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InterOil Corporation  
Pull-back Represents Buying 
Opportunity Supported by 
Gas and Condensate Value  
 

Investment opportunity in IOC.   Despite 2009’s 
defining events that included the Antelope natural gas 
discoveries and successful early developments in the 
monetization efforts (PNG approval of IOC’s LNG facility 
and execution of the key terms agreement with Mitsui for 
the liquid stripping facility), investors continue to doubt 
IOC.  We believe the pullback is an opportunity for 
investors that missed IOC’s first run on the Antelope 
discovery to participate in the next move relating to 
further definition of IOC resources and monetization.   
IOC is now trading modestly above our distressed sale 
price for its stranded gas/condensate, over 50% 
discount to our un-risked, base NAV and $49 discount to 
our 2010 price target with several material catalysts in 
1Q2010 - all of which assume no value for oil potential.  

Today’s update.  We view today’s drilling update as  
positive with an increase in porosity in “zone of interest” 
where a horizontal test in March will provide results on 
any oil potential.  However, at $62, we see little 
“expectation for oil” and find significant value on gas and 
condensate resource and monetization thereof. We 
believe that the recent focus on oil potential has 
overshadowed the core value proposition of gas and 
condensate monetization.  

Why the pullback?  In the last several weeks, IOC has 
reverted to its pre-Antelope volatility levels where, in our 
view, the recent sell-off has been excessive and 
primarily attributable to market factors, negative press, 
and a reduction of oil expectations.  

New personnel additions are positive.   On January 
18, 2010, Henry Aldorf, formerly the President of 
Marathon International, joined an IOC affiliate.  We 
believe he augments IOC’s LNG execution skill-set 
(prior EG LNG responsibility) and provides another 
material vote of confidence in IOC and its planned LNG 
and liquid stripping projects by an industry executive. 

Morgan Stanley does and seeks to do business with 
companies covered in Morgan Stanley Research. As 
a result, investors should be aware that the firm may 
have a conflict of interest that could affect the 
objectivity of Morgan Stanley Research. Investors 
should consider Morgan Stanley Research as only a 
single factor in making their investment decision. 
For analyst certification and other important 
disclosures, refer to the Disclosure Section, 
located at the end of this report. 
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Stock Rating 
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Industry View 
Attractive Key Ratios and Statistics 

Reuters: IOC.N  Bloomberg: IOC US 
Integrated Oil / United States of America 

Price target $115.00
Shr price, close (Feb 1, 2010) $62.68
Mkt cap, curr (mm) $2,671
52-Week Range $84.05-16.12
 
Recent Reports 

Title Date

InterOil Corporation: Major Transformation to 
Continue in 2010, Raising Target Price t 

Jan 11, 2010

Evan Calio / Ryan Todd / Ben Hur   
InterOil Corporation: Another Well, Another 
Record; Raising PT to $80 

Dec 1, 2009
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Evan Calio / Ryan Todd / Ben Hur   
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Evan Calio / Ben Hur / Ryan Todd   
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InterOil Corp. (IOC, $63, Overweight, Price Target $115) 
Risk-Reward View: Strong Risk/Reward Skew 

WARNINGDONOTEDIT_RRS4RL~IOC.N~ 
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Price Target $115 Derived from our base case. 

Bull Case  
$165 

Assumes $85 oil 
price (perpetuity) 

Exploration Upside; Oil in Antelope  
Oil discovered in Antelope-2 and higher year-end resource estimate 
(gas to 8tcfe and condensate to 160mmbbls), 100MMbbls of 
recoverable oil (gross); $3.6 billion sale price of IOC’s interest (includes 
value for oil), 90% risk factor on upstream, 15% NAV discount; $6 per 

Base Case  
$115 

Assumes $85 oil 
price (perpetuity) 

Joint Venture Partnership is Signed 
Assumes 120MMbbls of condensate, $2.35 billion sale price of IOC’s 
interest.  Upstream gas risked at 85% and condensate at 90%; shares 
targeted to trade at an additional 15% discount to risked NAV. 

Bear Case  
$55 

Assumes $75 oil 
price 

No LNG JV Signed, Resource Estimate Lower 
Assumes no LNG development JV;  a lower resource estimate (5tcfe 
gas); no commercial oil found at Antelope-2; a $75 oil price; a 
condensate stripping facility is built ($8.50 per share); and IOC 
exploration resource and stranded gas is sold at $46/sh ($.6 per mmcfe).
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Source:  Morgan Stanley Research 
The probability we assign to a successful LNG project in our base case is only illustrative.  It does not forecast a precise 
series of events and does not account for all possible outcomes but instead illustrates our sense of the relative plausibility of 
the outcome, based on current industry dynamics. 

