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Current Share Price $0.37 

Valuation / Target Price $0.55 

Recommendation BUY 

GROW WITH THE FLOW 

° Rheochem (RHE) is an established service company 
specialising in the provision of drilling additives, 
production chemicals and engineering services to the oil 
and gas industry. 

° RHE has many years’ experience and a strong foothold 
in the Australian onshore drilling services market.  
Recent inroads into the offshore market provide strong 
growth potential. 

° In addition, leveraging off the core Australian businesses 
and a cashed-up balance sheet post the $35m ASX IPO 
in November 2007, the Company is well positioned to 
take advantage of further organic growth opportunities in 
India and regionally. 

° RHE has also identified upstream opportunities and has 
secured exposure to exploration and near-term 
development oil & gas assets.  Of these, the Athena field 
in the UK North Sea provides near term focus, with the 
operator eager to progress its development to deliver 
first oil in 2010. 

° Argonaut’s bullish view on the energy sector and the 
expected continued growth in the market for drilling rigs 
and services augurs well for RHE.  Importantly RHE is 
exposed to the upside potential in the sector but avoids 
the downside risks that E&P companies face from 
unsuccessful drilling. 

° Our NPV forecast for the drilling services business alone 
almost underpins the IPO issue price.  Taking into 
account the cash post the IPO, as well as recognising 
the potential from the upstream assets provides a 
valuation / target price of $0.55 per share. 

° Based on this and: 

× a positive view on the strong fundamentals 
supporting the oil and gas drilling services industry 

× RHE’s continued growth in the core drilling fluids 
business off a solid base, 

× and exposure to upside potential from the upstream 
assets, 

we initiate coverage of RHE with a BUY 
recommendation. 

Market Statistics 

ASX/AIM Code RHE/RHEP 

Sector Energy 

IPO Shares Issued @ $0.35 100m 

IPO Raising $35m 

Total Shares in Issue 217m 

Capitalisation at Current Share Price $80m 

 

  Equities Research 

Rheochem  Initiating Coverage  Date: 7 December 2007 

   Ian Christie, CFA (08) 9224 6872 

Important Disclosures 

Argonaut acts as Corporate Advisor to RHE and was Lead Manager to the RHE IPO in December 2007.  Argonaut has and will receive fees 
commensurate with these services.  Argonaut holds 3.0m Options in RHE exercisable @ $0.0525 on or before 30 October 2010.  See page 11 for 
further important disclosures. 

Directors 

Hadyn Gardner CEO 

Craig McGuckin Executive Director & Group GM 

Lincoln McCrabb Executive 

Dr Peter Lundie Non-Executive 

Mike Rose Non-Executive 

Financial Summary 

(A$m) 07A 08F 09F 10F 

Profit & Loss 

Revenue 29.4 35.3 45.9 54.4 

EBITDA 5.3 6.6 8.9 10.6 

NPAT 3.2 3.8 5.1 6.3 

EPS (cps) 2.9 2.2 2.4 2.9 

Balance Sheet 

Cash 4.8 26.4 13.2 17.4 

Net Assets 33.3 69.6 74.7 81.0 

Cash Flow 

Operating Cash Flow  0.2 6.0 5.8 

Net Cash Flow  21.6 -13.1 4.1 

Rigs Serviced 

Onshore (#)  15 19 22 

Offshore (#)  1 2 3 

Pre IPO Major Shareholders 

Founders & Directors 21.5% 

Advance AIM Value Realisation Co 8.7% 

AXA 7.5% 
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OVERVIEW 

° Rheochem (RHE) is an established, diversified service 
company specialising in the provision of drilling additives, 
production chemicals and engineering services to the oil 
and gas industry. 

° With a strong foundation in the Australian onshore drilling 
services market and more recent inroads into the 
offshore market, RHE is well poised to take advantage of 
the footholds established and organic growth 
opportunities in New Zealand, India and the region. 

° Management’s extensive experience and networks in the 
oil and gas industry have also provided the opportunities 
to move into the upstream oil & gas industry by securing 
exploration and near-term development oil & gas assets. 

