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InterOil Corporation  
Mitsui Partnership Prices  
Elk/Antelope Resource 

What's Changed 
Price Target $120.00 to $125.00

 

Investment conclusion: Embedded within today’s 
announced JV structure with Mitsui was the first 
commercial data point indicating a potential 
valuation for IOC’s resource in the Elk/Antelope 
structure. Mitsui’s option to convert its investment in the 
proposed stripping facility into equity in the resource and 
LNG project implies a value of $2.41/mcfe for the 
gas/liquids, above the average $1.75/mcfe in recent 
regional transactions and at a significant premium to the 
$0.50/mcfe implied by IOC’s current share price. While 
the larger equity sell-down in the project remains the 
greater catalyst, we are encouraged by today’s release 
and believe that it increases the likelihood of an eventual 
deal price north of $2.00/mcfe.  The timing of the Mitsui 
partnership as the sell-down process concludes, is also 
meaningful.  We remain Overweight. 

What's new: IOC announced the completion of a Joint 
Venture Operating Agreement (JVOA) with Mitsui for the 
proposed condensate stripping plant, setting a 
50%/50% ownership structure.  The JVOA expands 
Mitsui’s relationship with IOC and provides the first value 
for Elk/Antelope.  Mitsui has the right to convert its 
estimated $550MM investment in the facility into a 2.5% 
interest in the Elk/Antelope fields and the LNG facility. 
Mitsui has another option to purchase an additional 
2.5%, at the price established in the upstream sell down 
process.  At $550MM for a 2.5% stake of an estimated 
9.12 Tcfe of resource, the option implies $2.41/mcfe. 
Our current base case ($125/sh) assumes $1.26/mcfe 
sale price.  

More catalysts to come:  By year-end, we expect the 
successful sell-down of up to a 24% stake in the LNG 
resource/facility, horizontal drilling results (late Aug.), 
and potential for a Floating LNG agreement  
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Stock Rating 
Overweight 

Industry View 
Attractive Key Ratios and Statistics 

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

Price target $125.00
Shr price, close (Aug 4, 2010) $67.92
Mkt cap, curr (mm) $2,978
52-Week Range $84.05-26.80
 
Recent Reports 

Title Date

InterOil Corporation: Material Catalysts 
Approach: FLNG Adds Upside Potential 

Jul 23, 2010

Evan Calio / Ryan Todd / Ben Hur   
InterOil Corporation: Annual Meeting Update: 
2H10 Catalysts On-track 

Jun 22, 2010

Evan Calio / Ryan Todd / Ben Hur   
InterOil Corporation: Positive Update: 
Significant Medium- & Long-term Value. 

May 25, 2010

Evan Calio / Ryan Todd / Ben Hur   
InterOil Corporation: One Down, One to Go: 
Another Credible Partner 

Apr 15, 2010

Evan Calio / Ryan Todd / Ben Hur   
InterOil Corporation: Mischaracterization of 
the Investment Debate: Stock Set to Outpe

Mar 29, 2010

Evan Calio / Ryan Todd / Ben Hur   
InterOil Corporation: More Gas and 
Condensate: Elk/Antelope Likely the Largest 
Field i 

Feb 16, 2010

Evan Calio / Ryan Todd / Ben Hur   
InterOil Corporation: Pull-back Represents 
Buying Opportunity Supported by Gas and 
Con 

Feb 1, 2010

Evan Calio / Ryan Todd / Ben Hur   
InterOil Corporation: Major Transformation to 
Continue in 2010, Raising Target Price t 

Jan 11, 2010
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InterOil Corp. (IOC, $67.92, Overweight, Price Target $125) 
Risk-Reward View: Strong Positive Risk/Reward Skew 

WARNINGDONOTEDIT_RRS4RL~IOC.N~ 
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Price Target $125 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  
$125 

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  
$45 

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 $40/sh 
and refinery $5/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 2010 to develop LNG 
facility and monetize its natural gas and 
associated liquids. 
• Trading at over a ~50% discount to 
NAV (NAV omits any value for oil 
resource or FLNG monetization and 
limited value for 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 side track.  Mid/Late 
August 2010. 
• Antelope-3 results expected in 4Q 
2010. 
• LNG Partnership/upstream sell 
down expected in 2H10 (fully fund 
development and future exploration). 