Why Overweight? 
• Strong value proposition as market 
overlooks and discounts resource and 
potential monetization. 
• We expect IOC to enter a partnership in 
next 6 months to develop LNG facility/ 
monetize its natural gas and associated 
liquids. 
• Trading at 50% of our un-risked NAV 
(NAV omits any value for oil resource or 
exploration acreage). 
• Largest exploration land position in PNG 
with over a decade of drilling experience.  
• Niche refining exposure levered to 
substantial economic growth forecasted in 
PNG. 

 
Potential Catalysts/Key Value Drivers  
• Liquid stripping commercialization 
agreement (~$450m credit facility) probable 
during early 1Q10. 
• Antelope-2 horizontal drilling (higher 
flow rate potential) March 2010. 
• GLJ/Knowledge Reservoir Resource  
improvement due in February/March 2010. 
• Antelope-3 results expected late 
2Q/early 3Q 2010. 
• LNG Partnership/upstream sell down 
expected in 1H10 (fully fund development 
and future exploration). 

• Additional Exploration as we believe 
IOC will likely test another structure within its 
exploration portfolio by year-end. 

 
Where We Could Be Wrong 
• Exploration failure.  IOC is proving its 
resource base and any exploration failure will 
likely delay development and impact price. 
• Failure to enter LNG JV.  IOC is unlikely 
to be able to finance LNG development and 
its continued exploration program w/o 
partners. 
• PNG risks.  100% of IOC’s operating 
assets are located in PNG. 
• Failure to enter JV (LNG or liquid 
stripping) before potential 2H10 liquidity 
shortage forces additional capital raise.  
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IOC Pullback 
The recent pull-back represents an investment 
opportunity in IOC.   Despite 2009’s defining events that 
included the Antelope natural gas discoveries and 
successful early development in the monetization efforts 
(PNG approval of IOC’s LNG facility and execution of the 
key terms agreement with Mitsui for the liquid stripping 
facility); investors (both bears and bulls) continue to doubt 
IOC.  We believe IOC remains a non-consensus stock pick, 
particularly among institutions, and developments that we 
expect to occur in 2010 will mark the transformation of a 
company from a frontier exploration story to a fully funded 
hydrocarbon explorer with developments toward production 
and un-lock significant asset value.  We also believe the 
pullback is an opportunity for investors that missed IOC’s 
first run on the Antelope discovery ($35-85) for the next 
move relating to further defining the resource base and its 
monetization.   IOC is now trading at our distressed sale 
price for its stranded natural gas and 50% discount to our 
un-risked, base NAV, $49 discount to our 2010 price target 
with numerous, material catalysts in 1Q10.  

Why the pullback?  In the last several weeks, IOC has 
reverted to its pre-Antelope volatility levels.  In our view, the 
recent sell-off is excessive and attributable to the 
convergence of several factors: (1) the market correction 
and broader beta sell-off, (2) emerging market led sell-off 
(China matters to IOC), (3) relatively large recent stock 
gains since IOC’s March lows, (4) some modest delay in 
results versus expectations (condensate DST and oil test), 
(5) the atypical manner of the “oil discovery” disclosure due 
to Petromin disclosure; and (6) a renewal of negative 
coverage on IOC.  The most fundamental change is the 
emerging markets pullback, where, China, in particular 
represents the primary potential buyer of IOC’s LNG.  We 
believe the Chinese market consolidation is just that – a 
market related pull-back – and not a material change to 
China’s growth demand that could potentially alter its future 
natural gas and condensate demand.  The increase in 
negative press or “fraud” claims contain no original insights 
into PNG or IOC’s assets versus those we addressed in our 
initiation at $35.  The positioning of the company with 
resource, geologic data, and sell-down process and liquid 
stripping key terms agreement represent fundamental 
differences from prior two major stock pullbacks (2005 and 
2007 price consolidations). 

What will drive sustainable stock gains in 2010: context.  
There has been a lot of focus on many tangential issues in 

the IOC story.  What matters in 2010 and what should drive 
stock outperformance, in our view, is the following, in order 
of materiality: (1) a signed LNG agreement and upstream 
sell-down (gets our $115 target price on gas and 
condensate alone), (2) the natural gas and condensate 
resource upgrade (March – both GLJ and KR updates on 
12/31/09 resource updates incorporating Antelope-1 and 2 
well results – could also improve the upstream sell-down 
price), (3) Oil or no-oil (already priced in as “no-oil,” in our 
view), (4) signing final liquids stripping agreement with 
Mitsui, (5) Antelope 3 well results, and (6) other exploration 
wells/new drilling rig (post sell-down financing).  A delay in a 
DST, lack of material oil, or an immediate catalyst should 
not be as critical to the ultimate value proposition at current 
levels. 

