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Recommendation* 

Short term call BUY

Long term Call      OUT PERFORM

Valuation $ 1.78

12mth price target $ 2.21

52 week high $ 1.50

52 week low $ 0.32

Current price $ 0.41

Market Cap. $ 77m  

Previous short term call n/a 
Previous long term call n/a 
Date of change since initiation 
*SHORT TERM (over the next 6 months we expect the share 
price to:) Buy – Appreciate by >10%, Accumulate – Increase 
between 2% and 10%, Reduce – Increase by less than 2% or 
fall by up to 5%,Sell– Fall by >5%, Rev – Company is under 
review - no recommendation available. LONG TERM (over the 
next 24 months we expect the total return to:) Outperform (O / 
P) – Exceed market return by >5%, Market Perform (M / P) – 
Be in line with market return, +/-5%, Under Perform (U / P) – 
Be less than market return by >5%, Rev – Company is under 
review – no recommendation available. 

Forecasts and ratios 

y.e. June FY 08a FY 09e FY 10e FY 11e

Sales $2m $26m $114m $151m

NPAT ($ 7.4m) $2.2m $42.6m $60.3m

EPS (4.0c) 1.2c 23.1c 32.8c

growth (102%) 130 % 1,822 % 42 %

P/E (22x) 34.0 x 1.8 x 1.3 x
DPS 0.0c 0.0c 0.0c 3.0c
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Innamincka Petroleum (INP) 
Better than it appears, but not clear 

On 30 October, INP filed its September quarterly report. 

INP operations 

 INP has been trucking oil to Brisbane while it has had issues with its 
receipt at STO’s Moomba operations.  The cost penalty is about 
$5/bbl.   

 Flax 1 and Flax 3 have continued to produce, and are now at just 
over 300bbl/day. 

 Flax 2 has completed its work-over, the pipe has been built to tie in, 
hydrostatic testing has been completed and it is expected to be 
producing and on-line by 7 November. 

 Flax 4 is ready and will use the pipe from Flax 2. 

 Flax 5 is being de-watered, but the drill rig doing the bailing out is not 
well suited to the task, as the most suitable rig is currently engaged, 
and so it is taking a long time.   

 Testing of Flax East will take place after Flax 5 has been tested for 
the oil flows from each sand. 

INP progress 

At present INP has an overwhelming number of issues to work through 
and the path is not clear.   

These challenges are detailed in the body of this note.   

Investment view 

The current share price gives INP a market cap of $77m.   

There is significant uncertainty on any valuation of INP.  However, INP has 
enough existing cash in addition to the cash it is generating to grow its 
operations.   

Accordingly, CommSec retains its BUY / OUT PERFORM 
recommendation.   
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INP’s share price has fallen heavily 

As shown in Figure 1, the INP share price has under-performed since its equity raising in 
December 2007.   

Figure 1: INP’s share price 
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Source: IRESS, CommSec 

Figure 2 shows that INP is now as cheap as it has ever been.   

Figure 2: INP share price since listing 
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Source: IRESS, CommSec 
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CommSec’s base case valuation is $1.78 

When CommSec initiated coverage of INP in December 2007, we were assured by the 
independent reviews by McGee and Associates (3 January 2006), and then again when INP 
published its March 2006 quarterly report, certifying: 

 mean reserves of over 4Mbbls of recoverable oil from the Flax field, from an assessed 
19.8Mbbls of Oil in Place, 

 65.8Mbbls Oil in Place in the Juniper field, with 

 19.0Mbbls Oil in Place in a further eight prospects in PEL 103.   

This is the basis for CommSec’s base case valuation of $1.78, as shown in Table 1.   