• FLNG partnership, potentially 
2H10.  2H10. 

• FID of condensate facility with 
partner, Mitsui.  2H10  

• Resource Upside.  As drill 
additional Antelope wells we expect 
de-risking more resource, providing 
material upside to current 9.2Tcfe of 
resource. 

• Identification of new exploration 
prospects.  2H10. 

 

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 JVs.  IOC is 
unlikely to be able to finance 
LNG/condensate development and its 
continued exploration program w/o 
partners. 
• PNG risks.  100% of IOC’s 
operating assets are located in PNG. 
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Investment Case 
Summary & Conclusions.  Today’s announcement was not a 
specific catalyst that we expected, as Mitsui expands its role in 
partnering with IOC.  It is important for three primary reasons: 
(1) it marks the value of the upstream asset ($2.41/mcfe) at the 
important time that the company is conducting the broader 
upstream sell-down, (2) it represents further confirmation of the 
resource as Mitsui, a sophisticated, global LNG player, secures 
a larger potential percentage of the project, and (3) it 
represents a “less expected” catalyst.  We believe details on 
IOC’s Elk/Antelope prospect and other surrounding prospects 
on display to over 70 energy companies in the data room could 
create additional, less-expected partnerships in the 
monetization process.  New structures that emerge could 
include an FLNG partnership (highlighted in our note July 23rd 
note) or exploration joint ventures with other parties currently 
operating in PNG. 

Key Terms of Agreement: More than Just an Option. 
IOC announced the completion of the Joint Venture Operating 
Agreement (JVOA) with Mitsui for the proposed condensate 
stripping plant, setting a 50%/50% ownership structure.  It is 
important to note that the value of the plant is limited to the 
NPV of the tolling arrangement; it does not represent 
ownership of the liquids.  Further, Mitsui will finance 100% of 
the cost of the facility that they estimate will cost $550MM.  This 
is important as it prices the value of Elk/Antelope.  Mitsui has 
the right to convert its estimated $550MM investment in the 
facility and its 50% interest into a 2.5% interest in the 
Elk/Antelope fields and the LNG facility.  IOC is not required to 
re-pay 50% of the costs for the facility, so the implied price paid 
by Mitsui will be the full cost of the facility (not 50%, which 
would only imply $1.20/mcfe in the conversion).  Mitsui also 
has an additional option to purchase an additional 2.5%, at the 
price established in the upstream sell down process.  At 
$550MM for a 2.5% stake of an estimated 9.12 Tcfe of 
resource, the option implies $2.41/mcfe.  The cost estimate for 
the facility is higher than IOC’s estimate of $450MM, which 
implies a price of $1.96/mcfe.  The JVOA has a contractual 
term that requires an FID decision by March 2011.  We believe 
the parties still expect an FID by year-end, which would allow 
IOC to book the condensate in the 12/31/10 reserve report. 

6 million Additional Reasons we Expect Outperformance. 
The short interest in IOC’s stock as of mid-July was 
approaching October 2008 levels (~6MM shares) at the same 
time trading volume in IOC was decreasing.  We expect a full 
sell-down potentially in 3Q10 and likely by year-end.  If IOC 

only sells a 15% interest at $2, that is $2.76BN.  The additional 
2.5% option by Mitsui, if exercised, would contribute another 
$450MM.   This is a significant value catalyst and could drive a 
significant short squeeze. 

News from an Additional Front: LNG Energy Ltd.  This 
morning LNG Energy Ltd (not covered), announced that it has 
acquired a 27km of 2D seismic line of an area that straddles 
IOC’s PPL 237 block and LNG Energy’s block PPL 319 in PNG.  
IOC and LNG Energy signed a JV on April 19, 2010 to shoot 
this seismic line to explore an anomaly similar to Elk/Antelope.  
Per today’s release, the interpretations provide indication of 
carbonate thickening within historically gas charged Tertiary 
and large deep-seated structures within the historically oil 
charged Mesozoic.  LNG Limited expects to have an internal 
technical review by September 2010.  After review, IOC and 
LNG Energy will determine whether they have a drillable 
prospect.  Any resource potential from this prospect would be 
incremental to the value in our current $140 IOC NAV.   We 
believe IOC’s significant Antelope discover in 2009 will result in 
increased activity in PNG and LNG Limited is evidence of this 
emerging trend.  