Figure 1:  Location of RHE’s Activities 

 

Source: RHE 

° The IPO on the ASX raised the Company $35m.  Of this, 
$10m will be spent on the development of the drilling 
fluids business, while $12.5m has been set aside to 
evaluate, and possibly develop, the North Sea assets.  A 
further $10m has been earmarked for the evaluation and 
appraisal of other upstream interests. 

° Following solid results over the last couple of years, the 
Company expects further growth in FY2008, with 
revenue expected to climb 21% and NPAT 23%.  The 
bulk of this growth comes from committed contracts 
within the oil services business. 

Table 1:  Results and Prospectus Forecasts 

 Historical 
FY06 ($m) 

Historical 
FY07 ($m) * 

Forecast 
FY08 ($m) 

Revenue 18.6 29.1 35.3 

EBITDA 4.3 5.3 6.6 

EBIT 3.8 4.7 5.6 

PBT 3.5 4.5 5.3 

NPAT 2.5 3.1 3.8 

Source: RHE 

* Results include recognition of fair value of upstream oil & gas assets 

° Given management’s experience and success to date, 
backed up by ample cash and a strong balance sheet, 
we believe RHE is positioned for strong growth beyond 
this forecast period. 

INVESTMENT RATIONALE 

° We retain a bullish view on the energy sector.  Steadily 
growing energy demand is relatively price inelastic, while 
supply is only just keeping pace.  Despite the oil price 
having increased nearly 400% over the last 10 years, the 
majors have not been able to lift production. 

Figure 2:  Oil Majors Production – Last Decade 

 

Source: Energy Watch Group, Crude Oil the Supply Outlook, Oct ‘07 

° The price signals and apparently stretched supply will 
continue to encourage development, appraisal and 
wildcat oil and gas drilling.  With the latter, an 
increasingly larger number of wells are required to deliver 
the same result – new discovery field sizes have declined 
from over 500mmbbl per new field in the ‘60’s to 
20mmbbl per new field so far this decade. 

° This suggests continued growth in drilling activity and 
provides a strong market for drilling rigs and services.  
RHE has direct exposure to this, yet avoids the downside 
that E&P companies face from unsuccessful drilling. 

° RHE has invested substantial time and money into 
developing a strong platform from which to tap into this 
growth market.  The management team has considerable 
experience (see page 9), enabling the provision of 
customised solutions to customers.  This allows them to 
compete on quality of product, rather than solely on price. 

° In addition, the fact that management have the network 
to tap into upstream oil and gas assets is a positive in our 
view.  It provides upside in the success case, while the 
core, less risky drilling fluids business provides cash flow 
and underpins the Company’s value. 

RECOMMENDATION 

° Based on: 

× A positive view on the strong fundamentals 
supporting the drilling and drilling services industries, 

× RHE’s potential for growth in the core drilling fluids 
business off a solid base, 

× Exposure to upside potential from the upstream oil & 
gas assets, 

we initiate coverage of RHE with a BUY recommendation 
and valuation / price target of $0.55 per share. 
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BACKGROUND 

° Rheochem (RHE) is based in Perth, Western Australia.  
Its principal business is the supply of drilling fluids, 
chemicals and engineering services to the onshore and 
offshore oil and gas industry. 

° The Company was admitted to trading on the AIM market 
on the LSE in December 2004, raising £4.7 million at 
IPO.  Its local listing on the ASX raised A$35m, and has 
broadened the investor base, provided enhanced access 
to capital markets and will improve trading liquidity. 

° The group has interests, held through subsidiaries, in 
Australia, New Zealand, India, UK and the USA.  In 
addition to the core drilling services business, these 
interests also provide the group with exposure to 
upstream oil and gas assets. 

Figure 3:  Group Corporate Structure 

Rheochem plc Rheochem Ltd
AIM Market 100%

LSE Australia

Rheochem Pacific Ltd
100%

New Zealand

Rheochem India P/L
70%
India

VRMT Well Services
51%

Nigeria (dormant)

Lochard Energy Ltd Zeus Petroleum
100% 33%

UK UK

Lochard Energy Inc
100%
USA  

Source: RHE Prospectus 

° The company was founded in 1988 as an engineering 
consultancy and has grown to become a leading player in 
the supply of drilling fluids and engineering services for 
the onshore oil and gas market in Australia.  In 2004 the 
construction of a mud mixing plant at WA’s NW Shelf 
provided important exposure to the offshore rig market. 

