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Papua New Guinea: What to Expect in the Land of the Unexpected 

 

 

Initiating Coverage of Papua New Guinea’s Oil and Gas Sector 

• In an Increasingly Resource-Constrained World, Papua New Guinea’s Oil and Gas Sector has 

Generated Considerable Investor Interest in the Past Two Years.  We believe the Papua New Guinea 

(PNG) oil and gas sector has built significant momentum recently.  As this momentum extends, we believe 

PNG will continue to attract considerable interest from global investors.  In this report, we are initiating 

coverage of three PNG-focused oil and gas companies – InterOil Corporation (IOC, market cap US$3.6 

billion), New Guinea Energy (NGE AU, market cap US$103 million) and Eaglewood Energy (EWD CN, 

market cap US$55 million) – while providing an in-depth analysis of the industry’s competitive landscape. 

• PNG Story is Getting “Derisked.”  An impressive history of several significant gas discoveries, along with 

considerable progress in the world-class ExxonMobil-led 6.6 million tonnes per annum LNG project 

(expected start-up 2014), has helped derisk PNG’s stranded resource base.  We note that IOC’s drilling 

success in recent years, particularly at Elk and Antelope, has generated considerable industry buzz and 

excitement, along with its proposed modular LNG initiative, which is expected to significantly accelerate the 

natural gas value-creation timeline.  While skeptics remain, we believe the PNG story will continue to get 

derisked as major milestones are attained. 

 

• Despite Nagging Operating and Infrastructure Challenges, We Expect Significant M&A 

Transactions to Continue.  PNG’s difficult terrain and lack of infrastructure are the major operating 

challenges, although companies have started making impressive oil and gas discoveries that have 

captured the interest of global investors.  Transactions over the past two years totaled more than $1 billion. 

 

• As Demonstrated by Talisman, We Expect Strategic Moves by Other Key Global Players as Industry 

Focus Intensifies on the Asia Pacific LNG Sector.  While the ExxonMobil/Oil Search and InterOil 

projects in PNG are fairly well known, we note that Talisman has been very active in the country in the last 

eighteen months.  PNG features prominently in Talisman’s Southeast Asia strategy, where it now holds 

interests in excess of eight million net acres.  With global LNG demand expected to grow at a significantly 

higher rate than conventional oil and gas (driven by incremental demand from energy-starved Asian 

economies), we believe PNG is strategically located and unencumbered by the geopolitical issues that 

affect the Middle East.  

 

• Our Rating on IOC is BUY; Our Rating on NGE and EWD is ACCUMULATE.  We believe IOC is further 

along in the accelerated resource value-creation path.  As key milestones regarding the proposed LNG 

project(s) are realized, we expect IOC’s share price to respond positively.  Given the binary nature of 

NGE’s and EWD’s exploration efforts, our rating is Accumulate, as these plays have considerably more 

downside. 
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Industry Overview - Part I - Papua New Guinea - Upstream 
 

A Relatively Stable, Pro-Development Country Offering Decent Fiscal Returns Despite Operating Challenges 

The Independent State of Papua New Guinea (PNG) consists of a group of islands in the South Pacific, including the eastern 

half of the island of New Guinea.  Mostly unexplored, the entire land mass of 452,860 km2 is slightly larger than the state of 

California.  The terrain ranges from swampy lowland plains in the south and north to high central mountains (the highlands) in 

the northwest and southeast.  Much of the land is covered with tropical rainforest.  Some of the outlying islands are volcanic.  

The difficult terrain and lack of infrastructure are the major operating challenges, although companies have started making 

impressive oil and gas discoveries that have captured the attention of global investors.  While Papua New Guinea is one of 

the most diverse countries on earth, with over 850 indigenous languages, it is also one of the most rural, with only 18% of its 

people living in urban centers and the majority of its population practicing subsistence-based agriculture.  The country has 

maintained independence since 1975 under a constitutional parliamentary government located in the country’s capital of Port 

Moresby.  The current Prime Minister is Sir Michael Somare. 

 

Figure 1: Papua New Guinea at a Glance 
 

      
 

PNG is a relatively stable, pro-development, low-tax country offering decent fiscal returns 

 

 

 

 

 

 

 
  
Source: Company Reports and Madison Williams and Company  

 

Papua New Guinea was Granted Full Independence in 1975 

Little was known about the island of New Guinea until the nineteenth century, although traders from Southeast Asia and 

Western Europe had been visiting the island for centuries.  The Dutch claimed the western half of the island as part of the 

Dutch East Indies in 1828, and the Germans and British later annexed the North and South portions of the eastern half as 

• PNG’s fiscal terms are ranked 8th in the world, 3rd in the region. 

• Limited portfolio acreage is available in Asia. 

• Southeast Asia multi-nationals and NOCs are in a “land grab” in PNG. 

• Current major operators include ExxonMobil, Santos, and Oil Search. 

• The newest major entrant is Talisman Energy, Inc. 
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German New Guinea and British New Guinea, respectively, in 1884.  Australia took over administration of British New Guinea 

in 1906 and, after World War I, was also given administrative control of German New Guinea by the League of Nations as a 

mandated territory.  This gave Australia full control of the eastern half of the Island of New Guinea, which was renamed the 

Territory of Papua and New Guinea after World War II.  The Independent State of Papua New Guinea was granted full 

independence from Australia in 1975. 

 

Strategically Located Without the Burdens of the Middle East 

As one of the more remote, unexplored, and undeveloped locations in the world, PNG’s potential as a hydrocarbon supply 

source is only just beginning to be understood.  Resource potential does exist, however.  Proved oil reserves stood at 88 

million barrels (mmbbls) at the beginning of 2010, and proved natural gas reserves were just under 8 trillion cubic feet (Tcf). 

Oil production estimates for 2009 were 35,090 barrels per day (bpd) and gas production estimates, available only for 2008, 

averaged 3.5 billion cubic feet per day (Bcf/d).  

 

PNG’s proximity to Asia’s expanding economies and potentially robust import markets, particularly for LNG projects, is of 

paramount importance to the country’s future.  For oil and gas companies looking to capitalize on this growing Asian resource 

demand, PNG offers an alternative supply source relative to the Middle East, which is an increasingly difficult region in which 

to operate.  The Asia Pacific region was the world’s largest importer of LNG in 2007 by a factor of almost three, a status we 

expect to continue as growing Asian nations look to secure energy supplies for their rapidly expanding economies.  

 

Figure 2: PNG Fits Well Into Our Broader Asia Pac/Global LNG View (Global LNG Flows) 
 

  
 

Source: BP 2007 Data and Madison Williams and Company  

 

Favorable Fiscal Terms Despite Operating Challenges 

Difficult terrain and associated high drilling costs (wells can cost between $30 million and $100 million), as well as a lack of 

local resource demand, continue to slow development.  Nevertheless, the PNG government is anxious to develop its 

resources, and to this point has been friendly to foreign oil and gas investment.  Fiscal terms are favorable for prospectors.  

Development levies are charged at 2% of the wellhead value of all petroleum produced from a Petroleum Development 

License.  Royalties are also 2%, while the tax rate is 30%.  Despite nagging challenges, we believe PNG offers a relatively 
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stable, pro-development, low-tax environment offering decent fiscal returns.  The government is moving toward modernizing 

its resource regulation and investment framework.  Recently PNG revealed plans to create its first sovereign wealth fund to 

channel future revenues from the resource sector into a series of separately administered funds.  The country expects to 

reform its Department of Petroleum and Energy (DPE) next year.  

 

PNG Has a History of Major World-Class Gas Discoveries 

Papua New Guinea is hardly a well-kept secret among a few oil and gas companies.  The country’s rich resource potential 

has already attracted capital investments from numerous publicly traded corporations and some private operators as well.  A 

recent flurry of M&A activity, including the arrival of Canadian major Talisman Energy in 2009, has accorded credibility to 

operators that have been accumulating acreage for the past decade.  The focus in Papua New Guinea now includes not only 

exploration but also monetization, most notably with the construction of the PNG LNG project, a joint venture between 

ExxonMobil, Oil Search, Santos, and others to build a 6.6 million tonnes per annum (mtpa) liquefaction facility. 

 

Figure 3: Impressive Gas Discoveries in Papua New Guinea 
 

Field/Project Primary Participants

Elk / Antelope 9.1 Tcf InterOil

Hides 6.7 Tcf Exxon, Oil Search

Juha 2.7 Tcf Exxon, Oil Search

Angore 1.2 Tcf Exxon, Oil Search

P'Nyang 1.1 Tcf Exxon, Oil Search

Pandora 1 Tcf Talisman, Oil Search

Puk Puk / Douglas 0.8 Tcf Talisman

Kimu 0.7 Tcf Oil Search

Elevala / Ketu 0.6 Tcf Talisman, Horizon

Stanley 0.3 Tcf Talisman, Horizon

Total 24.2 Tcf

Estimated 

Discovery

  
Source: Industry Sources and Madison Williams and Company  

 

The first major gas development in PNG was the Hides gas field, found in 1987.  Production began in 1991 with the 

development of the Hides Gas to Electricity Project (GTE), a pipeline and conditioning plant that supplies power generation 

for the Porgera Gold Mine.  Condensate produced along with the gas is distilled into naphtha and diesel to be sold into local 

markets and as backup fuel for the power station.  The field is currently estimated to contain 2P remaining reserves of 5.9 Tcf 

of sales gas in the Toro and Imburu sands, plus 135 mmbbls of field condensate and 14 mmbbls of plant condensate.  Along 

with the Juha discovery (2P est. 2.7 Tcf) and other nearby discoveries, the Hides field is committed as a supply source for the 

PNG LNG plant. 

 

Perhaps even better known, InterOil Corporation’s discoveries at its Elk and Antelope fields solidified PNG’s status as a 

natural gas resource opportunity and a candidate for multiple LNG export facilities.  InterOil discovered the Elk gas field in 

2006 and followed that discovery with the addition of the Antelope gas field in 2008.  Both discoveries raised eyebrows within 

the oil and gas community for their unusually high initial flow rates.  Some controversy continues to exist over the size of the 

resource (and presumably will, until a decline curve can be mapped); however, the company has received certification for a 

“best case” estimate of 11.03 Tcf of gas-in-place by GLJ Petroleum Consultants.  InterOil has begun soliciting agreements for 

its own LNG project, recently signing a “Heads of Agreement” (HOA) with Energy World to construct a 2 mtpa land-based 

plant.  Typically natural gas in the country is rich in condensate (5 to 50 barrels per million cubic feet), making the 

hydrocarbon stream more valuable.  
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While Widely Regarded as a Natural Gas Frontier, PNG Has Also Had Its Share of Oil Discoveries  

The Kutubu Oil Project, operated by Oil Search Ltd. in partnership with ExxonMobil and others, was PNG’s first commercial 

oilfield development.  Located in the southern highlands of PNG, the structure takes its name from nearby Lake Kutubu.  Oil 

was first discovered at Kutubu in 1986, and commercial production commenced in June 1992.  Gross original recoverable 2P 

reserves have been estimated at 357 mmbbls; however, production peaked in 1993 at 130,000 bpd.  Current remaining 

recoverable 2P reserves were estimated to be 38 mmbbls as of the end of 2009.  The main reserves are contained within the 

Toro and Digimu sandstones. 

 

Figure 4: Major Oil Discoveries in Papua New Guinea 
 

Field / 

Project Primary Participants

Kutubu 357 mmbbl Oil Search, Exxon

SEG 45 mmbbl Santos, Oil Search

Moran 110 mmbbl Oil Search, Exxon

Gobe 31 mmbbl Oil Search, Exxon

Total 542 mmbbl

Estimated 

Discovery

  
Source: Industry Sources and Madison Williams and Company  

 

Significant oil reserves were also discovered at the Gobe Oil Project, which consists of two producing oil fields: South East 

Gobe and Gobe Main.  SE Gobe was discovered in early 1991, followed by Gobe main in December 1993, 5 kilometers to the 

northwest.  Production peaked in December 1998 at 18,500 bpd from SE Gobe and at 20,000 bpd from Gobe Main in 

September 1999.  By the end of 2009, the Gobe project had produced a total of 67.8 mmbbls and gross proved plus probable 

ultimate recovery was estimated at 30.6 mmbbls for Gobe Main and 44.6 mmbbls for SE Gobe. 

 

The Greater Moran Oil Project’s first well was drilled in June 1996, and oil was discovered in September 1996.  Production 

commenced from the field in January 1998.  Gross 2P ultimate recoverable reserves have been estimated to be 110 million 

barrels (49 million barrels remaining at the end of 2009), with reserves contained within the generally high permeability oil 

rims in the Toro and Digimu sandstones. 

 

PNG Has Three Petroleum Trends 

Papua New Guinea has three petroleum trends with different levels of risk and potential.  Historically, drilling has taken place 

in the southwestern and middle trends, known as the Papuan Basin Fly Platform and the Papuan Basin Fold Belt. The Fly 

Platform trend (a.k.a. the foreland basin) consists of the Papuan basin lowlands, where relatively less challenging geography 

allows lower-risk and lower-cost wells.  There have been multiple gas and condensate discoveries; however, structures tend 

to be smaller, in the range of 0.2 - 1.0 Tcf.  The Fold Belt trend is a proven trend with producing oil and gas fields, and 

contains the well-known multi-Tcf Hides/Juha and Elk/Antelope discoveries. The geography is more challenging as we move 

into the fold belt, seismic is harder to shoot, and wells become much more expensive.  Finally, the Tertiary Basin trend is 

considered a frontier region with little exploration as of yet.  Seismic has defined some very large structures, however, and 

numerous oil and gas seeps have been found.  For the time being, the Tertiary Basin is a high-risk area, but with high 

potential rewards. 
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Figure 5: PNG’s Three Petroleum Trends 
 

  
Source: Eaglewood Energy and Madison Williams and Company  

 

Two Upcoming LNG Projects Could Make PNG a Major Gas Exporter by 2014-2015 

As the focus in PNG has moved from resource discovery to resource monetization, two consortiums have announced major 

LNG projects to commercialize their stranded gas.  

 

• The farthest along of these currently is the PNG LNG project, a joint venture operated by Esso Highlands Limited (a 

subsidiary of ExxonMobil) on behalf of co-venturers including Oil Search, Santos, Nippon Oil, Independent Public 

Business Corporation (PNG government), Mineral Resource Development Company (trustee for landowner interests 

in PNG), and Eda Oil (a subsidiary of PNG state-owned Petromin). 
 

Figure 6: PNG LNG Project Is Being Led by ExxonMobil and Oil Search 
 

Stakeholder Ownership Stake

ExxonMobil 33.2%

Oil Search 29.0%

PNG government 16.6%

Santos 13.5%

Nippon Oil 4.7%

PNG landowners 2.8%

Petromin PNG 0.2%   
Source: PNG LNG and Madison Williams and Company  
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• The project has been underway since April 2007 and reached Final Investment Decision (FID) in December 2009, 

with initial phase capital costs currently estimated at $15 billion for the 6.6 mtpa project.  The facility has dedicated 

gas reserves exceeding 9 Tcf, 80% of which will be supplied by the Hides, Angore, and Juha fields.  The remaining 

gas will be produced as associated gas from the Kutubu, Moran, and Gobe Main oil fields, operated by Oil Search.  

Off-take agreements have been signed for a total 6.5 mtpa to four Asian buyers on 20-year terms, including Sinopec 

(2.0 mtpa), Tepco (1.8 mtpa), Osaka Gas (1.5 mtpa), and CPC (1.2 mtpa). 

 

• InterOil has also been investigating the possibility of developing an LNG project to monetize its resource and recently 

signed an agreement to construct up to 3 mtpa of land-based modular LNG capacity.  The company is targeting 2013 

for the first 2 mtpa, which will process approximately 1.5 Tcf of gas over 15 years.  The modular LNG plant design 

could eventually be expanded up to 8 mtpa by as soon as 2016, built in additional 0.5 mtpa increments to match the 

development of upstream production.  FID on the first stage of the project is expected by the second quarter of 2011. 

