source:  RPS Energy 

The Dalrymple Lead demonstrates dimming on seismic imaging over the crest which is 
conformable with structural geometry and is associated with a flat event indicative of a 
possible fluid contact.  The fault dependant closure has no evidence of late reactivation as is 
evident on the Chat structure.  

Figure 13: T41-P Location and Bass 
Basin Structural Elements 

 

Source:  3D Oil Limited 

The Bass Basin is underexplored with only 
32 exploration wells 
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Figure 15: Dalrymple Lead seismic line showing dimming and flattening  

 

Source:  3D Oil Limited 

The number of permits awarded in the last two years signifies an increasing exploration 
interest in the Bass Basin.  As a result, the entire central and eastern portions of the basin 
are currently covered by permits.  

We anticipate 3D Oil to seek a Joint Venture partner in the permit. 

 

The Dalrymple Lead seismic shows 
evidence of flattening possibly associated 
with a fluid contact 
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Valuation 

West Seahorse base case preliminary dcf analysis 

We have completed a NPV for the current development proposal of West Seahorse to 
provide a preliminary view of the value potential of the Field to 3D Oil post appraisal drilling 
in March quarter 2008.  We consider our valuation as a base case with considerable upside 
to increase the field volumes.  We have based our analysis on the following assumptions: 

 West Seahorse Oil Field – 10.3MMbbls 

 100% equity ownership 

 The West Seahorse-3 well is suspended as the sole production well 

 Capital Costs - US$100m (including West Seahorse-3 appraisal well) on a stand alone 
basis as per above 

 First production June half 2010 

 Initial production rate of 6000 bopd (2.2MMbopa) 

 Discount rate of 10% at a long term WTI benchmark oil price of US$50/bbl 

 Operating costs of < US$3/bbl 

 Natural field decline in line with small Gippsland Basin Fields  

 We assume a debt finance facility of approximately 80% of the total capital costs with 
3D Oil borrowing $100m in a senior debt facility repaid over 3 years and a $10m 
working capital facility.  The remainder of the capital costs (~A$22m) is the cost of 
drilling and completing the West Seahorse-3 well as a producer. 

 Abandonment cost of A$20m  

Oil Price Assumptions 

We have based our oil price assumptions on our WTI oil price forecasts at this preliminary 
stage.  Our current forecasts for both WTI and Tapis oil is illustrated in Figure 16 as well as 
the current WTI forward curve. 

Figure 16: Veritas July 07 oil price forecasts and current forward curve 

 

Source:  Veritas Research, Bloomberg 

 

The current forward curve indicates 
considerable upside to earnings compared 
to our forecast prices at first production 
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Production 

We estimate production to commence from a single production well as per the prospectus 
development plan at an initial production rate of 6,000 barrels per day before the well cuts 
water.  We assume a productive field life of 8 years with first production commencing in 
January 2010. 

Figure 17: West Seahorse annual production estimates 
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Source:  Veritas Research 

Financials 
The West Seahorse field will provide 3D Oil with a solid base for cashflows, profitability and 
growth.   

NPAT:  We estimate NPAT commencing in 2010FY at $48.5m from 6 months of production, 
$64.4m from the first full year of production in 2011FY and $38.8m in 2012FY.   

PER:  Under our cashflow analysis we see 3D Oil trading on a forward 2010FY earnings 
multiple of 1.7 times and 1.3 times in 2011FY.  We therefore see the stock as undervalued 
on both a fundamental and earnings basis. 

EBITDA:  Our EBITDA in 2010FY is $88.4m followed by $121.3m in 2011FY and $73.3m in 
2012FY.  We forecast first payments of PRRT to commence in 2011FY.   

Debt/Gearing:  We assume debt of $110m to be repaid in 2 years from first draw down 
with $30m paid in 2010FY and $80m in 2011FY.  The maximum gearing we estimate to be 
76% in 2009FY and 49% in 2011FY. 

Exploration Expenditure:  We have assumed from June half 2010 that 3D Oil will 
commence ongoing exploration either within VIC/P57 at a 100% level or from other permits 
and have included exploration expenditure of $15.0m per annum.  We have not at this stage 
made adjustment to PRRT payments as exploration costs are also deductible against 
Cashflows to offset PRRT.  We have accumulated costs on the balance sheet and include the 
Sea Lion-1 well on a dry hole basis. 

We assume first production in January 
2010 

The Gippsland Basin fields have historically 
produced up to double the original 
recoverable reserves 

Our forward PER estimates are 
significantly lower than the sector average 

The final debt repayment schedule will 
affect our assessed cash build up rate 

We assume ongoing exploration 
expenditure of $15m pa from 2010 
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Cash:  The debt repayment schedule affects our assumed cash position.  Under our current 
assumptions cash levels in 2010FY are $52.0m, $56.3m in 2011FY and $96.3m in 2012FY. 

