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Progress in PNG 
 

PNG field trip takeaways include: update on the 
Pacific LNG project process, exploration prospects 
and Elk/Antelope field development.   

The political backdrop eases as IOC and PM 
O’Neill’s interests further align.  After his re-election, 
PM O’Neill is working to expedite approval of IOC’s 
Pacific LNG project, stating in September: “[w]e will 
conclude the development arrangements [for the Pacific 
LNG Project] before this year ends.”  With PNG’s GDP 
reflecting the impact of XOM’s $15.7Bn LNG project, we 
believe government focus will shift to IOC’s project, the 
largest still in queue.  IOC estimates that, at peak 
production, Pacific LNG will result in ~40% uplift in GDP 
vs. 2011.  We believe O’Neill’s “100 days in office” 
speech in early November provides a key milestone to 
update and green light the project.  The NEC (cabinet) 
must first amend IOC’s 2009 Project Agreement, which 
would represent clear government support of the project 
and remove the uncertainty that has been present since 
3Q11.   

Several advances made in the field to drive 
development costs lower.  IOC detailed 3 significant 
developments that will cut costs and accelerate project 
completion: (1) access to PRL 15 via two wharfs, Hou 
Creek and Puri Creek, in close proximity to the fields 
(Puri accessible year round); (2) a 25km road has been 
completed, bridging areas of more challenging terrain, 
that has considerably fewer elevation changes than its 
surroundings; and (3) expansion of the staging area at 
Port Moresby to handle larger than initially expected 
volumes of supplies moving into the country.   

Near-term exploration plan delineated with four 
wells through 1H13.  The next two wells are Elk-3 and 
Antelope-3 (spud 9-29-12).  Elk-3 is positioned in 
between Elk-1 and Elk-2 and will appraise a potentially 
higher quality matrix in the lower limestone interval.  
Antelope-3 will be designed and completed as a 
producing well and should de-risk the discovery, moving 
C-3 into C-2 and C-1 contingent resource.  In 1H13, IOC 
expects to spud Tuna and Wahoo/Mako (PPL 236/238).   
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companies covered in Morgan Stanley Research. As 
a result, investors should be aware that the firm may 
have a conflict of interest that could affect the 
objectivity of Morgan Stanley Research. Investors 
should consider Morgan Stanley Research as only a 
single factor in making their investment decision. 
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N O R T H  A M E R I C A  

Stock Rating 

++ 

Industry View 

Attractive Key Ratios and Statistics 

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

Price target ++

Shr price, close (Oct 12, 2012) $76.45

Mkt cap, curr (mm) $3,695

52-Week Range $99.00-39.79

 
Fiscal Year ending 12/11 12/12e 12/13e 12/14e

ModelWare EPS ($) 0.36 (0.42) (0.19) (0.19)

Prior ModelWare EPS ($) - - - -

P/E 142.5 NM NM NM

Consensus EPS ($)§ 0.13 0.24 (0.19) (0.19)

Div yld (%) 0.0 0.0 0.0 0.0
Unless otherwise noted, all metrics are based on Morgan Stanley ModelWare 
framework (please see explanation later in this note). 
§ = Consensus data is provided by Thomson Reuters Estimates. 
e = Morgan Stanley Research estimates 
++ = Stock Rating, Price Target or Estimates are not available or have been 
removed due to applicable law and/or Morgan Stanley policy. 

 
Quarterly ModelWare EPS 

   2012e 2012e 2013e 2013e
Quarter 2011 Prior Current Prior Current

Q1 0.01 - 0.19a - (0.05)

Q2 0.48 - (0.66)a - (0.05)

Q3 (0.41) - 0.12 - (0.04)

Q4 0.27 - (0.08) - (0.04)
e = Morgan Stanley Research estimates,  a = Actual company reported data 
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Takeaways from our Papua New Guinea (PNG) Field Trip 