 

• Finally, recent PNG entrant Talisman has embarked on a gas aggregation strategy, hoping to consolidate the 2 Tcf - 

4 Tcf it believes it needs to either build its own LNG plant or add an additional train to Exxon’s PNG LNG facility. 

 



ENERGY - GLOBAL ENERGY, CLEAN TECH & 

NATURAL RESOURCES 9 

 
January 5, 2011 

 

 

527 Madison Avenue, Floor 14 

New York, New York 10022 

866.584.1944 

600 Travis Street, Suite 5800 

Houston, Texas  77002 

800.423.9656 

3900 N. Causeway Blvd. Suite 860 

Metairie, LA 70002 

800.965.5902 

 

Industry Overview – Part II – Papua New Guinea – LNG/Midstream 
 

Papua New Guinea Fits Very Well Into Our Asia Pac and Global LNG Thesis 

Madison Williams’s recent research reports have highlighted our positive view on the Asia Pac natural gas market while 

acknowledging that the U.S. gas market will likely remain challenged over the near/intermediate term.  We expect LNG 

(particularly modular LNG) to be an important “enabler” in helping to unlocking massive stranded gas resources in regions 

such as Papua New Guinea to supply the energy-starved Asia Pac market.  In particular, we believe global LNG demand 

should continue to grow at a faster rate than conventional oil and gas.  LNG currently accounts for 8% of the global gas 

market (up from 6% in 2000).  We expect LNG to continue to gain share of global energy demand as countries try to diversify 

away from coal and oil.  Global gas demand has grown by about 2.5% per year over the past ten years, while LNG demand 

has grown by about 6.5% per year.  We expect LNG demand to grow at 2 times overall gas demand and 5 times overall oil 

demand in the coming years.  Currently, global LNG demand is 181 mtpa (1mtpa = 48.7 billion cubic feet per year, or 

Bcf/year), with Asia Pacific accounting for 63%, Europe 28%, and the Americas 8%.  By 2020, we expect global LNG demand 

to be above 350 mtpa. 

 

Figure 7: Global LNG Market (2009 LNG market = 181 mtpa) 

Note: 1 mtpa = 48.7 Bcf per year 
 

62.8%

28.4%

8.4%

Asia Europe Americas

  
Source: Industry Sources and Madison Williams and Company  

 

Asian LNG Demand is Expected to More than Double to 250 mtpa in the Next 15 Years 

The energy demand growth story in Asia is expected to continue.  Over the next 25 years, the region should account for more 

than 60% of incremental global energy demand growth.  Any policy shift toward cutting carbon emissions is likely to sharply 

accelerate the growth outlook for natural gas.  Every percentage increase of gas in Asia's fuel mix would equate to 62 mtpa of 

LNG imports in 2035 (Source: Santos).  The Asian LNG market can be divided into three distinct demand groups: 

• Established LNG Markets:  Japan, South Korea, and Taiwan (JKT) are the largest consumers of LNG, together 

accounting for 99 mtpa, or 54% of global demand.  These countries have effectively locked in long-term LNG supply, 

with demand growth averaging 1% - 3% per year as they remain focused on security of supply and diversification of 

energy source. 
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• Growing Markets:  China and India fall into this group.  These countries have very large energy end markets.  In 

2009, India and China accounted for 9.1 mtpa and 5.5 mtpa, respectively, of LNG demand.  We expect LNG imports 

to grow as both countries continue to focus on their emission reduction. 

• Emerging Markets:  Often overlooked, a group of emerging markets (Singapore, Thailand, Malaysia, Indonesia, 

Vietnam, and the Philippines) are becoming more and more important for the LNG trade. 

 

Declining Supply from “Bedrock” Asia Pac LNG Projects Needs Close Monitoring 

As shown in Figure 8, the rate of decline in contracted LNG supply from “bedrock” suppliers needs close monitoring.  The 

former giants of the LNG world are facing significant declines in contracted volume (53 mtpa).  These suppliers are also 

challenged by upstream supply issues and governments prioritizing domestic use over exports.  For example, Bontang, an 

eight-train liquefaction plant in Indonesia, is facing supply problems and competing challenges with domestic gas use. 

 

Figure 8: Changing Landscape on the Supply Side in Asia Pac 
 

  
Source: Santos and Madison Williams and Company  

 

Modular LNG: The Missing Link for Smaller Operations 

For the last 30 or so years, the LNG business, especially in Asia, has consisted of a standard model involving the construction 

of a large-scale LNG facility of 4 mtpa or above, at a cost currently in excess of US$3 billion, requiring a 600 MMcf/d gas 

supply and 4.8 Tcf or above certified proven gas reserves for a 20-year off-take contract.  Usually, in order to get an off-taker 

to commit to buying LNG under a long-term (20-year) contract, the gas feedstock has to be certified by an international 

certifying company―a process that can take up to 5 years.  Many gas wells usually have to be drilled in order to prove the 

existence of the required gas reserves, which is capital-intensive and time-consuming.  Banks will typically require the 

commitment of an LNG purchaser under a long-term off-take contract in order to finance such LNG projects.  This means that 

ground for an LNG facility usually cannot be broken until 4.8 Tcf of gas reserves are proven, adding, in most cases, years to a 

project’s start.  The significant financing costs for development and time to market have been major obstacles. 
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Figure 9: Conventional vs. Modular LNG Economics 
 

Conventional Modular

LNG Projects LNG Projects

(Typical) (EWC)

Typical size 4 + mtpa 0.5 mtpa

Estimated costs $3 + billion $350 million

Certif ied 2P reserves 4.8 Tcf 125 Bcf

Gas supply needed 600 million cf/d 70 million cf/d

Typical off-take contract 20 years 5 years   
Source: Energy World and Madison Williams and Company  

 

The modular concept reduces the time to first production, as well as the upfront financial hurdle.  One modular LNG train 

requires only 25 Bcf per year (125 Bcf for five years) and a 70 mmcf/d gas supply.  Also, when a gas field is depleted, each 

modular LNG train and the associated plant are small enough to dismantle and relocate.  The significantly lower capital cost 

allows the consideration of an LNG off-take contract of five years, rather than the twenty years for conventional LNG projects.  

The construction costs to build conventional greenfield LNG projects have increased significantly since the early part of this 

decade―from $250 per ton of capacity to $1,300 per ton, according to industry sources―due to low availability of EPC 

contractors, higher raw material costs, lack of skilled/experienced work force, and foreign currency fluctuations.  We note that 

PNG natural gas is rich in condensates (5 to 50 barrels per million cubic feet, typically), making the modular LNG project 

economics significantly more attractive.  
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Recent Events and Trends  
 

Significant Momentum Continues in PNG Despite Slippages and Operating Challenges 

Figure 10 lists the current players in Papua New Guinea sorted by market capitalization.  The list includes impressive 

companies such as ExxonMobil, Oil Search, Talisman, Santos, and InterOil.  While the country’s potential has been well 

known for years, significant progress in two major LNG initiatives has accelerated the “derisking” process of the stranded 

resource base.  As milestones on both projects are attained, we believe the impact on implied valuations will be positive.  

Some recent developments that have caught investors’ attention: 

• The $15 billion ExxonMobil-led PNG LNG project is making steady progress and is expected to start producing by 

2014.  This is a world-class project with capacity of 6.6 mtpa (note: 1 mtpa is approximately 50 Bcf/year), with 

documented LNG off-take agreements involving some major Asia Pacific players. 

• Also, IOC’s drilling successes (one onshore well flow-tested in excess of 700 mmcf/d) in recent years have generated 

considerable industry buzz and excitement.  IOC is expected to attain FID in its gas monetization initiatives by the 

middle of next year.  

• In addition, Talisman has been fairly aggressive in the region since the middle of 2009, providing further credibility to 

the play.  PNG features prominently in Talisman’s Southeast Asia strategy.  In its 2009 annual report, Talisman 

states the following: “We continue to deepen our international exploration portfolio.  Most notable was the acquisition 

of a strategic land position in Papua New Guinea, where we now hold interests in excess of eight million net acres, 

as part of a strategy to aggregate significant natural gas reserves.” 

 

Figure 10: PNG Players by Market Cap (USD) 
 

Company Market Cap

ExxonMobil $378 billion

Sasol $34 billion

Talisman Energy $23 billion

Santos $11 billion

Oil Search $9 billion

InterOil $3 billion

Horizon Oil $341 million

LNG Energy $129 million

New Guinea Energy $103 million

Eaglewood Energy $55 million   
Source: Industry Sources and Madison Williams and Company  

 

M&A and Other Transactions Over the Past Two Years Have Totaled Over $1 Billion  

Papua New Guinea is rightfully known as providing a challenging drilling environment.  However, PNG’s world-class resource 

potential (given well-known scarcity around the globe, particularly in Middle Eastern countries) has captured the interest of 

large international oil and gas companies and investors alike.  The economics of finding reserves are reasonable, with implied 

finding and development costs of as low as $0.05 per thousand cubic feet (mcf), as InterOil has spent $430 million and found 

9.1 Tcfe in gross reserves.  The most recent flurry of activity began with Sasol’s acquisition of a 51% working interest in four 

licenses covering 37,000 km2 from private operator Papua Petroleum Limited in September 2008.  Papua Petroleum would 

later be bought by Talisman (December 2009), making Sasol and Talisman partners on the four blocks.  Talisman also 

completed a number of other transactions, including the acquisition of Rift Oil Plc in June 2009 for approximately $177 million 

in cash, a 72% premium over Rift’s three-month average price.  
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Figure 11: Recent PNG Transactions/Activities 
 

Date Company Transactions

Sep '08 Sasol Papua Petroleum Ltd farms out 51% interest in PPLs 285, 286, 287 and 288 to Sasol for seismic carry.

Oct '08 Petronet Indian LNG importer Petronet signals plan to enter the upstream oil & gas sector in PNG.

Eni Italy's Eni signs an oil & gas exploration agreement with the PNG Government.

Dec '08 Petromin Petromin acquires direct interest in Elk/Antelope field from InterOil.

Nippon Nippon acquires AGL Energy's PNG interests for A$1.13 billion.

Feb '09 Kogas Kogas reported as actively seeking to establish an interest in gas fields in PNG.

Mar '09 IPIC IPIC completes purchase of 17.6% stake in Oil Search via 5 year US$1.1 billion exchangeable bond from PNG Govt.

Apr '09 Oil Search Oil Search farms into Eaglewood Energy's PPL 260.

May '09 Origin Energy Origin forms JV with PNG Sustainable Development Program.

Sasol Rift Oil farms out PPL 235 to Sasol.

Jun '09 P3GE Eaglewood Energy farms out PPL 259 to P3GE for US$15 million and one well.

Talisman Talisman purchases Rift oil outright for ~US$188 million.

Jul '09 Talisman NGE farms out PPL 268 and 269 to Talisman.

Sep '09 Talisman Talisman purchases 50% of PRL 5 from Santos for US $20 million.

Talisman Talisman purchases 50% of PRL 4 from Horizon Oil for US$30mm cash and US$30mm work carry

Oct '09 Oil Search Oil Search raises A$935 million in new capital to fund equity component of PNG LNG project.

Dec '09 Talisman Talisman purchases Papua Petroleum Ltd. for A$25 million, includes 49 interests in PPLs 285, 286, 287, and 288.

Aug '10 Talisman Talisman buys Cue and Mosaic interests in Kimu gas field in PRL 8 for US$16 million.

Aug '10 Mitsui Mitsui buys into InterOil Elk/Antelope condensate stripping plant.

Sep '10 Energy World EWC signs agreement with InterOil to build 2 mtpa LNG plant fed by Elk/Antelope.

On-going Exxon Development of the Exxon-operated PNG LNG Project.

On-going InterOil Appraisal/development of Elk/Antelope LNG Project.   
Source: Company Reports and Madison Williams and Company  

 

We Expect Momentum to Continue Given Our Constructive Long-Term View of the Asia Pac LNG Market 

We believe recent M&A activity, particularly given the size and acumen of the buyers, has lent credibility to Papua New 

Guinea’s resource potential and validated its future as an Asian supply basin.  We expect the high level of activity to continue 

as major milestones are reached in natural gas monetization efforts (i.e., progress in LNG and power initiatives) and 

companies/investors realize the positive long-term fundamentals in the Asia Pac LNG market.  This long-term demand growth 

will be underpinned not only by high population growth in the region, but also by a desire to increase energy reserves while 

minimizing the discharge of carbon and other pollutants.  PNG is well placed geographically to supply this growing market, 

much in the same way that Australia has demonstrated in recent years. 
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Industry Valuations 
 

Comparative Valuation Framework and an Analysis of Recent Transactions 

Papua New Guinea is a frontier exploration play.  Not surprisingly, consistent and comparable valuation data points are 

limited.  While companies do provide some “prospective” resource data, in our industry framework we have tried to focus on 

valuation data points that are more consistent, verifiable, and comparable.  We have scrubbed available data where 

information was available.  The good news is that there have been several transactions in the recent past, although the 

available information is less consistent.  On balance, we note a transaction valuation range of $0.07 - $1.54 per mcfe on a 

“contingent” resource basis, with an average transaction value of $0.41/mcfe.  On a $ per acre framework, we estimate 

transaction valuation in the $5.00 - $50.45 range.  Details on some recent transactions provide additional insights into 

valuations: 

 
• Talisman/Mosaic (2010): Talisman Energy acquired Mosaic Oil’s wholly-owned PNG subsidiary for US$11MM in cash.  In addition, Mosaic 

received a contingent cash payment of either US$0.10/GJ for any 2P reserve increases prior to December 31, 2012, or the choice of a firm, 

fixed amount of US$2.7MM in cash before the appraisal well is drilled.  Talisman agreed, at no cost to Mosaic, to drill an appraisal well and 

undertake corresponding reserves certification work to determine the contingent reserves payment before December 31, 2012.  The 

primary asset held by the subsidiary was a 28.57% interest in PRL 8 in the Foreland Basin, which contained the Kimu gas discovery.  At 

year-end 2009, Mosaic’s net 2C (best estimate) contingent resources for Kimu was 77.4 Bcf.  The PRL 08 tract was approximately 100 km 

from the proposed site of a planned LNG Facility.  The transaction implied a deal value of US$0.14/Mcfe of contingent resources. 

 

• Talisman/Cue (2010): Talisman Energy acquired Cue Energy Resources’ interest in PRL 8 for US$5.14MM in cash.  The transaction was 

effected by selling 100% of the shares in Cue’s wholly-owned subsidiary, Omati Oil Pty Ltd.  Based on figures from Mosaic's year-end 2009 

Annual Report (30 June 2009 effective date), net 2C (best estimate) contingent resources for the 10.72% Kimu interest were 29.0 Bcf.  The 

transaction implied a deal value of US$0.18/Mcfe of contingent resources. 

 

• Talisman/Lion (2009): Talisman Niugini Ltd. agreed to acquire a 100% stake in unlisted Papua Petroleum Ltd. from Lion Energy Ltd. and 

other undisclosed sellers for a total of A$25.0MM (US$22.9MM).  At closing, Talisman paid A$23.0MM (US$21.0MM).  The remaining 

A$2.0MM (US$1.8MM) was to be deposited in a trust account pending certain events (holdback amounts) relating to coverage of any 

discrepancies in accounts as at completion and any breaches of the warranties following completion.  LII received a total of A$4.8MM 

(US$4.4MM) net to its 19.199% stake (20,775,000 shares).  PPL had a 49% stake in four hydrocarbon prospecting licenses, PPL 285, 286, 

287, and 288, covering 9,142,899 gross acres (4,480,021 net to PPL’s 49% interest). The transaction implied a deal value of 

US$5/undeveloped acre. 

 

• InterOil/Various Sellers (2009): InterOil Corp. acquired indirect participation interests held by a number of investors in the Elk/Antelope 

field.  The interests totaled 4.33% participation in the field and in any future discoveries made as a result of four exploration wells.  InterOil 

would issue common shares in two tranches worth approximately US$56.5MM -- twice the total amount of the capital contributions made 

under the IPI Agreement to date in respect of the interests being acquired.  Based on an evaluation of the potential resources of gas and 

condensate for the Elk/Antelope field by GLJ as of December 31, 2008, the 4.3% interest covered best estimate contingent resources of 

164.2 Bcfe (91% gas).  The transaction implied a deal value of US$0.34/Mcfe of contingent resources. 

 

• Talisman/Horizon (2009): Talisman Energy Inc. acquired a 50% interest in PRL 4 from Horizon Oil Ltd. for total consideration of US$60MM.  

Based on figures reported by Horizon, the 50% acquired interest covered 2C (best estimate) contingent resources of 168.2 Bcfe (84% 

gas).  The development strategy entailed a condensate stripping phase with re-injection of most of the dry gas, with a gas export phase to 

begin at some time in the future.  The proposed project entails extraction of initially over 4,000 b/d of condensate and potentially 40 tonnes 

of LPG per day.  The transaction implied a deal value of US$0.36/Mcfe of contingent resources. 