Figure 18: Cashflow model earnings and cash estimates (June year end) 
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Source:  Veritas Research 

Dividends:  We do not assume any dividends at this stage. 

Partly paid final instalment:  3D Oil shares are currently traded on the ASX on a partly 
paid basis with 25c paid at IPO.  The final instalment of $0.15 per share is due on 6 
December 2007. 

Risks 
Oil price – a downward movement in the oil price below US$35 per barrel would put 
pressure on the proposed development go-ahead.  We do not however anticipate oil 
retreating below US$45 per barrel over the coming years as all fundamentals support an oil 
price above US$50 per barrel over the long term as supported by the current forward curve 
(see Figure 16). 

Single asset company – 3D Oil is focused on one asset which if due to unforeseen 
circumstances fails to materialise would put immediate price pressure on 3D’s share price.  
The greatest level of risk in this situation over the next 12 months will be the drilling of the 
West Seahorse appraisal well. 

Reserves – Reserve and contingent resources are likely to change following the drilling of 
the West Seahorse well.  3D’s share price is sensitive to movements in the reserves.  We 
anticipate reserves/contingent resources are a base case and therefore see considerable 
upside. 

Delays – 3D Oil may experience delays in the drilling of the West Seahorse well and also in 
the construction and delivery of the monotower and onshore stabilisation plant which could 
affect the timing of first production and therefore first revenue. 

Operational history – 3D Oil despite its managements background has not, as a company, 
produced oil and therefore there is a risk factor on deliverability of production by the current 

3D Oil are exposed to risks that are normal 
to the industry 
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management team.  We are highly encouraged by the depth of experience of management 
in the development of fields from previous company roles. 

Sensitivity Analysis 
We have completed scenario analysis on key value drivers to our preliminary base case dcf 
valuation of West Seahorse.  Our model is most sensitive to a change in field volumes 
followed by exchange rates. 

Any changes in the oil price, capital cost and/or exchange rate are more sensitive to our 
initial earnings profile as these affect the cashflows or amount deductible against cashflows 
to offset the first payment of PRRT. 

Oil Price 

We have not included any hedging in our analysis which may protect the initial year’s of 
production however a rise or fall in the oil price appears to be most sensitive in 2012FY as 
PRRT payments affect the full year.  Our long term prices commence in 2011FY at 
US$50/bbl. 

Figure 19: Oil price sensitivities – % change to a +/- US$5/bbl to Veritas oil forecasts 

2008e 2009e 2010e 2011e 2012e NAV NAV/sh 

 ($m) (cps)

Base case assumptions (eps) -0.8 -3.0 23.7 31.6 19.0 141 69

% change with +US$5/bbl na na 10.4% 6.5% 15.9% 12.7% 12.8%

% change with -US$5/bbl na na -10.7% -6.5% -15.7% -12.1% -11.7%

Source:  Veritas Research 

Capital Costs 

Changes to the West Seahorse capital costs are not materially sensitive to our NAV due to 
the offset against first PRRT payments.   

Figure 20: Capital cost sensitivities – % change to a +/- 25% change in capital estimates 

2008e 2009e 2010e 2011e 2012e NAV NAV/sh 

 ($m) (cps)

Base case assumptions (eps) -0.8 -3.0 23.7 31.6 19.0 141 69

% change with +25% in capital costs na na -8.6% 7.4% -11.0% -5.8% -6.0%

% change with -25% in capital costs na na 8.3% -7.5% 11.2% 5.6% 5.6%

Notes:  Includes the corresponding change in debt assumptions, West Seahorse-3 well costs unchanged at A$22m

Source:  Veritas Research 

 

 

 

 

 



 

- 19 - 

Operating Costs  

Operating costs are least sensitive to changes as they are <$3/bbl in our base case 
assumptions.  The bulk of the costs for West Seahorse are upfront in the capital costs of the 
planned development.  Operating costs comprise personnel and general maintenance costs. 

Figure 21: Operating cost sensitivities – % change to a +/- 25% change in operating costs 

2008e 2009e 2010e 2011e 2012e NAV NAV/sh 

 ($m) (cps)

Base case assumptions (eps) -0.8 -3.0 23.7 31.6 19.0 141 69

% change with +25% in operating costs na na -0.6% -0.5% -1.0% -0.8% -1.6%

% change with -25% in operating costs na na 0.7% 0.5% 1.2% 1.3% 1.3%

Source:  Veritas Research 

Exchange Rate 

As anticipated, earnings are sensitive to a change in our long term exchange rate.  An 
increase to US$0.85 impacts earnings in 2010FY by -16%. 

