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ACHIEVED The first development phase of the Moran oilfield was completed along

with the successful development of the Gobe–SE Gobe oilfields.

ACHIEVED Our share price has increased 380% in six years, from

A$0.75 in February 1992 to A$2.85 in February 1998.
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ACHIEVED Reserves were booked in the Moran Central area for the first time, and

increases were booked in the Kutubu, Gobe Main and SE Gobe oilfields.
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ACHIEVED We have identified more than 30 leads and prospects as a result of our

Papuan Basin review.
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…A SUPERIOR RETURN ON INVESTORS’ FUNDS



Development success has been achieved at Moran,

with first oil production via an extended well test

commencing in February 1998. This was made

possible with the co-operation of the Moran

landowners, the developers and the National and

Provincial Governments in a number of landmark

agreements which demonstrate goodwill and trust

after, at times, frank and robust debate. This result

illustrates both the growing maturity of the oil

and gas business in PNG and the ability of PNG to

deliver appropriate outcomes to the international

investment community.

While Moran continues to have substantial

exploration potential, it has also brought home

the realities and difficulties of exploring in PNG.

Following significant encouragement at Moran 1X

and 2X, the disappointing results at Moran 3X

showed us just how capricious the landscape is in

which we choose to do business. Remarkably,

Moran 4X subsequently renewed the euphoria that

had been seen previously at 1X and 2X. Even more

remarkable is the similarity of the Moran

experience to that of Kutubu, where we were also

treated to a heady mixture of success and

setback, fortunately with the main emphasis on

the former.

Gobe was a further success story, with the co-

ordinated efforts of more than 1,400 workers

coming to fruition in March 1998 when oil from

the Gobe oil development first flowed into the

pipeline for export. By any test, the construction

achievement of those people was monumental,

and is representative of the efforts of all those

who strive to make something out of the

particularly harsh environment in PNG. 

Fortunately for the project participants, the

weather during the construction phase at Gobe

was predominantly dry, enabling the work to be

completed ahead of schedule and significantly

under budget. Unfortunately, the same optimism

cannot be expressed for the majority of people in

PNG who have experienced hardships never seen

before due to the extended drought in the

highlands. Our thoughts have been with those

people, and Oil Search, along with our joint

venture partners, has been active in assisting

those affected by this terrible problem.

The revenue streams at Gobe and Moran are

critical for the immediate future of our company.

Combined with the revenues from the proposed

PNG Gas to Queensland Project, these revenue

streams will underwrite the stable financial

platform required for the company to advance

into the next millennium. The gas project is a huge

technical, commercial and governmental

challenge for us all which, like all major company

and country making projects, will not come easily.

We believe that the major elements of a

Last year I referred to the importance of the Moran oil discovery, the onset of production
at Gobe and the commercialisation of our vast gas resources to the future of Oil Search.
It is very pleasing to look back on a year’s achievements, knowing that your Board and
Management, in conjunction with our joint venture partners, landowners and the Papua
New Guinea Government, have made significant progress on all of these vital projects. 

Superb assets will drive
our company into the
next millennium

CHAIRMAN’S REVIEW
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HOW SHAREHOLDERS’
FUNDS HAVE INCREASED

successful project are coming together, although

some challenges still remain. We are, however,

confident that a successful project will evolve and

that the success of this project will bring

substantial value to our company and its

shareholders. While the revenues from gas and

liquids sales will deliver a significant, secure cash

flow to Oil Search, the project will also result in a

major increase in the value of our substantial

acreage in the country. Importantly, it will also

deliver substantial benefits to the people of PNG,

via huge direct and indirect taxation and

employment benefits, moving the country to a

higher level of prosperity. 

The exploration potential in PNG continues to

offer extraordinary promise. Technical work

carried out in 1997 has not only highlighted the

tremendous potential that remains for what we

know – but also how much we don’t know. We will

continue to carry out a very active programme to

appraise this potential. We have the resources,

both financial and technical, to continue a high

level of activity for the foreseeable future. More

importantly, we have a superbly qualified and

dedicated team of people. Your Board takes great

comfort from seeing Peter Botten and his team

tirelessly tackling head-on the numerous

challenges that arise.

Political risk and PNG always seem to be

synonymous. In 1997, however, we managed to

partially break this nexus by finalising a Project

Financing Facility with a number of banks for our

share of the Gobe construction costs, a significant

component of which was without the requirement

for political risk insurance coverage. We believe

that our extensive experience in working in PNG

was a significant factor in being able to achieve

this goal, and we are very satisfied with the

message that this sends out to the international

investment community. This message not only

refers to Oil Search as a company, but also general

investment opportunities in PNG.

I am very pleased to say that the company has

never been in better shape. We have a strong

balance sheet with serious cash resources, along

with a suite of superb assets that will offer the

appropriate dynamics to drive the company

aggressively into the next millennium.

Furthermore, with the strong earnings

contributions which will emerge from the Moran

and Gobe developments (they will treble our

present revenue stream) we are superbly placed

to take advantage of any investment

opportunities that may arise over the next few

years. 1998 will see the largest exploration

programme ever carried out by the company with

drilling at Moran and Gobe, plus important wells in

both the Foldbelt and Foreland areas, along with

hugely exciting development and corporate

opportunities. 

Trevor Kennedy a.m.

Chairman
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We make more profit per barrel of oil
because we have fewer holes in our barrels
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FA
C

T Oil exploration is an expensive business
and we are concerned with how much
money we keep out of what we earn.

Our development and operating costs are
low because of the higher quality and
deliverability of oil from our reservoirs.

Our administrative costs are low because
our staff have superior skills. 

The result is an extremely efficient and
profitable oil company.

Oil Search is not the world’s largest
supplier of oil, but it is among the world’s
most profitable, and we intend to keep it
that way.
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There are sufficient gas reserves in Papua New
Guinea to power all of North Queensland’s industry
for more than three decades
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T Five trillion cubic feet sounds like a lot of gas. That is less than the estimated
volume of gas reserves in Papua New Guinea. Put into perspective, that is
enough gas to quench the entire industrial power thirst of North Queensland
for the next 30 years.

To capitalise on this valuable resource, Oil Search and our joint-venture
partners have devised a plan to build a 2,500 km pipeline to transport the gas
to our closest large industrial market – Queensland. 400 km of this pipeline
will be under water.

This will be a very ambitious project with a start-up cost of some US$3.5 billion
and requiring a pipeline so long it would utilise 80% of the Japanese
steelmaking capacity for the next two years.

If this project proceeds, the rewards are great. On completion, the project will
more than double the company’s annual revenue.

In order to minimise the risk of such a huge venture, we are conducting
extensive feasibility studies and negotiations. The decision whether or not to
proceed will be made later in 1998 and fully detailed in our next annual report.
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Oil Search is the longest continuously operating
oil company in Papua New Guinea, and has been
there for almost 70 years.

From the outset, our success has been based 
on our philosophy of becoming a development
partner rather than an exploiter of the natural
mineral wealth of the country. 

To achieve this, we have forged excellent 
long-term relationships with all levels of
governments, landowners and the people 
of Papua New Guinea.

The result is a win–win situation as the people 
of Papua New Guinea enjoy the benefits of
employment and a just reward for their resources,
while Oil Search shareholders continue to receive
an attractive return on their investment.

We have forged a strong bond with the 
Government and people of Papua New Guinea
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Take me back to the good old days 
when every third well was successful 
and 80% of the resource 
was still waiting to be found

FA
C

T It was the nineteen twenties and the rich and
famous included names like Getty, Rockefeller
and Jackson who became millionaires through
discovering and producing oil.

In those days, oil was the exciting new frontier
and those who chose to accept the challenge
were rewarded with great success.

As the world’s thirst for this valuable commodity
increased, so too did the number of prospectors.
As a result, all of the world’s major oilfields have
been identified and production has commenced … 

… with one exception – Papua New Guinea!

This is truly the last frontier for oil and gas,
where only 20% of the available country has
been explored, with a success rate that is 
among the highest in the world.