 

• Horizon/Santos (2009): Horizon Oil Ltd. pre-empted the sale of a 50.353% in PRL 5 from Santos to P3 Global Energy Company Ltd. for 

US$20MM.  The license covers 189,777 acres (95,648 acres net).  License commitments included economic studies on the feasibility of 

commercializing the discoveries in the area of the license, including seismic reinterpretation.  PRL 5 contains the Elevala and Ketu 

discoveries.  Based on figures from Horizon’s September 15, 2009, press release, the 50.4% interest covers net 2C (best estimate) 

contingent resources of 284.3 Bcfe (72% gas).  The transaction implied a deal value of US$0.07/Mcfe of contingent resources. 
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• Talisman/Rift (2009): Talisman Energy acquired Rift Oil for a total consideration of £108.9MM (US$177.7MM.  Talisman paid £0.13/share 

in cash.  Based on Rift’s press release, Rift’s total issued share capital was approximately 830.5MM shares.  The total equity offer value 

was £108MM (US$176.2MM).  The total transaction value of £108.9MM (US$177.7MM) includes a March 31, 2009, balance sheet working 

capital deficit of £0.9MM (US$1.5MM).  Rift’s primary activities included development of its 100%-owned licenses PPL 235 and PPL 261 in 

the onshore Foreland Basin in Papua New Guinea, which includes the Douglas Main, Langia, and Puk Puk 1 gas discoveries.  Rift 

announced its discovery at Puk Puk on PPL 235 in late July 2008, with internal management estimates putting the potential mid-case 

contingent resource for Puk Puk at 430 Bcf and 8.5 MMbbl of condensate.  This estimate, together with the 250 Bcf already identified on 

the Douglas and Langia structures, brought the total mid-case contingent resource estimate of these structures alone to 730 Bcfe (93% 

gas,100% undeveloped) without establishing additional reserves from further untested adjoining structures.  The transaction implied a 

deal value of US$0.24/Mcfe of contingent resources. 

 

• Nippon/AGL (2008): AGL Energy Ltd. sold all of its upstream interests in Papua New Guinea (PNG), including a 3.6% interest in the PNG 

LNG Project, for US$800MM (A$1,127MM after the close out of oil and currency hedges).  While AGL did not disclose net reserves, based 

on figures derived from Oil Search’s YE08 reserves statement, it was estimated that AGL’s PNG interest held 8.8 MMbbl of proved oil 

reserves and 12.8 MMbbl of 2P oil reserves.  AGL reported in its YE08 Annual Report that production from its PNG operations averaged 

approximately 5,890 b/d during its fiscal year ended June 30, 2008.  At US$18.00/boe of 2P reserves based on comparable oil-weighted 

transaction pricing in the region, oil-producing assets would be worth approximately US$230MM.  Also based on figures derived from Oil 

Search’s YE08 reserves statement, the PNG LNG Project covers best case contingent resources (2C) net to the 3.6% stake of 327.5 Bcf 

and 7.2 MMbbl of oil (371 Bcfe).  The transaction implied a deal value of US$1.54/Mcfe of contingent resources. 

 

Figure 12: PNG Valuation Metrics Based on Recent Transactions 

 

On a per mcf contingent resource basis: 

$0.07

low 

$0.41

average

$1.54

high
 

On a per net acre basis: 

$5.00

low

$27.73

average

$50.45

high
  

Source: Industry Sources, John S. Herold and Madison Williams and Company  

 

Recent Reported Consolidated Data by Talisman Provides a Useful Benchmark 

Talisman has been a very active player in the country since the middle of 2009, providing some useful benchmark data.  

Transactions include the acquisition of all of the outstanding shares of Rift Oil plc, a public company having 100% working 

interests in two exploration licenses in PNG, for $198 million in cash; the acquisition of all of the outstanding shares of 

Horizon Oil (Kanau) Limited, a company having interests in exploration licenses in PNG, for $53 million in cash; and 

acquisition of all of the outstanding shares of Papua Petroleum Limited, a company having a 49% working interest in four 

exploration licenses in PNG, for $23 million in cash. Talisman’s assets in the country currently total $337 million.  At the end 

of 2009, TLM had 6.68 million undeveloped net acres and 0.6 Tcf in 2C resources in PNG. 

 

A Quick Primer on Petroleum Reserve and Resource Classifications  

Investors and oil and gas companies traditionally rely on reserve estimates for the basis of asset and company valuations.  

The classification of oil and gas accumulations as reserves, however, requires among other things a viable end market for the 
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sale of produced hydrocarbons.  Because Papua New Guinea is a remote area, a viable end market is not considered to exist 

until some sort of export project (for example, an LNG facility) reaches FID.  For this reason, known oil and gas accumulations 

in PNG are often classified as contingent resources, and contingent resources must be used for valuations.  The formal 

definitions are as follows: 

• Reserves – those quantities of petroleum which are anticipated to be commercially recovered from known 

accumulations using existing technology from a given date forward.  

• Contingent Resources – those quantities of petroleum which are estimated, on a given date, to be potentially 

recoverable from known accumulations, but which are not currently considered to be commercially recoverable.  

Contingent resources may include, for example, accumulations where there is currently no viable market, or where 

commercial recovery is dependent on the development of new technology. 

• Prospective Resources – those quantities of petroleum which are estimated, on a given date, to be potentially 

recoverable from undiscovered accumulations. 

 

Much as the proved, probable, and possible subcategories are used for reserves correlating to 90%, 50%, and 10% certainty 

of being produced, a range of uncertainty is also applied to contingent resources.  The term “Best Estimate” is used as a 

generic expression for the estimate considered closest to the quantity that will actually be recovered from the accumulation.  If 

probabilistic methods are used, this term would generally be a measure of central tendency of the uncertainty distribution 

(most likely/mode, median/P50, or mean). 

 

Figure 13: Resources Classification System 
 

  
Source: Society of Petroleum Engineers and Madison Williams and Company  
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InterOil Valuation: Our 12-month price target for IOC shares is $110 per share (upside 43%).  Given a fair value range 

of $57 - $164, we could see significant upside in the coming years as key milestones are attained.  Our base-case 

value for IOC’s upstream (exploration and production) assets is $97 per share, based on a contingent resource valuation of 

$0.80/mcfe, which we have applied to IOC’s most recent certification of 5.2 Tcfe net.  Our downside valuation case of 

$0.35/mcfe is based on IOC’s 2009 transaction, when it acquired 4.33% of Elk/Antelope field from various sellers for $56.5 

million (164.2 Bcfe in contingent resources).  Our upside valuation case is based on a 20% discount to AGL/Nippon’s 

transaction in 2008, valued at $1.54/mcfe (Note: AGL sold its upstream assets and 3.6% interest in the PNG LNG project for 

$800 million to Nippon Oil).  One of the largest valuation hurdles for companies in PNG is the process of aggregating a large 

enough resource base to underpin a monetization operation, such as a condensate separation plant and/or an LNG facility.  

We believe the AGL assets received a much higher value due to its association with a world-class LNG project (6.6 mtpa 

capacity with underlying natural gas assets), particularly with ExxonMobil as an anchor participant, giving the project a much 

higher likelihood of successful execution.  IOC’s assets deserve a premium to its 2009 Elk/Antelope transaction valuation 

(albeit a discount to the AGL/Nippon valuation matrix), given IOC’s progress in amassing scale (GLJ’s certification of a best-

case contingent estimate of 9.1 Tcfe gross) and traction in its proposed gas monetization strategy (Condensate Stripping and 

LNG projects).  We look for IOC’s per mcfe valuation to grow as the company continues to make progress with its 

monetization strategy and hits key milestones.  

 

In addition, we value InterOil’s combined midstream, downstream, and other assets at $10 - $14/share.  Our valuation is 

based on a DCF methodology, applying a base case 11.5% discount rate to our cash flow projections for those businesses.  

In arriving at a fair value estimate of $110, we add an estimated $2/share of net cash. 

 

Figure 14: IOC Contingent Resource Valuation Summary 
 

Single-point

Downside FV Upside

Contingent resource value ($/mcfe) $0.35 $0.80 $1.25

Upstream value (millions) $1,820 $4,160 $6,500

Upstream value (per share) $43 $97 $150

  Midstream & downstream (per share) $12 $12 $12

Enterprise value (per share) $55 $109 $162

  Net cash (per share) $2 $2 $2

Value per share $57 $110 $164   
Source: Company Reports and Madison Williams and Company  

 

We also use DCF methodology to value IOC’s upstream operations.  In doing so, we modeled a 3-mtpa modular LNG facility 

(2 mtpa with first gas in 2013 and expansion to 3 mtpa in 2014) combined with a condensate separation plant capable of 

processing up to 450 mmcf/d and a 17.2 barrels per mmcf condensate yield.  Our analysis of a 20-year project life suggests 

that a 3-mtpa project would be worth roughly $3 billion net to IOC.  Furthermore, a heavily risked expanded case of 8 mtpa 

would be worth roughly $97 per share net to IOC holders, or an overall equity value of $111 (range $98 - $126), in line with 

our contingent resource valuation.  Our assumptions could prove very conservative.  We note that the DCF methodology is 

fairly sensitive to several key assumptions including timing of first gas, capacity ramp-up schedule, and off-take agreement 

details. 
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Figure 15: DCF Valuation Summary 
 

Base case assumptions for 20 year project:

LNG faci l i ty s i ze
(1)

3 mtpa

Gas  produced at wel lhead 450 mmcfpd

Rea l i zed gas  price $10  per mcf

Condensate gas  ratio 17.2 bbls /mmcf

Rea l i zed condens ate price $95 per bbl

Valuation matrix:

Discount rate 10.0% 11.5% 13.0%

NPV of base case - 2/3 mtpa  ($ mi l) $3,450 $2,987 $2,603

NPV expanded case - 8 mtpa; ri s ked (per s hare) $112 $97 $84

  Mids tream & Downstream (per s hare) $12 $12 $12

  Net cash (per share) $2 $2 $2

Equity va lue for IOC s hares $126 $111 $98
(1)

2 mtpa in 2013 expanding to 3 mtpa in 2014   
Source: Company Reports and Madison Williams and Company  

 

We note that IOC shares were down 6% last year, despite positive news flow, as investors await more concrete progress in 

IOC’s gas monetization initiatives (both LNG and CSP).  Therefore, attaining key upcoming milestones in 2011 will be 

important to share price performance.  As noted, our valuation cases are heavily risked.  If execution is flawless, we could see 

further upside of 100%. 
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New Guinea Energy Valuation: Our single-point fair value estimate for NGE shares is A$0.20 per share (upside 33%), 

with a valuation range of A$0.08 (down 47%) to A$0.33 (up 120%).  As New Guinea Energy is a very early-stage 

exploration story, the company has yet to book any proved reserves or even contingent resources.  While we sense 

significant value, quantification is a tricky exercise.  We are hesitant to ascribe specific values to “prospective” resources 

given their highly speculative and binary nature, and prefer to use a per-acre valuation for NGE shares based on recent 

transactions.  NGE currently has 11.5 million net acres in PNG (13.1 million gross acres).  Our per-net acre analysis of recent 

transactions shows an implied acreage valuation range of $5.00 - $50.45 per acre.  Based on $5.00 per acre, we arrive at a 

downside valuation of A$0.08 for NGE.  (Note: in 2009 Talisman acquired 49% of PPL 285, 286, 297 and 288 [4.48 million net 

acres] for US $22.9 million [A$25 million], implying a valuation of $5 per net acre.)  Our upside case is based on a $25 per 

acre valuation (roughly a 50% discount to the high transaction).  We recognize that the use of such a large discount could 

prove conservative due to a number of supporting factors, as detailed below.  However, we also note that NGE’s previous 

well at Panakawa was a dry hole, highlighting the binary nature of high-risk/high-reward exploration drilling.  

 

• A significant portion of NGE’s acreage surrounds the developed fairway of PNG discoveries, particularly PPLs 269 

and 277, which lie adjacent to such significant oil and gas finds as Hides (6.7 Tcf), Juha (2.7 Tcf), P’Nyang (1.1 Tcf), 

and Stanley (0.3 Tcf). 

• Talisman’s interest and participation in PPLs 268 and 269 has validated those acreage blocks, in our eyes, as 

superior positions.   

• The association with Talisman makes it significantly more likely that any NGE discoveries will actually be monetized, 

given Talisman’s aggressive gas aggregation and monetization strategy. 

• The acreage’s proximity to Exxon’s PNG LNG project also provides the option of selling into future expansion trains 

at that facility, with minimal infrastructure and pipeline build-out. 

• We further believe that Talisman’s demonstrated interest in NGE acreage could eventually lead to a takeover of the 

company after more seismic and development work is completed. 

 

Figure 16: NGE Acreage Valuation 
 

Single-point

Downside FV Upside

Transaction valuation range ($/acre) $5.00 $50.45

Risk adjusted acreage value ($/acre) $5.00 $25.00

NGE resource value (millions) $57.4 $286.8

  Debt (millions) $0.0 $0.0

  Cash (millions) $20.0 $20.0

Equity value (millions) $77.4 $306.8

Value per share $0.08 $0.20 $0.33   
Source: Company Reports and Madison Williams and Company  

 

Despite our hesitancy to ascribe value to prospective resources, we have included our valuation analysis based on NGE’s 

prospective resource estimates nonetheless.  NGE has identified a list of six top leads, a majority of which are in PPL 269.  In 

the interest of being cautious, we have assumed a recoverability percentage of 20% (which could prove conservative).  We 

have given no credit to the remainder of NGE’s identified prospects, awaiting further exploration and seismic by the company. 

Our prospective resource valuation, below, implies a fair value of A$0.20 per share. 

 

 

 

 



ENERGY - GLOBAL ENERGY, CLEAN TECH & 

NATURAL RESOURCES 20 

 
January 5, 2011 

 

 

527 Madison Avenue, Floor 14 

New York, New York 10022 

866.584.1944 

600 Travis Street, Suite 5800 

Houston, Texas  77002 

800.423.9656 

3900 N. Causeway Blvd. Suite 860 

Metairie, LA 70002 

800.965.5902 

 

Figure 17: NGE Prospective Resources Valuation 
 

PPL Prospect

Prospective resource   

(mean MMBOE)

Working 

interest Recoverable

Net 

Mmboe

Risk 

factor

Net risked value at 

A$15/boe (million)

Value per 

share (A$)

Top Six Identified Leads

266 Lake Murray West 199 100% 20% 39.8 15% $89.6 $0.10

269 Tarim (average of Gas and Oil Case) 53.5 50% 20% 5.35 20% $16.1 $0.02

269 Sepalosiphon (65% within 269) 46 50% 20% 4.6 30% $20.7 $0.02

269 Thelasis 44 50% 20% 4.4 20% $13.2 $0.01

269 Theylmitra 49 50% 20% 4.9 20% $14.7 $0.02

269 Ridlegella 50 50% 20% 5 20% $15.0 $0.02

Resource value/share $0.18

Debt/share $0.00

Cash/share $0.02

Equity value per share $0.20   
Source: Company Reports and Madison Williams and Company  
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Eaglewood Energy Valuation: Our single-point fair value estimate for EWD shares is C$0.90 per share (upside 20%), 

with a valuation range of C$0.43 (down 43%) to C$1.38 (up 84%).  Eaglewood Energy is a very early-stage exploration 

company, albeit with an impressive acreage base.  Eaglewood has net acreage of roughly 3.5 million acres over four 

concessions.  We note, however, that two of the company’s acreage blocks have expired and are in the process of being 

renewed, while one more expires in March.  Although the company is optimistic that the renewal requests will be successful, 

regulations call for the company to forfeit 50% of those blocks upon renewal.  Because regulations allow Eaglewood to carve 

out the 50% it wishes to release, we view the expiration, to a certain extent, as an opportunity for the company to “high-grade” 

the blocks, and we believe Eaglewood will be able to salvage its most important (and valuable) prospects.  EWD is a very 

early-stage exploration story, and the company has yet to book any proved reserves or even contingent resources.  While we 

sense significant value, quantification is a tricky exercise.  We are hesitant to ascribe specific values to “prospective” 

resources given their highly speculative and binary nature, and prefer to use a per-acre valuation for EWD shares based on 

recent transactions. Our per-net acre analysis shows an implied valuation range of $5.00 - $50.45 per acre.  Based on $5.00 

per acre, we arrive at a downside valuation of C$0.43 for EWD.  Our upside case is based on a $25 per acre valuation 

(roughly a 50% discount the high transaction).  We recognize that the use of such a large discount could prove conservative 

due to a number of supporting factors, as detailed below.  However, we also note that EWD’s previous well at Korka-1 was a 

dry hole, highlighting the binary nature of high risk/high reward exploration drilling. 

 

• PPL 259 surrounds three of PNG’s existing discoveries.  The license encircles PRL 5 (Horizon/Talisman), which 

contains the 0.6 Tcf Elevala/Ketu discoveries, and also surrounds three sides of PRL 4 (Horizon/Talisman) and its 

0.3 Tcf Stanley discovery.  These nearby discoveries have been marked by condensate-rich gas (up to 50 barrels per 

mmcf). 

• PPL 260 contains 36 identified subsurface leads.  The block sits adjacent to a number of large gas discoveries, 

including Hides, Juha, and Angore, and is only 45 km from the Exxon PNG LNG Project at Hides. 

• Eaglewood has established valuable partnerships with the best possible operators, Oil Search and Talisman.  These 

partnerships will be useful, not only for capital and drilling expertise, but also for access to export projects. 