Table 1: Detail of CommSec’s $1.78 base case valuation of INP 

 

discount rate =  12.0 % real 31-Oct-08
100 % Product per share

Flax field 85 % $ 101m $ 86m 41c 43c
NPV,  franking credits 60 % $ 14m $ 9m 4c 4c
Juniper field 75 % $ 267m $ 200m 97c 101c
NPV,  franking credits 53 % $ 124m $ 65m 31c 33c

G, G & A 100 % ($22m) ($22m) (10c) (11c)

Cash 100 % $ 16m $ 16m 8c 8c

TOTAL $ 500m $ 354m $ 1.71 $ 1.78
Shares on Issue 184.1m FPO shares 22.9m options

30 June 2008

 
Source: CommSec estimates 

Table 1 shows that the current share price reflects only the certified mean reserves in the Flax 
field.   

CommSec’s research has previously shown that there is upside potential, 

 The estimated recovery factors to derive the reserves estimate in the Flax field are below 
the experience using Enhanced Oil Recovery in the analogous Tirrawarra field and many 
tight sands in USA, so more recovered oil is very possible 

 The Oil-Water contact had not been found in any well drilled to date, so the oil column 
could be still larger than that used to estimate the Oil in Place.   

What went wrong? 

Progress for INP, as indicated by its share price, has not been smooth.   

Delays 

Nearly everything has taken longer than expected. 

 While a production licence has been granted, INP subsequently found out that it needed 
separate environmental and heritage clearance for each drill pad, road and pipe route. 
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 INP had to change from the original proposal for plastic pipes to steel pipes and this 
approval was delayed.  

 And so the list goes on… 

Deliveries suspended and production shut in 

INP’s first production was 1 August 2008.  It was originally hoped to be late May, but it was 
subjected to the above delays.   

INP trucked its oil to the Moomba facility so that it could then be piped to Port Bonython for 
export.  However, on 12 September, a tanker with INP crude had the crude released through 
the top hatches, wetting the driver who was otherwise unharmed.   

Santos subsequently suspended deliveries from INP, claiming that INP’s very light crude was 
too volatile for the Moomba system, and hence out of specification.   

INP was forced to shut in production.   

INP has since started trucking to Brisbane. This costs more, about $5/bbl more, but more 
importantly, it is inconsistent with INP’s longer term plan to deliver to Moomba by pipe, rather 
than trucking.   

Since trucking to Brisbane, it now appears that the issue was the particular tanker used as 
there has been the same problem only with the same tanker and it appears that the vents may 
have been jammed shut, causing the pressure to build up inside the vessel, leading to the 
overflow.   

INP is now working to prove that is the case so that they will be able to deliver to Moomba 
again at some time. In the meantime, other options are opening up.   

Flax 5 

The most significant blow was reported on 15 August 2008. The Flax 5 well was: 

 flowing 1,000bbls/day, compared with an initial flow of about 300bbls/day for other wells 
in the field; of which  

 700bbls/day was formation water; and 

 the water was fresher than expected, leading to the conclusion that the sands may have 
a lower oil saturation what was previously believed.   

The rate of fluid production, however, fell rapidly soon after the marker was advised of the 
issue, down to 280bw/d and slowly to 180bw/d before the well was shut for re-completion.   

Oil produced also fell away from the early rush, down to 80bo/d, but not further. This is an 
anomalous result.   

The plan was to re-complete Flax 5 to allow for separate production from the Tirrawarra and 
basal Patchawarra sands (see CommSec’s 3 April note “More than 120Mbbls Oil in Place”). 
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Figure 3 shows the locations of INP’s wells 

Figure 3: INP’s Flax operations 

 

 
Source: Innamincka Petroleum, September 2008 presentation, slide 9 

Flax East 1 

At the time that Flax 5 was being production tested, Flax East 1 had a pressure gauge 
monitoring the impact of Flax 5.  The pressure gauge showed no response.   

The Flax East 1 well had been fracture stimulated.  Since then, some of the propant has been 
recovered and it has been very heavy, and it is quite possible that it has clogged around the 
well bore, explaining the lack of a pressure response.   

Flax 2 delay 

The work-over rig was on Flax2 at the time the problems with Flax 5 were encountered, 
completing differential production capability.   

However, the packer that separated the lower Tirrawarra reservoir from the higher basal 
Patchawarra reservoir had to be milled out and this took two weeks.   