Table 2: History of Rheochem 
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OIL SERVICES 

° Drilling fluids are essential to the successful drilling of oil 
and gas wells.  The fluids clean the hole, provide 
lubrication, cool the bit and the pipe, and support the pipe 
in the hole.  Known colloquially as “muds”, drilling fluids 
vary by type and are typically either water or synthetic 
and oil based. 

° The performance of the industry is linked to the number 
of drilling rigs in operation.  This in turn is strongly 
influenced by the oil price and on this basis it is little 
wonder that the global rig count has doubled over the last 
few years. 

Figure 4:  Worldwide Drilling Rigs and Oil Price 

World  Rig Count vs Crude Oil Price (1995 to  date)
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Source: Baker Hughes, IRESS 

° The global industry is dominated by three main players: 

× Schlumberger/Smith (through the M-I JV) 

× Halliburton (Baroid) 

× Baker Hughes Inteq (Baker Hughes Drilling Fluids) 

° However smaller companies are able to post strong 
regional presences.  RHE for example is dominant in the 
onshore market in Australia, providing drilling services to 
around ¾ of the currently operating rigs.  Leveraging off 
this success, the Company is now targeting regional 
growth across India, New Zealand and SE Asia, with 
some penetration into the offshore market. 

° RHE designs and customises site-specific drilling fluids, 
tailored to each client’s individual requirements.  The 
group’s strong technical expertise and ongoing R&D 
program has resulted in the development of a number of 
drilling fluids which have progressed to full 
commercialisation, including: 

× High temperature drilling fluid (designed for drilling 
some of the hottest and deepest onshore wells in 
Australia) 

× Syndrill (designed for a development drilling program 
off the North West Shelf in Australia) 
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Australia 

° Since 1995, RHE’s core business has been focused on 
engineering and chemical supply services to Australian 
onshore oil & gas drilling market. Over that time, RHE 
has serviced in excess of 1,100 onshore wells. 

° To assist with the company’s push into the growing 
offshore market, in 2004 a $4.6m blending and storage 
facility was built in Dampier (one of only 3 on the North 
West Shelf).  The facility has already undergone 
expansion and now has a storage capacity of 3.0m litres 
of liquid product and 500t of dry product. 

Figure 5:  Blending Facility in Dampier 

 

Source: RHE 

° The company’s financial strength has been largely 
underpinned by two major contracts with Santos Energy 
Limited (STO).  Currently, RHE supplies drilling fluid 
materials and engineering services to STO’s offshore 
Mutineer Exeter drilling program, and to its onshore 
operations in the Cooper Basin in Eastern Queensland. 

New Zealand 

° RHE provides drilling fluid engineering services and 
chemicals to onshore rigs, primarily in the geothermal 
sector.  Major clients include: 

× Mighty River Power, a state owned integrated energy 
generation, trading, retailing and metering business 

× Contact Energy, which generates between 25-30% 
of the country’s electricity and is the largest 
wholesaler of natural gas and LPG in New Zealand 

India 

° Rheochem India, a 70% owned joint venture with Prabu 
Marketing Services was established in 2005. Thus far, 
the joint venture has enabled RHE to win two engineering 
and supply contracts in the region. 

° Currently, the JV employs 18 local staff, trains drilling 
fluid engineers and has established a drilling fluids 

laboratory to continue the growth into the Indian oil and 
gas industry. 

° As the drilling fluids market in India matures, it is 
expected to present RHE with further significant 
opportunities (there are around 120 onshore rigs in India 
compared to around 20 onshore Australia). 

UPSTREAM OIL & GAS ASSETS 

° The Company’s position in the industry, management’s 
technical expertise and industry networks have provided 
opportunities to move into the upstream oil and gas 
industry (exploration and near term development) in the 
UK North Sea and the US. 

° Zeus Petroleum Limited (Zeus) was established in 
January 2005 as Wimbledon Oil and Gas Ltd.  The 
company name was changed in September 2006 after it 
was acquired by Pacific International Management (67%) 
and RHE (who acts as the manager for Zeus and holds a 
33% beneficial interest). 

Athena (UK North Sea) 

° Zeus currently holds operated and non-operated 
positions in 5 licenses covering 8 blocks in the Outer 
Moray Firth area of the Central North Sea UK. 