 

Figure 18: EWD Acreage Valuation 
 

Single-point

Downside FV Upside

Transaction valuation range ($/acre) $5.00 $50.45

Risk adjusted acreage value ($/acre) $5.00 $25.00

EWD resource value (millions) $17.3 $86.4

  Debt (millions) $0.0 $0.0

  Cash (millions) $14.0 $14.0

Equity value (millions) $31.3 $100.4

Value per share $0.43 $0.90 $1.38   
Source: Company Reports and Madison Williams and Company  

 

As a secondary form of valuation, we also calculated a valuation of EWD shares based on the company’s prospective 

resource estimates.  Based on previously disclosed data on prospective resources and our assumptions on risk/recoverability, 

we arrive at a value of $0.90 for EWD shares. Our analysis attributes value to the company’s identified near-term prospective 

resources at Ubuntu (6.6 mmboe net), Herea (4.5 mmboe net), and Kopiago (7.6 mmboe net), risked at 20%.  Longer-term, 

the company has identified numerous additional prospects across its acreage blocks.  However, we will wait for more recent 

data and updated resource estimates from the company before we update this analysis. 
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Figure 19: Active Oil and Gas Companies in PNG 
 

Exchange: TSX-V

Market Cap: C$ 54.6

PNG Acreage: 6.8 million

Exchange: ASX

Market Cap: A$ 102.2

PNG Acreage: 13 million

Exchange: TSX-V

Market Cap: C$ 129

PNG Acreage: 5.5 million

Exchange: ASX

Market Cap: A$ 339

PNG Acreage: Est. 0.3 million

Exchange: NYSE

Market Cap: US$ 3,600

PNG Acreage: 3.9 million

Exchange: ASX

Market Cap: A$ 9,158

PNG Acreage: 5 million

Exchange: ASX

Market Cap: A$ 10,863

PNG Acreage: n/a

Exchange: TSX

Market Cap: C$ 22,643

PNG Acreage: 8 million

Exchange: JSE

Market Cap: ZAR 227,927

PNG Acreage: n/a

Exchange: NYSE

Market Cap: US$ 377,687

PNG Acreage: 0.4 million

Details: Located on Gulf of Papua, PNG LNG in construction with first sales targeted by 2014. 6.5 mtpa 

committed to buyers on 20 year terms. XOM owns 41.5%, OSH 34%, Santos 17.7% and some others.

Oil Search Ltd. (OSH) Operations: Operates all of PNGs currently producing O&G fields, 40mboe/d gross.  29% interest in PNG LNG 

project, operated by XOM.

Details: Ongoing procurement, mobilization, and installation at LNG facility. Potential onshore drilling at Huria 

(PRL11/PDL8) in 4Q11 -- Barikewa and P'nyang in 2012. Offshore seismic 2010/1Q11, drilling 4Q11 and 1H12.

Talisman Energy Inc. (TLM) Operations: Acquired interests in 12 blocks on and offshore PNG with areal extent covering +8mm net acres in 

flurry of late 2009 transactions.

Details: Building portfolio of gas resources as part of aggregation strategy, targeting a goal of 2-4 Tcf required for 

export monetization options. Key exploration wells #1-5 in 2011.

Sasol Ltd. (SOL) Operations: Acquired 51% equity in PPLs 285, 286, 287, & 288 in August 2008. Talisman currently owns the 

other 49% from its Papua Petroleum Ltd. acquisition.

Details: Blocks are located in foreland basin of main Highlands fairway. Seismic scheduled in block 287 for 

2010/11 along with a well in Block 285. GTL monetization is an option under review.

ExxonMobil Corp. (XOM) Operations: XOM affiliate Esso Highlands is operator of PNG LNG project to construct 960 mmcf/d gas 

conditioning plant and 6.6 mtpa LNG facility.

Santos Ltd. (STO) Operations: Australia's largest natural gas company owns a 13.5% stake in PNG LNG project and 24% of the 

Hides prospect, with various other small interests.

Details:  Sold PRL 5 50% interest to Talisman in 2009 for $20 million.  Owns 42.6% of the Oil Search operated PRL 

9 which contains the Barikewa prospect scheduled for drilling 2011.

Details: Recent agreements with Mitsui and Energy World to develop condensate separation and LNG plants en 

route to development of 9.1 Tcfe gross Elk & Antelope gas discoveries.

Eaglewood Energy Inc. (EWC)

New Guinea Energy Ltd. (NGE)

Horizon Oil Ltd. (HZE) Operations: E&P focused on SE Asia and Australia/NZ. Holds 50% of PRL 4 (Stanley) and 50% of PRL 5 (Elva & 

Ketu), both in partnership with TLM.

Details: Stanley-2 spudded Dec 5, 2010. Elevala-2 and Ketu-2 to follow in 2011, along with EPC for Stanley field. 

1st production by 2012.  Gas export to come later, operated by TLM.

InterOil Corporation (IOC) Operations: Fully integrated PNG-focused E&P with 32,500 bpd refinery, and local distribution. Condensate 

stripping plant and LNG planned.

Details: NGE has farm in agreements with Talisman on PPLs 268 and 269 to fund seismic programs and up to 6 

wells.  Ongoing activities in remaining blocks including potential JVs to fund seismic and drilling.

Operations: PNG focused small cap holds 6 exploration licenses in Papuan Basin, including PPLs 265, 266, 267, 

268, 269, and 277.

Operations: junior oil and gas exploration company with four licenses covering PPL's 257, 258, 259, 260 with 

farm-outs to Talisman (PPL 259) and Oil Search (PPL 260).

Details: First PPL 259 exploration well (Ubuntu-1) currently drilling with Talisman. Second well at PPL 259 well 

to be drilled by 1H2011. Recent dry hole with OSH cost $56.8 million ($6.8mm net).

LNG Energy Ltd. (LNG) Operations: Canadian company focused on Papua New Guinea, Poland, and the USA.  LNG has 5 licenses, 2 of 

which are in fairway near XOM infrastructure, OSH acreage, and IOC discovery.

Details: Prospect inventory developed on 100% acreage with 2D seismic planned for Q1 & Q2 2011. Exploration 

term extended to Nov. 2014

  
Source: Company Reports and Madison Williams and Company  
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InterOil Corporation 

IOC : NYSE :  $76.77 

Buy | Price Target: $110    

 

IOC: Initiating Coverage with Buy 

Rating & $110 PT 

We are initiating coverage of InterOil Corporation, a 

vertically integrated oil & gas company operating in 

Papua New Guinea, with a Buy rating and a price target 

of $110 (representing upside of 43%); higher longer-

term. 

Elk/Antelope Discoveries Were Impressive; 

Additional LT Resource Upside.  Exploration efforts 

have been very successful thus far, highlighting the 

company’s value creation via the drill bit.  IOC now has 

enough certified resources to underpin world-class LNG 

projects.  With 40 identified prospects and exploration 

licenses covering 3.9 million acres, there could be 

meaningful additional upside. 

Condensate Stripping Plant and Modular LNG 

Projects are Critical to Accelerated Value Creation. 

IOC has a JV with Mitsui (expected FID 1Q 2011), as 

well as a Heads of Agreement (HOA) with Energy 

World (FID 2Q 2011).  Together, these projects are 

projected to start generating cash flow by 2013, earlier 

than expected.  

Downstream Operation Generates Positive EBITDA. 

While generating roughly $50 million/year in EBITDA, 

refining & marketing covers overhead and provides 

strategic value in enhancing local/government 

relationships.   

Valuation Upside Significant as Key Milestones Are 

Achieved.  IOC shares underperformed last year (-6%) 

as investors awaited concrete steps in the execution of 

gas monetization projects.  Our 12-month price target is 

$110, suggesting upside of 43%, and higher longer-

term. 

Market & Financial Data

52- Wk Range

Avg. Daily Vol 928,000

Market Capitalization (M) $3,600.5

Share Outstanding (M) basic 47.8

Cash (M) $281.9

Debt (M) $194.1

Estimates

FYE Dec 2010E 2011E 2012E

EPS ($0.83) $0.16 $0.17

P/E NM NM NM

EBITDA (M) (8.1) 35.7 37.9

EV/EBITDA NM NM NM

Revenue (M) 822.63 871.30 923.30

$84.05-41.67

 

Company Overview 

InterOil Corporation is a vertically integrated oil and 

gas company with operations focused in Papua 

New Guinea.  The company has an operational 

portfolio of midstream and downstream assets, 

including a 36,000 bpd refinery in PNG and a 

network of 17 depots/ terminals, 12 aviation sites, 

and 56 service stations.  Its exploration assets 

include 3 licenses covering 3.9 million acres, 40 

identified prospects, and the highly publicized Elk 

and Antelope gas discoveries.  The company is 

currently in the initial stages of developing a 

condensate stripping plant and an LNG export 

facility to carry out the monetization phase of the 

discoveries. 
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Company Overview 
 

InterOil Corporation is a vertically integrated oil and gas company with operations focused on Papua New Guinea.  In early 

2009, the company delisted from the TSE in Canada and moved to the New York Stock Exchange, where it currently trades 

under the ticker IOC.  InterOil has an operational portfolio of midstream and downstream assets, including a 36,000-bpd 

refinery in Papua New Guinea and a network of 17 depots/ terminals, 12 aviation sites, and 56 service stations.  Its 

exploration assets include 3 licenses covering 3.9 million acres, 40 identified prospects, and the highly publicized Elk and 

Antelope gas discoveries.  InterOil is currently in the initial stages of developing a condensate stripping plant and an LNG 

export facility to carry out the monetization phase of the discoveries.  Final Investment Decision (FID) is expected by the 

second quarter of 2011.  

 

Figure 20: Map of InterOil Interests 

Note: interest in PPL 244 divested in December 2009 
 

  
Source: Company Reports and Madison Williams and Company  

 

Elk and Antelope Discoveries Were Impressive 

Thus far, the highlight of IOC’s exploration efforts has been the discovery of the Elk and Antelope fields in 2006 and 2009.  

The contiguous discovery stretched from PPL 238 into PPL 237, but was just recently unified into Petroleum Retention 

License (PRL) No. 15, specifying minimum work commitment activities over the next 5 years.  In March 2010, the company 

received a third-party certified best-case resource estimate from GLJ Petroleum Consultants Ltd. for over 9.1 Tcfe gross (5.2 

Tcfe net). The year 2011 marks 11 years of IOC’s exploration efforts in PNG.  During this timeframe, the company has 

accumulated sizable valuable acreage and made meaningful progress in understanding the prospectivity of this under-

explored greenfield province while making two major discoveries.  On balance, IOC has created significant value through its 

exploration program since 2003, having spent only about $400 million in a mostly abandoned frontier area.  
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Figure 21: InterOil’s Elk and Antelope Structure 
 

  
Source: Company Reports and Madison Williams and Company  

 

Agreements are in Place for Resource Monetization 

The year 2010 saw InterOil sign two agreements that represented important steps forward in its resource monetization 

strategy:  (1)a Joint Venture (JV) agreement with Mitsui & Co. for a condensate stripping plant; and (2) a Heads of Agreement 

(HOA) with Energy World to construct a 2 mtpa LNG facility. 

• Condensate Stripping Plant (CSP):  The JVOA with Mitsui gives each party a 50% ownership stake in the plant 

before the State’s statutory option to acquire up to 22.5%.  The proposed plant would process 400 million cubic feet 

per day of gas expected to yield 9,000 bpd of condensate.  Current capital costs are estimated at $550 million, with 

Mitsui responsible for arranging or providing financing.  The deal also gives Mitsui options to acquire up to 5% of 

Elk/Antelope, as well as 5% of the LNG plant.  FID is expected by 1Q 2011, and the CSP facilities are projected to be 

operational by mid-2013. 

• Modular LNG Facility:  The HOA with Energy World includes a proposed 2 mtpa facility that would process an 

estimated 1.5 Tcf over a 15-year period.  If carried out, EWC would fully fund early-stage capital expenditures 

(estimated in the agreement at US$455/ton or US$910 million) in return for 14.5% of the proceeds from the LNG 

sales.  Infrastructure for the project, including a jetty, a breakwater for the loading facility, and a pipeline from the gas 

fields to the coast, would be InterOil’s responsibility.  Definitive agreements are under negotiation, with a targeted 

deadline of late 2010/early 2011. 

 

We would expect significant benefits from successfully coordinating the two projects (CSP and LNG).  The existence of a 

functioning LNG plant would eliminate the need to re-inject gas processed by the CSP, thus removing costs associated with 

reinjection wells, reinjection pipelines, and reinjection compressors.  The move to a modular versus conventional strategy 

should bring significant advantages as well, including lower capital requirements, lower gas resource requirements, and a 

shorter off-take contract requirement. 

 

 

 



ENERGY - GLOBAL ENERGY, CLEAN TECH & 

NATURAL RESOURCES 26 

 
January 5, 2011 

 

 

527 Madison Avenue, Floor 14 

New York, New York 10022 

866.584.1944 

600 Travis Street, Suite 5800 

Houston, Texas  77002 

800.423.9656 

3900 N. Causeway Blvd. Suite 860 

Metairie, LA 70002 

800.965.5902 

 

Achieving Near-Term Upstream/LNG Milestones Is Critical for IOC 

InterOil has a number of exciting milestones approaching for its upstream monetization plans in 2011.  We believe investors 

will focus on the company’s project management and execution capabilities at this point in its growth cycle.  The company has 

set near-term goals of finalizing a definitive agreement with EWC on an LNG facility and the declaration of a final investment 

decision by the second quarter of 2011.  For the CSP project, a final investment decision is due in March 2011.  Longer term, 

the company expects to have the CSP and LNG plants operational in 2013. 

 

On the drilling front, InterOil plans to drill one more development well at Antelope prior to 2013 to meet its deliverability 

requirements for the first stage of LNG.  Prior to the accelerated modular LNG timeline being put in place, InterOil had 

planned to produce gas, strip the condensate, and re-inject dry gas into the reservoir.  Due to the earlier LNG startup, 

developmental drilling plans now call for only four wells instead of eight, as injection wells are no longer needed.  In place of 

the injection wells, the company has chosen to accelerate its exploration program.  InterOil currently has seismic crews in the 

field at Bwata and Wolverine shooting a total of 84 kilometers, and hopes to drill one well in 2Q of 2011 and, perhaps, a 

second before the end of the year.  

 

Figure 22: Upcoming Activity for InterOil 
 

Milestone Target Dates

Declare FID on CSP with Mitsui March 2011

Drill exploratory well at Bwata or Wolverine 2Q 2011

Declare FID on Modular LNG with EWC 2Q 2011

Acquire land in Gulf province for LNG and jetty system Ongoing

PNG government permits Ongoing

CSP operational mid-2013

2 mtpa Modular LNG operational 2013   
Source: Company Reports and Madison Williams and Company  

 

IOC Also Operates a Refinery with a Nameplate Capacity of 32,500 barrels per day  

IOC’s operations are vertically integrated.  Along with its upstream operations, the company operates a refinery and a 

retail/wholesale distribution system.  The 32,500-bpd nameplate capacity (35,700 sustainable) refinery purchased from 

Chevron began operations in 2004 and is located across the harbor from Port Moresby.  IOC is currently the sole refiner of 

hydrocarbons in PNG and, in our view, more than capable of meeting all of the domestic demand in PNG.  The refinery 

primarily produces jet fuel, diesel, and gasoline, and the refining process also produces naphtha and a low-sulfur waxy 

residue.  To the extent that the naphtha is not converted to gasoline, it is exported to Asian markets as light naphtha or mixed 

naphtha, which is then predominately used as petrochemical feedstock.  Low-sulfur waxy residue can be sold as fuel 

domestically or by export, and is also valued by refineries as cracker feedstock.  All products sold domestically are sold by 

agreement with the State at the Import Parity Price (IPP), the price that would be paid in PNG for a refined product that was 

imported, which is benchmarked to the Mean of Platts Singapore (MOPS).  

 

Downstream Distribution Business Includes Retail and Wholesale Channels 

The company also has the largest wholesale and retail petroleum product distribution base in PNG, including bulk storage, 

transportation distribution, aviation, wholesale, and retail facilities.  The business distributes diesel, jet fuel, gasoline, 

kerosene, and fuel oil, as well as Shell-branded commercial and industrial lubricants, such as engine and hydraulic oils.  All of 

the refined products sold pursuant to the wholesale and retail distribution business are purchased from the refinery, whereas 

the commercial and industrial lubricants are imported.  The retail distribution system includes 53 service stations (16 owned or 

leased to IOC and 37 independently owned/operated).  Commercial business accounts for about 65% of throughput volumes 

and is also the fastest growing segment (driven by increased demand from PNG-focused EPC contractors).  IOC’s 
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downstream operation is expected to generate EBITDA of about $50 million per year.  However, we note that the downstream 

business has strategic value, particularly as it relates to local presence and government relations. 