Today’s drilling update.   The company provided a drilling 
update today that provides a reminder of the success of the 
Antelope-2 well to-date (gas and condensate) as well as 
some incremental drilling data.  Since the 1,224 ft 
successful open hole test (702mmcfd flow rate), IOC cased 
the 1,224 ft gas section, drilled an additional 338 feet and 
conducted DST-2 over this section.  DST-2 yielded a 15% 
increase in condensate ratio (down to 7628 ft).  Following 
DST-2, IOC drilled another 132 feet where it conducted 
DST-3 and 3-A, after which it drilled an additional 327 feet 
to well TD.  The water level appears to be at levels of DST-3 
(7760 ft) and the “area of interest” appears to be the 
potential oil zone where they observed a 34% increase in 
porosity over Antelope-1 that we believe indicates 
approximately 7% porosity.  Sufficient for oil flow yet lower 
than dolomitized portion of the reservoir.  IOC is currently 
determining where to target its planned 1,000 ft horizontal 
extension and evaluation.  We see the potential for an 
uptick in porosity into a horizontal leg as the company will 
likely drill in the direction of the reefal tilt where porosity 
should increase.  We still see the possibility of an oil leg yet 
at $60 see significant value underpinned by the gas and 
condensate resource.  Further, we believe the oil 
determination (either way) will clear the way for the Mitsui 
agreement to be signed and the LNG/upstream sell-down to 
proceed. 

New personnel additions: Improve execution ability 
and support story credibility.   On January 18, 2010, 
Henry Aldorf joined as the President of Pacific LNG and a 
Director of Liquid Niugini Gas Ltd.  Pacific LNG owns 47.5% 
of Liquid Niugini with IOC.  We believe this addition greatly 
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augments IOC’s LNG execution skill-set and provides 
another material vote of confidence in IOC and its interest in 
a planned LNG project by a senior oil and gas professional.   
Mr. Aldorf was most recently the President of Marathon 
International and Vice-President Global Upstream of 
Marathon Oil.   Mr. Aldorf has 37 years of experience in the 
petroleum and chemicals industry, the last nine of which 
have been with Marathon Oil.  Prior to his most recent role 
with Marathon leading worldwide upstream business 
development, including upstream commercial strategy and 
negotiations, Mr. Aldorf held the positions in Marathon Oil 
International of Senior Vice President International 
Business Development, Senior Vice-President West Africa, 
Middle East and Asia Business Development, and Senior 
Vice-President West Africa Business Development .  In the 
latter position, Mr. Aldorf was responsible for Marathon’s 
EG LNG project in Equatorial Guinea and was the first 
Managing Director of EG LNG Co. Mr. Aldorf is reunited 
with his former Marathon Equatorial Guinea LNG team 
members, Mr. Andy Mitchell and Mr. Wayne Hamal, both 
currently with Liquid Niugini Gas and InterOil.  They were all 
part of the team responsible for designing, partnering, and 
executing the Equatorial Guinea (EGLNG) LNG plant. The 
EG LNG development was completed in the shortest time 
ever for an LNG project. 

No oil is in price at these levels (in our view) yet potentially 
an incremental driver of upside value.  We originally 
believed the less-risky trade into 2010 was to buy the oil results 
good or bad: on positive results, in our view, the market would 
unlikely be able to price the impact and domino effect triggered 
there from; and, on negative results, you could still buy one of a 
significant natural gas and condensate find in the midst of a 
monetization process at a discount.   While that may still be a 
valid strategy, given this recent and pullback, we would be 
better buyers into a binary event well as we expect significant 
upside on gas and condensate alone.  It is often challenging to 
say what is valued in a stock, yet we see very little value 
attributable to oil in the current price.  We understand IOC’s 
legal obligation to file the “oil discovery” after Petromin leaked 
the results (as they are in possession of daily drilling reports 
and have employees on the drill pad); we also view it as net 
positive news.  We still need more detail to make any 
reasonable assessment on oil yet do not believe it is in the 
current price. 
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Valuation 
Our 2010 price target and scenarios outlook.  When we 
initiated on IOC, due to some of the historical controversy, we 
used very conservative assumptions in our price target.  Since 
September, IOC has delivered record well results that 
exceeded even our bull case expectations; IOC has advanced 
a potential liquids stripping facility agreement (MOU with Mitsui 
Group) providing potential medium-term cash flows and 

de-risking the upstream sell-down process; our understanding 
of IOC’s value and resource proposition has improved; PNG 
has approved IOC’s planned LNG facility; and global 
acquisition markets for resources and our outlook have 
improved.   As such, we revised our NAV assumptions to reflect 
lower discount to market sale multiple and our base case target 
is $115 per share.

 

Exhibit 1 
Precedent Transactions 
Announced Total transaction 2P Reserve Basis
Date Buyers Sellers Target Value ($mm) $/Mcfe / Contigent (P50) Comments

30-Oct-08 Nippon Oil 
Corporation

AGL Energy Ltd Nippon Oil acquired AGL Energy's 
Papua New Guiena Assets for US$ 
800MM pursuant to its exercise of 
pre-emptive rights.