Exhibit 1 
Area of mutual interest (IOC/LNG Energy) 

Area of mutual interest

 
Source: Company data, Morgan Stanley Research 
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Exhibit 2 
Precedent transactions  
Announced Total transaction 2P Reserve Basis
Date Buyers Sellers Target Value ($mm) $/Mcfe / Contigent (P50) Comments

4-Aug-10 Mitsui InterOil Option to buy 2.5% upstream 
interest in Elk/Antelope Fields, by 
converting its equity in the 
condensate stripping facility

450-550 $1.97- $2.41 228 Based on total resource of 9.1Tcfe, 
wet gas with liquid content of 10%

21-Mar-10 Shell / 
PetroChina

Arrow Energy Shell/PetroChina acquired remaining 
shares in Arrow Energy, specifically 
Arrow's Queensland CSG assets to 
supply Gladstone LNG project

3,200 $0.87 3,690 Remaining 70% stake following 
Shell's initiial acquisition in June 
2008 (see below)

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 

Best Comps Mean Price Per Mcfe $2.28 

Mean Price Per Mcfe $1.63 

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

 
Source: Company data, Morgan Stanley Research 
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Exhibit 3 
NAV model output 
Year 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2039(1)

Commodity Price Assumption
Liquids

WTI ($/bbl) 85.00         85.00             85.00         85.00         85.00         85.00         85.00         85.00         85.00         85.00         85.00         85.00         
Brent ($bbl) 85.00         85.00             85.00         85.00         85.00         85.00         85.00         85.00         85.00         85.00         85.00         85.00         
JCC ($/bbl) 80.75         80.75             80.75         80.75         80.75         80.75         80.75         80.75         80.75         80.75         80.75         80.75         
Differential ($/bbl) 3.40           3.40               3.40           3.40           3.40           3.40           3.40           3.40           3.40           3.40           3.40           3.40           
Condensate Realization ($/bbl) 88.40         88.40             88.40         88.40         88.40         88.40         88.40         88.40         88.40         88.40         88.40         88.40         

Natural Gas
Natural Gas Realization ("S curve")($/mcfe) 11.31         11.31             11.31         11.31         11.31         11.31         11.31         11.31         11.31         11.31         11.31         11.31         
Natural Gas Realization ("S curve")($/bbl) 67.83         67.83             67.83         67.83         67.83         67.83         67.83         67.83         67.83         67.83         67.83         67.83         
Discount to crude (%) 20.20% 20.20% 20.20% 20.20% 20.20% 20.20% 20.20% 20.20% 20.20% 20.20% 20.20% 20.20%

Antelope/Elk NGLs DCF
Total Condensate Recoverable (MM/bbls) 156.50                             
Liquids Flowing per MMcfd (bbls per MM) 19.13                               
Total Capex ($MM)

Drilling capex (90.00)
Facility capex (95.00)

Production/Day (mbpd) 9.00 -             -                 -             9.00           9.00           9.00           9.00           9.00           9.00           9.00           9.00           9.00           
Production/Year (MMbbls) -             -                 -             3.29           3.29           3.29           3.29           3.29           3.29           3.29           3.29           3.29           
Cumultive Production -             -                 -             3.29           6.57           9.86           13.14         16.43         19.71         23.00         26.28         91.98         
Production/Year Recoverable (MMbbls) -             -                 -             3.29           3.29           3.29           3.29           3.29           3.29           3.29           3.29           3.29           

Revenues ($MM) -             -                 -             290.39       290.39       290.39       290.39       290.39       290.39       290.39       290.39       290.39       
Royalty($MM) 2.00% -             -                 -             (5.81)          (5.81)          (5.81)          (5.81)          (5.81)          (5.81)          (5.81)          (5.81)          (5.81)          
Operating Costs (LOE)($MM) $5.00 -             -                 -             (16.43)        (16.43)        (16.43)        (16.43)        (16.43)        (16.43)        (16.43)        (16.43)        (16.43)        
G&A ($MM)(allocation) $0.00 -             -                 -             -             -             -             -             -             -             -             -             -             