Navigating PNG politics.  Since our last field trip to PNG in 
2009, the positive economic impact of PNGLNG (Exxon 
project) is clear.  PNGLNG is the single largest investment in 
PNG history (~$15.7Bn), is exiting peek employment (over 
15,000 workers), and is over 50% complete with a planned 
start-up in late 2014.  Real GDP growth is tracking +8% in 2012, 
primarily due to the project.  Several other projects, including 
the Ramu nickel and cobalt mine, are expected to be come 
online in 2013 ($1.5Bn project).  The IMF and PNG budget 
forecast a +25% GDP uplift to 2015 GDP resulting from the 
PNGLNG project.  Over the life of the project, PNG’s GDP is 
expected to directly double with indirect benefit of ~6% per 
annum.  In February, PNG Parliament approved legislation for 
the formation of a sovereign wealth fund to manage the influx 
of energy and mining revenue income.   

We believe the current tangible economic impact provides 
significant political incentive to advance the next largest 
infrastructure project, IOC’s LNG project (Pacific LNG).  Pacific 
LNG represents a 40% increase in PNG GDP, post-phased 
startup (2016-2020) vs. 2011 levels.  This is also consistent 
with PM O’Neill’s comments supporting the nation’s second 
LNG project.   

Next step with government.  The next necessary step is an 
amendment to IOC’s 2009 Project Agreement by the National 
Executive Council (NEC).  The national government is 
responsible for major resource development and the NEC is 
the cabinet-level body that approves development.  The NEC is 
comprised of 33 Ministers, to whom oil & gas matters are 
presented by William Duma, the Minister for Petroleum & 
Energy.  The NEC generally sits on Wednesday of each week.  
Pre-election statements this Spring (by Duma) that IOC was in 
violation of the project agreement, which lead to a government 
notice to potentially terminate the project agreement, have 
been rescinded.  Post-election, the new coalition government, 
led by Prime Minister O’Neill, stated clear support for IOC’s 
project and removed the notice to terminate.   

In order to expedite project agreement, IOC has made the 
following modifications to its project plan: (1) re-scoped facility 
size and moving to a 4Mtpa phased-development vs. a 
7.6Mtpa design, (2) changed location, moving to the Gulf 
Provence vs. the Port Moresby located facility, and (3) 
changed FID deadline, moving from June 2013 to a later date.  
The requirement for an internationally recognized LNG 
operator will likely be reviewed in connection with progress in 
the sell-down process.  These changes are not controversial – 

the facility would be the most economic LNG project on a 
$/Mtpa-basis, and the LNG unit will be sized in similar manner 
to most modern LNG trains.  Further, the location will help the 
Gulf Province, as Port Moresby already benefits from the 
PNGLNG project.   

Why the government delay?  The primary question we hear 
is “what’s taking so long?” as there had been some expectation 
for a 3Q12-end approval.  We left PNG with belief that 
company and government interests are aligned and PNG 
approval is likely in 4Q12.  This is consistent with Prime Minster 
O’Neill’s public comments in support of the Pacific LNG project 
stating, “[w]e will conclude the development arrangements 
before this year ends.”  The current coalition government is 
less than two-months old, formed in mid-August after Peter 
O’Neill was re-elected Prime Minister.  Both O’Neill and Duma 
have been out of country for significant periods post-election, 
delaying potential approval.  Further, government 
consideration could incorporate objectives for Petromin’s 
growth (the state oil and mineral company), averting similar 
funding issues related to the PNGLNG project or even taking 
gas in-kind in pursuit of a gas-to-power state objective.  We 
believe O’Neill’s “100-day in office speech” in early November 
provides the nearest catalyst for government action as O’Neill 
presumably would like to show progress made by his 
administration.  Historically, there has been high Parliament 
turnover (~60% in the 2012 election) and a potential “no 
confidence vote” after 18 months in office is a motivating factor 
for progress.  In IOC’s September 29th presentation, it notes 
that development plans, integrated timetables, economic 
models, funding requirements, and a draft gas agreement have 
been submitted to the PNG government.  A summary of the 
new economic development model was also included in recent 
investor presentation.  Government approval has been the 
most challenging element to forecast and, with both parties 
aligned, we believe approval is near.  We have more 
confidence once analysis shifts to the value of the asset vs. 
PNG politics.   
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Exhibit 1 