800 $2.16 371 Conventional Gas play, Wet gas 
with high liquid content 24%, 
logistically favorable and 
experienced partners, financed and 
further along in project

28-Oct-08 BG Group plc Queensland Gas 
Company Ltd.

BG acquires Queensland Gas 
[Australia] in a US $3 BN cash 
transaction

3,046 $1.28 2,371 

8-Sep-08 Conoco Phillips Origin Energy Ltd ConocoPhillips acquires 50% stake 
in Origin Energy's Australia CBM-to-
LNG joint venture for US$5.9 BN 
plus contingent payments of US$2 
BN

5,852 $2.46 2,376 

2-Jun-08 Shell Arrow Shell acquires 30% interest from 
Arrow to jointly develop Australian 
Intl CSG projects.

413 $1.74 237 

29-May-08 Petronas Santos Petronas acquires 40% interest in 
Queensland Australia Gladstone 
LNG Project from Santos for 
US$2BN

2,008 $3.73 538 

31-Jan-08 Tokyo Gas Co 
Ltd.         Kansai 
Electric Power 
Co.

Woodside 
Petroleum Ltd.

10% of its interest in Pluto LNG 
project [South Pacific-Australia]

159 $0.42 374 Selldown of Upstream Assets for 
Buyer incentive upstream 
economics

28-Jan-08 Talisman 
Energy 
Incorporated

CNOOC Ltd 100% of CNOOC Wiriagar Overseas 
Ltd., which holds a 3.06% interest in 
Tangguh LNG Project [SE Asia-
Indonesia]

213 $0.38 560 Legal Settlement 

Mean Price Per Mcfe $1.74 

Coal Seam Gas Deal with dry gas, 
in a capital intensive, logistically 
challenging and unconventional play

 
Source: Company data, Morgan Stanley Research 

 

No change in our IOC resource estimate.  We are not 
increasing the resource estimate in our base case (6.7Tcfe gas 
and 120mmbbls of condensate) even though we believe there 
is an upside skew to both of these estimates since there is not 
yet enough public data to model gas reserve/resource 
estimates.   

Three data points support an upward skew to the 6.7Tcfe 
estimate: (1) Greater well control on, and reducing risking of 
southern portion of Antelope structure where Antelope-2 was 
drilled, (2) Antelope-2 hit the reservoir 345 feet higher (adding 
significant volume to the size of the reservoir), and (3) it is 
highly unlikely that a reservoir engineer modeled the porosity 
improvement from 8.8% in Antelope-1 to 14% in over 1,100 
feet of net pay in the top of Antelope-2.   



 

 
 6 

 
 

M O R G A N  S T A N L E Y  R E S E A R C H  

February 1, 2010 
InterOil Corporation 

Liquids stripping /off-take agreement expected before 
1Q10 end.  We believe IOC will enter a liquids stripping 
financing and off-take agreement by 1Q10.  Petromin press 
released that IOC and Mitsui have entered into a non-binding 
MOU outlining key terms to finance the condensate stripping 
facility on January 5, 2010.   The MOU provides the structure 
for the deal under which Mitsui will provide a lending facility for 
up to $450MM to finance drilling and construction of a 
condensate stripping facility and associated pipelines.  The 
agreement will likely also provide an off-take agreement for 
naphtha, a product of the condensate refined at IOC’s refinery.  
We believe the MOU is an important first step and a binding 
agreement will be executed in 1Q10.  The key terms to be 
negotiated are likely the off-take agreement and whether and 
how the facility could be converted into an upstream interest 
when the LNG sell-down closes.  We believe signing a liquid 
stripping facility financing and off-take agreement would have 
the following positive value implications: (a) it would de-risk the 
liquid stripping value; (b) it would support our increased price 
assumption on the upstream sell-down as the more immediate 
cash flow stream and liquids drive higher value in the sale, (c) it 
would mitigate 2010 funding issues as the credit facility could 
fund associated Antelope drilling which preserves IOC’s 
$80MM cash for other exploration (effectively improving IOC’s 

leverage in its sell-down process), and (d) it will improve the 
refinery profitability by increasing throughput by 9-12mmbpd 
without any additional working capital requirements 
(condensate production rate).  

Phases of IOC stock performance.  In our opinion there are  
5 general phases to the IOC story over time: (1) frontier 
exploration (characterized by stock volatility and turnover), (2) 
material hydrocarbon discovery (rapid share-price 
outperformance), (3) discovery monetization (share price 
outperformance into net asset value), (4) full funding of the 
exploration program and execution of monetization plan (next 
potential leg upward on new discoveries), and (5) maturation of 
the business (or sale) as production and cash flow stream.   We 
believe phase 1 was the most volatile in the 1997-early 2009 
and that we have entered phase 2 in 2009 (Antelope discovery). 
In 2010, we expect to experience elements of phase 2 (oil or no 
oil discovery), phase 3 (path towards monetization with an LNG 
partnership and liquids stripping agreement), and phase 4 (a 
fully funded exploration program accelerates new discovery 
potential).  We believe that 2010 sets up for material 
outperformance (supported by our valuation work), despite 
recent gains, as IOC development path continues in these 
various phases. 