This resource-rich land is the foundation of our
past success, and in its huge potential lies our
hope for the future.
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If you fly for an hour to the north-west
of Port Moresby you will encounter some
of the most beautiful, yet challenging,
country on the face of the earth.

Here there are peaks rising sharply to
more than 4,500 metres, then dropping
suddenly away to the valleys below. The
annual rainfall is up to 30 feet and the
temperature ranges from below zero up
to 35 degrees Celsius. The vegetation 
is so thick and the land is so steep 
that the average walking speed is not
much more than a few kilometres a day.

If any country was created for the birds,
this was it. Yet there are clearings on
the peaks and, even more surprising, the
unmistakable silhouettes of oil rigs.

To the visitor the possibility of such 
a sight defies logic, yet Oil Search 
has been creating these miracles 
for almost 70 years – a testament 
to what can be achieved when man is
driven by incentive and commitment.

Deep below these awe-inspiring
mountains lie world-class oil and gas
deposits waiting to be discovered.
Successive generations of Oil Search
people have welcomed Papua New
Guinea’s challenge. Their reward 
has been documented in the results
achieved and the huge potential 
that lies ahead. 
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For almost 70 years we have been perfecting 
the art of operating in a working environment
that is strictly for the birds
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Great Exp
Our

Nineteen ninety-seven was very much a year focussed on the delivery of projects critical

to the company’s immediate and long-term future. Since its inauguration in the late 1920s,

Oil Search has always been a company having high potential. Delivery of this potential is

necessary in the short and medium term to meet our growth targets.

The delivery of the Kutubu Project, on time and within budget, saw Oil Search derive

substantial revenues for the first time. These revenues were reinvested in Papua New

Guinea with the purchase of interests in the SE Gobe and Gobe oilfields, the acquisition

of a significant stake in the best exploration licence PPL 161, and the pursuit of an

aggressive exploration programme with the definition and drilling of a range of high

impact prospects with company-making potential.

Successful investment in the Kutubu cash flow saw the company grow from a market

capitalisation of around A$300 million in 1992 to over A$1 . 3  billion in 1997.

The company is about to go through another major growth phase. With the successful

delivery of the Gobe and Moran Projects, we will treble our oil production and revenue

through 1998 and 1999. By delivering commercialisation of our vast gas resources, we will

underpin the value of our company for the next 30 years. Reinvestment of our increasing

earnings provides us the opportunity to take the next important step. As 

well as Moran, Gobe and gas, our large key investment is in exploration with  the largest

programme in the company’s history planned for 1998. The potential of our assets

remains huge; delivery and real value creation remains the focus.

REPORT FROM THE MANAGING DIRECTOR

The longer we operate in Papua 
New Guinea the more we become
aware of the huge potential of 
this resource-rich country

14 Peter Botten, Managing Director
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The successful appraisal and initial

commercialisation of the Moran oilfield,

via production testing, was one of the

year’s major highlights. 

Moran continues to
provide great excitement

Following the successful discovery hole and

sidetracks in the Moran 1X area, a number of oil

accumulations were identified in the Toro and

Digimu reservoirs. Drilling of the Moran 2X well and

sidetrack successfully delineated a thick oil column

of over 1,200 metres, from the highest known oil to

the lowest oil water contact in the Digimu reservoir. 

The results of the Moran 3X well and its sidetrack

demonstrated the problem of complexity in this field.

Despite displaying excellent oil shows in both the

Toro and Digimu reservoirs, wireline logs and

pressure data indicated that the 3X area was in a high

pressure regime in which the oil had leaked away

through nearby faults. The well was important in

delineating the likely boundary of the field to the

south-east, and the information gained on these

faults is critical in planning the future development of

the Moran field.

Moran drilling to date has confirmed a number of

important issues. First, reservoirs in the Toro and

Digimu sandstones display very good production

capacity. In fact, these are the best encountered in

PNG to date and will allow more than twice the

average production rate than that possible from

Kutubu wells. Second, the oil at Moran is in a

higher pressure regime than Kutubu and there is no

gas cap at the top of the feature. Although this is

good from the point of view of oil reserves filling

the structure, the oil does contain a lot of gas in

solution which will need treating when the oil is

produced. Third, successful drilling at Moran 4X,

some 4 kilometres north-west of the original Moran

1X discovery hole, has confirmed that reserves

extend into licence PPL138. Finally, it has also

indicated the complexity of the structure. 

While the surface structure on which the potential

field limits are mapped is over 40 kilometres long,

the sub-surface feature appears to be broken into a

number of different fault blocks that may or may

not contain oil. Because initial seismic work carried

out in 1997 was of limited help in defining these

faults, an accurate delineation of the field will be

difficult and will take a number of years of

continuous drilling. Further drilling is planned in

1998 at Moran 5X in PDL2, between Moran 1X and

3X, with possible long-distance sidetracks from both

Moran 3X and 5X.

Monitoring of pressures in the Toro and Digimu

reservoirs in Moran 1X, 2X and 4X wells, is now being

undertaken by the recently commenced “extended

well test” of the Moran 1X and 2X productive

horizons, using Kutubu’s nearby production facilities.

The test is monitoring pressure changes in each

reservoir as production of oil takes place. A

coincident pressure drop in each well during

production will indicate that the reservoirs are in

connection. The testing, which will continue

throughout 1998, will also assist in defining the size

of the individual oil pools and the need to unitise

and share production and costs between the licences
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involved (PDL2, PPL138 and PPL161). This

testing will also assist in defining the forward

programme for optimal full field development

and reaching agreement on the various

commercial issues between the joint venturers.

The initial commercialisation of the Moran

field was achieved in record time. It was just 

18 months from the discovery of oil to initial

oil production. This is a world-class cycle time

and was a major achievement by the Operator,

Chevron Niugini, joint venture participants,

the National and Provincial Governments and

the project area landowners. The achievement

was made possible by building trust among all

parties, sharing the results of our work and

formulating a programme that will fully

appraise the Moran structure over the next

two to three years. The result is anticipated to

provide a model for development of other

nearby structures in the years to come which,

as they are developed, will take advantage of

spare capacity in the Kutubu and Gobe

facilities as it becomes available.

Present, proven and probable reserves in the

Moran Central area (Moran 3X to Moran 4X)

are estimated at around 100 mmstb, the same as

the Gobe–SE Gobe development. Substantial

further potential is still to be appraised by

drilling at both NW and SE Moran, which will

take place as rig schedules allow.

Great Expectations
Our

REPORT FROM THE MANAGING DIRECTOR
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The successful development of the Gobe-SE Gobe

oilfields, which was achieved ahead of time and

under budget, was the single most important

highlight for the company in 1997.

Gobe’s commissioning
set to treble our 1997
daily oil production rate

Oil Search, with just over 24% equity, is the largest

equity participant in the Gobe Project., and

therefore production revenues from the

Gobe–SE Gobe oilfields will provide substantial

earnings growth for the company in 1998. This

will underscore the company’s revenues into the

new millennium as production from our original

oil project at Kutubu declines.

When Gobe–SE Gobe reaches full production

capacity in mid 1998, Oil Search’s share of production

from these oilfields will exceed 12,000 BOPD which,

when combined with our  share of oil produced at

Kutubu, will more than treble our 1997 daily

production rate. This oil will be processed by the

Gobe Central Processing Facility (pictured opposite),

which incorporates oil storage tanks and pipelines

connecting the fields with the Kutubu export line. 

Construction activities at the Gobe site commenced

in February 1997, and oil production commenced 

13 months later, in March 1998. This is a world-class

construction cycle time, which was achieved

through the combined efforts of a dedicated team

of developers, landowners and government

representatives. This construction cycle time is

especially notable, given the very rugged terrain in

which the work was carried out. During

construction, over five million tonnes of limestone

were excavated to build the project roads, Central

Processing Facility site and camp areas. To put this

into perspective, this is sufficient material to build a

50 metre wide causeway across Sydney Harbour, the

equivalent height of the Sydney Harbour Bridge –

a massive construction achievement. Present

estimates indicate that the Gobe–SE Gobe

development construction cost will be around

US$280 million, which is some US$50 million less

than the original estimate in 1995. 