EBIT -             -                 -             268.16       268.16       268.16       268.16       268.16       268.16       268.16       268.16       268.16       
Total Equity Capex ($MM) (20.00)        (67.50)            (67.50)        -             (10.00)        -             -             (10.00)        -             -             (10.00)        -             

Facility Capex ($MM) -             (47.50)            (47.50)        -             -             -             -             -             -             -             -             -             
Drilling Capex ($MM) (20.00)        (20.00)            (20.00)        -             (10.00)        -             -             (10.00)        -             -             (10.00)        -             

Total Debt Financed Capex ($MM) -             (285.00)          -             -             -             -             -             -             -             -             -             -             
EBIT less capex ($MM) (20.00)        (67.50)            (67.50)        268.16       258.16       268.16       268.16       258.16       268.16       268.16       (26.84)        268.16       
Interest ($MM) -             (6.41)              (12.83)        (12.83)        (12.83)        (12.83)        (12.83)        (12.83)        (12.83)        (12.83)        -             -             
NOLs (at YE) (20.00)        (87.50)            (155.00)      -             -             -             -             -             -             -             (26.84)        -             

Taxable post NOLs (20.00)        (87.50)            (155.00)      113.16       258.16       268.16       268.16       258.16       268.16       268.16       (26.84)        268.16       
Taxes ($MM) 30.00% -             -                 -             (33.95)        (77.45)        (80.45)        (80.45)        (77.45)        (80.45)        (80.45)        -             (80.45)        
Total Free Cash Flow $MM) (20.00)        (73.91)            (80.33)        221.39       167.89       174.89       174.89       167.89       174.89       174.89       (26.84)        187.71       

IOC FCF ($MM) 58.56% (11.71)        (43.28)            (47.04)        129.65       98.32         102.42       102.42       98.32         102.42       102.42       (15.72)        109.93       
IOC FCF (post sell-down)($MM) 34.56% (6.91)          (25.54)            (27.76)        76.51         58.02         60.44         60.44         58.02         60.44         60.44         (9.28)          64.88         

Debt Balance (beginning period)($MM) -             -                 (285.00)      (285.00)      (285.00)      (285.00)      (285.00)      (285.00)      (285.00)      (285.00)      (285.00)      -             
Debt paydown ($MM) -             -                 -             -             -             -             -             -             -             -             285.00       -             
Debt Balance (ending period)($MM) -             (285.00)          (285.00)      (285.00)      (285.00)      (285.00)      (285.00)      (285.00)      (285.00)      (285.00)      -             -             

NPV-10 Total ($MM) $1,077.51
NPV IOC (pre-selldown)($MM) $477.00
NPV IOC (post-selldown)($MM) $281.51
Total Shares Outstanding (MM) 43.77
NPV/share (pre-selldown)($ per shares) $10.90
NPV/share (post-selldown)($ per shares) $6.43  

Source: Company data, Morgan Stanley Research 
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Exhibit 4 
NAV model output 
Year 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2039(1)

Antelope/Elk Natural Gas DCF 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2039(1)

Total Gas Recoverable (Bcf) 8,180.00                          
Gas Pocessed/Day (MMcf/d) 1070.00 -             -                 -             -             -             1,070.00    1,070.00    1,070.00    1,070.00    1,070.00    1,070.00    1,070.00    
Gas Processed/ Year (Bcf) -             -                 -             -             -             390.55       390.55       390.55       390.55       390.55       390.55       390.55       
Cumultive Production (Bcf) -             -                 -             -             -             390.55       781.10       1,171.65    1,562.20    1,952.75    2,343.30    8,180.00    
Production/Year Recoverable (Bfc) -             -                 -             -             -             390.55       390.55       390.55       390.55       390.55       390.55       -             
Revenues ($MM) -             -                 -             -             -             4,415.17    4,415.17    4,415.17    4,415.17    4,415.17    4,415.17    -             
Total Capex ($MM) (270.00) (30.00)        -                 (70.00)        (70.00)        (70.00)        -             -             -             -             -             -             -             

LNG Facility Capex ($MM)(covered in LNG Portion) -             -                 -             -             -             -             -             -             -             -             -             -             
Drilling Capex ($MM) (30.00)        -                 (70.00)        (70.00)        (70.00)        -             -             -             -             -             -             -             