 

Figure 23: Downstream Locations in PNG 
 

  
Source: Company Reports and Madison Williams and Company  
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Financials  
 

Balance Sheet Replenished by November Offering 

InterOil recently raised net proceeds of $266 million from concurrent public offerings of $70 million in convertible notes and 

$210 million of common shares.  The proceeds are intended for the development and construction of the proposed 

condensate separation and LNG plants, upstream activities, and the repayment of a $25-million bridge loan from Clarion 

Finanz AG due January 31, 2011.  We estimate IOC’s consolidated debt at approximately $200 million.  The debt facilities 

and outstanding balances as of November are as follows: 

• OPIC secured note ($49 million) 

• BNP Paribas working capital facility ($46.1 million) 

• Westpac working capital facility ($4.8 million) 

• BSP working capital facility (nil) 

• Clarion Finanz A.G. ($25 million) 

• Mitsui unsecured loan ($2.7 million) 

• Convertible senior notes ($66.5 million) 

 

Capex Needs Reduced by Recent Deal Structures 

We project capital needs of roughly $300 million in total over the next two years, and forecast these needs being met by a 

combination of cash from the recent capital market transactions and the $50 million - $60 million in annual cash flow provided 

by the refinery and downstream operations.  In 2011, when we anticipate the company running one drilling rig, we forecast an 

exploration budget of $70 million, with $60 million going to drilling and $10 million to seismic.  In 2012, when InterOil will likely 

be running two rigs, we anticipate drilling capital needs of approximately $150 million.  The company also has certain 

obligations associated with the CSP and LNG agreements, including a pipeline from the CSP to the coast and a marine 

facility.  We anticipate expenditures of $150 million net to IOC over the 2011 - 2013 timeframe.  Refinery and downstream 

capex run at approximately $6 million per year.  Joint ventures and/or sell downs could provide a substantial future source of 

capital, and management has indicated their interest in pursuing such transactions in the future. 

 

Figure 24: Financing Obligations for Associated Parties 
 

  
Source: Company Reports and Madison Williams and Company  
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Additional Financing Available through Sale of Upstream Interest 

Through strategic foresight in structuring the LNG and CSP deals, InterOil retained the flexibility of selling down additional 

interests in its upstream portfolio at a later date.  The company currently has approximately 58% ownership, inclusive of the 

two 2.5% options that were given to Mitsui in conjunction with the CSP deal.  We believe that Mitsui is likely to exercise its 

options eventually, which would lower IOC’s stake to roughly 53%.  From there, InterOil has indicated interest in selling down 

an additional 5%-10% stake in increments of 2.5%, preferably in conjunction with LNG off-take agreements. 



ENERGY - GLOBAL ENERGY, CLEAN TECH & 

NATURAL RESOURCES 30 

 
January 5, 2011 

 

 

527 Madison Avenue, Floor 14 

New York, New York 10022 

866.584.1944 

600 Travis Street, Suite 5800 

Houston, Texas  77002 

800.423.9656 

3900 N. Causeway Blvd. Suite 860 

Metairie, LA 70002 

800.965.5902 

 

Valuation 
 

InterOil Valuation: Our 12-month price target for IOC shares is $110 per share (upside 43%).  Given a fair value range 

of $57 - $164, we could see significant upside in the coming years as key milestones are attained.  Our base-case 

value for IOC’s upstream (exploration and production) assets is $97 per share, based on a contingent resource valuation of 

$0.80/mcfe, which we have applied to IOC’s most recent certification of 5.2 Tcfe net.  Our downside valuation case of 

$0.35/mcfe is based on IOC’s 2009 transaction, when it acquired 4.33% of Elk/Antelope field from various sellers for $56.5 

million (164.2 Bcfe in contingent resources).  Our upside valuation case is based on a 20% discount to AGL/Nippon’s 

transaction in 2008, valued at $1.54/mcfe (Note: AGL sold its upstream assets and 3.6% interest in the PNG LNG project for 

$800 million to Nippon Oil).  One of the largest valuation hurdles for companies in PNG is the process of aggregating a large 

enough resource base to underpin a monetization operation, such as a condensate separation plant and/or an LNG facility.  

We believe the AGL assets received a much higher value due to its association with a world-class LNG project (6.6 mtpa 

capacity with underlying natural gas assets), particularly with ExxonMobil as an anchor participant, giving the project a much 

higher likelihood of successful execution.  IOC’s assets deserve a premium to its 2009 Elk/Antelope transaction valuation 

(albeit a discount to the AGL/Nippon valuation matrix), given IOC’s progress in amassing scale (GLJ’s certification of a best-

case contingent estimate of 9.1 Tcfe gross) and traction in its proposed gas monetization strategy (Condensate Stripping and 

LNG projects).  We look for IOC’s per mcfe valuation to grow as the company continues to make progress with its 

monetization strategy and hits key milestones.  

 

In addition, we value InterOil’s combined midstream, downstream, and other assets at $10 - $14/share.  Our valuation is 

based on a DCF methodology, applying a base case 11.5% discount rate to our cash flow projections for those businesses.  

In arriving at a fair value estimate of $110, we add an estimated $2/share of net cash. 

 

Figure 25: IOC Contingent Resource Valuation Summary 
 

Single-point

Downside FV Upside

Contingent resource value ($/mcfe) $0.35 $0.80 $1.25

Upstream value (millions) $1,820 $4,160 $6,500

Upstream value (per share) $43 $97 $150

  Midstream & downstream (per share) $12 $12 $12

Enterprise value (per share) $55 $109 $162

  Net cash (per share) $2 $2 $2

Value per share $57 $110 $164   
Source: Company Reports and Madison Williams and Company  

 

We also use DCF methodology to value IOC’s upstream operations.  In doing so, we modeled a 3-mtpa modular LNG facility 

(2 mtpa with first gas in 2013 and expansion to 3 mtpa in 2014) combined with a condensate separation plant capable of 

processing up to 450 mmcf/d and a 17.2 barrels per mmcf condensate yield.  Our analysis of a 20-year project life suggests 

that a 3-mtpa project would be worth roughly $3 billion net to IOC.  Furthermore, a heavily risked expanded case of 8 mtpa 

would be worth roughly $97 per share net to IOC holders, or an overall equity value of $111 (range $98 - $126), in line with 

our contingent resource valuation.  Our assumptions could prove very conservative.  We note that the DCF methodology is 

fairly sensitive to several key assumptions including timing of first gas, capacity ramp-up schedule, and off-take agreement 

details. 
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Figure 26: DCF Valuation Summary 
 

Base case assumptions for 20 year project:

LNG faci l i ty s i ze
(1)

3 mtpa

Gas  produced at wel lhead 450 mmcfpd

Rea l i zed gas  price $10  per mcf

Condensate gas  ratio 17.2 bbls /mmcf

Rea l i zed condens ate price $95 per bbl

Valuation matrix:

Discount rate 10.0% 11.5% 13.0%

NPV of base case - 2/3 mtpa  ($ mi l) $3,450 $2,987 $2,603

NPV expanded case - 8 mtpa; ri s ked (per s hare) $112 $97 $84

  Mids tream & Downstream (per s hare) $12 $12 $12

  Net cash (per share) $2 $2 $2

Equity va lue for IOC s hares $126 $111 $98
(1)

2 mtpa in 2013 expanding to 3 mtpa in 2014   
Source: Company Reports and Madison Williams and Company  

 

We note that IOC shares were down 6% last year, despite positive news flow, as investors await more concrete progress in 

IOC’s gas monetization initiatives (both LNG and CSP).  Therefore, attaining key upcoming milestones in 2011 will be 

important to share price performance.  As noted, our valuation cases are heavily risked.  If execution is flawless, we could see 

further upside of 100%. 
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Risks 
 

InterOil engages in high-risk exploration and development operations in a remote and unexplored country.  As such, it is 

exposed to a number of risks associated with its operations in Papua New Guinea.  On the exploration side, infrastructure 

challenges lead to significantly higher well costs.  In addition, the company is exposed to significant exploration risk, as wells 

in PNG are high-risk/high-reward and are sometimes drilled with less sophisticated data.  The company is also exposed to 

significant execution risk with regard to monetization of its natural gas resources.  The company has set aggressive timelines 

for development of Elk/Antelope resources, including target dates for FID on a condensate separation plant and a liquefied 

natural gas facility.  Failure to meet these timelines could adversely affect the company’s stock price.  Furthermore, these 

monetization projects are very capital-intensive, which could expose IOC to financing risk in the future.  Finally, as an 

underdeveloped country, albeit with a relatively stable government, Papua New Guinea presents both operational and political 

risks.  Other risks include commodity price risks, financing risks, and acts of nature (such as weather). 
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Management 
 

Phil E. Mulacek - Chief Executive Officer  

Phil E. Mulacek has held the Chairman of the Board of Directors and Chief Executive Officer positions at InterOil since 1997.  

Mr. Mulacek is the Founder and President of Petroleum Independent Exploration Corporation, based in Houston, Texas.  

Petroleum Independent Exploration Corporation was established in 1981 for the purposes of oil and gas exploration, drilling, 

and production, and operated across the Southwest portion of the United States.  Petroleum Independent Exploration 

Corporation led the development of the refinery and the commercial activities that were necessary to secure the refinery’s 

economic viability.  Mr. Mulacek has over 25 years’ experience in oil and gas exploration and production and holds a Bachelor 

of Science Degree in Petroleum Engineering from Texas Tech University. 

 

William J. Jasper III - President and Chief Operating Officer  

Mr. Jasper joined InterOil on August 30, 2006.   As President of InterOil, he leads the refining and downstream business.  

Prior to joining the company, Mr. Jasper had worked for Chevron Pipe Line Company since 1974, serving in leadership and 

management capacities over facilities, pipelines, and terminals.  Mr. Jasper has an extensive background in operations and 

maintenance. Prior to this role, Mr. Jasper had served 4 years as Chairman of the West Texas LPG Partnership Board of 

Directors.  Mr. Jasper was also past President and General Manager of Kenai Pipe Line Company in Alaska, and West Texas 

Gulf Pipeline in Texas.  

  

Collin Visaggio - Chief Financial Officer 

Mr. Visaggio joined InterOil on July 17, 2006, and was appointed to the position of Chief Financial Officer on October 26, 

2006.  Mr. Visaggio is a Certified Practicing Accountant with a Bachelor and a Masters Degree in Business.  Mr. Visaggio is a 

seasoned oil and gas executive who has 24 years’ experience in senior financial and business positions within Woodside 

Petroleum and BP Australia.  His career has given him a broad spectrum of financial and business experience in Exploration 

and Production, Offshore Gas Production, Oil Refining, LNG, and Domestic Gas.  Mr. Visaggio spent most of his career at 

Woodside Petroleum, from March 1988 to July 2005, with his most recent positions being Manager, Compliance and 

Business for the Africa Business Unit, and Manager, Commercial and Planning for the Gas Business Unit.  His responsibilities 

included management of the business unit’s financial and business processes and implementing governance.  Prior to this, 

and during his 17 years with Woodside, he was Deputy Chief Financial Officer and Financial Analysis and Planning Manager 

within Corporate Finance.  Prior to joining InterOil, Mr. Visaggio was Chief Financial Officer for Alocit Group Ltd from May 

2005 until March 2006.  

 

Wayne Andrews - Vice President Capital Markets 

Wayne Andrews joined InterOil in January 2009.  Prior to joining IOC, Mr. Andrews was Managing Director of Exploration & 

Production Equity Research at Raymond James and Associates Inc.  Mr. Andrews joined Raymond James in 1996 after 

spending three years as a natural gas analyst at Schroder Wertheim.  Prior to Schroder’s, he was the Vice President and 

Director of Research at John S. Herold, Inc., a petroleum research and consulting firm.  He also spent five years as a Senior 

Exploration Geophysicist at Sun Company and Oryx Energy.  Mr. Andrews holds a Bachelor of Arts degree in geology from 

Franklin & Marshall College, a Master of Science degree in geology from the University of Delaware, and a Master of 

Business Administration from Southern Methodist University in Dallas, Texas. 

 

Mark Laurie - General Counsel and Corporate Secretary  

Mr. Laurie joined the company on June 12, 2007.  He holds Law and Economics degrees from the University of Adelaide in 

South Australia.  He was admitted to practice law as a barrister and solicitor in Australia in 1991.  Mr. Laurie was also 

admitted as a notary public in 1997.  Prior to joining InterOil, and from August 2003, he was Company Secretary, General 

Counsel, Manager of Corporate and Investor Relations, and Manager of Town Infrastructure with Lihir Gold Limited, a Papua 
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New Guinea gold mining company listed in Australia, the United States, and in PNG.  Mr. Laurie lived in Papua New Guinea 

throughout this period.  Immediately prior to working for Lihir Gold, he worked as the Commercial Manager for the Electronic 

Systems Division of Tenix Defence Pty. Ltd., a privately held government contractor specializing in high-tech electronic and 

computer engineering work for defense and other applications.  Between mid-1996 and December 2001, he held positions as 

General Counsel, Company Secretary, and Vice President of Investor Relations with F.H. Faulding and Co. Limited, an 

Australian-based multinational pharmaceutical and health care company listed in Australia and the United States.  Prior to 

that, Mr. Laurie worked with commercial law firms in Ottawa, Canada, and Adelaide, South Australia.  

 

Christian M. Vinson - Executive Vice President of Corporate Development and Government Affairs  

Christian M. Vinson is Executive Vice President of InterOil and head of Corporate Development.  From 1995 to August 2006, 

he was the Chief Operating Officer.  Mr. Vinson joined the company from Petroleum Independent Exploration Corporation, a 

Houston, Texas-based oil and gas exploration and production company.  Before joining Petroleum Independent Exploration 

Corporation, Mr. Vinson was a manager with NUM Corporation, a Schneider company involved in mechanical and electrical 

engineering automation, in Naperville, Illinois, where his responsibilities included the establishment of the company’s first 

office in the United States.  As Chief Operating Officer, Mr. Vinson has responsibility for government and community relations 

and corporate development in Papua New Guinea.  Mr. Vinson has played a key role in the progress of the company and has 

developed long-standing relationships with key government and industry leaders in Papua New Guinea over the last ten 

years. Mr. Vinson earned an Electrical and Mechanical Engineering degree from Ecole d’Electricité et Mécanique 

Industrielles, Paris, France. 
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Figure 27: Income Statement ($ in Millions, Except Per Share Data) 
 

FY 2007 FY 2008 FY 2009 1Q10A 2Q10A 3Q10A 4Q10E FY2010E FY 2011E FY 2012E

31-Dec 31-Dec 31-Dec 31-Mar 30-Jun 30-Sep 31-Dec 31-Dec 31-Dec 31-Dec

Revenue 630.4 919.7 693.1 178.8 225.3 208.5 210.0 822.6 871.3 923.3

Cost of sales and operating expenses 573.6 888.6 602.0 158.6 191.4 185.7 197.4 733.1 784.2 831.0

Administrative and general expenses 32.0 31.2 33.3 8.7 8.9 9.9 10.1 37.6 41.0 43.4

Derivative (gains)/losses 7.3 (24.0) (1.0) 0.9 (0.3) (0.5) (0.2) (0.1) 0.0 0.0

Legal and professional fees 6.5 11.5 9.1 1.8 1.8 1.9 1.9 7.4 8.7 9.2

Exploration costs, excluding exploration impairment 13.3 1.0 0.2 0.0 2.3 1.1 0.0 3.4 1.7 1.8

Exploration impairment 1.2 0.1 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0

Short term borrowing costs 5.6 6.5 3.8 1.0 1.1 2.7 1.1 5.9 5.2 5.5

Long term borrowing costs 17.2 17.5 8.8 1.1 1.4 0.4 1.1 3.9 4.4 4.6

Depreciation and amortization 13.0 14.1 14.3 3.4 3.6 3.2 3.6 13.7 17.4 18.5

Gain on LNG shareholder agreement (6.6) 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0

Gain on sale of oil and gas properties 0.0 (11.2) (7.4) 0.0 0.0 (2.1) 0.0 (2.1) 0.0 0.0

Loss on extinguishment of IPI liability 0.0 0.0 31.7 0.0 0.0 8.8 23.1 31.9 0.0 0.0

Litigation settlement expense 0.0 0.0 0.0 0.0 0.0 12.0 0.0 12.0 0.0 0.0

Foreign exchange loss/(gain) (5.1) (3.9) 3.3 3.1 5.4 (0.9) 0.0 7.5 0.0 0.0

Loss before income taxes and non controlling interest (27.7) (11.7) (5.0) 0.2 9.6 (13.6) (27.9) (31.7) 8.7 9.2

Income taxes (1.2) (0.1) 11.1 (3.3) (1.8) (0.7) (1.1) (7.0) (0.9) (0.9)

Income/(loss) before non-controlling interest (28.9) (11.8) 6.1 (3.1) 7.8 (14.4) (29.0) (38.7) 7.8 8.3

Non-controlling interest 0.0 (0.0) (0.0) 0.0 (0.0) (0.0) 0.0 (0.0) 0.0 0.0

Net income/(loss) (28.9) (11.8) 6.1 (3.1) 7.8 (14.4) (29.0) (38.7) 7.8 8.3

Diluted shares outstanding 29.998 33.632 40.682 43.583 45.228 43.964 47.764 45.134 48.0 50.0

