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INTEROIL (IOC – BUY) 
UPDATE – AGREEMENT WITH ENERGY WORLD CORPORATION TO CONSTRUCT LNG PLANT 

 

Stock Data 
 

Price (intraday) $71.81 

Shares Outstanding 43.76mn   
Float 30mn 

Shares Short 6.85mn 

Market Cap. $3.05bn 

Average Volume (last 3 months) 666,000 

Total Cash  $31.67mn 

Total Debt $23.55mn 

Dividend / Yield NA 

Fiscal Year Ending 31 Oct 

 
One-Year Price Chart 
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Company Description 
 
InterOil Corporation, together with its subsidiaries, primarily 
engages in the exploration and production of oil and gas 
properties in Papua New Guinea. The company holds interests in 
four petroleum prospecting licenses covering approximately 4.7 
million gross acres in Papua New Guinea. It also involves in the 
refining and liquefaction of jet fuel, diesel, and gasoline, as well as 
naphtha and low sulfur waxy residue. In addition, the company 
involves in the wholesale distribution of diesel, jet fuel, gasoline, 
kerosene, and fuel oil, as well as Shell branded commercial and 
industrial lubricants, such as engine and hydraulic oils. As of 
December 31, 2009, it provided petroleum products to 56 retail 
service stations with 43 operating under the InterOil brand name, 
as well as operated 12 aviation refueling facilities in Papua New 
Guinea. InterOil Corporation was founded in 1990 and is based in 
Cairns, Australia. 

Summary and Highlights 
 
 On September 28th, the company announced completion of 

a Heads of Agreement with Energy World Corp. (EWC) to 
construct a 2 million ton per annum land-based LNG plant 
in PNG.  

 
 The plant would process an estimated 1.5 trillion cubic feet 

of natural gas over 15 years, or about 18% of the gas 
reserves reported by IOC as of December 31, 2009. 

 
 After this transaction, IOC still has more than 80% of its 

estimated natural gas reserves that are uncommitted. 
 
 Many positive developments are very likely over the next 

few months including completion of final contracts with 
Mitsui and World Energy. 

 
 

InterOil Update 

InterOil has taken another significant step toward the monetization of its huge condensate and natural gas 
reserves in Papua New Guinea. On September 28th, the company announced completion of a Heads of 
Agreement with Energy World Corp. (EWC) to construct a 2 million ton per annum land-based LNG plant in 
PNG. The plant would process an estimated 1.5 trillion cubic feet of natural gas over 15 years, or about 18% of 
the gas reserves reported by IOC as of December 31, 2009. Energy World, a small company operating in 
Indonesia and Australia, has committed to funding $900 million for the first train as well as a potential 
expansion of the plant’s capacity from 2 to 3 million tons per annum. After this transaction, IOC still has more 
than 80% of its estimated natural gas reserves that are uncommitted. Several options, for additional market 
outlets remain, including a floating LNG facility, possibly a conventional large LNG plant along the lines  
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originally studied. As of the moment, steady annual growth is expected as additional LNG modules are added to 
reach the 2-3 million annual tons noted above. 
            
The EWC transaction is based on the use of a relatively new approach to the LNG export business through the 
use of modular units that can be expanded at will and also require much lower initial investment. Many IOC 
investors had expected an LNG partnership with a larger, well known oil company and an up front investment 
of $5-$7 billion. We regard Energy World as a well positioned operating partner with considerable technical 
capabilities and ongoing operations that reported revenues of $93 million, earnings of $20 million and cash flow 
of $40 million for the year ended June 30th, 2010. About 87% of last year’s revenues came from Indonesia (69% 
power generation) and the balance from Australia. EWC and its predecessors have been involved in the LNG 
business since 1989 and have pioneered the development of smaller, modular processing units (500,000 mta) as 
well as delivery of LNG by large road tankers. These smaller, standardized LNG processing units provide 
attractive flexibility and can be quickly expanded as needed. Also, when a local gas supply is exhausted, the 
individual units can be dismantled and relocated. The planned EWC InterOil facility will require significantly 
less proven reserves and will be on stream some two to three years sooner than the alternative larger units that 
would require four years for construction and a 100% capital investment before any cash generation. The 
smaller, modular units will be factory built, which should enhance quality, can be expanded quickly, and can be 
taken offline to meet fluctuating market demands. The first two units of 500,000 tons per annum have already 
been built for planned use in Indonesia, but one 500,000 ton unit will now be diverted to PNG with initial 
production scheduled to start in 2013. 
 
InterOil’s management has now concluded longer term agreements with Mitsui to build a $550 million 
condensate stripping plant and Energy World to build a $900 million LNG export facility with very limited 
financing required from InterOil. To date, IOC’s commitment is to supply the natural gas and build a road and a 
50 mile pipeline from the Antelope field to the condensate stripping plant at an estimated cost of about $100 to 
$200 million. The road and a building site for the CSP have already been graded using IOC’s heavy duty, earth 
moving equipment, most of which was purchased at a bankruptcy auction a year ago. Both the stripping plant 
and the LNG plant are scheduled to come on stream simultaneously in late 2013, thus eliminating the need for a 
pipeline and related equipment needed to return the dry gas to the Antelope formation.  
 