Proven and probable oil reserves in the 

Gobe–SE Gobe oilfields are presently estimated at

approximately 104 mmstb. It is hoped that these

figures will prove to be conservative, as was the case

at Kutubu, where initial oil reserves were thought to

be around 175 mmstb. Kutubu oil reserves are now

estimated at around 305 mmstb and, while the

Gobe–SE Gobe oilfields are not considered to have

this upside potential, we are hopeful that further

reserves will be found in the various Gobe

prospects still to be drilled. Any future reserve

additions will take advantage of the substantial

investment Oil Search has already made in pipelines

and treatment facilities associated with the initial

field development, which will result in development

costs for any future Gobe discoveries being much

lower than the US$2.70 per barrel achieved thus far.

1 8



Of particular importance during the

construction phase at Gobe was the

achievement of excellent safety and

environmental records. On-site safety and 

on-the-job training contributed significantly

to the project, recording less than half the

industry average for medically recordable

injuries and lost-time incidents. With up to

1,400 people working on the project , often

under very difficult conditions, this was a

remarkable achievement. 

A significant portion of the Gobe project’s

workforce was provided by local landowner

groups. These landowner groups benefited

directly from various business development

opportunities created by the project and

continuing training, employment and

business development opportunities for them

remains a high priority for developers.

Landowners, as direct equity participants, will

also receive revenue from the sale of oil as

soon as production commences.

Gobe Central Processing Facility

Great Expectations
Our

REPORT FROM THE MANAGING DIRECTOR
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This potential project, again being led by Chevron,

is the largest ever conceived in PNG and a very

significant one in Australia. It will require the

construction of a 2,500-kilometre gas pipeline from

the Kutubu oilfields in PNG to Gladstone and

Townsville in North Queensland, along with a major

processing plant to produce Liquid Petroleum Gas

(LPG) in PNG, and a gas distribution network to

supply the energy-hungry markets of Cairns,

Townsville and Gladstone.

Initial capital cost estimates for the construction of

the PNG portion of the project, being the pipeline

to the PNG–Australia border and the LPG plant,

are around US$1.5 billion. A further US$2 billion

would be spent on construction activities for the

export pipeline. Apart from the immediate benefits

of the direct investment, the enormous positive

flow-on effects of the provision of a competitively

priced, environmentally friendly energy source in

both PNG and North Queensland, will also be seen.

Inevitably, it will lead to major industrial and

employment growth in both countries, by providing

a stable, long-term, economical energy source. The

governments of both countries understand the

importance of the project and have indicated their

strong support.

Oil Search would be one of the major beneficiaries

of this project for numerous reasons. Obviously, the

sale of gas and associated liquids would underscore

the company’s earnings for at least 30 years. In

addition, the project would dramatically increase

the value of our acreage in PNG. 

The company’s share of proven and probable

recoverable gas reserves presently exceeds 1.4 TCF.

This equates to 224 million BOE and, if it can be

commercialised, represents a substantial resource of

considerable value.

Although initial gas production rates are estimated

to be around 300 mmscfd, production is anticipated

to exceed 600 mmscfd within five years. First gas

production is presently planned for the second half

of 2001.

As with all major projects, there are a number of

significant hurdles to overcome prior to the project

proceeding. Fundamental to its success is the

identification of underpinning markets for the gas.

Negotiations with potential customers in Gladstone

and Townsville continued throughout 1997, and of key

importance was the selection of Stanwell-Destec as

the preferred developer of a 766 megawatt power

project near Townsville, and a collaboration agreement

made with Comalco regarding its potential alumina

smelter at Gladstone. Numerous other positive

contacts with likely fuel conversion candidates,

greenfields and brownfields projects and existing gas

users along the proposed pipeline route have also

been made. These negotiations underscore our

confidence that core customers are available to

underwrite the project.

In 1997 we made substantial progress in

developing the concept of delivering gas

from the Highlands of Papua New Guinea

to markets in North Queensland. 

Gas commercialisation
initiatives will transform
the company
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Two potential pipeline consortia, AGL–Petronas

and Nova–Williams, were recently selected for the

final bidding stage to construct the Australian

portion of the pipeline. Both are highly

experienced groups who have built and operate

pipelines worldwide. The successful bidder, to be

chosen in the second quarter of 1998, will work

with the project team on the ongoing technical

and engineering studies required to complete the

pipeline within the desired timeframe and to

determine the tariff structure for gas

transportation through the pipeline.

Significant progress was also made in nurturing

the relationship with Australian indigenous

landowner groups, with the signing of a Heads of

Agreement outlining the active participation in the

project by North Queensland indigenous groups.

This Agreement will complement the existing

arrangements for landowner participation in PNG.

All aspects of the project continue to be reviewed

and refined by Chevron, as Operator, and the project

sponsors, who are addressing perceived risks in a

meaningful way. Work continues to refine the

infrastructure requirements, to improve project

economics, and to ascertain the correct timing of full

development. Discussions with a range of potential

customers to reduce or remove any dependency on

any one organisation are also continuing. 

The first six months in 1998 will be crucial in

successfully addressing the significant challenges

that remain to bring the project to fruition. At this

stage, the main outstanding issues include

ensuring markets for our gas, finalising the

selection of the pipeline builder, and confirming

the project structure and its economics.
Production testing at Moran

Great Expectations
Our

REPORT FROM THE MANAGING DIRECTOR

21



The company’s most expensive exploration

programme to date will take place in 1998, and will be

directed at finding up to half a billion barrels of oil

and in excess of half a TCF of gas.

Our exploration objective is to replace more than

150% of annual average oil production each year,

based on our present levels of investment in

exploration. At the end of 1997, the company’s

developed and near-developed proven and probable

oil reserves were around 40 mmstb. Although

depleted by the purchase by the Independent 

State of Papua New Guinea of 22 .5% of our

Gobe–SE Gobe reserves in early 1997, our oil reserves

grew by over 29% during the year, with minor

increases being booked in the Kutubu, Gobe Main

and SE Gobe oilfields and reserves being booked in

the Moran Central area for the first time.

The company also has substantial recoverable gas

reserves in its inventory. Recoverable gas in the 2P

category exceeds 1.4 TCF, equivalent to 224 million

BOE, and it is this gas that the company is attempting

to commercialise into the proposed PNG Gas to

Queensland Project. It is considered possible to

commercialise 950 BCF (150 million BOE) of our gas

over the next three years. 

Oil Search presently has more than 80 leads and

prospects in our diverse licence portfolio with

unrisked reserve potential likely to be in excess of 

2 billion barrels. The company has also identified

more than 30 leads and prospects as a result of its

1997 licence review, many of which are now subject

to detailed seismic acquisition and an active drilling

programme. Seismic acquisition in the Foldbelt area

has also shown very encouraging results in a

number of areas. 

The surveys have focused on appraising the central

portion of the Moran oilfield, as well as the Gobe

anticline and surrounding prospects. Although the

structural complexity in the Moran area makes

seismic acquisition of little value in delineating the

field, good results have been attained in the Gobe,

Sarat, Kutubu, Healy (previously called Wasuma) and

Masaka areas. Healy, Sarat and NW Gobe features are

now rated as exploration objectives that require

drilling. Initial seismic results also indicate the

possibility of delineating traps that have no surface

topographic expression, including the possible

existence of footwall structures underlying the Gobe

and Kutubu fields. If final processing and mapping

support the presence of these previously unidentified

structures, these features will be of significant interest,

as they underlie developed oil infrastructure and, if

proven successful, could contain high value reserves

that may be rapidly developed. 

The delineation of these features will be a main

focus of the 1998 exploration programme. The

programme will involve up to four drilling rigs, with

ongoing exploration and appraisal of the Moran

oilfield continuing throughout the year with Moran

3X sidetrack, Moran 5X and possible sidetracks, and

Important progress was made during 1997 towards optimising

our extensive exploration portfolio through the acquisition of

a number of licences, the refinement of interests in a number

of blocks, and the application of recently refined seismic

techniques to a number of areas in the Foldbelt.