Table 3:  Zeus North Sea Interests – Licenses 

Zeus License Interests (RHE owns 33.3% of Zeus)
License Block Zeus Interest RHE Interest

P 1393
12/15, 13/11, 
13/12, 13/13

100% 33.3%

P 1289 14/11 100% 33.3%

P 1293 14/18b 10% 3.3%

P 1401 13/16b 10% 3.3%
 

Source: RHE 

Note: Table excludes one license due to be relinquished in Dec 2007 

Figure 6:  Zeus North Sea Interests – Locations 

 

Source: RHE 
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° These blocks are home to one oil discovery, the Athena 
field (P 1293, block 14/18b), as well as a number of 
identified prospects and leads over a range of 
prospective reservoir intervals. 

° The Athena Field was discovered in 1991 with the drilling 
of the 14/18b-7 well.  This was followed by 3 appraisal 
wells.  In October 2007 the operator, Ithaca Energy, 
announced it had successfully tested 28 degree API 
sweet oil at a peak rate of 1,375bopd from the fifth well 
(14/18b-16). 

° For the ASX IPO prospectus RPS Energy provided an 
independent evaluation of reserves in the Athena field. 

Table 4:  Athena Reserves 

Gross Net to RHE 
(3.3%) Classification 

Reserves 
(mmbbl) 

Reserves 
(mmbbl) 

1P - - 

2P 16.25 0.54 

3P 37.21 1.24 

Source: RHE, Independent Expert Report 

° This report gives no credit to the results of the fifth well 
as it was issued prior to drilling, but the 3P reserves of 
37.2mmbbl of oil are consistent with the current draft 
development plan’s stated expected recovery. 

° Athena is gaining momentum with Ithaca announcing in 
November a US$60m Credit Facility and a capital raising 
of C$100m to help fund the development of Athena.  
Following the IPO, RHE will also have the funds 
necessary to meet their share of the development costs 
should they decide to maintain their interest. 

° In other blocks: 

× Five prospects have been identified in block 13/16b 
with best estimate unrisked prospective gross 
resources of 64.9mmbbl (2.2mmbbl net to RHE), and 
where RHE is free carried 

× Seven leads have been identified across 6 blocks 
with best estimate unrisked prospective gross 
resources across primary targets of 131.3mmbbl 
(30.4mmbbl net to RHE) 

° Of the leads, block 14/11 is of particular interest in that 
the single lead in this block contains best estimate 
unrisked gross prospective resources of 55.2mmbbl 
(18.4mmbbl net to RHE). 

Texas 

° Rheochem has a 65% working interest (48.75% net 
revenue interest) in 31 previously drilled wells amongst 
the Austin Chalk formation in Caldwell Country, Texas, 
known as the “Blackwell Lease”. 

° This project is a long term investment by the company, 
designed to evaluate the potential for additional recovery 
from heavy oil fields and oilfields with high paraffin wax 
content. 

° The trials seek to determine if: 

× Radial drilling can improve interconnectivity of 
fractures within the chalk reservoir 

× Thermal pulse technology, which heats well bores 
above the temperature at which paraffin solidifies, 
can increase recovery 

° If successful, then the technologies will have numerous 
applications within the USA and internationally in low 
deliverability reservoirs (such as CBM or heavy crude). 

Figure 7:  Thermal Pulse Unit - Texas 

 

Source: RHE 
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FINANCIALS 

Sales & Profitability 

° Our financial forecasts for RHE are based solely on 
expectations for the oil services business.  They exclude 
potential income from Athena as this asset is listed as 
“held for sale” on the balance sheet. 

° However we note that the use of funds statement in the 
prospectus allows $12.5m for the evaluation and 
appraisal of existing oil and gas assets, suggesting that 
there is a good chance that RHE will elect to participate 
in the ongoing development of the Athena field. 

Table 5:  Proposed Expenditure 

Proposed Expenditure Proforma 

Development of Drilling Fluids Division $10.0m 

Evaluation & Appraisal of Existing Oil & Gas Assets $12.5m 

Evaluation & Appraisal of Other Oil & Gas Assets $10.0m 

Offer Expenses $2.5m 

Total $35.0m 

Source: RHE Prospectus 

° If this turns out to be the case RHE may begin to receive 
income from Athena in FY2010 according to the project 
timeline indicated by Ithaca Energy (the field operator). 