 

Exhibit 2 
2010 Catalyst Time-Table 

Event Expected Date Potential Impact
1 Antelope-2, Potential Oil Zone Test Mid-March 2010 Oil potential
2 GLJ Reources resource update Mar. 2010 Expect raise estimate from 3.8Tcfe
3 Knowledge Reources Resource Update Mar. 2010 Expect raise estimate from 6.7Tcfe
4 NGL Stripping JV 1Q2010 Cash flow potential
5 Antelope-3 spud April 2010
6 Antelope-3 results 2Q 2010 Inform resource estimate (size of container)
7 LNG JV - Upstream selldown 1H 2010 Monitize standed gas, fully fund exploration
8 Acquisition of second (and or 3rd) drilling rig 1H 2010 Accelerate valuation of other prospects
9 Drilling of new exploration prospect 2H2010 Accelerate valuation of other prospects  

Source: Company data, Morgan Stanley Research 
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Exhibit 3 
NAV Model Outputs 
NAV Assumptions

Scenario Bear Base Bull

Commodity Price, post 2011
Oil WTI 75.00 85.00 90.00
Gas Slope 13% 14% 14%
Discount to crude (%) 26% 20% 20%

Upstream Assumptions
NGLs Resource (MMbls)(gross) 100.0 120.0 160.0

Risk Factor 85% 90% 90%
Gross Amount, Risked (MMbbls) 85.00 108.00 144.00

Gas Resource (Tcfe)(gross) 5.5 6.7 8.0
Risk Factor 100% 1 85% 90%
Gross Amount, Risked (Tcfe) 5.50 5.70 7.20

Oil Resource (MMbbls)(gross OIP) 0.00 0.00 500         
Oil Resource (MMbbls)(gross recoverable) 0.0 0.0 100.0

Oil Production (mpd) 0 0 25
Recovery Factor 0% 0 20%
Risk Factor 80% 80% 90%
Gross Amount, Risked (MMbbls) 0.00 0.00 90.00

Sale Price of Upstream Interest ($mcfe)

Value of 24% Interest Sale ($ per share) 0.00 63.17 86.69
Total Value of Deal (excess of capex) 0 2350 3350
Total Value of Deal (including of capex) 2624 3624
Implied Price per mcfe 0.60 1 1.63 1.89

Exploration Acreage ($MM) 0.00 500.00    500.00    
Risk Factor 0% 25% 50%
Net Amount, Risked 0.00 125.00 250.00
Exploration Acreage ($ per share) 0.00 2.94 5.88

Risked Upstream Value ($MM)(post-sell-down)
Upstream Gas + LNG Value ($ per share) $46.01 1 $55.16 $67.19
Upstream NGL Value ($ per share) $6.15 $8.02 $8.67
Upstream Oil Value ($ per share) $0.00 $0.00 $20.33
Total Upstream Value ($ per share) 52.17 63.18 96.19

Total Downstream Value ($MM) 200.00 200.00 200.00
Downstream Value ($ per share) 4.70        4.70 4.70        

Net Debt ($ per share) 0.95        0.95        0.95        

Total NAV Value ($ per share) 57.82      134.94    194.41    

Target Price Discount to NAV (%) 5% 15% 15%

Target Price ($ per share) 55 115 165
Premium/discount to current -34% 37% 97%

Note 1- The Bear case assumes no LNG deal where 100% of IOC's stranded gas is sold at $0.50Mcfe  
Source: Company data, Morgan Stanley Research estimates 
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Exhibit 4 
InterOil Income Statement (2006-2011E) 

Income Statement (Clean $MM) 2006 2007 2008 2009E 2010E 2011E
Segment Earnings
E&P (9.70) (19.16) 2.15 (10.35) (11.10) (11.10)

Refining (23.95) (8.81) 4.72 23.03 26.96 26.85
Liquefaction (0.69) (5.80) (7.91) (8.43) (8.22) (8.38)
Total Midstream (24.65) (14.62) (3.20) 14.59 18.73 18.47
Downstream 2.99 4.71 (1.21) 2.82 0.66 1.20

Corporate and adjustments (14.45) 0.16 (9.55) (3.14) (1.88) (2.15)
Specials and non continuing business 0.00 0.00 0.00 0.00 0.00 0.00
Clean Post Tax Net Income (45.80) (28.91) (11.80) 3.92 6.41 6.43
Net income to shareholders (45.80) (28.91) (11.80) 3.92 6.41 6.43