Exploration directed at
half a billion barrels
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NW Moran presently scheduled for drilling. Gobe

appraisal and development drilling will also

continue throughout 1998 with several key wells

having an important exploration component. This

will include the first drilling test of the Gobe

Footwall prospect by the drilling of a Gobe

development well, SE Gobe 3.

Other key Foldbelt wells to be drilled will include

Paua 2X, Healy 1 and possibly Sarat. The drilling of

the Foreland wells Kimu 1 and Koko 1 are crucial to

the evaluation of this part of the Papuan Basin.

These two wells will also mark Oil Search’s return to

operated drilling activities on these potentially high

reserve prospects. 

Exploration for gas will also be important for the

first time with the Hides 4 and Nomad 1 wells

targeted to prove gas reserves. It is also possible that

a Uramu 2 well will be drilled in PPL188 to further

delineate this gas field originally discovered in 1968

by Phillips Petroleum. Estimated proven and

probable reserves in the Uramu gas field, located

only 28 kilometres from the Kumul Marine

Terminal and close to the infrastructure for the

proposed PNG to Queensland Gas Project, are

around 500 BCF. Given its strategic location relative

to facilities, and its low development costs, the

Uramu gas field has the potential to be of significant

importance to the proposed gas project. 

High-resolution seismic data is presently being

acquired over the field.

Licence Interests 
% INTEREST AS AT 1 MARCH 1998

PDL 1 Hides gas field 7.50
PL 1 Hides gas pipeline 5.00
PDL 2 Kutubu oilfield 7.76
PL 2 Kutubu oil pipeline 7.76
PDL 3 SE Gobe oilfield 15.50
PL 3 Gobe oil pipeline 21.32
PDL 4 Gobe Main & SE Gobe oilfields 27.14
PPL 82 5.00
PPL 101 6.01
PPL 138 7.50
PPL 152 40.00
PPL 161 35.02
PPL 179 50.00
PPL 184 10.00
PPL 188 30.00
PPL 189 40.40
PPL 190 30.10
PPL 193 30.00
APPL 199 35.00
APPL 200 50.00
PPL 203 85.00

Jan

Hides 4

Nomad 1

SE Gobe Footwall

Uramu 2

Moran 5

Sarat 1

Sarat 1

NW Gobe

NW Moran

Komo 1

Morigio South 1

Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec

Healy 1

Paua 2X

Kimu 1

Koko 1

1998

1999



Drilling Schedule 1998–1999 
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Moran 4 production testing
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Return on capital employed in excess of 12%.

Exploration finding cost for oil less than US$2 per barrel.

Reserve increase of 150% of production each year.

Commercialisation of our vast resources of gas.

One new oil discovery each year.

Health and safety record maintained above industry standard.

Our objectives

The Directors of 
Oil Search Limited
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John Zehnder is an

internationally experienced

and recognised geologist. 

He started his career as a

field geologist, mapping the

Kutubu area in the 1950s.

CHAIRMAN

Trevor Kennedy has been involved

with PNG for over 20 years. 

He brings

substantial

commercial

acumen to 

the Board.

MANAGING DIRECTOR

Peter Botten is a geologist by

profession. He brings to the

Board more than 20 years

worldwide technical and

managerial experience.

KENNEDY A.M.
Trevor

ZE
H

ND
ER

Jo
hn

BOTTEN
Peter

Meg Taylor has been

PNG’s Ambassador to

the United States of

America and has a

passionate interest in

the environment and

conservation.

TAYLOR
Meg

Noreo Beangke brings to the Board 

his vast knowledge and experience of

PNG Government

and financial

arenas.

BEANGKE
Noreo
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VALUE

At the end of 1997 the Board was represented by five

directors comprising four non-executive Directors and the

Managing Director. An additional Director, John Stitt, was

appointed to the Board after the release of the 1997 results in

April 1998, bringing with him over 30 years of relevant

financial experience. During the year, Frank Rickwood retired,

and John Iliffe sadly passed away.

Best Practice

The Board promotes best practice in all areas and constantly

strives to improve performance. A Commercial Code of

Conduct was adopted early in 1997 which governs the

commercial conduct of Directors, employees, and all others

who represent the company, and their ability to buy and sell

shares in the company. This ensures that the highest standards

of compliance with all relevant Law, and Australian Stock

Exchange Listing Rules, are maintained at all times.

Board

A brief resume on each Board member is included in the

Directors’ Report. The balance of experience ensures that all

aspects of Oil Search’s business is duly considered at Board

level. This balance is achieved by the selection of Board

members being based on their extensive experience in the oil

business, finance and commerce, and all aspects of PNG affairs.

The Board meets formally six times a year, and takes an

active interest in the company’s affairs at all other times,

including visiting the company’s operations. The 1997

programme included a site visit to review construction

activity at the Gobe Project.

Each of the Corporate Governance matters set out in

Appendix 33 of the Australian Stock Exchange Listing Rules

has been considered by the Board and a Corporate

Governance Committee is in place to specifically consider

such matters where they are not considered by pre-existing

committees.

The Board formally adopts annual budgets and long-term

cash flow targets at the beginning of each financial year and

monitors the performance of the group against these

budgets at each subsequent meeting. Meetings also provide

a forum for comprehensive updates of all aspects of the

company’s business, and for formal review of Management

recommendations where required. The Chairman meets

regularly with the Managing Director to review the

company’s performance, and Board members are able to

seek independent professional advice, at the company’s

expense, where it is necessary to satisfactorily fulfil their

duties as Directors.

During the year, the PNG Companies Legislation underwent

a comprehensive overhaul and a new PNG Companies Act

came into effect on 1 March 1998. The Board has been

thoroughly appraised of the consequences of the changes

and has recommended registration of the company under

the new Act. As a result of the changes, it has been necessary

to replace the company’s Articles of Association, and the

company has taken the opportunity to thoroughly review the

old Articles of Association and replace them with a proposed

new Constitution. While fundamental changes have not been

made, the proposed Constitution is more streamlined and is

considered more appropriate to serve the company into the

next century. The Board recommends that the proposed

Constitution be adopted, and shareholders will be asked

both to approve registration under the new Act, and to

adopt the proposed Constitution, at the upcoming Annual

General Meeting.

…best practice in all areas
and constantly striving to
improve performance

Oil Search is committed to the highest standards of

Corporate Governance and the Board of Directors ensures

that the best interests of shareholders are always at the

forefront of their business decisions. 
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Board Committees

A number of sub-committees of the Board are in place to consider and

make recommendations to the Board in relation to various areas of

decision making and control. The committees in place are:

Audit Committee

This committee comprises Messrs Zehnder (Chairman), Kennedy and

Botten (Managing Director). It meets, in conjunction with the external

auditors, to consider the annual and half-yearly accounts, and Preliminary,

Final and Half-Yearly Statements for the Australian Stock Exchange. The

committee meets at other times to consider accounting matters and

internal control issues as they arise. It also nominates the company’s

external auditors, sets their remuneration and recommends an appropriate

level of dividend to the Board.

Remuneration Committee

This committee comprises Messrs Kennedy and Zehnder. It also meets at

least once a year to make recommendations to the Board on

remuneration levels for the Managing Director and other employees. It

considers the appropriate remuneration levels for the Board members

themselves and makes recommendations thereon to the Board and, if

necessary, the shareholders. The remuneration committee also makes

recommendations to the Board under the regulations of the Employee

Share Option Scheme, as required.

Corporate Governance Committee

This committee comprises Ms Taylor (Chairman) and Messrs Kennedy

and Zehnder. It considers the company’s performance in meeting

appropriate standards of Corporate Governance, including prerequisites

for nomination of Directors, consideration of criteria for Board

membership, and ongoing reviews of the membership of the Board.

Technical Committee

This committee comprises Messrs Zehnder and Botten. It meets at least

twice a year to consider technical matters regarding the company’s

exploration and development activities and, in particular, in connection with

work on Oil Search-operated prospecting licences and study groups.

Where necessary, it makes appropriate recommendations to the Board.