Royalty ($MM) 2.00% -             -                 -             -             -             (88.30)        (88.30)        (88.30)        (88.30)        (88.30)        (88.30)        -             
LNG tarriff ($MM) $2.65 -             -                 -             -             -             (1,034.96)   (1,034.96)   (1,034.96)   (1,034.96)   (1,034.96)   (1,034.96)   -             
Operating Costs (LOE)($MM) $0.35 -             -                 -             -             -             (136.69)      (136.69)      (136.69)      (136.69)      (136.69)      (136.69)      -             
G&A ($MM)(allocation) $0.00 -             -                 -             -             -             -             -             -             -             -             -             -             
EBIT ($MM) (30.00)        -                 (70.00)        (70.00)        (70.00)        3,155.21    3,155.21    3,155.21    3,155.21    3,155.21    3,155.21    -             
Taxes ($MM) 30.00% -             -                 -             -             -             (946.56)      (946.56)      (946.56)      (946.56)      (946.56)      (946.56)      -             
Total Free Cash Flow ($MM) (30.00)        -                 (70.00)        (70.00)        (70.00)        2,208.65    2,208.65    2,208.65    2,208.65    2,208.65    2,208.65    -             

IOC FCF ($MM) 58.56% (17.57)        -                 (40.99)        (40.99)        (40.99)        1,293.40    1,293.40    1,293.40    1,293.40    1,293.40    1,293.40    -             
IOC FCF (post sell-down)($MM) 34.56% (10.37)        -                 (24.19)        (24.19)        (24.19)        763.33       763.33       763.33       763.33       763.33       763.33       -             

NPV-10 Total ($MM) $11,675.66
NPV IOC (pre-selldown)($MM) $5,199.80
NPV IOC (post-selldown)($MM) $3,068.76
Total Shares Outstanding (MM) 43.77
NPV/share (pre-selldown)($ per shares) $118.79
NPV/share (post-selldown)($ per shares) $70.11

LNG Facility DCF
Amount of Gas Pocessed/Day (MMcf/d) -             -                 -             -             -             909.50       909.50       909.50       909.50       909.50       909.50       909.50       
Amount of Gas Pocessed/Year (Bcf) -             -                 -             -             -             331.97       331.97       331.97       331.97       331.97       331.97       -             
Price per Mcfe $2.65 $2.65 $2.65 $2.65 $2.65 $2.65 $2.65 $2.65 $2.65 $2.65 $2.65 $2.65

Revenues ($MM) -             -                 -             -             -             879.71       879.71       879.71       879.71       879.71       879.71       -             
Operating Costs ($MM) 0.20 -             -                 -             -             -             (66.39)        (66.39)        (66.39)        (66.39)        (66.39)        (66.39)        -             
EBIT ($MM) -             -                 -             -             -             813.32       813.32       813.32       813.32       813.32       813.32       -             
Total Capex (equity financed)($MM) -             (375.00)          (562.50)      (562.50)      (375.00)      -             (1.00)          (1.00)          (1.00)          (1.00)          (1.00)          -             

Facility Capex Total ($MM) (7500.00) -             (1500.00) (2250.00) (2250.00) (1500.00) -             -             -             -             -             -             -             
Facility Capex (Equity financed)($MM) (1875.00) -             (375.00)          (562.50)      (562.50)      (375.00)      -             -             -             -             -             -             -             
Facility Capex (Debt financed)($MM) (5625.00) (1,125.00)       (1,687.50)   (1,687.50)   (1,125.00)   
Facility Maintance Capex ($MM) 1.00 -             -                 -             -             -             -             (1.00)          (1.00)          (1.00)          (1.00)          (1.00)          -             

EBIT less Capex ($MM) -             (375.00)          (562.50)      (562.50)      (375.00)      813.32       812.32       812.32       812.32       812.32       812.32       -             
Interest ($MM) (25.31)            (88.59)        (164.53)      (227.81)      (246.80)      (234.14)      (221.48)      (208.83)      (196.17)      (183.52)      -             
Taxes ($MM) 30.00% -             -                 -             -             -             (169.96)      (173.45)      (177.25)      (181.05)      (184.84)      (188.64)      -             

Tax Shield Remaining 200.00 -             -                 -             -             -             30.04         -             -             -             -             -             -             
Taxes Payable -                 -             -             -             -             (204.10)      (221.48)      (208.83)      (196.17)      (183.52)      -             