EPS Diluted (0.96)$           (0.35)$           0.15$             (0.07)$           0.17$             (0.33)$           (0.61)$           (0.83)$           0.16$             0.17$             

EBITDA 8.0 26.4 21.9 5.7 15.8 (7.4) (22.3) (8.1) 35.7 37.9   
Source: Company Reports and Madison Williams and Company  
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Figure 28: Cash Flow Statement ($ in Millions) 
 

  2007 2008 2009 2010E 2011E 2012E 

  December December December December December December 
              

Operating activities             

Net Income (28.9) (11.8) 6.1  (38.7) 7.8  8.3  

Depreciation & amortization 13.0  14.1  14.3  13.7  17.4  18.5  

Other operating activities (15.7) 13.2  24.1  0.1  0.0  0.0  

Net operating cash flows (31.6) 15.6  44.5  (24.9) 25.3  26.8  
              

Investing activities             

Capital expenditures (76.4) (69.1) (103.6) (110.0) (100.0) (225.0) 

Sales of fixed assets & businesses 0.1  6.8  0.0  13.9  0.0  200.0  

Purchase/ sales of investments (3.3) 0.0  0.0  0.0  0.0  0.0  

Other funds 45.3  14.9  18.0  25.0  20.0  20.0  

Net investing cash flows (34.4) (47.4) (85.6) (71.1) (80.0) (5.0) 
              

Financing activities             

Change in capital stock 38.1  (0.1) 81.7  208.2  0.0  0.0  

Issuance/ reduction of debt, net 25.0  18.1  (53.2) 88.3  (38.9) (9.0) 

Other funds 15.0  18.9  10.0  35.0  0.0  0.0  

Net financing cash flow 78.2  36.9  38.5  331.4  (38.9) (9.0) 
              

Net change in cash 12.2  5.1  (2.5) 235.5  (93.6) 12.8   
Source: Company Reports and Madison Williams and Company  
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Figure 29: Balance Sheet ($ in Millions) 
 

2007 2008 2009 2010E 2011E 2012E

December December December December December December

Assets

Cash & short term investments 43.9 49.0 46.4 281.9 188.3 201.1

Acct. receivable 63.1 42.9 61.2 55.0 60.0 60.0

Other current assets 109.8 145.0 100.4 140.0 120.0 130.0

Total current assets 216.8 236.9 208.1 476.9 368.3 391.1

Net PPE 317.7 351.6 393.5 480.0 500.0 550.0

Other assets 3.2 3.4 30.1 29.0 35.0 35.0

Total assets 537.8 591.8 631.8 985.9 903.3 976.1

Liabilities & shareholders equity

Short term debt & curr portion LT debt 203.3 77.8 33.6 87.0 73.0 64.0

Acct. payable 60.4 78.1 59.4 90.6 70.0 80.0

Other current liabilities 3.0 0.5 0.5 0.6 0.5 0.5

Total current liabilities 266.7 156.5 93.5 178.1 143.5 144.5

Long-term debt 61.1 117.4 43.6 39.3 30.0 21.0

Other long-term liabilities 113.8 90.8 52.6 117.7 117.7 117.7

Total liabilities 441.7 364.7 189.8 335.1 291.2 283.2

Total shareholders' equity 96.1 227.1 442.0 650.8 612.0 692.8

Total liabilities & shareholders' equity 537.8 591.8 631.8 985.9 903.3 976.1   
Source: Company Reports and Madison Williams and Company  
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New Guinea Energy Ltd. 

NGE : ASX :  A$0.15 

NGELY : OTCQX : US$7.14 

Accumulate | Price Target: A$0.20/US$9.50    

 

NGE AU: Initiating Coverage with 

Accumulate Rating 

We are initiating coverage of New Guinea Energy, an oil 

& gas exploration company headquartered in Australia 

with operations in Papua New Guinea, with an 

Accumulate rating and a price target of A$0.20 (ADR 

target = US$9.50). 

NGE has the Largest Acreage Foothold in PNG.  New 

Guinea’s 13 million gross acres (11.5 million net) is the 

largest position of any company in Papua New Guinea.  

This is potentially high-quality acreage, too, as much of it 

surrounds the developed fairway of PNG discoveries, 

including Hides (6.7 Tcf), Juha (2.7 Tcf), P’Nyang (1.1 

Tcf), and Stanley (0.3 Tcf). 

Upcoming Wells Provide Catalysts.  NGE has plans to 

drill six wells in two years, including three wells with 

Talisman Energy in 2011.  We note that the last well 

(Panakawa) was a dry hole, highlighting the high-

risk/high-reward nature of the business.   

Association with Talisman is a Strategic Positive. 

NGE shares two licenses with Talisman, providing it with 

an important source of technical expertise, cost sharing, 

and credibility.  TLM has a stated goal of aggregating 2-4 

Tcf of gas for export, and NGE’s acreage could 

potentially be central to that effort. 

Our Valuation Range is A$0.08 - A$0.33 (Single-Point 

= A$0.20).  Given the binary nature of the business, we 

expect exploration well results to act as the key drivers 

for share price performance. 

 

Market & Financial Data (in USD)

52- Wk Range $7.59-5.94

Avg. Daily Vol --

Market Capitalization (M) $102.7

Market & Financial Data (in AUD)

52- Wk Range

Avg. Daily Vol (000) 1,859

Market Capitalization (M) $102.2

Share Outstanding (M) basic 876.0

Cash (M) $20.0

LT  Debt (M) $0.0

Estimates (in AUD)

FYE Dec 2010E 2011E 2012E

EPS (0.00)$            (0.00)$            (0.00)$            

P/E NM NM NM

EBITDA (M) (2.2) (2.7) (3.3)

EV/EBITDA NM NM NM

Revenue (M) 1.1                    0.9                    0.5                    

$0.26-0.10

 

Note: all data in Australian Dollars (A$) unless 

otherwise noted. 

One ADR represents 50 ordinary shares. 

 

Company Overview 

New Guinea Energy is an oil & gas exploration 

company headquartered in Australia with 

operations in Papua New Guinea. The company 

currently holds interests in six onshore licenses 

covering roughly 53,000 km2 in the Papuan Basin. 

In conjunction with its IPO in 2007, the company 

listed on the Australian Stock Exchange and later 

listed on the Port Moresby Stock Exchange in 

2008. The company has a strong working 

relationship with Canadian major Talisman Energy, 

including farm-in agreements to fund US$11 million 

worth of seismic programs and up to six wells 

(US$90 million) over the next few years. 
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Company Overview 
 

New Guinea Energy is an A$102 million market cap oil and gas exploration company focused on Papua New Guinea.  NGE 

currently holds interests in six onshore licenses covering roughly 53,000 km2 in the Papuan Basin.  In conjunction with its IPO 

in 2007, the company listed on the Australian Stock Exchange, and later listed on the Port Moresby Stock Exchange in 2008.  

NGE has a strong working relationship with Canadian major Talisman Energy, including farm-in agreements to fund US$11 

million worth of seismic programs and up to six wells (US$90 million) over the next few years.  Talisman has further agreed to 

provide technical support to NGE at cost, as and when needed, in relation to NGE’s other licenses. 
 

Figure 30: Map of NGE Interests 
 

  
Source: Company Reports and Madison Williams and Company  

 

NGE Has Significant Resource Exposure in PNG 

New Guinea Energy’s 13 million gross acres of prospective oil and gas acreage in the foreland and fold belt structural terrains 

of the western and southern highlands of PNG are the largest foothold of any company in the country.  Over one billion 

barrels of oil and 15 Tcf of gas have been discovered in adjacent licenses.  The company owns four of its licenses outright, 

and Talisman has farmed into the other two at 50% each, with options to further increase through additional capital 

commitments. 
 

Figure 31: NGE Ownership Interest Breakdown 
 

License Location Interest

PPL 265 Onshore Papuan Basin 100%

PPL 266 Onshore Papuan Basin 100%

PPL 267 Onshore Papuan Basin 100%

PPL 268 Onshore Papuan Basin 50%

PPL 269 Onshore Papuan Basin 50%

PPL 277 Onshore Papuan Basin 100%   
Source: Company Reports and Madison Williams and Company  
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NGE’s Current Plans Call for Up to Six Wells Over Two Years — Critical to Unlocking Value 

NGE’s upcoming two-year program includes up to six wells and significant seismic acquisition in the PNG foreland.  The 

company plans to focus on moderate-risk / high-reward prospects, while minimizing total drilling costs by choosing locations 

supported by transportation and export infrastructure and entering into joint programs with other operators.  The company’s 

immediate plans include the implementation of its work program with Talisman on PPLs 268 and 269 and continuing 

programs on greenfield targets on all other licenses.  The first well in 2011 is being planned for the April/May timeframe, 

followed by one in August/September (both in PPL 269) and another in November (in PPL 268).  Weather issues and 

logistical delays, including rig transportation, are key near-term variables. 

 

Association with Talisman Brings Credibility, Expertise, and Capital 

We believe the company’s relationship with Talisman is important as a source of credibility, technical expertise, and capital 

contribution in the form of current obligations and potential working interest expansions.  NGE management has said that the 

two blocks shared with Talisman—PPLs 268 and 269—potentially hold mean prospective resources of greater than 2 Tcf and 

7 Tcf, respectively.  These licenses could be central to Talisman’s stated goal of aggregating 2-4 Tcf of gas for export from 

PNG in coming years. 

 

• PPL 268 – After significant weather delays in the third quarter, the companies entered into amended agreements for 

the two prospecting licenses.  For PPL 268, Talisman paid an extra $1.2 million for a further 35% participating 

interest, bringing its share to 50%.  Talisman must finish a 120 km seismic program by the end of 2010, after which 

the parties must decide whether to jointly proceed with a first well.  Indications are that Eulophia would be the first 

prospect drilled in PPL 268. 

 

Figure 32: NGE Upcoming Activity with Talisman 
 

PNG 

Block

Working 

Interest Event Target

PPL 268 50% Complete seismic December-11

1st well Late 2011

PPL 269 50% Complete seismic December-11

1st well Q2 2011

2nd well Q3 2011   
Source: Company Reports and Madison Williams and Company  

 

• PPL 269 – For PPL 269, seismic was also scheduled to be completed by the end of 2010.  Following the seismic 

program, Talisman must elect by January 31 to operate a first well on PPL 269, in which case drilling will commence 

within 60 days, or delegate operatorship to NGE and pay agreed costs up to $15 million, after which costs will be split 

50/50.  PPL 269 currently appears to be NGE’s most promising acreage block, given its proximity to Oil Search’s 1.1 

Tcf P’nyang discovery in PRL 3 and the Talisman/Horizon 0.3 Tcfe Stanley gas/condensate discovery in PRL 4.  In 

fact, it is believed that the Stanley prospect could extend into PPL 269, along with the Stanley North prospect.  The 

nearby 46 mmboe Sepalosiphon prospect (65% within PPL 269) also presents a potential future target.  We believe 

that Sepalosiphon (aka Siphon) would be important from Talisman’s perspective, as it sits only 10 km from the 

location proposed for the Stanley condensate stripping facility.  The current seismic program should provide more 

information on Stanley North. 
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Figure 33: PPL 269 Map 
 

  
Source: Company Reports and Madison Williams and Company  

 

Disappointing Results at Panakawa Highlights the Binary Nature of This Business 

In June 2010, NGE spudded its highly anticipated Panakawa-1 well in PPL 267, having identified a 100 km trend with surface 

seeps of 35 API oil flowing at 5 bpd.  Despite intersecting a structure with a viable reservoir and residual gas spread over a 

150m interval, pressure tests indicated that the targets contained only residual hydrocarbons and water, and the well was 

scheduled to be plugged and abandoned. 

 

The company still retains 100% working interests in PPLs 265-267 and 277, and is actively discussing agreements with 

potential partners.  PPL 266 appears particularly promising, and the company will soon announce the results of additional 

seismic along the same trend as Talisman’s nearby Puk Puk and Douglas gas discoveries. 

 

Figure 34: NGE Top 6 Current Prospects 
 

PPL Prospect

Prospective Resource 

(mean mmboe)

266 Lake Murray West 199

269 Tarim - Alene Oil and Deep Gas Case 66

            Alene Gas and Deep Gas Case 41

269 Sepalosiphon (65% within PPL 269) 46

269 Thelasis 44

269 Thelymitra 49

269 Ridlegella 50

TOTAL 429-454   
Source: Company Reports and Madison Williams and Company  
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Financials 
 

Stronger Balance Sheet from Recent Equity Raise 

The recent placement of 165 million shares in a private deal demonstrated investors’ healthy appetite for PNG exposure while 

shoring up New Guinea Energy’s balance sheet.  The company successfully placed 100 million shares in the first tranche, 

raising A$11.5 million dollars, and anticipates placing the remaining 65 million shares, pending shareholder approval, at an 

ASX-required meeting in January.  With this capital injection, the company is projected to have approximately A$30 million in 

cash by early next year to help meet its near-term obligations, including estimated capex of A$19 million in 2011. 

 

Manageable Capex Requirements Thanks to Well-Executed Farm-Out Strategy 

The company’s immediate plans call for two wells on PPL 269 and one on PPL 268, all to be heavily carried by Talisman. 

Based on estimated dry-hole costs of US$18 million and taking into account Talisman’s carry, New Guinea would need 

approximately US$1.5 million and US$5.25 million for the first two PPL 269 wells and US$6.75 million for the PPL 268 well.  A 

third well at PPL 269 would cost US$3 million.  The company’s current cash balance is more than enough to fund it through 

its 2011 drilling program.  Should New Guinea need it, incremental capital is also available from additional farm-outs.  The 

company has invested A$15 million total into the four 100%-owned prospecting licenses, meaning a 50% reimbursement of 

past costs would raise an additional A$7.5 million in cash. 

 

 

Risks 
 

New Guinea Energy engages in high-risk exploration in a remote and unexplored country.  As such, it is exposed to a number 

of risks associated with its operations in Papua New Guinea.  Infrastructure challenges lead to significantly higher well costs.  

In addition, the company is exposed to significant exploration risk, as wells in PNG are high-risk/high-reward and are 

sometimes drilled with less sophisticated data.  Monetization of any discoveries also carries significant execution risk, as the 

company will either have to join existing export projects or undertake its own (which is extremely capital-intensive).  As an 

underdeveloped country, albeit with a relatively stable government, Papua New Guinea presents both operational and political 

risks.  As an early-stage exploration company, New Guinea may need additional capital, and the sale of additional shares or 

other securities could result in additional dilution for current shareholders.  Other risks include commodity price risks and acts 

of nature (such as weather). 
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Valuation 
 

New Guinea Energy Valuation:  Our single-point fair value estimate for NGE shares is A$0.20 per share (upside 33%), 

with a valuation range of A$0.08 (down 47%) to A$0.33 (up 120%).  As New Guinea Energy is a very early-stage 

exploration story, the company has yet to book any proved reserves or even contingent resources.  While we sense 

significant value, quantification is a tricky exercise.  We are hesitant to ascribe specific values to “prospective” resources 

given their highly speculative and binary nature, and prefer to use a per-acre valuation for NGE shares based on recent 

transactions.  NGE currently has 11.5 million net acres in PNG (13.1 million gross acres).  Our per-net acre analysis of recent 

transactions shows an implied acreage valuation range of $5.00 - $50.45 per acre.  Based on $5.00 per acre, we arrive at a 

downside valuation of A$0.08 for NGE.  (Note: in 2009 Talisman acquired 49% of PPL 285, 286, 297 and 288 [4.48 million net 

acres] for US $22.9 million [A$25 million], implying a valuation of $5 per net acre.)  Our upside case is based on a $25.00 per 

acre valuation (roughly a 50% discount to the high transaction).  We recognize that the use of such a large discount could 

prove conservative due to a number of supporting factors, as detailed below.  However, we also note that NGE’s previous 

well at Panakawa was a dry hole, highlighting the binary nature of high-risk/high-reward exploration drilling.  

 

• A significant portion of NGE’s acreage surrounds the developed fairway of PNG discoveries, particularly PPLs 269 

and 277, which lie adjacent to such significant oil and gas finds as Hides (6.7 Tcf), Juha (2.7 Tcf), P’Nyang (1.1 Tcf), 

and Stanley (0.3 Tcf). 

• Talisman’s interest and participation in PPLs 268 and 269 has validated those acreage blocks, in our eyes, as 

superior positions.   

• The association with Talisman makes it significantly more likely that any NGE discoveries will actually be monetized, 

given Talisman’s aggressive gas aggregation and monetization strategy. 

• The acreage’s proximity to Exxon’s PNG LNG project also provides the option of selling into future expansion trains 

at that facility, with minimal infrastructure and pipeline build-out. 