Hedging Committee

This committee comprises Messrs Kennedy and Botten. It considers oil

hedging strategy and makes appropriate recommendations to the Board

on suggested hedging price levels, number of barrels to be hedged in

relation to total production, and terms of hedges. All subsequent hedges

are immediately advised to the committee and subsequently to the Board.

The committee also considers other areas of risk management including

interest rate and exchange rate exposure, and insurance cover, and makes

appropriate recommendations to the Board.
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1993 1994 1995 1996 1997
PROFIT AND LOSS (A$) A$’000 A$’000 A$’000 A$’000 A$’000

Sales revenue 92,909 74,957 68,494 80,155 59,494

Total revenue 103,777 85,672 75,172 84,361 64,440

Operating profit before income tax 46,060 36,616 40,251 46,065 33,169

Income tax expense 19,7 14 15,128 15,770 22,018 10,002

Operating profit after income tax 26,346 21,487 24,481 24,047 23,167

Extraordinary items 0 12,303 (1,640) 0 0

Operating profit after income tax 
and extraordinary items 26,346 33,791 22,841 24,047 23,167

Ordinary dividends provided 17,337 5,267 4,834 4,869 4,318

BALANCE SHEET 

Total assets 334,311 241,341 237,57 1 283,377 369,519

Exploration expenditure incurred 13,278 19,220 31,593 32,332 34,37 1

Development expenditure incurred 13,563 13,903 7,452 4,235 72,635

Total cash 95,255 90,199 11,7 14 61,328 76,158

Total debt 80,778 47,278 0 0 65,266

Shareholders’ equity 215,817 176,792 208,201 258,104 259,941

OTHER INFORMATION 

Operating cash flow 56,029 44,148 40,959 50,360 31,936

Market capitalisation 384,062 359,351 493,507 1,137,087 1,296,575

Earnings per share 6.92 5.56 5.81 5.25 4.95

Dividend per ordinary share (unfranked) 5 1 1 1 1

Operating cash flow per share 15 11 10 11 7

Gearing 27.24 20.13 0.00 0.00 20.07

Share price at year end 1.00 0.93 1.16 2.43 2.77

Number of issued shares 384,062 386,399 425,437 467,937 468, 745

(cents)

(cents)

(cents)

(%)

(A$)

(’000)

1993 1994 1995 1996 1997
PROFIT AND LOSS (K) K’000 K’000 K’000 K’000 K’000

Sales revenue 61,791 55,647 65,822 83,687 64,522

Total revenue 69,019 63,602 72, 239 88,078 69, 945

Operating profit before income tax 30,633 27,183 38,681 48,095 36,002

Income tax expense 13,111 11 , 231 15,155 22,988 10, 856

Operating profit after income tax 17,522 15,952 23,526 25,107 25,146

Extraordinary items 0 9,134 (1,576) 0 0

Operating profit after income tax 
and extraordinary items 17,522 25,086 21,950 25,107 25,146

Ordinary dividends provided 11,530 3,910 4,645 5,104 4,687

BALANCE SHEET 

Total assets 220,507 222,865 238,981 307,551 428, 827

Exploration expenditure incurred 8,758 17,749 31,781 35,090 39, 888

Development expenditure incurred 8,946 12,839 7,496 4,596 84, 293

Total cash 62,829 83,294 11,784 66,560 88,376

Total debt 53,280 43,659 0 0 88,908

Shareholders’ equity 142,350 163,258 209,437 280,122 301,662

OTHER INFORMATION 

Operating cash flow 37,263 32,775 39,361 52,579 34,664

Market capitalisation 253,481 332,303 497,761 1,234,086 1,504,67 1

Earnings per share 4.60 4.13 5.58 5.48 5.37

Dividend per ordinary share (unfranked) 3 1 1 1 1

Operating cash flow per share 10 8 9 11 7

Gearing 27.24 20.13 0.00 0.00 20.07

Share price at year end 0.66 0.86 1.17 2.64 3.21

Number of issued shares 384,062 386,399 425,437 467,937 468,745

(toea)

(toea)

(toea)

(%)

(K)

(’000)
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Consolidated Chief Entity

31/12/97 31/12/96 31/12/97 31/12/96

Note K’000 K’000 K’000 K’000

Operating revenue 2 69,945 88,078 32,473 45,562

Operating profit before abnormal items and income tax 2 31,721 50,113 22,591 37,094

Abnormal items before income tax 3 4,281 (2,018) 14,427 (2,018)

Income tax (expense)/credit attributable to operating profit 4 (10,856) (22,988) (1,847) 935

Operating profit after income tax 25,146 25,107 35,17 1 36,011

Retained profits at the beginning of the financial year 77,731 57,728 61,649 30,742

Total available for appropriation 102,877 82,835 96,820 66,753

Dividends provided for or paid 6 (4,687) (5,104) (4,687) (5,104)

Retained profits at the end of the financial year 98,190 77,731 92,133 61,649

The profit and loss account should be read in conjunction with the accompanying Notes.

PROFIT&
LOSS ACCOUNT 

FOR THE YEAR ENDED 

31 DECEMBER 1997
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Consolidated Chief Entity

31/12/97 31/12/96 31/12/97 31/12/96

Note K’000 K’000 K’000 K’000

Current assets

Cash 88,376 66,560 82,544 63,872

Receivables 7 12,200 9,262 85,925 103,268

Inventories 10,063 4,629 506 212

Total current assets 110,639 80,451 168,975 167,352

Non current assets

Receivables 8 607 20,328 23,091 26,005

Investments 9 – – 7,454 7,454

Property, plant and equipment 10 2,304 1,127 413 468

Exploration and development costs 11 311,043 203,159 114,006 76,257

Other 12 4,234 2,486 270 1,162

Total non current assets 318,188 227,100 145,234 111,346

Total assets 428,827 307,551 314,209 278,698

Current liabilities

Accounts payable 13 20,140 7,046 4,169 1,588

Borrowings 14 13,167 – – –

Provisions 15 10,874 7,722 5,682 5,856

Total current liabilities 44,181 14,768 9,851 7,444

Non current liabilities

Accounts payable 16 – 6 6,977 6,423

Borrowings 17 75,741 – – –

Provisions 18 7,243 12,655 1,776 791

Total non current liabilities 82,984 12,661 8,753 7,214

Total liabilities 127,165 27,429 18,604 14,658

Net assets 301,662 280,122 295,605 264,040

Shareholders’ equity

Share capital 19 46,874 46,794 46,874 46,794

Reserves 20 156,598 155,597 156,598 155,597

Retained profits 98,190 77,731 92,133 61,649

Total shareholders’ equity 301,662 280,122 295,605 264,040

The balance sheet should be read in conjunction with the accompanying Notes.

BALANCE
SHEET 

AS AT 

31 DECEMBER 1997
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Consolidated Chief Entity

31/12/97 31/12/96 31/12/97 31/12/96

Note K’000 K’000 K’000 K’000

Cash flows from operating activities

Receipts from customers 69,912  87,617 2,879 2,659

Payments to suppliers and employees (24,222) (19,182) (7,461) (5,455)

Interest received 4,932  2,647 3,751 2,499

Interest and other costs of finance paid (2) (3) (2) (3)

Income tax paid (15,956) (18,500) – –

Dividends received – – 18,737 37,822

Net operating cash flows 23(a) 34,664 52,579 17,904 37,522

Cash flows from investing activities

Payment for property, plant and inventory (1,512) (401) (50) (28)

Other – exploration and development 

costs incurred (124,046) (44,441) (38,201) (36,759)

Payment for shares in listed entity – (10,737) – (10,737)

Proceeds from sale of shares in listed entity – 11,431 – 11,431

Net investing cash flows (125,558) (44,148) (38,251) (36,093)

Cash flows from financing activities

Loans to controlled entity – – (7,289) (7,083)

Loans from controlled entity – – 33,889  13,979

Proceeds from shares issued 1,082  51,258 1,082  51,258

Dividend paid (4,679) (4,679) (4,679) (4,679)

Loans repaid by State Nominee 25,520  17 – –

Borrowings 72,698  – – –

Net financing cash flows 94,621 46,596 23,003 53,475

Net (decrease) increase in cash held 3,727  55,027 2,656 54,904

Cash at the beginning of the year 66,560 11,784 63,872 9,419

Exchange rate adjustments to the 

opening balance 18,089 (251) 16,016 (451)

Cash at the end of the year 23(b) 88,376 66,560 82,544 63,872

This statement of cash flows should be read in conjunction with the accompanying Notes.