Flax 2 has since been completed and tied in. Flax 2 is expected to be producing by 7 
November.   

Flax 5 delay 

To re-complete Flax 5 requires that the water be produced.  The work-over is not suited to this 
and is able to only swab about 40 – 50bbls/day, so it will take about two more weeks before 
testing can even start.   



Equities Research Report  |  Innamincka Petroleum (INP) 
 

31 October 2008, 8:27AM AEST 6
 

Producers 

Flax 1 and Flax 3 have been producing as soon as crude could be trucked. Flax 2 and Flax 4 
should be on line by 7 November, and production should then be about 500bbbls/day.   

When Flax 5 can be re-completed, this should add a further 100bbls/day, after the initial flow 
has settled, by producing from the Patchawarra.   

Flax East should bring this to over 700bbls/day, again producing from a single sand.   

Conclusions 

There have been numerous delays that have hurt the share price.   

At 30 September, INP had over $7.5m in cash; it is responsible for only 75% of the costs.  It 
has not yet received payment for the crude it has already delivered, as payment terms are 
typically two months, or even a little longer.   

Table 2 shows a brief cashflow synopsis for INP’s operations (100% basis).  It shows that INP 
is able to drill a new development well, and hence expand its subsequent cashflow, every 
quarter.   

Table 2:  Brief synopsis of INP’s cashflows 

Producing rate 700 bbl/day

Oil price $ 70.00/bbl

AUD / USD rate 0.700
$A 100/bbl

trucking cost $A 25/bbl

Net Reveneue $A 53k/day

Cash op. Costs $A 8k/day

Royalties $A 0/bbl

NET $A 1.3m /mth  
Source: CommSec estimates 

Note:  CommSec assumes no royalties are payable for some time due to carry forward costs.   

CommSec affirms its BUY / OUT PERFORM recommendation on INP.   
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Financials 
Innamincka Petroleum (INP) June year end Share Price : 12 month return Recommendation
Income Statement FY 08a FY 09e FY 10e FY 11e $ 0.41 438 % BUY      OUT PERFORM

Sales $ 1.9m $ 26.1m $ 114m $ 151m

Operating Costs $ 2.5m $ 13.4m $ 43.1m $ 52.5m Assumptions FY 08a FY 09e FY 10e FY 11e L - R
EBITDAX ($0.6m) $ 12.8m $ 71m $ 98m Oil (WTI) $ 96.9/bbl $ 107/bbl $ 98.8/bbl $ 87.5/bbl $ 65.0/bbl

Exploration expensed $ 10.0m $ 7.0m $ 0.0m $ 0.0m $A / US$ 0.898 0.877 0.803 0.800 0.800
Depreciation &  Amortisation $ 0.0m $ 2.6m $ 7.4m $ 8.9m

EBIT ($10.6m) $ 3.2m $ 63.6m $ 89.2m Production FY 08a FY 09e FY 10e FY 11e FY 12e
Net Interest Expense (Revenue) $ 0.0m $ 0.0m $ 2.7m $ 3.1m Flax Oil (100%) 0 kbbl 270 kbbl 451 kbbl 469 kbbl 469 kbbl

Pre-Tax Profit ($10.6m) $ 3.2m $ 61m $ 86m Juniper Oil (100%) 0 kbbl 0 kbbl 501 kbbl 1,046 kbbl 1,674 kbbl

Tax Expense/(Benefit) ($3.2m) $ 0.9m $ 18.3m $ 25.8m TOTAL, INP share 0 kbbl 203 kbbl 878 kbbl 1,287 kbbl 1,758 kbbl

Reported NPAT ($7.4m) $ 2.2m $ 43m $ 60m

Significant Items (After Tax) $ 0.0m $ 0.0m $ 0.0m $ 0.0m INP Resources FY 08a FY 09e FY 10e FY 11e FY 12e
NPAT (Pre-Significant Items) ($7.4m) $ 2.2m $ 42.6m $ 60.3m Flax - Juniper 120 Mbbl   Oil In Place