• We further believe that Talisman’s demonstrated interest in NGE acreage could eventually lead to a takeover of the 

company after more seismic and development work is completed. 

 

Figure 35: NGE Acreage Valuation 
 

Single-point

Downside FV Upside

Transaction valuation range ($/acre) $5.00 $50.45

Risk adjusted acreage value ($/acre) $5.00 $25.00

NGE resource value (millions) $57.4 $286.8

  Debt (millions) $0.0 $0.0

  Cash (millions) $20.0 $20.0

Equity value (millions) $77.4 $306.8

Value per share $0.08 $0.20 $0.33   
Source: Company Reports and Madison Williams and Company  

 

Despite our hesitancy to ascribe value to prospective resources, we have included our valuation analysis based on NGE’s 

prospective resource estimates nonetheless.  NGE has identified a list of six top leads, a majority of which are in PPL 269.  In 

the interest of being cautious, we have assumed a recoverability percentage of 20% (which could prove conservative).  We 

have given no credit to the remainder of NGE’s identified prospects, awaiting further exploration and seismic by the company. 

Our prospective resource valuation, below, implies a fair value of A$0.20 per share. 
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Figure 36: NGE Prospective Resources Valuation 
 

PPL Prospect

Prospective resource   

(mean MMBOE)

Working 

interest Recoverable

Net 

Mmboe

Risk 

factor

Net risked value at 

A$15/boe (million)

Value per 

share (A$)

Top Six Identified Leads

266 Lake Murray West 199 100% 20% 39.8 15% $89.6 $0.10

269 Tarim (average of Gas and Oil Case) 53.5 50% 20% 5.35 20% $16.1 $0.02

269 Sepalosiphon (65% within 269) 46 50% 20% 4.6 30% $20.7 $0.02

269 Thelasis 44 50% 20% 4.4 20% $13.2 $0.01

269 Theylmitra 49 50% 20% 4.9 20% $14.7 $0.02

269 Ridlegella 50 50% 20% 5 20% $15.0 $0.02

Resource value/share $0.18

Debt/share $0.00

Cash/share $0.02

Equity value per share $0.20   
Source: Company Reports and Madison Williams and Company  
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Management 
 

Michael Arnett - Executive Chairman and Chief Executive Officer 

Mr. Arnett has extensive oil and gas industry experience.  His expertise is in the corporate and commercial areas, in which 

resource and oil and gas work has been prominent for the last 20 years. 

 

Dan Kendrick - Technical Consultant 

Mr. Kendrick holds a PhD in Geology and is a structural geologist who has extensive experience in oil and gas exploration 

and geological modeling in both PNG and Irian Jaya. 

 

Francis Waina - Exploration Manager 

Mr. Waina has experience in structural interpretation of the PNG fold belt play, well site operations, and petrophysical 

analyses, and now oversees the PNG exploration strategy and program. 
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Figure 37: Income Statement (Australian Dollars, All Data in Thousands Except Per Share Data) 
 

FY 2007 FY 2008 FY 2009 1H10 2H10E FY 2010E FY 2011E FY2012E

Dec-07 Dec-08 Dec-09 Jun-10 Dec-10 Dec-10 Dec-11 Dec-12

Revenue 140 485 407 607 493 1,100 920 520

Depreciation expense (91) (94) (69) (29) (31) (60) (70) (80)

Employee costs (515) (471) (355) (112) (188) (300) (400) (600)

Exploration and evaluation expenditure written off (24) (262) 0 0 0 0 0 0

Impairments of assets held for sale 0 0 (605) 0 0 0 0 0

Other expenses (5,845) (1,534) (3,053) (1,303) (1,697) (3,000) (3,250) (3,250)

Loss before income tax (6,335) (1,876) (3,675) (837) (1,423) (2,260) (2,800) (3,410)

Income tax expense 0 0 0 0 0 0 0 0

Loss after income tax (6,335) (1,876) (3,675) (837) (1,423) (2,260) (2,800) (3,410)

Diluted share count 260,257 446,589 518,606 675,000 876,000 725,000 941,000 941,000

Earnings per share (0.02)$            (0.00)$            (0.01)$            (0.00)$            (0.00)$            (0.00)$              
Source: Company Reports and Madison Williams and Company  
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Figure 38: Cash Flow Statement (Australian Dollars, All Data in Thousands) 
 

FY 2007 FY 2008 FY 2009 FY2010E FY2011E FY2012E

Dec-07 Dec-08 Dec-09 Dec-10 Dec-11 Dec-12

Operating activities

Net Income (6,335) (1,876) (3,675) (2,260) (2,800) (3,410)

Depreciation & amortization 91 94 69 60 70 80

Other operating activities 3,056 171 2,229 0 0 0

Net operating cash flows (3,188) (1,611) (1,377) (2,200) (2,730) (3,330)

Investing activities

Capital expenditures (4,405) (6,843) (3,800) (17,000) (19,000) (12,000)

Sales of fixed assets & businesses 9 12 460 7,082 6,000 6,000

Purchase/ sales of investments 0 0 0 0 0 0

Other funds 96 48 0 (592) 0 0

Net investing cash flows (4,300) (6,783) (3,340) (10,510) (13,000) (6,000)

Financing activities

Change in capital stock 17,271 (1,241) 23,845 11,472 8,000 10,000

Issuance/ reduction of debt, net 0 0 0 0 0 0

Other funds 0 0 0 0 0 0

Net financing cash flow 17,271 (1,241) 23,845 11,472 8,000 10,000

Net change in cash 9,783 (9,635) 19,128 (1,238) (7,730) 670   
Source: Company Reports and Madison Williams and Company  
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Figure 39: Balance Sheet (Australian Dollars, All Data in Thousands) 
 

FY 2007 FY 2008 FY 2009 FY2010E FY2011E FY2012E

Dec-07 Dec-08 Dec-09 Dec-10 Dec-11 Dec-12

Assets

  Cash & short term investments 11,392 1,720 20,880 19,642 11,912 12,582

  Acct. receivable 165 54 23 50 50 50

  Other current assets 586 645 3,536 5,000 5,500 5,500

Total current assets 12,143 2,419 24,439 24,692 17,462 18,132

 Net PPE 4,263 4,218 148 1,000 4,500 6,000

 Other assets 12,929 20,177 23,063 24,000 28,000 29,000

Total assets 29,335 26,814 47,650 49,692 49,962 53,132

Liabilities & shareholders equity

  Short term debt & curr portion LT debt 0 0 0 0 0 0

  Acct. payable 2,645 1,491 687 1,500 1,500 1,500

  Other current liabilities 99 164 106 100 100 100

Total current liabilities 2,744 1,655 793 1,600 1,600 1,600

  Long-term debt 0 0 0 0 0 0

  Other long-term liabilities 50 50 97 103 103 103

Total liabilities 2,794 1,705 890 1,703 1,703 1,703

  Total shareholders' equity 26,541 25,109 46,760 47,989 48,259 51,429

Total liabilities & shareholders' equity 29,335 26,814 47,650 49,692 49,962 53,132   
Source: Company Reports and Madison Williams and Company  
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Eaglewood Energy Inc. 

EWD : TSX :  C$0.75 

Accumulate | Price Target: C$0.90         

 

EWD CN: Initiating Coverage with 

Accumulate Rating 

We are initiating coverage of Eaglewood Energy, a 

Calgary-based exploration company focused on Papua 

New Guinea, with an Accumulate rating and a price 

target of C$0.90. 

PPL 259 Surrounds Recent Discoveries, while Two 

Licenses are in Relatively Frontier Areas.  PPL 259 

surrounds PRL 5 (Horizon/Talisman), which contains 

the 0.6 Tcf Elevala/Ketu discoveries, and also 

surrounds three sides of PRL 4 (Horizon/Talisman) and 

its 0.3 Tcf Stanley discovery.  A second Stanley well, 

currently being drilled, could further delineate the area.  

Upcoming Well Results will be Closely Watched. 

EWD’s Ubuntu-1 started drilling in December (results 

expected in mid-February), with another well planned in 

2011.  We note that the last well, Korka-1, was a dry 

hole, highlighting the high-risk/ high-reward nature of 

the business. 

Partnerships with Oil Search and Talisman have 

Strategic Value.  Both companies can provide drilling 

expertise and future capital.  Talisman is actively 

aggregating 2-4 Tcf of gas to underpin a future export 

project, and Oil Search is a partner in the PNG LNG 

project, the management of which has recently begun 

discussing the addition of a third train. 

Our Valuation Range is C$0.43 - C$1.38 (Single-

Point = C$0.90).  Given the binary nature of the 

business, we expect exploration well results to act as 

the key drivers for share price performance. 

 

Market & Financial Data (in C$)

52- Wk Range

Avg. Daily Vol (000) 239

Market Capitalization (M) $54.6

Share Outstanding (M) basic 86.5

Cash (M) $14.0

LT  Debt (M) $0.0

Estimates (in C$)

FYE Dec 2010E 2011E 2012E

EPS (0.05)$            (0.03)$            (0.03)$            

P/E NM NM NM

EBITDA (000) (3,480.7) (3,764.3) (3,753.3)

EV/EBITDA NM NM NM

Revenue (000) 59.3 97.7 118.7

$2.00-0.61

 

Note: All data in Canadian Dollars (C$) unless 

otherwise noted. 

 

Company Overview 

Eaglewood Energy is a Canadian oil and gas 

exploration company focused solely on Papua New 

Guinea.  The company owns prospecting rights, 

acquired in October of 2007, on four licenses 

covering 6.8 million gross acres.  Currently there is 

no oil and gas production associated with the 

licenses; however, the company’s second 

exploration well, the Ubuntu-1, began drilling in 

December and should be completed in early to mid-

February.  A small-cap operator with a market cap of 

C$55 million, Eaglewood has pursued a farm-down 

strategy with partners that include Oil Search Ltd., 

Talisman Energy Inc., and Nippon Oil.  These 

partnerships enable Eaglewood to retain a valuable 

working interest while being significantly carried on 

well costs. 
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Company Overview 
 

Eaglewood Energy is a Canadian oil and gas exploration company focused solely on Papua New Guinea.  The company 

owns prospecting rights on four licenses covering 6.8 million gross acres.  Currently there is no oil and gas production 

associated with the licenses; however, the company’s second exploration well, the Ubuntu-1, recently began drilling and 

should be completed by mid-February.  A small cap operator with a market cap of only C$55 million, Eaglewood has pursued 

a farm-down strategy on its acreage that allows it to retain a valuable working interest while being significantly carried on well 

costs.  The company’s shares trade on the TSX under the symbol EWD. 

 

Figure 40: Eaglewood Acreage Map 
 

  
Source: Company Reports and Madison Williams and Company  

 

Partnerships with Majors Offer Expertise as well as Resources 

Despite being a small company with relatively limited financial resources, Eaglewood has accumulated a large acreage 

position which it aims to commercialize through partnerships with PNG’s larger operators.  The company has developed a 

strong relationship with Oil Search, which farmed into a 70% interest in PPL 260 (later farming down 20% to Nippon Oil).  Oil 

Search is one of PNG’s most experienced operators, making it an ideal partner for Eaglewood.  Eaglewood also has a 

partnership with PNG’s newest major operator, Talisman, which farmed into PPL 259 in November.  

 

Figure 41: Eaglewood Acreage Details 
 

License Partners

Gross 

Acreage EWD Interest Details

PPL 259 Talisman, Mega Fortune 1,377,000   90% (40% for Ubuntu) Ubuntu-1 commenced drilling mid-December

PPL 260 Oil Search, Nippon Oil 1,559,250   30% Dry hole at Korka-1 (net cost $6.8 mm)

PPL 257 none 1,741,500   100% Expired, extension request under review

PPL 258 none 2,227,500   100% Expired, extension request under review   
Source: Company Reports and Madison Williams and Company  
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Promising Acreage Provides Resource Upside 

Eaglewood is unique for its diverse acreage, which stretches across Papua New Guinea’s three petroleum trends.  The 

company has two blocks in the traditional Papuan Fold Belt region near a number of existing discoveries, as well as two other 

higher-risk blocks in the tertiary basins on the northeast side of the island. 

 

• PPL 259 is located in the foreland region of the Papuan Fold Belt and surrounds three of PNG’s existing discoveries. 

The license encircles PRL 5 (Horizon/Talisman), which contains the 0.6 Tcf Elevala/Ketu discoveries, and also 

surrounds three sides of PRL 4 (Horizon/Talisman) and its 0.3 Tcf Stanley discovery.  These nearby discoveries have 

been marked by condensate-rich gas (up to 50 barrels per mmcf).  Talisman was a logical partner for PPL 259, given 

its discoveries in these adjacent blocks and its aggressive gas aggregation strategy, and it chose to farm into a 50% 

working interest on two graticular blocks containing the Ubuntu prospect for an upfront payment of $4.5 million and 

50% of future costs.  That leaves Eaglewood with 40% of Ubuntu and Mega Fortune International with 10%.  For the 

remaining 66 graticular blocks, Eaglewood owns 90% and Mega Fortune owns 10%. 

 

Eaglewood recently began drilling Ubuntu-1, and the 3,400-meter well is expected to be finished in approximately 60 

days, at a cost of around US$22 million (US$8.8 million net).  A second well in PPL 259 is expected to be drilled in 

2011. 

 

Figure 42: PPL 259 Contains Ubuntu Prospect (currently being drilled) 
 

  
Source: Company Reports and Madison Williams and Company  

 

• PPL 260 – Eaglewood also has a 30% participating interest in PPL 260 in the highland region of the Papuan Fold 

Belt.  The license was originally granted to Eaglewood in March 2005, and the company farmed out 70% to Oil 

Search in 2009, along with operatorship.  The license expires March 13, 2011, although the company intends to 

request an extension.  In April, the partnership drilled a $56 million well ($6.8 million net to EWD) targeting the Korka 

prospect, which Oil Search had identified as potentially 1.3 Tcf of gas, with upside to 2.6 Tcf.  The well encountered 

no hydrocarbons and was plugged and abandoned. 
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The company remains optimistic on the block, where structural studies have identified 36 subsurface leads.  The 

block sits adjacent to a number of large gas discoveries and only 45 km from the Exxon PNG LNG Project at Hides.  

Eaglewood is currently reviewing location and timing options for a second well. 

 

Figure 43: PPL 260 Map 
 

  
Source: Company Reports and Madison Williams and Company  

 

• PPLs 257 & 258 – Eaglewood holds 100% participating interests through six-year terms on PPLs 257 and 258, 

originally granted on October 20, 2004, which have recently expired.  Under the PNG Oil and Gas Act, expired 

licenses are deemed still to be in effect while the company awaits review of its extension request by the Minister.  If 

successful, the petitioning company must still relinquish 50% of the acreage block; however, the petitioner is granted 

the right to choose which 50%.  Both licenses reside in tertiary acreage areas, where exploration has been minimal 

and wells are considered high-risk.  Eaglewood believes that the government will take a pragmatic view, particularly 

on PPL 257, recognizing the work that EWD has put into the licenses thus far and showing an understanding about 

the added difficulties of shooting seismic and transporting rigs to the more remote licenses on the island. 

 

Figure 44: Key Upcoming Events 
 

Block Event Timing

PPL 259 Additional seismic First quarter 2011

PPL 259 Ubuntu-1 well results Mid-February 2011

PPL 259 Herea-1 spud 2011, after securing JV partner

PPL 260 Lease expiration March 2011, will request extension

PPL 257 Renewal request Awaiting judgment

PPL 258 Renewal request Awaiting judgment   
Source: Company Reports and Madison Williams and Company  
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Financials 
 

Eaglewood Currently has $14 Million in Cash 

As an early-stage exploration company, Eaglewood has no significant revenues.  Instead, Eaglewood successfully raised 

cash on a number of occasions last year to finance its drilling program.  In March 2010, Eaglewood sold warrants in a private 

placement that netted the company $22.3 million.  A farm-out to Talisman in November 2010 for 50% of the Ubuntu prospect 

netted the company another US$4.5 million.  Finally, a recent common offering in mid-December of 13.5 million shares at 

$0.75/share raised gross proceeds of $10.1 million.  Including this latest transaction, the company currently has roughly $14 

million in cash on its balance sheet, which will primarily be used for further exploration and development of PPL 259.  We 

estimate the company’s cash burn rate (excluding drilling expense) at around C$2-$3 million per year.  

 

CAPEX Requirements Will Likely Require Ongoing Financing 

We estimate EWD capital expenditures of roughly C$16 million in 2011 in a base-case scenario.  A more aggressive drilling 

plan, particularly in the case of success at Ubuntu and a follow-up appraisal well, could increase the need for capital.  We 

note that the company has been successful in raising financing in the past.  Eaglewood raised US$4.5 million from the Ubuntu 

farm-out and could structure a similar transaction around the Herea prospect, or even farm out the whole of PPL 259, 

reducing the need for immediate and additional financing.  Should the company receive an extension on PPL 260, it would 

likely seek a joint venture arrangement on that license as well. 