STATEMENTOF
CASH FLOWS 

FOR THE YEAR ENDED 

31 DECEMBER 1997
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1. Summary of significant accounting policies

The chief entity is incorporated in Papua New Guinea and all amounts are expressed in Papua New Guinea kina.

(a) Basis of accounting

The financial report is a general purpose financial report which has been prepared in accordance with the

applicable International Accounting Standards adopted in Papua New Guinea and the requirements of

Schedule 8 of the Companies Act of Papua New Guinea. 

The financial statements have been made out substantially in accordance with the requirements of the

Australian Corporations Law and applicable Australian Accounting Standards in the absence of an

applicable International Accounting Standard. The Listing Rules of the Australian Stock Exchange and

other mandatory professional reporting requirements (Urgent Issues Group Consensus Views) have also

been complied with. The accounting policies are consistent with those of the previous year unless specified.

(b) Plant and equipment

Plant and equipment are carried at cost. Any gain or loss on the disposal of assets is determined as the

difference between the carrying value of the asset at the time of disposal and the proceeds from disposal,

and is included in the results of the economic entity in the year of disposal.

Depreciation

Depreciation is calculated on a straight line basis on all plant and equipment so as to write off the cost of

each fixed asset during its effective life. Depreciation is applied to joint venture plant and equipment so as

to expense the cost of each item over the estimated economic life of the reserves with which it is associated.

(c) Foreign currency translation

Translation of foreign currency transactions

Transactions in foreign currencies of entities within the economic entity are converted to kina at the rate

of exchange ruling at the date of the transaction.

Amounts payable to and by the entities within the economic entity that are outstanding at the balance

date and are denominated in foreign currencies have been converted to kina using rates of exchange

ruling at the end of the financial year.

All resulting exchange differences arising on settlement or re-statement are brought to account in

determining the profit or loss for the financial year.

Translation of accounts of overseas operations

All overseas operations are deemed to be integrated as each is financially dependent on Oil Search Limited.

The accounts of foreign operations are translated using the temporal method and exchange gains and losses

arising on translation are brought to account in the profit and loss account of the economic entity.

(d) Exploration and development costs

Costs carried forward

The area of interest method of accounting for pre-production costs has been adopted. Areas of interest

are defined as individual petroleum prospecting and development licence areas.

All exploration, evaluation and development costs in respect of each area of interest are accumulated and

carried forward provided the rights to tenure of the area of interest are current, and such costs are

expected to be recouped through successful development, or by sale, or where exploration and evaluation

activities have not reached a stage to allow reasonable assessment regarding the existence of economically

recoverable reserves.

Restoration costs

Where significant site restoration costs are expected on cessation of producing operations, a provision is raised

and charged against profits for those costs, calculated on a unit of production basis over the reserves of that

field. The amount provided for site restoration costs is disclosed in Note 18 to the financial statements and

includes demobilisation of joint venture assets and environmental regeneration, where required. The provision

for restoration costs is reassessed at balance date based on current estimates of undiscounted future costs, and

any adjustment required to restate the provision is brought to account in determining the results of the period.
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Amortisation of development and exploration costs

Costs in relation to productive areas are amortised on a production output basis. In relation to the Kutubu oil fields,

exploration and development costs, along with any future expenditure necessary to develop the assumed reserves, are

amortised over the estimated economic life of the field.

Costs in relation to the Hides gas project are amortised in order to expense accumulated exploration and development costs

over the life of the nineteen year sales contract with the Porgera Joint Venture for supply of gas to the Porgera Gold Mine.

(e) Inventories

Inventories are valued at the lower of cost or net realisable value. Cost is determined as follows:

(i)materials, which include drilling and maintenance stocks, are valued at cost; and

(ii)petroleum products, comprising extracted crude oil and condensate stored in tanks and pipeline systems, are valued using

the full absorption cost method.

Inventories and material stocks are accounted for on a FIFO basis.

(f) Income recognition

The economic entity’s revenue, which is mainly derived from the proceeds from sale of oil and the investment of its surplus

funds in Papua New Guinea and other countries, is recorded in Note 2. Revenue from the sale of crude oil is brought to

account after each shipment of oil is loaded.

(g) Interest on borrowings

Interest on borrowings for major capital projects is capitalised until the commencement of production and then amortised

over the estimated economic life of the project.

(h) Joint venture assets and liabilities

Exploration and development activities of the economic entity are carried on through joint ventures with other parties and

the economic entity’s interest in each joint venture is brought to account by including in the respective classifications, where

material, the share of individual assets and liabilities.

(i) Rounding

All amounts included in the accounts are rounded to the nearest thousand kina in accordance with the Companies Act of

Papua New Guinea and Corporations Regulation 3.6.05(6) and Section 311 of the Corporations Law of Australia.

(j) Hedging contracts

Where hedging contracts are entered into to limit the financial exposure of the economic entity in relation to oil price,

interest rate and foreign exchange movements, the gains and losses realised on such contracts are brought to account in

determining the profit or loss for the year.

(k) Leases

Operating lease payments, where the lessor effectively retains substantially all of the risks and benefits of ownership of the

leased items, are included in the determination of the operating profit in equal instalments over the lease term.

(l) Cash

For the purposes of the statement of cash flows, cash includes cash at bank and on hand and interest bearing investments

readily convertible into cash within 2 working days, net of bank overdraft.

(m) Employee entitlements

Provision is made for long service leave and annual leave estimated to be payable to employees on the basis of statutory and

contractual requirements. Vested entitlements are classified as current liabilities. 

The contributions made to superannuation funds by entities within the economic entity are charged against profits when due.

In Australia, contributions of up to 6% of employees’ salaries and wages are legally required to be made.

(n) Recoverable amount

Non current assets are not revalued to an amount above their recoverable amount, and where carrying values exceed this

recoverable amount assets are written down. In determining recoverable amounts the expected net cash flows have not been

discounted to their present value.

NOTES TO AND FORMING PART OF THE ACCOUNTS 

FOR THE YEAR ENDED 31 DECEMBER 1997
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Consolidated Chief Entity

31/12/97 31/12/96 31/12/97 31/12/96

K’000 K’000 K’000 K’000

2. Operating profit before income tax is: 

(a) after charging:

Amortisation of exploration & development costs 16,347 17,783 373 434
Borrowing costs paid to controlled entities – – 398 366
Borrowing costs paid to other entities 2 3 2 3
Depreciation on fixed assets 381 271 105 102
Foreign exchange (gains) losses (4,281) 389 (14,427) 452
Hedging costs 1,327 2,747 – –
Joint venture operating expenses 8,431 7,216 454 365
Loss on disposal of fixed assets 78 9 – 9
Management charge to controlled entity – – 4,410 2,908
Provisions:
– long service leave 57 43 39 28
– employment entitlements 83 125 46 107
– site restoration 1,267 534 12 10
Rental – operating leases 949 850 544 526
Royalties 1,181 1,288 28 20

(b) and after crediting revenue from the following sources:

Sales revenue

Oil sales 63,683 82,256 – –
Hedging revenue – – – –
Gas and diesel sales 839 1,431 839 1,431

Other revenue

Interest from
– controlled entities – – 5,033 2,142
– other corporations 5,377 2,764 4,097 2,619
Management charges
– controlled entities – – 3,721 1,453
Dividends from
– controlled entities – – 18,737 37,822
Other 46 1,627 46 95

Operating revenue 69,945 88,078 32,473 45,562

3. Abnormal item

Item credited:

Foreign exchange gain on devaluation of currency 4,281 – 14,427 –
Income tax expense applicable thereto – – – –

4,281 – 14,427 –

Item charged:

Write off of accumulated exploration expenses – (2,018) – (2,018)
Income tax expense applicable thereto – 505 – 505