EBITDA Margin (%) (32%) 49 % 62 % 65 % Flax 4.4 Mbbl 4.1 Mbbl 3.5 Mbbl 2.8 Mbbl 2.1 Mbbl

Effective tax Rate (%) 30.0% 30.0% 30.0% 30.0% Juniper 30.1 Mbbl 30.1 Mbbl 29.6 Mbbl 28.5 Mbbl 26.8 Mbbl

EPS Reported (cps) (4.0c) 1.2c 23c 33c TOTAl, INP share 25.8 Mbbl 25.6 Mbbl 24.8 Mbbl 23.5 Mbbl 21.7 Mbbl

EPS Pre Significant Items (c) (4.0c) 1.2c 23c 33c
DPS (c) 0c 0c 0c 3c Valuation 30-Oct-08
Payout Ratio (%) 0% 0% 0% 9% Real Discount Rate : 12.0%
Franking (%) 0% 0% 0% 100% Flax field 85 % $ 101m $ 86m 41c 43c

NPV,  franking credits 60 % $ 14m $ 9m 4c 4c

Cash Flow Statement FY 08a FY 09e FY 10e FY 11e Juniper field 75 % $ 267m $ 200m 97c 101c

EBITDAX $ 9.4m $ 19.8m $ 71.0m $ 98.1m NPV,  franking credits 53 % $ 124m $ 65m 31c 33c

Change in Working Capital $ 0.0m ($1.7m) ($1.9m) ($0.8m) G, G & A 60 % ($22m) ($13m) (6c) (11c)

Net Interest (paid)/received $ 0.0m $ 0.0m ($2.7m) ($3.1m) Cash 53 % $ 16m $ 8m 4c 8c

Tax Paid $ 0.0m $ 0.0m $ 0.0m ($7.0m) TOTAL $ 500m $ 355m $ 1.71 $ 1.78

Operating Cash Flow $ 9.4m $ 18.1m $ 66m $ 87m Shares on Issue 184.1m FPO shares 22.9m options

Exploration / Net acquisitions ($10.0m) ($7.0m) $ 0.0m $ 0.0m

Project + Sustaining Capex ($5.3m) ($4.0m) ($30m) ($40m) Valuation Ratios FY 08a FY 09e FY 10e FY 11e FY 12e
Other investing items $ 0.0m $ 0.0m $ 0.0m $ 0.0m P/E Multiple (14.3x) (21.8x) 34.0 x 1.8 x 1.3 x

Investing Cash Flow ($ 15m) ($ 11m) ($ 30m) ($ 40m) Price To Book Value 2.0 x 3.4 x 1.5 x 0.8 x 0.5 x

Inc/(Dec) in Equity $ 29.0m $ 0.0m $ 0.0m $ 0.0m Price To Cash Flow (14.6x) (20.6x) 15.7 x 1.5 x 1.1 x

Inc/(Dec) in Borrowings $ 0.0m ($0.7m) $ 5.5m ($43.6m) EBITDA Multiple 23.9 x (254.9x) 5.9 x 1.1 x 0.8 x

Dividends Paid $ 0.0m $ 0.0m $ 0.0m ($5.5m) EBIT Multiple 23.9 x (14.4x) 23.8 x 1.2 x 0.8 x

Financing Cash Flow $ 29m ($ 1m) $ 6m ($ 49m) Dividend Yield 0.0 % 0.0 % 0.0 % 0.0 % 0.0 %

Net Inc/(Dec) in  Cash $ 23.1m $ 6.3m $ 41.9m ($ 1.9m)
Major Shareholders

Balance Sheet FY 08a FY 09e FY 10e FY 11e G. Santalucia 21.4 m 10.3 %    Macquarie Bank 21.0m options