Shares (m) 29.60 30.00 36.70 40.40 44.04 44.04
Reported EPS (1.55) (0.96) (0.32) 0.10 0.15 0.15
Clean EPS (1.55) (0.96) (0.32) 0.10 0.15 0.15
Sales and operating revenues 511.09 625.53 915.58 712.38 1,045.94 1,368.79
Interest 3.22 2.18 0.93 6.74 13.06 13.26
Other 3.75 2.67 3.22 3.17 3.27 3.31
Revenue 518.06 630.37 919.73 722.29 1,062.27 1,385.36

Cost of sales and operating expenses 499.49 573.61 888.62 628.54 949.71 1,271.81
Administrative and general expenses 26.52 38.53 42.75 50.83 63.35 63.97
Derivative losses/(gains) 0.00 7.27 (24.04) (0.93) 0.00 0.00
Exploration costs, excluding exploration impairment 6.18 13.31 1.00 1.00 1.13 1.13
Exploration impairment 1.65 1.24 0.11 0.00 0.00 0.00
Interest Expense 20.34 22.75 23.97 22.23 27.24 27.24
Depreciation and amortization 12.35 13.02 14.14 14.33 14.32 14.37
Gain on LNG shareholder agreement 0.00 (6.55) 0.00 0.00 0.00 0.00
Gain on sale of oil and gas properties 0.00 0.00 (11.24) (1.09) 0.00 0.00
Foreign exchange (gain)/loss (4.74) (5.08) (3.88) 1.11 0.00 0.00
Accretion expense 0.00 0.00 0.00 0.00 0.00 0.00
Total cost and Expense 561.78 658.10 931.44 716.01 1,055.75 1,378.52

Profit before Income Tax (43.72) (27.73) (11.71) 6.28 6.52 6.83
Income taxes (recoveries)
Current and future (2.34) (1.21) (0.08) (2.35) (0.10) (0.40)
Tax Rate 5.4% 4.4% 0.7% -37.5% -1.5% -5.9%

Income/(loss) before non controlling interest (46.06) (28.94) (11.80) 3.93 6.42 6.43

Non-controlling interest 0.26 0.02 (0.00) (0.00) (0.00) (0.00)

Net earnings (45.80) (28.91) (11.80) 3.92 6.41 6.43
Other comprehensive income
Cumulative foreign currency translation adjustment 0.00 0.00 0.00 0.00 0.00 0.00
Hedge of net investment, net of tax 0.00 0.00 0.00 0.00 0.00 0.00
Derivatives designated as cash flow hedges, net of tax 0.00 0.00 0.00 0.00 0.00 0.00
Comprehensive income (45.80) (28.91) (11.80) 3.92 6.41 6.43

Special items 0.00 0.00 0.00 0.00 0.00 0.00
Net earning Reported (45.80) (28.91) (11.80) 3.92 6.41 6.43

Basic EPS (1.55) (0.96) (0.35) 0.10 0.15 0.15
Diluted EPS - Recurring (1.55) (0.96) (0.32) 0.10 0.15 0.15
Diluted EPS (1.55) (0.96) (0.32) 0.10 0.15 0.15  

Source: Company data, Morgan Stanley Research estimates 

 



 

 
 9 

 
 

M O R G A N  S T A N L E Y  R E S E A R C H  

February 1, 2010 
InterOil Corporation 

Exhibit 5 
InterOil Statement of Cash Flows (2006-2011E) 

Cash Flow Statement $MM 2006 2007 2008 2009E 2010E 2011E
Operating activities
Net income (45.80) (28.91) (11.80) 3.92 6.41 6.43
Adjustments for non-cash and non-operating transactions

Non-controlling interest (0.26) (0.02) 0.00 0.00 0.00 0.00
Depreciation and amortization 12.35 13.02 14.14 14.33 14.32 14.37
Future income tax asset 1.33 (1.60) (0.20) 1.01 0.00 0.00
Fair value adjustment on IPL PNG Ltd. Acquisition 0.00 (0.37) 0.00 0.00 0.00 0.00
(Gain) / Loss on sale of plant and equipment 0.26 0.27 (0.02) 0.00 0.00 0.00
Gain on sale of exploration assets 0.00 0.00 (11.24) (1.09) 0.00 0.00
Amortization of discount on debentures liability 0.03 0.00 1.92 1.21 0.00 0.00
Amortization of deferred financing costs 0.22 0.42 0.26 0.11 0.00 0.00
Gain on unsettled hedge contracts (0.07) (0.05) 0.85 (0.21) 0.00 0.00
Timing difference between derivatives recognised and settle (1.22) 3.77 (17.03) 15.07 0.00 0.00
Stock compensation expense 1.98 6.06 5.74 3.32 0.00 0.00
Inventory revaluation 0.00 0.00 8.38 0.00 0.00 0.00
Non-cash interest on secured loan facility 2.93 6.14 2.19 0.00 0.00 0.00
Non-cash interest settlement on preference shares 0.00 0.00 0.37 0.00 0.00 0.00
Non-cash interest settlement on debentures 0.00 0.00 2.62 2.35 0.00 0.00
Oil and gas properties expensed 7.82 14.55 1.10 0.25 0.00 0.00
Loss/(gain) on proportionate consolidation of LNG project 1.85 (4.18) (0.81) 0.72 0.00 0.00
Unrealized foreign exchange gain (4.74) (5.08) (3.73) (3.90) 0.00 0.00
Other 0.76 0.57 0.00 0.00 0.00 0.00
Preference share transaction costs 0.00 0.39 0.00 0.00 0.00 0.00