– (1,513) – (1,513)

4. Income tax
The prima facie tax, using tax rates applicable in the 
country of operation, on operating profit differs from 
the income tax provided in the accounts as follows:

Prima facie tax expense on operating profit 18,920 33,654 9,255 8,769

Tax effect of permanent differences:

Exempt income (9,742) (9,548) (8,348) (9,455)
Expenses not allowable 6,911 69 10 5
Prior period adjustment (5,072) (1,046) 930 (399)
Tax credits available (353) (27) – 145
Tax losses not brought to account 54 146 – –
Tax losses recouped – (150) – –
Other 138 (110) – –

Income tax expense (credit) 10,856 22,988 1,847 (935)
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4. Income tax (continued)

The 1997 prima facie income tax expense has been 
calculated by applying the taxation rates applicable to 
each company’s results as follows:

Tax rate applicable Tax regime

Auton Investments Pte Limited 33% Singapore
Iona Pty Limited 25% Papua New Guinea
Oil Search (Australia) Pty Limited 36% Australia
Oil Search (Gobe) Pty Limited 25% Papua New Guinea
Oil Search (Kutubu) Pty Limited 50% Papua New Guinea
Oil Search Limited 25% Papua New Guinea
Oriomo Oil Search Limited 25% Papua New Guinea
Papuan Oil Search Limited 36% Australia

5. Consolidated entities
Place of At cost % owned by At cost % owned by

incorporation 31/12/97 Chief Entity 31/12/96 Chief Entity
K’000 K’000

Auton Investments Pte Ltd. Singapore 7,444 100 7,444 100
Oil Search (Gobe) Pty Ltd. PNG – 100 – 100
Oil Search (Kutubu) Pty Ltd. PNG 10 100 10 100
Oriomo Oil Search Ltd. PNG – 100 – 100

and its controlled entity
Iona Pty Ltd. PNG 10,363 100 10,363 100

Papuan Oil Search Ltd. # NSW – 100 – 100
and its controlled entity
Oil Search (Australia) Pty Ltd. NSW – 100 – 100

# At Directors’ valuation 1984

The cost of the economic entity’s investments in the 
following controlled entities have been rounded to nil in 
the above Note, in accordance with Note 1(i) “Rounding”.

31/12/97 31/12/96
Kina Kina

Oil Search (Australia) Pty Limited 116 109
Oil Search (Gobe) Pty Limited 2 2
Oriomo Oil Search Pty Limited 2 2 
Papuan Oil Search Limited 259 259 

Contributions to economic entity profits after tax by 
each member of the economic entity, after eliminating 
intercompany charges, were as follows:

31/12/97 31/12/96
K’000 K’000

Auton Investments Pte Limited 2,169 21 
Iona Pty Limited 4 (132) 
Oil Search (Australia) Pty Limited (45) (121)
Oil Search (Gobe) Pty Limited (11,432) –
Oil Search (Kutubu) Pty Limited 27,881 30,510 
Oil Search Limited 10,807 (2,575) 
Oriomo Oil Search Pty Limited (3) (1)
Papuan Oil Search Limited  (4,235) (2,595)

25,146 25,107  

6. Dividends paid or provided for

Dividends proposed – final unfranked 4,687 4,679 4,687 4,679
Dividends proposed and paid – unfranked – 425 – 425

4,687 5,104 4,687 5,104

Dividends paid during the year:

Previous year final unfranked 4,679 4,680 4,679 4,680

As Oil Search Limited is a Papua New Guinea incorporated 
company, there are no franking credits available on dividends.

NOTES TO AND FORMING PART OF THE ACCOUNTS 
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Consolidated Chief Entity

31/12/97 31/12/96 31/12/97 31/12/96

K’000 K’000 K’000 K’000

7. Receivables (current)

Trade debtors 3,581 6,884 140 102
Other debtors 8,619 2,378 4,810 1,442
Amounts due by:
– Controlled entities – – 80,975 101,724

12,200 9,262 85,925 103,268

8. Receivables (non current)

Amounts due by:

– State Nominee – 19,914 – –
– Controlled entities – – 23,091 26,005
– Other entities 607 414 – –

607 20,328 23,091 26,005

9. Investments (non current)

Shares in controlled entities – – 7,454 7,454

10. Property, plant and equipment

Motor vehicles, office furniture, fittings and equipment at cost 3,342 1,798 862 812
Less: accumulated depreciation (1,038) (671) (449) (344)

2,304 1,127 413 468

11. Exploration and development costs

Accumulated exploration costs – at cost

Areas in exploration or evaluation phase 193,774 173,813 110,075 73,898

Areas in which production has commenced 38,322 40,327 3,516 3,516
Less: transferred to State Nominee – (19,914) – –
Less: accumulated amortisation (25,189) (21,496) (1,106) (878)
Less: written off to profit and loss – (2,018) – (2,018)

Net accumulated exploration costs 206,907 170, 7 12 112,485 74,518

Accumulated development costs – at cost

Areas in construction phase 79,252 – – –
Areas in which production has commenced 102,288 97,247 2, 232 2,304
Less: accumulated amortisation (77,404) (64,800) (711) (565)

Net accumulated development costs 104,136 32,447 1,521 1,739

311,043 203,159 114,006 76,257

Borrowing costs incurred during the year 
and included in the above 8,555 – – –

The ultimate recoupment of costs carried forward for areas 
in exploration or evaluation phases is dependent on the 
successful development and commercial exploitation of 
the area or commercial sale of the respective petroleum 
prospecting areas. Amortisation of the costs carried forward 
for the development phase is not charged until the 
commencement of commercial production.
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Consolidated Chief Entity

31/12/97 31/12/96 31/12/97 31/12/96

K’000 K’000 K’000 K’000

12. Other assets (non current)

Future income tax benefit 4,234 2,486 270 1,162

13. Accounts payable

Trade creditors & accruals 20,126 7,032 4,155 1,574
Other creditors 14 14 14 14

20,140 7,046 4,169 1,588

14. Borrowings (current)

Secured by mortgage – bank loans (Refer Note 22) 13,167 – – –

15. Provisions (current)

Dividends 4,687 4,679 4,687 4,679
Taxation 5,065 1,724 – –
Employee entitlements 416 277 289 135
Rent free benefit – 69 – 69
Directors’ retirement allowances 706 973 706 973

10,874 7,722 5,682 5,856

16. Accounts payable (non current)

Owing to controlled entities – – 6,977 6,417
Other creditors – 6 – 6

– 6 6,977 6,423

17. Borrowings (non current)

Secured by mortgage – bank loans (Refer Note 22) 75,741 – – –

18. Provisions (non current)

Deferred income tax 3,257 9,954 1,692 737
Site restoration 3,986 2,701 84 54

7,243 12,655 1,776 791

19. Share capital

Issued 468,744,807 (1996 – 467,937,307)
ordinary shares of 10 toea each, fully paid 46,874 46,794 46,874 46,794

Shares issued during the year

During the year 807,500 ordinary shares of 10 toea each were issued to employees exercising their share options in accordance 
with the terms of the Oil Search Limited Employee Share Option Scheme. The shares were acquired at K1.34 (A$1.266), resulting 
in a premium of K1.24 per share. The shares rank equally for dividends from the date of issue.