° For now though, we turn to the core operations.  RHE 
has spent considerable time and money in reaching the 
stage where a solid platform is set for growth.  We expect 
this to be reflected in additions to the number of rigs 
serviced in the coming years. 

Figure 8:  Forecast Number of Rigs Serviced 

RHE - Drilling Rigs Serv iced (by Type)
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Source: Argonaut 

° Our forecasts for offshore rigs serviced are based on the 
expectation of one additional rig (using water-based mud) 
serviced each year over the next 3 years.  We expect 
one in Australia, one in India and another regionally. 

° The distinction between rigs that use oil-based mud and 
water-based mud is important in that the revenue derived 
from the former is around 21/2 times the latter.  We have 
therefore been conservative in our assumption that all 
new rigs serviced will use water-based mud. 

° Our forecasts for onshore rigs serviced are based on: 

× No change to the rigs serviced within Australia – 
RHE already has about 75% of the market of 
approximately 20 onshore rigs 

× No change to the rigs serviced in New Zealand due 
to the small size of the market 

× Regular additions to the number of rigs serviced in 
India (where there are presently around 120 onshore 
rigs) and in the south-east Asian region 

° In calculating revenues, we make the following 
assumptions: 

× Offshore rigs using oil-based mud provide current 
average annual revenue of $10.0m per rig 

× Offshore rigs using water-based mud provide current 
average annual revenue of $3.8m per rig 

× Onshore rigs provide current annual revenue ranging 
between $0.4m and $1.0m per rig 

× Engineering services associated with the above 
provides revenue of approximately 25% of the total 
revenue generated in each region 

× RHE provides laboratory services that brings in a 
relatively small amount of income each year 

° This leads to the revenue projections as depicted in the 
following chart.  Note that we tie the FY08 forecasts to 
the Company’s projections in the prospectus.  Thereafter 
the forecasts are Argonaut’s. 

Figure 9:  Forecast Revenue 

RHE - Rev enues
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Source: Argonaut 

° We allow EBITDA margins to grow slightly over the next 
couple of years as the fixed capital costs of the business 
are allocated over a broader revenue base.  Again the 



Rheochem plc 7 7 December 2007 

FY08 forecasts are based on the prospectus, while the 
numbers thereafter are Argonaut’s. 

Figure 10:  Forecast Profitability 

Rheochem Forecast P&L
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Source: Argonaut 

Cash Flows 

° We expect the $35m raised at IPO to be spent over the 
next two years, with the bulk of the outflow occurring in 
FY09.  A significant portion of the funds will be spent on 
Athena, where development is only expected to kick off in 
earnest in the second half of calendar year 2008 
(following obtaining the necessary approvals). 

° Despite forecast NPAT of $3.8m in FY08, we show 
negligible positive operating cash flow this financial year.  
This is due to the increase in inventory required to allow 
the development of the drilling fluids division (the 
prospectus indicates that $5.0m will be spent on stock). 

Figure 11:  Forecast Cash Flows 

Rheochem Forecas t Cash Flows
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Source: Argonaut 

Balance Sheet 

° Based on these cash flows, the balance sheet is 
expected to remain strong over the forecast period, with 
the Company having ample liquidity, negligible debt and 
high interest cover.  This is the case even though we 
assume capex outflows associated with RHE’s portion of 
the +$300m Athena development. 

VALUATION 

° We value RHE on a sum of the parts basis.  The core 
drilling service business is valued on a NPV, while the 
upstream oil & gas assets are valued based on risked 
expected monetary value (EMV). 

Oil Services Business 

° Our NPV ascribes a value of $67.0m, or $0.31 per share 
to the oil services business. 

° As a back-up to this valuation, we look at the FY08 
multiples on which the two closest peers in Australia are 
trading. 

Table 6:  Peer FY2008 Multiple Comparison 

Company EV/EBITDA P/E 

Imdex 11.1 22.2 

AJ Lucas 9.4 18.1 

Average 10.2 20.1 

Source: Bloomberg 

° Using multiples at the lower end of the range, and 
adjusting for the cash that is to be spent on the upstream 
oil and gas business, we arrive at multiple based 
valuations very similar to our NPV valuation. 