Cash $ 34.0m $ 40.3m $ 82.3m $ 80.4m Adam Johnson (Chair) 8.5 m 4.1 %

Other Current Assets $ 1.8m $ 1.0m $ 1.0m $ 1.0m Ross Wecker (MD) 7.3 m 3.5 %

Total Current Asstes $ 35.8m $ 41.3m $ 83.3m $ 81.4m
Fixed Assets $ 5.4m $ 6.8m $ 29.4m $ 60.4m

Explor'n & Evalu'n $ 13.8m $ 13.8m $ 13.8m $ 13.8m

Other $ 27.3m $ 30.6m $ 41.5m $ 16.3m

Total Assets $ 82m $ 92m $ 168m $ 172m
Current Liabilities $ 0.7m $ 2.4m $ 4.3m $ 5.1m

Long term Debt $ 34.0m $ 40.3m $ 71.2m $ 19.7m

Other Non Current Liabilities $ 0.0m $ 0.0m $ 0.0m $ 0.0m

Total Liabilities $ 34.7m $ 42.8m $ 75.5m $ 24.7m
Total Equity $ 47.5m $ 49.7m $ 92.3m $ 147.1m
Net Debt (Cash) $ 0.0m $ 0.0m ($ 11.0m) ($ 60.7m)

Leverage FY 08a FY 09e FY 10e FY 11e
Net Debt/Equity 0.0 % 0.0 % (12.0%) (41.3%)

Net Debt/Total Assets 0.0 % 0.0 % (6.6%) (35.3%)

EBIT Margin (558%) 12 % 56 % 59 %

Interest Cover (x) n/a n/a 23.3 x 29.1 x

Dividend Cover (x) n / a n / a n / a 10.9 x `
Source : IRESS, Commonwealth Securities `