Progress Made Towards Reaching FID 

 
Source: Company Data, Morgan Stanley Research 

Progress in the field.  Significant progress in field has been 
made where IOC’s continuing LNG pre-investment will 
contribute to lower LNG development costs.  IOC has 
constructed access to PRL 15 via two wharfs: (1) Hou Creek 
collection point in northern PRL 15 on the Puri Creek, which is 
closer to fields yet access is seasonally limited due to water 
levels and (2) Herd collection area in southern PRL 15 on the 
Puri Creek with year-round barge access.  Both areas have full 
camps that will facilitate construction logistics.  Further, IOC 
has largely completed a 25km access road through the jungle 
connecting both staging areas and all Elk/Antelope drilling 
locations.  The road reduces mobilization costs and will 
significantly reduce costs for this segment of the pipeline (run 

parallel).  The road bridges more challenging project terrain 
around the Elk/Antelope field, moving south of Puri Creek 
where the road ends there are significantly fewer elevation 
changes and access should be relatively less challenging than 
the portion IOC has already constructed.  The staging area in 
Port Moresby, a deep-water port with a warehouse and storage 
area, has also been significantly expanded to handle supplies 
moving into country.  Camps at all locations will facilitate full 
development and mitigate front-end infrastructure costs.   

Exploration plan.  Despite the current focus on the sell-down 
process and the path to “P” or production, the “E” or exploration 
story is also improving.  On the exploration/appraisal front, the 
next two wells are PRL 15 work obligations: Elk-3 and 
Antelope-3.  Antelope-3 was spud on 9-29-12 and is located 
between Antelope-1 and Antelope-2.  Antelope-3 will be 
designed and completed as a producing well on a higher part of 
the structure than Antelope-2 and will de-risk resource (move 
C-3 into C-2 and C-1 contingent resource).  Elk-3 is between 
Elk -2 and Elk-1 and is targeting a quality matrix reservoir in the 
lower limestone interval, which was discovered in Elk-2.  Elk 1 
never reached this depth while Elk-2 (no seismic pre-drill) went 
too deep in the zone and, while there was good rock quality 
and porosity development, it was below the gas-water contact 
producing a big water well.  Elk-3 could add resource, 
particularly if there is any reef or better matrix rock in gas 
window.  The InterOil #2 rig (heliportable) spud Antelope-3 and 
the InterOil #3 rig (less mobile, 1,500hp triple) will likely drill 
Elk-3.  After testing, InterOil #3 was packed and remained in 
Port Morseby awaiting mobilization when we visited.  
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Exhibit 2 

LNG Development Map 

 
Source: Company Data, Morgan Stanley Research 

Exhibit 3 

Elk and Antelope Discoveries Further Delineated 

 
Source: Company Data, Morgan Stanley Research 

Triceratops is another potentially material structure (PPL 
237).  Triceratops-2 discovered 795 meter of gross pay (~45% 
net-to-gross) with gas and condensate charge in two distinct 
reservoirs (upper and lower zone).  Porosity was between Elk 
and Antelope at ~5% (tighter than expected) with C-2, pre-drill 

resource estimate at ~4.6Tcfe.  Gas flow rates were 27mmcfd 
in the upper zone with 16-17bbls/mmcf of condensate, which is 
comparable to Antelope DSTs at similar choke.  In the lower 
zone, gas flowed 3mmfcd with 45-60 bbls/mmcf of condensate.  
Water contact was higher than expected.  Based upon the 
vertical seismic profile, IOC believes there is an additional 
500-600 meters of carbonate below where Triceratops TD’d.  
Seismic indicates this lower region could have better porosity 
than the drilled section of T-2.  Based on this estimate, 
carbonate undrilled and the 795 meters of reservoir drilled in 
T-2, the total gross carbonate thickness for the Triceratops 
structure could approach 1,395 meters or 4,575 feet.  Up-dip to 
the west, this section moves above the gas/water contact and 
presents a significant potential reservoir.  Further, in the T-2 
limestone, there were shallow water indicators that are 
consistent with the down-dip of a reefal buildup and similar to 
what IOC witnessed in the Elk-4 well (down-dip Limestone from 
the Antelope reef).  Seismic also appears to confirm reefal 
buildups to West.   
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Exhibit 4 