Table 7:  RHE Multiple Based Value 

 Mult. EV 
($m) 

Net 
Cash 
($m) * 

Equity 
Value 
($m) 

Share 
Value 

($/share) 

EV/EBITDA 9.4 62.1 10.4 72.5 0.33 

P/E 18.1   69.0 0.32 

Source: Argonaut 

* Current cash less debt less funds set aside for upstream business 

° On these calculations, nearly 90% of the IPO issue price 
of $0.35 per share is met by the NPV value of the drilling 
fluids business.  This is before taking into account net 
cash of $32.9m, which adds another $0.15 per share to 
the Company’s equity value. 

° With the value of the core business plus cash of 
$0.46 per share more than underpinning the listing price, 
the upstream assets simply provide upside. 

° We provide an indication of risked value for these assets 
based on certain assumption in the section below. 
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Athena 

° In valuing Athena we note that: 

× The original Sproule 2P gross recoverable reserves 
estimate was 27.5mmbbl 

× RPS Energy remapped the available data to 
estimate 2P gross recoverable reserves of 
16.3mmbbl, although this estimate was prior to the 
drilling and successful production testing of the fifth 
well on Athena 

× The 3P reserves estimate has remained unchanged 
at 37.2mmbbl, which is similar to the development 
plan’s stated expected recovery from the field 

° We believe that valuing recoverable oil of 27.5mmbbl is 
reasonable.  Using an in-ground NPV value of around 
US$13/bbl (based on initial cash flow expectations for the 
project), we derive a value of $0.06 per share for RHE’s 
net 3% interest in the project. 

Other Upstream Oil & Gas Assets 

° In deriving a risked value for the prospects and leads, we 
have: 

× Taken the best estimate prospective gross resources 
directly from the Independent Expert’s Report 

× Assumed the same chance of success estimates as 
in the Expert’s report 

× Adjusted by a risk factor to take into account the 
risks associated with farmout and license retention 

× Used an in-ground NPV value for oil similar to that 
used in the Athena calculation 

× Not given any value to secondary targets 

° This provides a risked value for other North Sea 
prospects and leads of $0.03 per share. 

Overall Valuation 

° Our combined value and target price is $0.55 per share, 
which is 57% above the IPO issue price and 49% ahead 
of the current share price.  The breakdown is 
summarised in the table below. 

Table 8:  RHE Overall Valuation 

 Value (A$m) Value (A$/share) 

Drilling Services 67.0 0.31 

Athena 13.5 0.06 

Other North Sea 5.6 0.03 

Cash 37.3 0.17 

Debt (4.4) (0.02) 

Total 118.9 0.55 

Source: Argonaut 
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DIRECTORS / MANAGEMENT 

Haydn Gardner CEO 

Mr. Gardner is the founder of RHE.  He has an Applied 
Science (Chemistry) degree from Deakin University.  He 
worked for Merck and ICI, prior to joining BHP Petroleum 
Research in 1988.  He has also worked extensively in the 
mineral processing industry. 

Craig McGuckin Exec Director, Group GM 

Mr. McGuckin has over 25 years’ experience in the 
mining industry.  He has been Mine Manager for Griffin 
Coal and MD for exploration drilling contractors 
Grimwood Davies.  He holds diplomas in Mine Surveying 
(Class 1) and Surface Mining, as well as an Unrestricted 
Quarry Managers Certificate. 

Lincoln McCrabb Exec Director 

Mr. McCrabb has over 25 years’ experience in chemistry 
/ metallurgy and held senior positions as MD of Normet 
Pty Ltd, Oretest Pty Ltd and Inspectorate America Corp.  
He graduated with a Degree in Applied Science 
(Chemistry) from Deakin University. 

Dr. Peter Lundie Non-Exec Director 

Dr Lundie was the founding Chairman in 1984 of the 
International Group of the American Petroleum Institute 
(API) on the standardisation of drilling fluids.  Dr Lundie 
holds a Ph.D. in Physical Chemistry from the University 
of Birmingham.  He has been involved with drilling fluids, 
production chemistry and completion fluids technology for 
several international oil companies. 

