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InterOil Corporation  
One Down, One to Go: 
Another Credible Partner 
 

Impact on our views:  The execution of a condensate 
agreement, announced today, is another important step 
towards monetizing IOC’s 9.1Tcfe of total resource in 
PNG.  Execution of this agreement marks the 
achievement of another important milestone for the 
company as it: (1) provides a cost cover through FEED 
(front end engineering and design) mitigating potential 
liquidity issues related to IOC’s $69MM cash position 
(12/31/09), (2) begins the monetization process of the 
condensate resource whose NPV we value at $11 per 
share, highlighting the inexpensive valuation of the 
remaining gas resource (less than $.30 per share), (3) 
enhances the credibility of management as they achieve 
another stated objective.  We also believe this is the first 
condensate train and the proposed 2 train 8MTPA LNG 
facility would support up to 3 condensate trains.  We 
estimate that NPV of 3 trains is approximately $35 per 
share, with upside potential on a higher condensate ratio. 
We expect additional trains will follow based upon 
success and pace of development of train 1.  The next 
catalyst, and the major catalyst for IOC, is the signing of 
LNG partners in connection with its upstream sell-down.  
We maintain our $120 target and Overweight rating. 

What's new:  This morning IOC signed a joint venture 
agreement with Mitsui for a condensate stripping plant.  
The agreement finances the project to FID (final 
investment decision) after which we expect a broader 
partnership agreement with Mitsui, one that may contain 
multiple condensate trains, a Naptha off-take agreement, 
facility financing and potentially LNG.  We expect it will 
take up to 6 months to reach FID.  After FID, IOC will be 
able to book condensate reserves. 

Investment thesis: We believe IOC is in the process of 
a major transformation from a controversial frontier 
exploration company to a fully funded condensate and 
LNG producer.  We believe this process will unlock the 
value in its resource and allow IOC to explore its leading 
PNG land position.  In the process, we think skeptics will 
fall by the wayside and shareholders will be rewarded. 

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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 Mitsui brings significant credibility, with existing interest in 
eight LNG projects around the world, is located in the country 
that is the single largest buyer of LNG in the world (Japan), and 
we clearly believe has done more due diligence on IOC’s 
resource than the self-proclaimed skeptics.  We believe IOC 
will attract additional partners as it continues to transform.  
Today’s agreement is not a final agreement on the condensate 
facility, yet it is an important step in the project development 
and is consistent with a series of moves by Mitsui and Japan to 
increase ties and connections to PNG and IOC.  We believe 
Mitsui’s intent is ultimately much broader than the agreement 
signed today, and, as is customary in Japanese negotiations, 
this is the next and necessary step towards a broader 
agreement.   

IOC’s Resource Likely Higher in Antelope.  Two weeks ago 
we heard from the skeptics on the company’s resource, now 
the company responds.  Yesterday, in the company’s IPAA 
presentation it disclosed incremental data on its resource and 
filed its GLJ Resource Assessment for 12/31/09.  It is not 
customary for companies to file the resource assessment, yet it 
provides significant, rigorous analysis and supports our 
emerging view that when IOC drills more wells in 2010 
(Antelope 3-5), it will have additional data that could de-risk 
more of the Antelope structure and drive the natural gas 
resource estimate higher.  We will wait for drilling results to 
change our NAV, yet we now believe the resource estimate 
skew is clearly to the upside. 
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InterOil Corp. (IOC, $73.72, Overweight, Price Target $120) 
Risk-Reward View: Strong Positive Risk/Reward Skew 

WARNINGDONOTEDIT_RRS4RL~IOC.N~ 
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Price Target (Apr-11) Historical Stock Performance Current Stock Price  
Price Target $120 Derived from our base case. 

Bull Case  
$165 

Assumes $85 oil 
price (perpetuity) 

Exploration Upside; Oil discovered in 2010  
Oil discovered in and high-end of resource estimate achieved, 
194MMbbls 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 share for exploration. 

Base Case  
$120 

Assumes $85 oil 
price (perpetuity) 

Joint Venture Partnerships is Signed 
Assumes a $2.35 billion sale price of IOC’s interest.  Assumes mid-point 
of GLJ resource range.  Upstream gas risked at 85% and condensate at 
90%; shares targeted to trade at an additional 15% discount to risked 
NAV. 

Bear Case  
$60 

Assumes $75 oil 
price 

No LNG JV Signed, Resource Estimate Lower 
Assumes no LNG development JV, a $75 oil price and low end of GLJ 
resource estimate; a condensate stripping facility is built ($8.50 per 
share), IOC exploration resource and stranded gas is valued at $46/sh 
and refinery $6/sh. 
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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 4 months to develop LNG facility/ 
monetize its natural gas and associated 
liquids. 
• Trading at over a 55% discount to 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  
• Antelope-2 horizontal drilling. Late April 
2010. 
• Antelope-3 results expected in 3Q 
2010. 
• LNG Partnership/upstream sell down 
expected in 2010 (fully fund development 
and future exploration). 

• Additional Exploration as we believe 
IOC will likely test another structure within its 
exploration portfolio by year-end. New drilling 
rig enables faster monetization of 
exploration. 

 
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) before 
potential 2H10 liquidity shortage forces 
additional capital raise. 
• Failure to reach FID on stripping facility 
forces the repayment of IOC’s share of capex 
incurred to Mitsui.  
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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* (04/14/2010)

Evan Calio 
Chevron Corporation (CVX.N) O (07/14/2009) $80.58
ConocoPhillips (COP.N) E (07/14/2009) $56.89
Exxon Mobil Corporation (XOM.N) E (07/14/2009) $68.61
Hess Corporation (HES.N) O (11/20/2009) $65.56
InterOil Corporation (IOC.N) O (09/18/2009) $73.72
Marathon Oil Corporation (MRO.N) U (07/14/2009) $32.82
Murphy Oil Corporation (MUR.N) E (07/14/2009) $61.71
Occidental Petroleum (OXY.N) O (01/28/2010) $86.16

Stock Ratings are subject to change. Please see latest research for each company. 
* Historical prices are not split adjusted. 
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	 InterOil Corp. (IOC, $73.72, Overweight, Price Target $120)