Figure 22: Exchange rate sensitivities – % change to a +/- US5 cent move in Veritas 
US$0.75 forecast 

2008e 2009e 2010e 2011e 2012e NAV NAV/sh 

 ($m) (cps)

Base case assumptions (eps) -0.8 -3.0 23.7 31.6 19.0 141 69

% change with +US10 cents na na -15.7% -9.0% -18.3% -15.0% -14.6%

% change with +US5 cents na na -8.6% -4.9% -9.9% -7.9% -8.9%

% change with -US5 cents na na 9.5% 5.5% 11.2% 9.1% 10.0%

Source:  Veritas Research 

Field Volumes 

A drop in the reserves to 8.0MMbo decreases our NAV by -26% against a 52% increase with 
field volumes of 15.0MMbo.   

Figure 23: Field oil volume sensitivities – % change to oil volumes at 8MMbo and 15MMbo 

2008e 2009e 2010e 2011e 2012e NAV NAV/sh 

 ($m) (cps)

Base case assumptions (eps) -0.8 -3.0 23.7 31.6 19.0 141 69

% change with 8MMbo field (start up at 5kbpd) na na -22.9% -13.2% -21.0% -26.3% -26.2%

% change with 15.0MMbo field (start up at 7.5kbpd) na na 38.6% 24.6% 41.2% 51.6% 51.9%

Notes:  Field life for 8MMbo field is 7 years and for 15MMbo field is 10 years, both are based off one production well

Source:  Veritas Research 

An increase in recoverable field volumes to 
15.0MMbo increases our NAV by 52% 
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Market Comparisons 

Enterprise Value per barrel  

We see 3D Oil as undervalued compared to its peers in the mid-cap oil and gas sector on an 
enterprise value per barrel of reserves + contingent resources with developments pending 
basis.  We have included our debt assumptions for 3D in our calculations and the reserves 
and contingent resources for all companies include gas volumes on a volume equivalent 
basis where applicable. 

The average of ASX listed mid-cap peers is A$25.9/bbl.  3D Oil, Petsec, Beach and Nexus are 
all significantly below the sector sample average for differing reasons.  For 3D Oil and Nexus 
we see the value upside of both companies portfolio’s as the key discount to their position 
compared to Beach and Petsec who have both been sold down for various company related 
specific reasons. 

Figure 24: Market comparisons on an EV/A$bbl reserves + contingent resource basis 

Notes:  Includes contingent resources with developments pending.  In calculating the EV, 3D Oil includes Veritas debt 
estimate of $110m, Nexus includes an equity interest of 65% for Longtom and 50% for Crux (no debt assumed for 
Crux), AED includes Puffin SW reserves only and a Mcap on a fully diluted basis and AZA reserves excludes contingent 
resources due to the recent deferment of the Basker Manta gas development 

Source:  Veritas Research, IRESS, Company reports 

We anticipate that closer to first production that 3D Oil will trade at a premium to the sector 
average due to: 

 The Company being a pure oil producer; 

 The oil is likely to attract a premium when sold due to its paraffinic qualities (48o API); 

 Location of the West Seahorse oil field in the prolific Gippsland Basin; and  

 Potential additional oil discoveries from low risk prospects. 

We see the EV/A$bbl as the best market 
comparison to highlight the undervalued 
nature of 3D Oil to its peers 

At $14.4/bbl 3D Oil is undervalued to its 
peers 
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Mcap per barrel  

On a Mcap/A$bbl reserves + contingent resources pending development basis 3D Oil is 
undervalued compared to its peers.   

Figure 25: Market comparisons on a Mcap/A$bbl reserves + contingent resource basis 

Notes:  Includes contingent resources with developments pending.  Nexus includes an equity interest of 65% for 
Longtom and 50% for Crux, AED includes Puffin SW reserves only and Mcap on a fully diluted basis and AZA reserves 
excludes contingent resources due to the recent deferment of a gas development at Basker Manta 

Source:  Veritas Research, IRESS, Company reports 

Reserves 

A comparison of the same suite of mid-cap companies’ reserves illustrates the position of 3D 
Oil’s reserves + contingent resources in the sector 

Figure 26: Market comparison of reserves + contingent resources (MMboe) 

Notes:  Includes contingent resources with developments pending 

Source:  Veritas Research, IRESS, Company reports 

3D Oil has the lowest Mcap/bbl of the mid-
cap sector 

In terms of recoverable volumes the 
company is well positioned within its peers 
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Directors and Management 
Ian Gorman - Non-Executive Chairman 

Mr Gorman has 25 years of international oil and gas experience within Shell International 
and BHP Billiton.  He has extensive Australian and international field and basin experience 
with exposure to projects in over 20 countries. 