Change in operating working capital
Decrease/(increase) in trade receivables (6.66) 6.66 18.68 (43.46) 35.45 (24.92)
(Decrease)/increase in unrealised hedge gains 0.00 0.00 0.90 6.27 0.00 0.00
Decrease/(increase) in other assets and prepaid expenses 0.00 (2.70) 0.59 0.18 (0.65) (1.37)
(Increase)/decrease in inventories 2.64 (6.03) (3.19) 1.21 22.93 (31.15)
Increase/(decrease) in accounts payable, accrued liabilities 28.77 (34.53) 5.85 81.73 26.85 27.28

Cash flow - operating activities 2.19 (31.62) 15.59 83.04 105.32 (9.36)

Investing activities
Expenditure on oil and gas properties (49.66) (69.09) (63.89) (43.68) 0.00 0.00
Proceeds from IPI cash calls 0.00 21.78 18.32 5.58 0.00 0.00
Expenditure on plant and equipment (13.59) (7.29) (5.17) (4.86) 0.00 0.00
Proceeds received on sale of assets 3.77 0.07 0.31 0.00 0.00 0.00
Proceeds received on sale of exploration assets 0.00 0.00 6.50 0.00 0.00 0.00
Acquisition of subsidiary (25.82) (3.33) 0.00 0.00 0.00 0.00
(Increase)/decrease in restricted cash held as security on borr (15.86) 10.13 (3.90) 4.92 0.00 0.00
(Decrease)/increase in accounts payable and accrued liabilitie 2.41 6.35 0.44 (5.89) 0.00 0.00
Other 0.00 7.00 0.00 0.00 0.00 0.00
Allocation of oil and gas properties expenditure applied agains 1.67 0.00 0.00 0.00 0.00 0.00
Cash flow - investing activities (97.07) (34.37) (47.39) (43.93) 0.00 0.00

Financing activities
Proceed /Repayments of secured loan (4.50) (4.50) (9.00) (4.50) 0.00 0.00
Borrowings / Repayments of bridging facility, net of transaction 103.84 (0.10) (70.00) 0.00 0.00 0.00
Proceeds from PNG LNG cash call 0.00 9.45 9.45 0.00 0.00 0.00
Repayment of deferred financing fees 0.00 (0.36) 0.00 0.00 0.00 0.00
Proceeds from Clarion Finanz for Elk option agreement 0.00 5.92 5.50 3.58 0.00 0.00
Proceeds from Petromin for Elk participation agreement 0.00 0.00 4.00 4.44 0.00 0.00
(Repayments of)/proceeds from working capital facility (33.85) 29.63 2.29 (64.83) 0.00 0.00
Proceeds from issue of common shares/conversion of debt, n 1.47 23.82 (0.10) 83.91 0.00 0.00
Proceeds from issue of debentures, net of transaction costs 0.00 0.00 94.78 0.00 0.00 0.00
Proceeds from preference shares, net of transaction costs 0.00 14.25 0.00 0.00 0.00 0.00
Other 0.00 0.00 0.00 0.00 0.00 0.00
Proceeds from conversion of warrants 0.00 0.07 0.00 0.00 0.00 0.00
Cash flow - financing activities 66.96 78.17 36.91 22.59 0.00 0.00

Foreign exchange gain/(loss) / Adjustment for restatement (0.00) 0.00 0.00 0.00 0.00 0.00

Increase in cash and cash equivalents (27.92) 12.18 5.11 61.69 105.32 (9.36)
Beginning cash 59.60 31.68 43.86 48.97 110.66 215.98
Ending cash 31.68 43.86 48.97 110.66 215.98 206.63  

Source: Company data, Morgan Stanley Research estimates 
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Exhibit 6 
InterOil Balance Sheet (2006-2011E) 