Seismic-defined Potential Volume of Triceratops 

 
Source: Company Data, Morgan Stanley Research 

The next Triceratops exploration wells will test “Antelope-like” 
structures as well as an undrilled lower zone at T-2.  The 
Triceratops structure is massive with closure of over 125km2 
and potentially extending outside of the current seismic 
footprint.  Resource potential could exceed Antelope resource 
yet it is early days and further exploration is necessary to prove 
potential.  It is unclear when the next Triceratops well will be 
drilled with partner Pacific Rubiales.  If IOC is successful in 
securing a third rig, either the new rig or InterOil#2 rig could 
move to Triceratops after Antelope-3 well in early 2013.  Tuna 
and Mako in PPL 236/238 are likely next in the queue as they 
are commitment wells and any acceleration of Triceratops 
would likely require acquisition of a third rig. 

Potential extension of reefal trend: PPL 236/238.  IOC 
expects to spud 2 wells in block PPL 236 and 238 in 1H13: 
Tuna and Wahoo/Mako trend.  Both are lease requirement 
wells and will test IOC’s reefal extension theory.  Seismic on 
both prospects indicate potential reefal buildups as found in 
Antelope.  The prospects also conform to IOC’s theory on the 
Eastern Papuan basin where sediment shed from the mountain 
range buried marine carbonate platforms and reef complexes 
and were subsequently covered by clay mudstone shale (seal).  
IOC believes Antelope and Triceratops invalidate old 
palageographic models and PPL 236 and 238 represent 
extensions of the reefal carbonate trend.   

Exhibit 5 

Following the Reefal Carbonate Trend into PPL 236 

 
Source: Company Data, Morgan Stanley Research 

Development Update.  IOC introduced a new economic 
forecast to phase a 3x4Mtpa train program, which likely 
comports with their request for 4Mtpa change to the Project 
Agreement.  Marketing each 4Mtpa could also appeal to a 
broader number of buyers than a 7.6Mtpa train, given its lower 
cost.  Start-up is targeted for late 2016 and cost for a 
conventional train vs. a third-party-funded train in prior plans 
remains on the bottom of the LNG development cost curve.  
We expect IOC’s project to cost less than PNGLNG 
($2,272/Mtpa), given a lower well count and significantly lower 
pipeline costs due to site/field location (~$2Bn of $15Bn 
PNGLNG project), and a range (+30%) on their $1,160/Mtpa 
would be success.   

Exhibit 6 

IOC LNG Least Expensive on Absolute and per Mtpa 

 
Source: Company Data, Morgan Stanley Research
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Exhibit 7 

IOC Internal Project Scenarios 

 
Source: Company Data, Morgan Stanley Research 

Exhibit 8 

IOC’s Projected Project Cash Flow 

 
Source: Company Data, Morgan Stanley Research 
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Exhibit 9 