Mike Rose Non-Exec Director 

Mr. Rose has over 25 years’ experience in oilfield 
exploration, development and operations.  He has 
particular experience in the UK North Sea and has 
worked for Amoco, BP, Enterprise Oil, Hardy Oil & Gas, 
Pentex UK and Petrobras.  He was technical director for 
Zeus before its acquisition by RHE and is currently a 
director of Aimwell Energy. 

Senior Management 

David Bennett Operations Manager 

Adrian Bowers Financial Controller & Co. Sec. 

Dr Ting Chen Technical Services 

Dr Hennie Potgieter Project Manager 

John Reeves Country Manager, India 

KEY RISKS 

° The following are the key risks facing the Company 
(section 10 in the prospectus provides a more 
comprehensive list of potential risks). 

Oil and Gas Prices 

° With a strong correlation between oil and gas prices and 
drilling activity, RHE will be susceptible to movements in 
oil and gas prices.  Even at high prices, price volatility 
can result in uncertainty within the industry. 

Dependence on Key Clients 

° RHE is dependent on a relatively small number of key 
clients (notably STO).  The loss of one or more of these 
key clients would have a materially adverse effect on 
RHE’s revenues. 

Dependence on Key Personnel 

° RHE relies on a relatively small, highly experienced 
management team.  Loss of members of this team could 
have an adverse impact on the group through a loss of 
the knowledge base and possibly affect key relationships. 

Currency Risk 

° RHE reports its financial results in A$ while the world 
market for oil and gas services is predominantly 
denominated in US$.  Fluctuations in this currency 
relationship may materially affect results (as was the 
case in FY2007). 
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Rheochem plc Equities Research

Ian Christie, CFA

Recommendation BUY Sector Energy

Current Price (A$) 37.0 Market Cap (A$m) 80.3

All Ords (XAO) 6,698.1 Date 7 December 2007

Profit and Loss ($000's) 2007A 2008F 2009F 2010F Summary

Revenue 29,446 35,264 45,918 54,413

EBITDA 5,339 6,610 8,861 10,565 Valuation (A$ per share) 0.55

Deprec. / Amort. -627 -993 -1,484 -1,525 Forecast 2008 P/E (x) 17.0

EBIT 4,712 5,617 7,377 9,040 Forecast 2009 P/E (x) 15.8

Interest -261 -323 -304 -304 

PBT 4,451 5,294 7,073 8,737

Tax -1,284 -1,482 -1,980 -2,446 Valuation Summary A$/Share

NPAT 3,167 3,812 5,093 6,290 Drilling Fluids Business Valuation 0.31

Athena 0.06

Other North Sea 0.03

Cash Flow ($000's) 2007A 2008F 2009F 2010F Cash 0.17

Receipts 33,348 42,847 51,762 Debt -0.02 

Payments -26,326 -34,116 -41,471 Total 0.55

Other -6,834 -2,750 -4,526 

Cash from Operations 188 5,981 5,765

Investing Activities -10,600 -19,115 -1,630 Financial Ratios 2007A 2008F 2009F 2010F

Cash From Investing -10,600 -19,115 -1,630 

Financing Activities 32,000 0 0 Gross Margin (%) 18.1% 18.7% 19.3% 19.4%

Cash From Financing 32,000 0 0 Net Profit Margin (%) 10.8% 10.8% 11.1% 11.6%

Net Cash Flow 21,588 -13,134 4,134 Return on Assets (%) * 16.5% 12.5% 11.2% 12.8%

Ending Cash 4,768 26,356 13,222 17,357 Return on Equity (%) * 17.5% 7.0% 8.6% 9.6%

* Denominator in ROA / ROE excl. invest. assoc. with upstream O&G assets

Balance Sheet ($000's) 2007A 2008F 2009F 2010F Financial Summary 2007A 2008F 2009F 2010F