Mr Gorman is the former Global Technical Leader of the coal bed methane business in BHP 
Billiton.  Prior to this role he was Manager Petroleum Engineering Australia/Asia (BHP Billiton) 
and London.  He was responsible for offshore Australian developments including Jabiru, 
Challis and Griffin.  He has direct Bass Strait Basin experience from previous roles in BHP 
including discovery of Moonfish, appraisal of Blackback and in-field development of 
Kingfish/West Kingfish and the smaller oil fields. 

Mr Gorman is also currently an executive director and COO of Molopo Australia Limited and 
until recently was SPE Global Technical Director, Production and Operations. 

Noel Newell - Managing Director 

Mr Newell has over 25 years experience in the oil and gas industry with 20 years of this time 
with BHP Billiton and Petrofina. With these companies he has been technically involved in 
exploration of areas around the globe, particularly South East Asia, and all major Australian 
offshore basins. Prior to leaving BHP Billiton in 2002 Noel was Principal Geoscientist working 
within the Southern Margin Group and primarily responsible for exploration within the 
Gippsland Basin.  

Mr Newell is the founder of 3D Oil.   Immediately prior to starting 3D Oil Noel was a 
technical advisor to Nexus Energy Limited and directly involved in their move to explore in 
the offshore of the Gippsland Basin.  

Campbell Horsfall - Non-Executive Director 

Mr Horsfall is a solicitor with extensive experience in the petroleum industry and has held 
positions as Company Solicitor for BP Australia Ltd, BHP Petroleum, Japan Australia LNG 
(MIMI) Pty Ltd and has until recently been General Counsel of Vicpower.  He was a director 
of Orchard Petroleum Limited since May 2002 up to the acquisition of Orchard in 2007. 

Jon Keall – Exploration Manager 

Mr Keall joined 3D Oil directly from BHP Billiton Petroleum and has 20 years experience in 
international petroleum exploration.  Mr Keall most recently held a senior position within BHP 
Billiton’s international new ventures team and was directly responsible for the acquisition of 
exploration blocks in offshore Malaysia and the Philippines. 

Before joining the new ventures team Mr Keall worked as a senior geologist on BHP Billiton’s 
offshore Australian acreage including six years in the Gippsland and Otway basins where he 
was involved in a number of discoveries including Longtom, Minerva and Moonfish. 
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Top Shareholders 
Substantial shareholders to date are: 

 Noel Newell  19.0% 

 Macquarie Bank  10.4% 

 CBA  8.0% 

The top 20 partly paid shareholders are: 

Figure 27: Top 20 partly paid shareholders as at 21 May 2007 

Shareholder Name Shares Held Interest

%
HSBC Custody Nominees 14,293,600 13.0
Bond Street Custodians 10,000,000 9.1
UBS Nominees 8,000,000 7.3
Bond Street Custodians 6,600,000 6.0
CS Third Nominees 4,000,000 3.6
Bond Street Custodians 3,400,000 3.1
Etrade Australia Nominees 2,851,400 2.6
National Nominees 2,800,000 2.6
HSBC Custody Nominees 2,706,400 2.5
ANZ Nominees 2,660,000 2.4
Mrs Gillian Barwick 2,500,000 2.3
Warnford Nominees 2,050,000 1.9
Invia Custodian 2,000,000 1.8
Merril Lynch Nominees 1,584,139 1.4
RBC Dexia Investor Services Nominees 1,250,000 1.1
Clodene Pty Ltd 1,200,000 1.1
Green Frog Nominees 1,140,000 1.0
Feta Nominees Pty Ltd 1,000,000 0.9
Dragonback Capital Ltd 800,000 0.7
Mad Fish Management Pty Ltd 800,000 0.7

Total 71,625,529 65.1  

Source:  3D Oil Limited 
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Sales 

 

Tony Bonello +61 2 8252 3230 

Bryce Reynolds +61 2 8252 3215 

Robert Scappatura +61 2 8252 3240 

Kate Pike +61 2 8252 3260 

Clay Melbourn +61 2 8252 3220 

Stephen Murphy +61 8 9380 8351 

Research 

 

Resources 

Piers Reynolds +61 3 8601 1196 

 

Industrials 

Ramoun Lazar +61 2 8252 3275 

Wassim Kisirwani +61 2 8252 3270 
 

RATING 

 

BUY – anticipated stock return is greater than 10% 

SELL – anticipated stock return is less than -10% 

HOLD – anticipated stock return is between -10% and +10% 

SPECULATIVE – High risk with stock price likely to fluctuate by 50% or more 
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