Project CapEx and Operating Expenditure 

 
Source: Company Data, Morgan Stanley Research 

Exhibit 10 

IOC Internal Project Assumptions 

 
Source: Company Data, Morgan Stanley Research 
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Morgan Stanley is currently acting as financial advisor to InterOil Corporation ("InterOil") with respect to its 
soliciting and evaluating proposals from potential strategic partners in the liquefied natural gas project 
currently being led by InterOil's joint venture entity, Liquid Niugini Gas Limited.  InterOil has agreed to pay 
fees to Morgan Stanley for its financial advisory services which are contingent upon the consummation of a 
transaction.  Please refer to the notes at the end of the report.   
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Morgan Stanley ModelWare is a proprietary analytic framework that helps clients 
uncover value, adjusting for distortions and ambiguities created by local accounting 
regulations. For example, ModelWare EPS adjusts for one-time events, capitalizes operating 
leases (where their use is significant), and converts inventory from LIFO costing to a FIFO 
basis. ModelWare also emphasizes the separation of operating performance of a company 
from its financing for a more complete view of how a company generates earnings. 
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  Coverage Universe Investment Banking Clients (IBC)

Stock Rating Category Count 
% of 
Total Count

% of 
Total IBC

% of Rating 
Category

Overweight/Buy 1108 37% 450 41% 41%
Equal-weight/Hold 1273 43% 500 45% 39%
Not-Rated/Hold 106 4% 30 3% 28%
Underweight/Sell 470 16% 122 11% 26%
Total 2,957  1102   
 
Data include common stock and ADRs currently assigned ratings. An investor's decision to buy or sell a stock should depend on individual 
circumstances (such as the investor's existing holdings) and other considerations. Investment Banking Clients are companies from whom Morgan 
Stanley received investment banking compensation in the last 12 months. 

Analyst Stock Ratings 
Overweight (O). The stock's total return is expected to exceed the average total return of the analyst's industry (or industry team's) coverage universe, 
on a risk-adjusted basis, over the next 12-18 months. 
Equal-weight (E). The stock's total return is expected to be in line with the average total return of the analyst's industry (or industry team's) coverage 
universe, on a risk-adjusted basis, over the next 12-18 months. 
Not-Rated (NR). Currently the analyst does not have adequate conviction about the stock's total return relative to the average total return of the 
analyst's industry (or industry team's) coverage universe, on a risk-adjusted basis, over the next 12-18 months. 
Underweight (U). The stock's total return is expected to be below the average total return of the analyst's industry (or industry team's) coverage 
universe, on a risk-adjusted basis, over the next 12-18 months. 
Unless otherwise specified, the time frame for price targets included in Morgan Stanley Research is 12 to 18 months. 

Analyst Industry Views 
Attractive (A): The analyst expects the performance of his or her industry coverage universe over the next 12-18 months to be attractive vs. the 
relevant broad market benchmark, as indicated below. 
In-Line (I): The analyst expects the performance of his or her industry coverage universe over the next 12-18 months to be in line with the relevant 
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Regulatory Authority (the QFCRA), and is directed at business customers and market counterparties only and is not intended for Retail Customers as defined by the 
QFCRA. 
As required by the Capital Markets Board of Turkey, investment information, comments and recommendations stated here, are not within the scope of investment advisory 
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Industry Classification Standard (GICS) was developed by and is the exclusive property of MSCI and S&P. Morgan Stanley bases projections, opinions, forecasts and 
trading strategies regarding the MSCI Country Index Series solely on public information. MSCI has not reviewed, approved or endorsed these projections, opinions, 
forecasts and trading strategies. Morgan Stanley has no influence on or control over MSCI's index compilation decisions. Morgan Stanley Research or portions of it may not 
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Industry Coverage:Integrated Oil 

Company (Ticker) Rating (as of)Price* (10/12/2012)

Evan Calio 
Chevron Corporation (CVX.N) O (07/14/2009) $112.07
Cobalt International Energy Inc 
(CIE.N) 

O (12/02/2010) $20.6

ConocoPhillips (COP.N) U (10/01/2010) $56.17
Exxon Mobil Corporation (XOM.N) E (07/14/2009) $91.03
Hess Corporation (HES.N) O (05/06/2011) $53.28
InterOil Corporation (IOC.N) ++ $76.45
Marathon Oil Corporation (MRO.N) E (07/08/2011) $29.38
Murphy Oil Corporation (MUR.N) E (11/04/2011) $58.7
Occidental Petroleum (OXY.N) E (01/25/2011) $81.93

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