Debt Paydown -                 -             -             -             (281.25)      (281.25)      (281.25)      (281.25)      (281.25)      (281.25)      -             
Free Cash Flow ($MM) -             (400.31)          (651.09)      (727.03)      (602.81)      285.27       92.83         88.10         113.41       138.73       164.04       -             

IOC FCF ($MM) 69.17% -             (276.88)          (450.33)      (502.85)      (416.94)      197.31       64.21         60.94         78.44         95.95         113.46       -             
IOC FCF (post sell-down)($MM) 11.17% -             (44.69)            (72.69)        (81.17)        (67.30)        31.85         10.36         9.84           12.66         15.49         18.31         -             

Debt Balance (beginning period)($MM) -             (1,125.00)       (2,812.50)   (4,500.00)   (5,625.00)   (5,625.00)   (5,343.75)   (5,062.50)   (4,781.25)   (4,500.00)   (4,218.75)   -             
Debt paydown ($MM) -             -                 -             -             -             281.25       281.25       281.25       281.25       281.25       281.25       -             
Debt Balance (ending period)($MM) -             (1,125.00)       (2,812.50)   (4,500.00)   (5,625.00)   (5,343.75)   (5,062.50)   (4,781.25)   (4,500.00)   (4,218.75)   (3,937.50)   -             

Unlevered Return
EBIT ($MM) -             -                 -             -             -             813.32       813.32       813.32       813.32       813.32       813.32       -             
Total Capex -             (1,500.00)       (2,250.00)   (2,250.00)   (1,500.00)   -             -             -             -             -             -             -             
Interest -             -                 -             -             -             -             -             -             -             -             -             -             
Taxes -             -                 -             -             -             -             (244.00)      (244.00)      (244.00)      (244.00)      (244.00)      -             
Unlevered FCF -             (1,500.00)       (2,250.00)   (2,250.00)   (1,500.00)   813.32       569.32       569.32       569.32       569.32       569.32       -             

NPV-10 Total ($MM) ($402.25)
NPV IOC (pre-selldown)($MM) ($438.90)
NPV IOC (post-selldown)($MM) ($70.85)
Total Shares Outstanding (MM) 43.77
NPV/share (pre-selldown)($ per shares) ($10.03)
NPV/share (post-selldown)($ per shares) ($1.62)
Unlevered Returns from LNG Facility (%) 4.41%
Levered Returns from LNG Facility (%) 7.58%

 
Source: Company data, Morgan Stanley Research 
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Exhibit 5 
NAV model output 
Refining & Marketing 2010 2011 2012 2013 2014 2015

Crude Capacity (kbpd) 36500 36500 36500 36500 36500 36500
Throughput (kbpd) 22454 23999 27375 29200 31025 32850
Utilization 62% 66% 75% 80% 85% 90%
Singapore Crack 4.27 4.48 4.99 5.44 5.44 5.44
Gross Margin 6.36 6.24 5.49 5.98 5.98 5.98
Production Cost ($/bbl) 3.17           2.83               2.60           2.40           2.40           2.40           
Gross Margin Capture Rate 149% 140% 110% 110% 110% 110%
EBITDA ($mm) 40.79         44.69             44.65         53.52         57.12         60.89         

EBITDA Multiple 4.00 5.00 6.00
NAV Valuation $MM (Based on 2010E Multiple) 179 223 321
$ Price Per Share 4.08 5.10 7.34  

Source: Company data, Morgan Stanley Research 
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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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Company (Ticker) Rating (as of)Price* (08/04/2010)

Evan Calio 
Chevron Corporation (CVX.N) O (07/14/2009) $79.02
ConocoPhillips (COP.N) E (07/14/2009) $57.42
Exxon Mobil Corporation (XOM.N) E (07/14/2009) $62.72
Hess Corporation (HES.N) E (07/01/2010) $56.5
InterOil Corporation (IOC.N) O (09/18/2009) $67.92
Marathon Oil Corporation (MRO.N) U (07/14/2009) $34.7
Murphy Oil Corporation (MUR.N) O (07/23/2010) $56.73
Occidental Petroleum (OXY.N) O (01/28/2010) $78.79

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