30 June 2008
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Disclosure and Disclaimer Appendix 
All Investors:  Commonwealth Securities Limited ABN 60 067 254 399 AFSL 238814 ("CommSec"), is a wholly owned, but non-guaranteed, subsidiary of the 
Commonwealth Bank of Australia ABN 48 123 123 124 AFSL 234945 ("the Bank"). The Bank and CommSec are incorporated in Australia with limited liability.  The Bank 
and its subsidiaries, including CommSec, Commonwealth Australia Securities LLC, CBA Europe Ltd and Commonwealth Research, are domestic or foreign entities or 
business areas of the Commonwealth Bank Group of Companies (CBGOC).  CBGOC and their directors, employees and representatives are referred to in this 
Appendix as “the Group”.  This report is published solely for informational purposes and is not to be construed as a solicitation or an offer to buy any securities or 
financial instruments. This report has been prepared without taking account of the objectives, financial situation and capacity to bear loss, knowledge, experience or 
needs of any specific person who may receive this report.  No member of the Group does, or is required to, assess the appropriateness or suitability of the report for 
recipients who therefore do not benefit from any regulatory protections in this regard.   All recipients should, before acting on the information in this report, consider the 
appropriateness and suitability of the information, having regard to their own objectives, financial situation and needs, and, if necessary seek the appropriate 
professional, foreign exchange or financial advice regarding the content of this report.   
We believe that the information in this report is correct and any opinions, conclusions or recommendations are reasonably held or made, based on the information 
available at the time of its compilation, but no representation or warranty, either expressed or implied, is made or provided as to accuracy, reliability or completeness of 
any statement made in this report.  Any opinions, conclusions or recommendations set forth in this report are subject to change without notice and may differ or be 
contrary to the opinions, conclusions or recommendations expressed elsewhere by the Group.  We are under no obligation to, and do not, update or keep current the 
information contained in this report.   The Group does not accept any liability for any loss or damage arising out of the use of all or any part of this report.  Any 
valuations, projections and forecasts contained in this report are based on a number of assumptions and estimates and are subject to contingencies and uncertainties. 
Different assumptions and estimates could result in materially different results.  The Group does not represent or warrant that any of these valuations, projections or 
forecasts, or any of the underlying assumptions or estimates, will be met.  Past performance is not a reliable indicator of future performance.  The Group has provided, 
provides, or seeks to provide, investment banking, capital markets and/or other services, including financial services, to the companies described in the report and their 
associates.  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 any entity within the 
Group to any registration or licensing requirement within such jurisdiction.  All material presented in this report, unless specifically indicated otherwise, is under copyright 
to the Group.  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 
written permission of the appropriate entity within the Group.  In the case of certain products, the Bank or one of its related bodies corporate is or may be the only 
market maker.  The Group, its agents, associates and clients have or have had long or short positions in the securities or other financial instruments referred to herein, 
and may at any time make purchases and/or sales in such interests or securities as principal or agent, including selling to or buying from clients on a principal basis and 
may engage in transactions in a manner inconsistent with this report. 
European Investors: This report is published, approved and distributed in the UK by the Bank and by CBA Europe Ltd (“CBAE”).  The Bank and CBAE are both 
registered in England (No. BR250 and 05687023 respectively) and authorised and regulated in the UK by the Financial Services Authority (“FSA”). This report does not 
purport to be a complete statement or summary. For the purpose of the FSA rules, this report and related services are not intended for retail customers and are not 
available to them. The products and services referred to in this report may put your capital at risk.  Investments, persons, matters and services referred to in this report 
may not be regulated by the FSA.  CBAE can clarify where FSA regulations apply.   
Singapore Investors: This report is distributed in Singapore by Commonwealth Bank of Australia, Singapore Branch (company number F03137W) and is made available 
only for persons who are Accredited Investors as defined in the Singapore Securities and Futures Act and the Financial Advisers Act. It has not been prepared for, and 
must not be distributed to or replicated in any form, to anyone who is not an Accredited Investor. 
Hong Kong Investors: This report was prepared, approved and published by the Bank, and distributed in Hong Kong by the Bank's Hong Kong Branch.  The Hong Kong 
Branch is a registered institution with the Hong Kong Monetary Authority to carry out the Type 1 (Dealing in securities) and Type 4 (Advising on securities) regulated 
activities under the Securities and Futures Ordinance.  Investors should understand the risks in investments and that prices do go up as well as down, and in some 
cases may even become worthless.  Research report on collective investment schemes which have not been authorized by the Securities and Futures Commission is 
not directed to, or intended for distribution in Hong Kong.  
All investors - Analyst Certification and Disclaimer:  Each research analyst, primarily responsible for the content of this research report, in whole or in part, certifies that 
with respect to each security or issuer that the analyst covered in this report: (1) all of the views expressed accurately reflect his or her personal views about those 
securities or issuers; and (2) no part of his or her compensation was, is, or will be, directly or indirectly, related to the specific recommendations or views expressed by 
that research analyst in the report.  The analyst(s) responsible for the preparation of this report may interact with trading desk personnel, sales personnel and other 
constituencies for the purpose of gathering, synthesizing, and interpreting market information.  Directors or employees of the Group may serve or may have served as 
officers or directors of the subject company of this report.  The compensation of analysts who prepared this report is determined exclusively by research management 
and senior management (not including investment banking).  No inducement has been or will be received by the Group from the subject of this report or its associates to 
undertake the research or make the recommendations.  The research staff responsible for this report receive a salary and a bonus that is dependent on a number of 
factors including their performance and the overall financial performance of the Group, including its profits derived from investment banking, sales and trading revenue.   
Unless agreed separately, we do not charge any fees for any information provided in this presentation.  You may be charged fees in relation to the financial products or 
other services CommSec provides, these are set out in the CommSec Financial Services Guide (FSG) and relevant Product Disclosure Statements (PDS).  Our 
employees may be eligible for an annual bonus payment.  Some representatives’ bonus payments may be up to 50% of initial fees, and 10% of ongoing fees and 
commissions that CommSec receives from the placement of a financial product.  Bonus payments are discretionary and based on objectives that include business 
outcomes, customer service, people engagement, special tasks and people principals.    Our employees may also receive benefits such as tickets to sporting and 
cultural events, corporate promotional merchandise and other similar benefits. If you have a complaint, CommSec’s dispute resolution process can be accessed on 
131519. 
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