Interim and Longer Term Goals 
 
Investors should be impressed with the progress reported by InterOil over the last few years. Management has 
established a small viable oil refinery with a stated capacity of 36,000 b/d and a distribution system that 
supplies about 65% of the oil products consumed in Papua New Guinea. This refining/marketing operation 
should generate an average annual cash flow of $50-$60 million while operating at only 60%-70% of current 
capacity. With several processing plants likely to be built in PNG over the next few years and a large nickel 
mine starting up, demand for refined oil products should rise sharply over the next few years with a favorable 
impact on earnings and cash flow.  
 
After completing only five wells using up to date seismic and drilling technology, management has found a 
major reserve of condensate and natural gas, estimated at year end 2009 at 9.1 trillion cubic feet of natural gas 
equivalent, a number that will increase significantly when an updated reserve study is completed at year end 
2010. Several horizontal legs drilled at the bottom of the Antelope 2 well reportedly added significant additional 
volume of condensate and should enhance the long term profitability of the proposed Condensate Stripping 
Plant. With a second drilling rig now available, there should be some exciting exploration activity in 2011.  
 
Over the near term, considerable focus will be directed to developments with the two proposed industrial plants. 
Final contracts for both the Condensate Stripping Plant and the on shore LNG facility should be concluded over 
the next two quarters. The long term earnings potential from these two facilities is very impressive and some  
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cash flow could begin as soon as 2013-2014. The overall production trends under a proposed accelerated 
production plan calls for output to start in 2013 and rise each year until at least 2016. In the initial stages, we 
look for output to start at daily rates of 10,000 – 15,000 barrels of condensate and 60 million cubic feet of 
natural gas for conversion into LNG.. We believe that cash flows should exceed an annual rate of $100 million 
soon after start up and provide a steady source of funds for future expansion. By the years 2016-2017, 
managements accelerated planning case assumes daily output of condensate could well exceed 60,000 b/d and 
dry gas  as much as 200-300 million cubic feet, equivalent to a gross output of  269,000 BOE/D. If current 
prices prevail, this level of output could generate an annual cash flow well in excess of $3 billion, which would 
have to be allocated among all the participants including landowners, the PNG Government, Mitsui, World 
Energy and Interoil. 
 
In summary, many positive developments are very likely over the next few months including completion of 
final contracts with Mitsui and World Energy. Negotiations apparently continue on the possibility of a contract 
for a floating LNG export facility which would probably be positioned close to the World Energy plant. Since 
there are considerable volumes of uncommitted natural gas, there is still room for a major company to joint 
venture in a conventional large scale LNG plant that would cost in excess of  $5 billion. Finally, we believe that 
some contract conclusions will result in new funds becoming available to start a meaningful exploratory 
program on IOC’s 4.0 million unexplored acres. Investors should recognize the speculative possibilities 
inherent in a long term drilling program that will hopefully start sometime next year. Only two of about 35 
identified structures have been tested to date, which we believe makes for an exciting wildcat drilling play. 
Moreover, the indicated favorable results reported from the two horizontal legs of the Antelope 2 well suggest 
that the deeper geologic structures could be very interesting. This is an area that has been hardly tested to date 
and could well contain more liquids than the more shallow structures. Astute investors should recognize the 
unusual upside potential that could develop at InterOil as some of the items noted above materialize. 
 
 
The writer of this report holds an investment position in the InterOil common shares. 
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Disclosures 
 
Analyst Certification: 
 

The views expressed in this research report reflect the personal views of the writer(s) about the subject 
securities/issues. The writer(s) herby certify that no part of compensation was, is or will be directly or 
indirectly related to the specific recommendation(s) in this research report. 
 
 
Investment Ratings: 
 

Monness, Crespi, Hardt & Co., Inc. has three categories of ratings: 
Buy: the security is expected to outperform the market by 10% or more during the next 6-12 months. 
Hold: the security is expected to perform in the line with the market during the next 6-12 months. 
Sell: the security is expected to underperform the market during the next 6-12 months. 

 
 
Ratings Distribution: 
 

Of those securities rated by Monness, Crespi, Hardt & Co., Inc. 64% are rated Buy, 26% are rated Neutral and 
10% are rated Sell. This rating system attempts to incorporate input from numerous sources, such as industry 
contacts, economic statistics, etc., which may affect the price of the security discussed. This price may change 
after the date of the last written report, and so such report should not correspond to the 6-12 month price target. 
Contact your Monness, Crespi, Hardt & Co., Inc. sales representative in order to receive the most recent input. 
 