Balance Sheet Statement $MM 2006 2007 2008 2009E 2010E 2011E
Assets
 Current Assets
   Cash and Cash equivalents 31.68 43.86 48.97 110.66 215.98 206.63
   Cash restricted 29.30 22.00 25.99 14.52 14.52 14.52
   Trade / other receivables 67.54 63.15 42.89 85.53 50.08 75.00
   Commodity derivative contracts 1.76 0.00 31.34 0.00 0.00 0.00
   Other assets 2.95 0.15 0.17 0.70 0.70 0.70
   Inventories 67.59 82.59 83.04 85.53 62.60 93.75
   Prepaid Expenses 0.88 5.10 4.49 3.78 4.42 5.79
Total Current Assets 201.71 216.85 236.88 300.72 348.30 396.39
 Non-current
    Cash restricted 3.22 0.38 0.29 6.84 6.84 6.84
    Deferred financing cost 1.72 0.00 0.00 0.00 0.00 0.00
    Goodwill 0.00 0.00 0.00 5.76 5.76 5.76
    PP&E, Net 242.64 232.85 223.59 214.12 199.80 185.43
   Oil and gas properties 54.52 84.87 128.01 157.88 157.88 157.88
   Other assets 0.00 0.00 0.00 0.00 0.00 0.00
    Future income tax benefit 1.42 2.87 3.07 2.06 2.06 2.06
Total  Assets 505.24 537.82 591.84 687.38 720.65 754.36

Liabilities
 Current liabilities
   Accounts payable and accrued liabilities 76.10 60.43 78.15 154.94 181.78 209.06
   Commodity derivative contracts 0.00 1.96 0.00 0.00 0.00 0.00
   Working capital facility 36.87 66.50 68.79 3.96 3.96 3.96
   Deferred hedge gain 0.00 0.00 0.00 0.00 0.00 0.00
   Current portion of secured loan 13.50 136.78 9.00 9.00 9.00 9.00
   Current portion of indirect participation interest 0.73 1.08 0.54 0.54 0.54 0.54
   Other 6.55 0.00 0.00 0.00 0.00 0.00
Total Current Liabilities 133.75 266.75 156.48 168.44 195.29 222.57

   Accrued financing costs 1.09 0.00 0.00 0.00 0.00 0.00
   Secured loan 184.17 61.14 52.37 47.98 47.98 47.98
   8% subordinated debenture liability 0.00 0.00 65.04 0.00 0.00 0.00
   Preference share liability 0.00 7.80 0.00 0.00 0.00 0.00
   Deferred gain on contributions to LNG project 0.00 9.10 17.50 13.08 13.08 13.08
   Indirect participation interest 96.86 96.09 72.48 70.05 70.05 70.05
   Indirect participation interest - PNGDV 1.19 0.84 0.84 0.84 0.84 0.84
   Other 0.00 0.00 0.00 0.00 0.00 0.00
   Total Long Term Liabilities 283.31 174.97 208.22 131.95 131.95 131.95

Non controlling interest 5.76 0.00 0.01 0.01 0.01 0.02

Stockholders' Equity
 Share capital 233.89 259.32 373.90 550.08 550.08 550.08
 Preference shares 0.00 6.84 0.00 0.00 0.00 0.00
 8% subordinated debentures 0.00 0.00 10.84 0.00 0.00 0.00
 Contributed surplus 4.38 10.34 15.62 17.36 17.36 17.36
 Warrants 2.14 2.12 2.12 2.12 2.12 2.12
 Accumulated Other Comprehensive Income 1.49 6.03 27.70 16.55 16.55 16.55
 Conversion options 20.00 19.84 17.14 17.14 17.14 17.14
 Accumulated deficit (179.48) (208.39) (220.19) (216.26) (209.85) (203.42)
Total Shareholder Equity 82.42 96.10 227.13 386.99 393.40 399.83
Total liabilities and Stockholders' Equity 505.24 537.82 591.84 687.38 720.65 754.36  

Source: Company data, Morgan Stanley Research estimates 
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Morgan Stanley ModelWare is a proprietary analytic framework that helps clients 
uncover value, adjusting for distortions and ambiguities created by local accounting 
regulations. For example, ModelWare EPS adjusts for one-time events, capitalizes operating 
leases (where their use is significant), and converts inventory from LIFO costing to a FIFO 
basis. ModelWare also emphasizes the separation of operating performance of a company 
from its financing for a more complete view of how a company generates earnings. 
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Industry Coverage:Integrated Oil 

Company (Ticker) Rating (as of)Price* (02/01/2010)

Evan Calio 
Chevron Corporation (CVX.N) O (07/14/2009) $73.58
ConocoPhillips (COP.N) E (07/14/2009) $49.07
Exxon Mobil Corporation (XOM.N) E (07/14/2009) $66.18
Hess Corporation (HES.N) O (11/20/2009) $59.72
InterOil Corporation (IOC.N) O (02/01/2010) $62.68
Marathon Oil Corporation (MRO.N) U (07/14/2009) $30.65
Murphy Oil Corporation (MUR.N) E (07/14/2009) $52.5
Occidental Petroleum (OXY.N) O (01/28/2010) $79.83

Stock Ratings are subject to change. Please see latest research for each company. 
* Historical prices are not split adjusted. 
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