Cash 4,768 26,356 13,222 17,357 Basic EPS (cps) 2.90 2.17 2.35 2.90

Receivables 5,697 6,913 8,984 10,695 P/E (x) 12.8 17.0 15.8 12.8

Inventories 6,108 11,461 14,823 17,539 EV/EBITDA (x) 7.2 5.9 4.4 3.7

Investments 13,343 13,343 13,343 13,343 EV/EBIT (x) 8.2 6.9 5.2 4.3

Other Assets 2,273 2,273 377 377

Current Assets 32,189 60,346 50,749 59,311 NTA (cps) 25.72 30.63 33.01 35.93

P, P & E 9,894 14,565 14,758 14,925 Cash Flow (cps) 0.09 2.76 2.66

Def Expl. & Eval. 0 5,000 22,500 22,500

Intangibles / Goodwill 3,189 3,126 3,063 3,002

Other Assets 3,282 3,282 3,282 3,282

Non-Current Assets 16,366 25,972 43,603 43,708

Total Assets 48,555 86,318 94,352 103,019

Payables 7,702 10,029 12,970 15,347

Interest Bearing Liabilities 4,392 3,892 3,892 3,892

Provisions & Other 3,171 2,796 2,796 2,796

Total Liabilities 15,264 16,716 19,658 22,034

Net Assets 33,290 69,602 74,695 80,985

Ordinary Equity 26,370 58,870 58,870 58,870

Reserves & Ret Earnings 6,938 10,749 15,842 22,132

Minorities -17 -17 -17 -17 

Total Equity 33,290 69,602 74,695 80,985

Rheochem - EBITDA, Net Cash Flow & ROA
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Disclosures & Disclaimer 

Important Disclosures: 

o Argonaut was appointed Corporate Advisor to RHE in July 2007 and will retain this role until 4 months after the listing date. 

o Argonaut has and will receive fees commensurate with this service. 

o Argonaut acted as Lead Manager to the Initial Public Offer in November 2007 and received fees commensurate with this service. 

o Argonaut has been issued 3.0m options in RHE exercisable at $0.525 per option on or before 30 October 2010. 

o Argonaut Securities may receive brokerage income from clients who wish to buy and sell RHE shares subject to this report. 

o This report was produced by Ian Christie, CFA, Director Research, Argonaut Securities Pty Limited. Ian has an interest in RHE. 

General disclosure and disclaimer. 

This research has been prepared by Argonaut Securities Pty Limited (ABN 72 108 330 650) (“ASPL”) for the use of the clients of 
ASPL and its related bodies corporate (the “Argonaut Group”) and must not be copied, either in whole or in part, or distributed to any 
other person. If you are not the intended recipient you must not use or disclose the information in this report in any way.  ASPL is a 
holder of an Australian Financial Services Licence No. 274099 and is a Market Participant of the Australian Stock Exchange Limited. 

Nothing in this report should be construed as personal financial product advice for the purposes of Section 766B of the Corporations 
Act. This report does not consider any of your objectives, financial situation or needs.  The report may contain general financial 
product advice and you should therefore consider the appropriateness of the advice having regard to your situation. We recommend 
you obtain financial, legal and taxation advice before making any financial investment decision. 

This research is based on information obtained from sources believed to be reliable and ASPL has made every effort to ensure the 
information in this report is accurate, but we do not make any representation or warranty that it is accurate, reliable, complete or up to 
date. The Argonaut Group accepts no obligation to correct or update the information or the opinions in it. Opinions expressed are 
subject to change without notice and accurately reflect the analyst(s)’ personal views at the time of writing.  No member of the 
Argonaut Group or its respective employees, agents or consultants accepts any liability whatsoever for any direct, indirect, 
consequential or other loss arising from any use of this research and/or further communication in relation to this research. 

Nothing in this research shall be construed as a solicitation to buy or sell any financial product, or to engage in or refrain from 
engaging in any transaction. The Argonaut Group and/or its associates, including ASPL, officers or employees may have interests in 
the financial products or a relationship with the issuer of the financial products referred to in this report by acting in various roles 
including as investment banker, underwriter or dealer, holder of principal positions, broker, director or adviser. Further, they may buy 
or sell those securities as principal or agent, and as such may effect transactions which are not consistent with the recommendations 
(if any) in this research.  The Argonaut Group and/or its associates, including ASPL, may receive fees, brokerage or commissions for 
acting in those capacities and the reader should assume that this is the case. 

There are risks involved in securities trading. The price of securities can and does fluctuate, and an individual security may even 
become valueless. International investors are reminded of the additional risks inherent in international investments, such as currency 
fluctuations and international stock market or economic conditions, which may adversely affect the value of the investment. 

The analyst(s) principally responsible for the preparation of this research may receive compensation based on ASPL’s overall 
revenues. 
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