 

 

Risks 
 

Eaglewood engages in high-risk exploration in a remote and unexplored country.  As such, it is exposed to a number of risks 

associated with its operations in Papua New Guinea.  Infrastructure challenges lead to significantly higher well costs.  In 

addition, the company is exposed to significant exploration risk, as wells in PNG are high-risk/high-reward, and are 

sometimes drilled with less sophisticated data.  Monetization of any discoveries also carries significant execution risk, as the 

company will either have to join existing export projects or undertake its own (which is extremely capital-intensive).  As an 

underdeveloped country, albeit with a relatively stable government, Papua New Guinea presents both operational and political 

risks.  As an early stage exploration company, Eaglewood may need additional capital, and the sale of additional shares or 

other securities could result in additional dilution for current shareholders.  Other risks include commodity price risks and acts 

of nature (such as weather). 
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Valuation  
 

Eaglewood Energy Valuation: Our single-point fair value estimate for EWD shares is C$0.90 per share (upside 20%), 

with a valuation range of C$0.43 (down 43%) to C$1.38 (up 84%).  Eaglewood Energy is a very early-stage exploration 

company, albeit with an impressive acreage base.  Eaglewood has net acreage of roughly 3.5 million acres over four 

concessions.  We note, however, that two of the company’s acreage blocks have expired and are in the process of being 

renewed, while one more expires in March.  Although the company is optimistic that the renewal requests will be successful, 

regulations call for the company to forfeit 50% of those blocks upon renewal.  Because regulations allow Eaglewood to carve 

out the 50% it wishes to release, we view the expiration, to a certain extent, as an opportunity for the company to “high-grade” 

the blocks, and we believe Eaglewood will be able to salvage its most important (and valuable) prospects.  EWD is a very 

early-stage exploration story, and the company has yet to book any proved reserves or even contingent resources.  While we 

sense significant value, quantification is a tricky exercise.  We are hesitant to ascribe specific values to “prospective” 

resources given their highly speculative and binary nature, and prefer to use a per-acre valuation for EWD shares based on 

recent transactions. Our per-net acre analysis shows an implied valuation range of $5.00 - $50.45 per acre.  Based on $5.00 

per acre, we arrive at a downside valuation of C$0.43 for EWD.  Our upside case is based on a $25 per acre valuation 

(roughly a 50% discount the high transaction).  We recognize that the use of such a large discount could prove conservative 

due to a number of supporting factors, as detailed below.  However, we also note that EWD’s previous well at Korka-1 was a 

dry hole, highlighting the binary nature of high risk/high reward exploration drilling. 
 

• PPL 259 surrounds three of PNG’s existing discoveries.  The license encircles PRL 5 (Horizon/Talisman), which 

contains the 0.6 Tcf Elevala/Ketu discoveries, and also surrounds three sides of PRL 4 (Horizon/Talisman) and its 

0.3 Tcf Stanley discovery.  These nearby discoveries have been marked by condensate-rich gas (up to 50 barrels per 

mmcf). 

• PPL 260 contains 36 identified subsurface leads.  The block sits adjacent to a number of large gas discoveries, 

including Hides, Juha, and Angore, and is only 45 km from the Exxon PNG LNG Project at Hides. 

• Eaglewood has established valuable partnerships with the best possible operators, Oil Search and Talisman.  These 

partnerships will be useful, not only for capital and drilling expertise, but also for access to export projects. 

 

Figure 45: EWD Acreage Valuation 
 

Single-point

Downside FV Upside

Transaction valuation range ($/acre) $5.00 $50.45

Risk adjusted acreage value ($/acre) $5.00 $25.00

EWD resource value (millions) $17.3 $86.4

  Debt (millions) $0.0 $0.0

  Cash (millions) $14.0 $14.0

Equity value (millions) $31.3 $100.4

Value per share $0.43 $0.90 $1.38   
Source: Company Reports and Madison Williams and Company  

 

As a secondary form of valuation, we also calculated a valuation of EWD shares based on the company’s prospective 

resource estimates.  Based on previously disclosed data on prospective resources and our assumptions on risk/recoverability, 

we arrive at a value of $0.90 for EWD shares. Our analysis attributes value to the company’s identified near-term prospective 

resources at Ubuntu (6.6 mmboe net), Herea (4.5 mmboe net), and Kopiago (7.6 mmboe net), risked at 20%.  Longer-term, 

the company has identified numerous additional prospects across its acreage blocks.  However, we will wait for more recent 

data and updated resource estimates from the company before we update this analysis. 
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Management 
 

Brad Hurtubise – President & CEO 

Mr. Hurtubise has twenty years experience in energy investment banking and operating oil and gas companies.  He is a 

former Executive MD at Tristone Capital and BMO Nesbitt Burns, CEO of Grad and Walker Energy, CEO of Westcastle 

Energy Trust, and Executive Vice-President and CFO of Direct Energy Marketing Limited. 

 

Mike McGowan – Chief Operating Officer 

Mr. McGowan is an engineer with 22 years of upstream international oil and gas experience with British Petroleum, Santos 

Ltd., and Oil Search Limited.  He has extensive experience in PNG dating back to 1992 with BP.  Prior to joining Eaglewood, 

he spent 4.5 years as Drilling Manager for Oil Search in PNG. 

 

Arlene Weatherdon – Chief Financial Officer 

Ms. Weatherdon is a CA and CFA with 11 years of CFO experience at both international and North American public oil and 

gas companies, including Black Pearl Resources Inc., Tanganyika Oil Company Ltd., and NAL Resources Management Ltd. 

 

Chris Cornwell – Exploration Manager  

Mr. Cornwell is a geologist with over 30 years international exploration experience in the UK, Africa, South America, the 

Middle East, and Asia. For the past four years, he has led the prospect development work on Eaglewood’s PNG assets.  

 

Gavin Douglas – Well Delivery Manager 

Mr. Douglas is a geologist with an MSc in Reservoir Evaluation and Management.  He has over 14 years of SE Asian and 

Middle Eastern upstream experience, including a 10-year association with Oil Search as Senior Development Geologist and, 

more recently, as PNG Well Delivery Team Lead. 

 

Bruce Apana – PNG Country Manager  

Mr. Apana is a PNG citizen and a lawyer.  Prior to employment with Eaglewood, he spent five years with Oil Search following 

a period of commercial work in private practice.  Mr. Apana has extensive experience working with PNG petroleum 

regulations and corporate and tax law, and has good access and excellent working relationships with all of the relevant 

government departments in PNG. 
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Figure 46: Income Statement (Canadian Dollars, All Data in Thousands, Except Per Share Data) 
 

FY 2008 FY 2009 1Q10 2Q10 3Q10 4Q10E FY 2010E FY 2011E FY2012E

Dec-08 Dec-09 Mar-10 Jun-10 Sep-10 Dec-10 Dec-10 Dec-11 Dec-12

Revenue

  Interest Income 195 21 6 16 17 20 59 98 119

Expenses

  Bank charges and interest 6 11 4 2 35 10 52 50 50

  Management fees 48 12 3 3 3 3 12 12 12

  General and administrative 1,143 1,746 459 454 439 500 1,851 2,000 2,000

  Professional fees 256 146 32 48 38 43 162 160 160

  Public company 91 63 112 25 19 22 178 180 190

  Consulting 54 14 8 19 16 15 57 60 60

  Stock-based compensation 1,251 615 247 286 313 300 1,146 1,000 1,000

  Depreciation 16 18 5 6 19 10 40 50 60

  Travel 399 418 60 130 78 140 408 400 400

  Other 1 4 0 0 0 0 0 0 0

  Foreign exchange loss/(gain) 33 520 353 (853) 173 0 (326) 0 0

Net loss and comprehensive loss for year (3,102) (3,546) (1,276) (104) (1,117) (1,023) (3,521) (3,814) (3,813)

Diluted share count 47,188 57,864 59,995 72,639 72,639 100,000 76,318 113,000 125,000

Earnings per share (0.07)$            (0.06)$            (0.02)$            (0.00)$            (0.02)$            (0.01)$            (0.05)$            (0.03)$            (0.03)$              
Source: Company Reports and Madison Williams and Company  
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Figure 47: Cash Flow Statement (Canadian Dollars, All Data in Thousands) 
 

FY 2008 FY 2009 FY2010E FY2011E FY2012E

Dec-08 Dec-09 Dec-10 Dec-11 Dec-12

Operating activities

Net Income (1,575) (3,546) (3,521) (3,814) (3,813)

Depreciation & amortization 7 18 40 50 60

Other operating activities 340 619 850 900 1,000

Net operating cash flows (1,228) (2,909) (2,631) (2,864) (2,753)

Investing activities

Capital expenditures (625) (4,587) (26,500) (16,000) (16,000)

Sales of fixed assets & businesses 0 18,161 0 4,500 4,500

Purchase/ sales of investments 0 0 0 0 0

Other funds (194) (114) (2,500) (2,000) (2,000)

Net investing cash flows (820) 13,460 (29,000) (13,500) (13,500)

Financing activities

Change in capital stock 0 290 32,127 14,000 12,000

Issuance/ reduction of debt, net 0 0 0 0 0

Other funds 0 0 0 0 0

Net financing cash flow 0 290 32,127 14,000 12,000

Net change in cash (2,047) 10,841 496 (2,364) (4,253)   
Source: Company Reports and Madison Williams and Company  
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Figure 48: Balance Sheet (Canadian Dollars, All Data in Thousands) 
 

FY 2008 FY 2009 FY2010E FY2011E FY2012E

Dec-08 Dec-09 Dec-10 Dec-11 Dec-12

Assets

  Cash & Short Term Investments 4,829 13,623 14,119 11,755 13,161

  Acct. Receivable 57 395 260 300 350

  Other Current Assets 13 0 22 25 25

Current Assets 4,900 14,017 14,401 12,080 13,536

 Net PPE 29,446 16,471 41,000 44,000 50,000

 Other Assets 0 0 5,659 5,659 0

Total Assets 34,345 30,489 61,060 61,739 63,536

Liabilities & Shareholders Equity

Current Liabilities 324 424 4,000 2,000 2,000

  Long Term Debt 0 0 0 0 0

  Other Long-term Liabilities 0 0 0 0 0

Total Liabilities 324 424 4,000 2,000 2,000

  Total Shareholders' Equity 32,705 30,064 57,060 59,739 61,536

Total Liabilities & Shareholders' Equity 33,030 30,489 61,060 61,739 63,536   
Source: Company Reports and Madison Williams and Company  
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OTHER PUBLIC COMPANIES MENTIONED IN THIS REPORT 
 

Energy World Corp. Ltd. (EWC AU, A$0.56, Buy) 
 

ExxonMobil Corp.  (XOM, $74.90, Not Rated) 
 

Horizon Oil Ltd.   (HZN AU, A$0.29, Not Rated) 
 

LNG Energy   (LNG CN, C$0.50, Not Rated) 
 

Oil Search Ltd.  (OSH AU, A$6.96, Not Rated) 
 

Talisman Energy Inc.  (TLM, $22.27, Not Rated) 
 

Santos Ltd.   (STO AU, A$13.19, Not Rated) 
 

Sasol Ltd.   (SOL SJ, ZAR345.00, Not Rated) 
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IMPORTANT DISCLOSURES 
 

Analyst Certification 

The Madison Williams and Company analyst(s) whose name(s) appears on the front page of this research report hereby certifies 

that the recommendations and opinions expressed in the research report accurately reflect the research analyst's personal views 

about any and all of the subject securities or issues discussed herein. Furthermore, no part of the research analyst's compensation 

was, is, or will be, directly or indirectly, related to the specific recommendations or views expressed by the research analyst(s) in this 

research report. 

 
Ratings and Investment Banking Distribution for Madison Williams and Company:  Of the 79 companies under coverage at 

September 30, 2010, 41 (51.9%) were rated Buy; 17 (21.5%) were rated Accumulate; 20 (25.3%) were rated Neutral/Hold; one 

(1.3%) was rated Reduce; zero (0.0%) were rated Sell; and zero (0.00%) were Not Rated.  Of the 79 companies under coverage at 

September 30, 2010, Madison Williams maintained 16 Investment Banking relationships, of which 8 (50.0%) were rated Buy; 2 

(12.5%) were rated Accumulate; 6 (37.5%) were rated Neutral/Hold; zero (0.0%) were rated Reduce; zero (0.0%) were rated Sell; 

and zero (0.00%) were Not Rated. 
 
Rating Key: 

Buy: The analyst expects the stock to outperform its relevant benchmark (S&P 500, R2000, etc.) and its peer group 

Accumulate: The stock should be purchased at current prices. The stock has the combination of an attractive risk/reward and 

positive company specific catalysts within the sector. 

Neutral/Hold: The analyst sees no compelling rationale for a Buy or Sell recommendation. 

Reduce: The stock should begin to be sold at current prices as the stock has neared a point of full valuation. The risk/reward has 

become less attractive and the stock is expected to under perform peer stocks over the next 12 months. 

Sell: The analyst expects the stock to underperform its relevant benchmark and its peer group. 

Not Rated: Madison Williams and Company is not carrying a rating on this stock for the time being.  The rating, price target (if 

applicable), and estimates are under review. 

 

Madison Williams and Company disclosures as of December 31, 2010 

Company Disclosure 

Eaglewood Energy Inc. (EWD - TSX): 3 

Energy World Corp. Ltd. (EWC.AU - ASX): 3,9,10 

InterOil Corporation (IOC - NYSE): 1, 2, 3 

New Guinea Energy Ltd. (NGE.AU - ASX): 3, 9, 10 

 
Research Disclosure Legend 

1. In the past 12 months, Madison Williams and Company or its affiliates have received compensation for investment 
banking services from the subject company. 

2. In the past 12 months, Madison Williams or its affiliates have managed or co-managed a public offering of securities for 
the subject company. 

3. Madison Williams and/or its affiliates expect to receive or intend to seek compensation for investment banking services 
from the subject company in the next three months. 

4. The research analyst, a member of the research analyst’s household, any associate of the research analyst, or any 

individual directly involved in the preparation of this report has a long position in the shares or derivatives of the subject 

company. 

5. The research analyst, a member of the research analyst’s household, any associate of the research analyst, or any 

individual directly involved in preparation of this report has a short position in the shares or derivatives of this subject 

company. 
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6. A member of the research analyst’s household serves as an officer, director or advisory board member of the subject 

company. 

7. As of the month end immediately preceding the date of publication of this report, or the prior month end if publication is 

within 10 days following a month end, Madison Williams and Company and its affiliates, in the aggregate, beneficially 

owned 1% or more of any class of equity securities of the subject company. 

8. A partner, director, officer, employee or agent of Madison Williams and Company or a member of his/her household, is an 

officer, director or advisor, board member of the subject company and/or one of its subsidiaries. 

9. Madison Williams and Company makes a market in the securities of the subject company. 

10. In the past 12 months, Madison Williams and Company, its partners, affiliates, officers or directors, or any analyst 

involved in the preparation of this report has provided services to the subject company for remuneration other than normal 

course investment advisory or trade execution services. 

 

Disclaimers The analyst(s) responsible for preparing this research received compensation that is based on various factors, 

including Madison Williams and Company’s total revenues, a portion of which is generated by Madison Williams’s investment 

banking activities. For New Guinea Energy (NGE.AU - ASX) and Energy World Corp. (EWC.AU – ASX): The analyst(s) 

responsible for the content of this report has indirectly received compensation for publication of this report by the subject 

company.  Investors should assume that Madison Williams is seeking, or will seek, investment banking or other services from the 

covered companies. Employees of Madison Williams not involved in the preparation of this report may have investments in securities 

or derivatives of securities of companies mentioned in this report, and may buy, sell, or trade them in ways different from, or in a 

manner inconsistent with, those discussed in this report. This report does not provide individually tailored investment advice.  It has 

been prepared without regard to the individual financial circumstances and objectives of persons who receive it. The methods used 

by Madison Williams to determine the price target for this security, along with the risks, are detailed within this report. Additional 

information is available upon request.  For additional information and disclosures, please contact Andrew Surgan, Head of Madison 

Williams Compliance, at 212.893.1118, or andrew.surgan@madisonwilliams.com. Copyright 2011 Madison Williams and 

Company. The study herein is not a complete analysis of every material fact respecting any company, industry, or security.  The 

opinions expressed here reflect the judgment of the author at this date and are subject to change.  Facts have been obtained from 

sources considered to be reliable, but are not guaranteed. Madison Williams, its officers, directors, and/or employees may have an 

interest in the securities of the issue(s) described herein and may purchase, sell, trade or act as market maker while this report is in 

circulation.  

 

Price Charts: Price charts for EWD, EWC.AU, IOC, and NGE.AU are currently unavailable.  Please contact Andrew 

Surgan, Head of Madison Williams Compliance, at 212.893.1118, or andrew.surgan@madisonwilliams.com for 

additional information. 
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