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Exploration and Production ____________________________________________

Thoughts on Floating LNG Project After Minister`s Skeptical Comments

♦ The National, a newspaper in PNG, published an article last night that quoted the
country's new energy minister making some skeptical comments about InterOil's
proposed floating LNG project. The article quotes Francis Potape as saying that
he does not want PNG being used as a "guinea pig" for new technology. He
added "we will not allow technology that has not been accepted and that has not
been internationally practiced and approved."

♦ Here are the observations we would make following this article. First, the
headline risk resulting from the minister's comments is obviously unhelpful,
hence today's weakness in IOC shares. Anything that increases uncertainty, even
superficially, is inherently negative from the market's perspective.

♦ Second, the substance of this is not something about which we would be overly
worried. The minister is brand new in his position, and we would not be surprised if
he is trying to create some waves to get his views in the spotlight. It is also
important to note that the PNG government as a whole has historically been
supportive of floating LNG; in fact, the national oil company, Petromin, is planning
its own floating project. In addition, it is objectively misleading to call floating LNG a
"guinea pig" technology. While it has not been historically commercialized,
companies as large as Shell are pursuing such projects in multiple jurisdictions,
including nearby Australia. Floating LNG is not in any sense a "science experiment.”
For all these reasons, we do not believe it is likely that the PNG government will
force InterOil to cancel its floating LNG project.

♦ Third, even assuming the worst-case scenario – the remote possibility of InterOil
having to cancel its floating LNG project – the underlying natural gas would simply
be reallocated to the onshore LNG component of the overall natural gas
development. The two million ton per year floater could easily be replaced by an
additional onshore modular plant of equal size. Ultimately, gas is gas – the
resource is fungible.

♦ Finally, notwithstanding these comments, the PNG government remains broadly
supportive of InterOil's resource development. If anything, the government is
encouraging the fastest possible timeline for development, with an eye to next
year's elections. In fact, in a July 1 article published in The Post Courier, another
PNG newspaper, Francis Potape discussed a "fast track" regulatory process to
support InterOil's resource development.
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Company Description_____________________
InterOil Corp., based in Australia, is an oil and gas
company with operations in Papua New Guinea (PNG).
InterOil is building a fully integrated energy business
with four distinct components: upstream, refining,
liquefied natural gas (LNG), and downstream. The
company operates PNG's only refinery and owns a
network of retail and wholesale distribution outlets,
while also pursuing an exploration program.
Footnotes: Non-GAAP EPS excludes unrealized
hedging losses, property impairments, and other
extraordinary items.
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Raymond James & Associates (U.S.) definitions
Strong Buy (SB1) Expected to appreciate, produce a total return of at least 15%, and outperform the S&P 500 over the next six to 12 months.
For higher yielding and more conservative equities, such as REITs and certain MLPs, a total return of at least 15% is expected to be realized
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providing investment banking services to the company. The previous rating and price target are no longer in effect for this security and should
not be relied upon.
Raymond James Ltd. (Canada) definitions
Strong Buy (SB1) The stock is expected to appreciate and produce a total return of at least 15% and outperform the S&P/TSX Composite Index
over the next six months.
Outperform (MO2) The stock is expected to appreciate and outperform the S&P/TSX Composite Index over the next twelve months.
Market Perform (MP3) The stock is expected to perform generally in line with the S&P/TSX Composite Index over the next twelve months and
is potentially a source of funds for more highly rated securities.
Underperform (MU4) The stock is expected to underperform the S&P/TSX Composite Index or its sector over the next six to twelve months
and should be sold.
Raymond James Latin American rating definitions
Strong Buy (SB1) Expected to appreciate and produce a total return of at least 25.0% over the next twelve months.
Outperform (MO2) Expected to appreciate and produce a total return of between 15.0% and 25.0% over the next twelve months.
Market Perform (MP3) Expected to perform in line with the underlying country index.
Underperform (MU4) Expected to underperform the underlying country index.
Suspended (S) The rating and price target have been suspended temporarily. This action may be due to market events that made coverage
impracticable, or to comply with applicable regulations or firm policies in certain circumstances, including when Raymond James may be
providing investment banking services to the company. The previous rating and price target are no longer in effect for this security and should
not be relied upon.
Raymond James European Equities rating definitions
Strong Buy (1) Absolute return expected to be at least 10% over the next 12 months and perceived best performer in the sector universe.
Buy (2) Absolute return expected to be at least 10% over the next 12 months.
Fair Value (3) Stock currently trades around its fair price and should perform in the range of -10% to +10% over the next 12 months.
Sell (4) Expected absolute drop in the share price of more than 10% in next 12 months.
In transacting in any security, investors should be aware that other securities in the Raymond James research coverage universe might carry a
higher or lower rating. Investors should feel free to contact their Financial Advisor to discuss the merits of other available investments.
Rating Distributions
Coverage Universe Rating Distribution

Investment Banking Distribution

RJA

RJL

RJA

RJL

Strong Buy and Outperform (Buy)

55%

76%

16%

61%

Market Perform (Hold)

39%

22%

5%

40%

Underperform (Sell)

5%

2%

0%

0%

Suitability Categories (SR)
For stocks rated by Raymond James & Associates only, the following Suitability Categories provide an assessment of potential risk factors for
investors. Suitability ratings are not assigned to stocks rated Underperform (Sell). Projected 12-month price targets are assigned only to
stocks rated Strong Buy or Outperform.
Total Return (TR) Lower risk equities possessing dividend yields above that of the S&P 500 and greater stability of principal.
Growth (G) Low to average risk equities with sound financials, more consistent earnings growth, possibly a small dividend, and the potential
for long-term price appreciation.
Aggressive Growth (AG) Medium or higher risk equities of companies in fast growing and competitive industries, with less predictable earnings
and acceptable, but possibly more leveraged balance sheets.
High Risk (HR) Companies with less predictable earnings (or losses), rapidly changing market dynamics, financial and competitive issues,
higher price volatility (beta), and risk of principal.
Venture Risk (VR) Companies with a short or unprofitable operating history, limited or less predictable revenues, very high risk associated
with success, and a substantial risk of principal.
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Raymond James Relationship Disclosures
Raymond James expects to receive or intends to seek compensation for investment banking services from the subject companies in the
next three months.

Stock Charts, Target Prices, and Valuation Methodologies
Valuation Methodology: The Raymond James methodology for assigning ratings and target prices includes a number of qualitative and
quantitative factors including an assessment of industry size, structure, business trends and overall attractiveness; management effectiveness;
competition; visibility; financial condition, and expected total return, among other factors. These factors are subject to change depending on
overall economic conditions or industry- or company-specific occurrences. Only stocks rated Strong Buy (SB1) or Outperform (MO2) have
target prices and thus valuation methodologies.
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InterOil Corp. (IOC) 3 yr. Stock Performance
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Target Prices: The information below indicates our target price and rating changes for IOC stock over the past three years.

Analyst Recommendations & 12 Month Price Objective
SB1:
Strong Buy
NA:
Not Applicable
MO2:
Outperform
NM:
Not Meaningful
MP3:
Market Perform
UR:
Under Review
MU4:
Underperform
S:
Suspended

Date: 07/22/11
Price
Coverage Suspended

Rating Change
Target Price and Rating Change

Target Price Change
Split Adjustment

Valuation Methodology: Our valuation methodology for InterOil is centered on our estimate of the company's net asset value (NAV) per
share.

Risk Factors
General Risk Factors: Following are some general risk factors that pertain to the projected target prices included on Raymond James research:
(1) Industry fundamentals with respect to customer demand or product / service pricing could change and adversely impact expected
revenues and earnings; (2) Issues relating to major competitors or market shares or new product expectations could change investor attitudes
toward the sector or this stock; (3) Unforeseen developments with respect to the management, financial condition or accounting policies or
practices could alter the prospective valuation; or (4) External factors that affect the U.S. economy, interest rates, the U.S. dollar or major
segments of the economy could alter investor confidence and investment prospects. International investments involve additional risks such as
currency fluctuations, differing financial accounting standards, and possible political and economic instability.
Specific Investment Risks Related to the Industry or Issuer
Oil and Gas Price Volatility
Profitability of companies producing crude oil and natural gas is directly affected by changes in oil and gas prices. These prices are influenced
by a multitude of regional, national and global factors, many of which are outside the control of companies in the industry. Supply-related
factors include industrywide levels of capital spending and production decisions by OPEC. Demand-related factors include macroeconomic
conditions.
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Company-Specific Risks for InterOil Corp.
Project Execution Risk
InterOil does not currently have any proved oil and gas reserves. For the company to begin to book its estimated contingent resources as
proved reserves, there must be one or more formal plans of development. The timeline for developing the proposed condensate stripping
plant and both of the proposed LNG plants extends to 2014. Historically, large-scale energy infrastructure projects such as these have tended
to come in above budget and take longer than expected to complete.
Refining Margin Risk
A refiner’s profitability is largely determined by the margin between refined product prices and crude oil feedstock prices. Both of these sets
of prices are influenced by numerous factors that affect supply and demand, many of them outside a refiner’s control. These include
macroeconomic activity, the level of domestic and international refining capacity, and geopolitical conditions. Refining margins have
historically been, and are likely to continue to be, highly volatile.
International Risk
All of InterOil's operations are located in Papua New Guinea, which exposes the company to risks associated with doing business in a foreign
market. This includes the potential for unfavorable changes in taxes, regulations, exchange rates, and macroeconomic fundamentals.
Clarion Finanz Risk
InterOil’s proposed LNG development is a joint venture with Clarion Finanz, a financial institution based in Switzerland. Clarion is a privately
held firm, without a website, so there is minimal visibility into its operations, corporate governance, funding, and financial condition.

Additional Risk and Disclosure information, as well as more information on the Raymond James rating system and suitability
categories, is available at rjcapitalmarkets.com/SearchForDisclosures_main.asp. Copies of research or Raymond James’ summary
policies relating to research analyst independence can be obtained by contacting any Raymond James & Associates or Raymond James
Financial Services office (please see raymondjames.com for office locations) or by calling 727-567-1000, toll free 800-237-5643 or
sending a written request to the Equity Research Library, Raymond James & Associates, Inc., Tower 3, 6th Floor, 880 Carillon Parkway,
St. Petersburg, FL 33716.
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submitted.
For Canadian clients:
Review of Material Operations: The Analyst and/or Associate is required to conduct due diligence on, and where deemed appropriate
visit, the material operations of a subject company before initiating research coverage. The scope of the review may vary depending on
the complexity of the subject company’s business operations.
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This report is provided to clients of Raymond James only for your personal, noncommercial use. Except as expressly authorized by
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express written consent of Raymond James. You also agree not to use the information provided in this report for any unlawful purpose.
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