NOTES TO AND FORMING PART OF THE ACCOUNTS 
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Consolidated Chief Entity

31/12/97 31/12/96 31/12/97 31/12/96

K’000 K’000 K’000 K’000

20. Reserves

Share premium reserve 156,598 155,597 156,598 155,597

156,598 155,597 156,598 155,597

Movements in reserves

Share premium reserve

Opening balance 155,597 109,165 155,597 109,165
Premium on shares issued during the year 1,001 48,025 1,001 48,025
Share issue expenses incurred – (1,593) – (1,593)

156,598 155,597 156,598 155,597

21. Interests in joint ventures

(a) Net assets employed in joint ventures

Current assets:
– Cash 4,771 2,731 2,361 322
– Receivables 4,027 698 2,7 17 339
– Inventories 9,096 3,779 506 212

Non current assets:
– Exploration 206,907 170,7 12 112,485 74,518
– Development 104,136 32,447 1,521 76,527

Less:  Current liabilities (16,902) (4,277) (3,638) (1,059)

312,035 206,090 115,952 150,859

(b) Interests in joint ventures
The principal activities of the following joint ventures in Papua New Guinea in which the economic entity holds an interest 
are the exploration for and the production of crude oil and natural gas:

% Interest % Interest

1997 1996

(i) Production joint ventures

PDL 1 Hides gas field 5.00 5.00  
PL 1 Hides gas pipeline 5.00 5.00  
PDL 2 Kutubu oilfield 7.76 7.76  
PL 2 Kutubu oil pipeline 7.76 7.76  
PDL 3 Gobe oilfield 15.50 15.50
PL 3 Gobe oil pipeline 21.32 21.32
PDL 4 Gobe oilfield 27.14 27.14

(ii) Exploration joint ventures

PPL 56 – 20.00
PPL 82 5.00 5.00
PPL 101 6.01 6.01 
PPL 138 7.50 7.50 
PPL 152 40.00 40.00 
PPL 161 35.02 35.02 
PPL 171 – 33.33
PPL 179 50.00 50.00
PPL 184 10.00 –
PPL 188 30.00 30.00
PPL 189 40.40 –
PPL 190 30.10 –
PPL 193 35.00 –
APPL 199 100.00 –
APPL 200 50.00 –
APPL 203 85.00 –

The PDL 2 joint venture contributed K35.0 million (1996 K26.0 million) to the profit after tax of the economic entity 
and the PDL 1 joint venture made a loss of K0. 1 million (1996 K0.4 million profit) which was included in the profit 
after tax of the economic entity and Oil Search Limited.
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Consolidated Chief Entity

31/12/97 31/12/96 31/12/97 31/12/96

K’000 K’000 K’000 K’000

22. Contingent liabilities and commitments:

(a) Operating leases not capitalised in the accounts

Rental of premises and motor vehicles

–  Payable within 12 months 1 , 57 1 910 383 320
–  Payable 1 to 2 years 1, 243 809 168 279
–  Payable 2 to 5 years 914 569 106 276

(b) Exploration expenditure

The economic entity, together with joint venture partners, has undertaken exploration programmes in Papua New Guinea. The 

Directors estimate the economic entity’s contribution to these joint ventures, based on firm commitments and existing joint venture 

interests as at 31 December 1997, will be approximately US$30.0 million (K54 .55 million) during the year ending 31 December 1998. 

These obligations may be varied from time to time, subject to approval and are expected to be fulfilled in the normal course of 

operations of the economic entity.

(c) Capital expenditure

The economic entity, through its participation in various joint ventures, has capital expenditure commitments during 1998 in relation 

to the Kutubu Project and Gobe development. At balance date, the Directors estimate that the economic entity has firm 

commitments of US$2 .09 million (K3.80 million) in respect of the Kutubu Project, and US$32 .3 1 million (K58.75 million) in respect 

of the Gobe Project.

(d) Provision for directors’ retirement benefit

In accordance with the terms of Article 110(a) of the Articles of Association of the chief entity, a Provision for Retirement Benefit 

for all Directors of the chief entity was approved by a resolution of the Board of Directors of the chief entity on the 27 July 1990.

(e) Guarantees re debts of controlled entities

As part of the terms and conditions of a Loan Agreement between Oil Search (Gobe) Pty. Limited (“OSG”), Oil Search 

Limited (“OSL”) and the UBS Lending Syndicate (“UBS”) for the provision of a US$81 .0 million (K143.7 million) facility 

to fund OSG’s share of the capital expenditure for the Gobe Oil Project development, the following security was provided:

(i) OSL provided to UBS a payment guarantee over the outstanding portion of the loan, and a performance guarantee 

over OSG’s obligations under the Loan Agreement. These guarantees will remain in place until Financial Completion, 

which is anticipated to be in 1998;

(ii) OSL provided to UBS a mortgage over its 100% shareholding in OSG and a mortgage to UBS over funds held in 

escrowed bank accounts containing US$0.59 million (K1 .05 million) at year end as security for outstanding advances 

and future political risk insurance premiums by OSG. The share mortgage and the mortgage over the escrow account 

will remain in force until all monies for which OSG was liable under the Loan Agreement with UBS are repaid; and

(iii) OSG provided to UBS a charge over its interests in the Gobe and SE Gobe licences, being PDL3, PDL4 and PL3. 

This charge is subject to the other joint venture participants’ rights of priority.

The chief entity has guaranteed the ongoing performance of Oil Search (Kutubu) Pty Limited in relation to certain oil 

swap transactions.

NOTES TO AND FORMING PART OF THE ACCOUNTS 
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Consolidated Chief Entity

31/12/97 31/12/96 31/12/97 31/12/96

K’000 K’000 K’000 K’000

23. Statement of cash flows

(a) Reconciliation of operating profit to net cash flows from operating activities

Operating profit after tax 25,146  25,107  35,17 1  36,011  

Add/(less):

Exploration write off – 2,234  – 2,234  
Amortisation 16,347  17,783  373  434  
Profit on sale of shares – (602) – –
Depreciation charges 381  271  105  102  
Interest charged by controlled entities – – 398  366  
Exchange losses (gains) (4,281) 190  (14,427) 452  
Movement in tax provisions (5,104) 4,488  1,847  (935)
Interest received from controlled entities – – (5,049) (2,142)
Loss on disposal of bonds and fixed assets 78  9  – 9  
Net increase (decrease) in provisions (128) (593) (183) 250  
Management fee charged – – 4,410  2,908  
Management fee credited – – (3,721) (1,453)
Provision for site restoration 1,266  534  12  10  
Increase in creditors (788) 732  (4) (452)
(Increase) decrease in debtors 1,747  2,426  (1,028) (272)

9,518  27,472  (17,267) 1,511  

Net cash flows from operating activities 34,664  52,579  17,904  37,522  

(b) For the purposes of the above cash flow statement, cash includes cash on hand and at bank, deposits at call, and bank overdraft.

Cash at bank and on hand 15,160 6,424 9,328 3,736
Interest bearing investments 73,216 60,136 73,216 60,136

88,376 66,560 82,544 63,872

(c) Financing facility
A financing facility of US$81 .0 million (K143.7 million) was available to the economic entity at the end of the year. As at year end, 
US$50. 1 million (K88. 9 million) had been drawn down (Refer to Note 22(e) for the terms and conditions of this financing facility).

24. Directors’ and executives’ remuneration

(a) Directors’ remuneration
Income paid or payable, or otherwise made available, in respect of the financial year, to all directors of each economic entity, 
directly or indirectly, by the entities of which they are directors or any related party:

– Directors’ fees 231 276
– Fees for other services 57 56
– Directors’ retirement allowances 114 158
– Fixed salary of full-time employees 969 838
– Expenses incurred by Directors in connection with the

execution of their duties as Directors and met by the 
economic entity 143 147

1,514 1,475
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Chief Entity

31/12/97 31/12/96

K’000 K’000

24. Directors’ and executives’ remuneration (continued)

Income paid or payable, or otherwise made available, 
in respect of the financial year, to all Directors of 
Oil Search Limited, directly or indirectly, by the 
entity or any related party:

– Directors’ fees 221 267
– Fees for other services 57 56
– Directors’ retirement allowances 114 158
– Fixed salary of full time employees 742 651
– Expenses incurred by Directors in connection with the 

execution of their duties as Directors and met by the 
economic entity 95 110

1,229 1,242

The number of Directors of Oil Search Limited whose 
income per annum (including Directors’ retirement allowances) 
falls within the following bands:

Chief Entity

31/12/97 31/12/96

No. No.

K 10 ,000–K19 ,999 1 –
K20,000–K29,999 1 –
K60,000–K69,999 1 2
K80,000–K89,999 – 2
K90,000–K99,999 1 –
K100,000–K109,999 – 1
K110,000–K119,999 1 –
K160,000–K169,999 1 –
K180,000–K189,999 – 1
K650,000–K659,999 – 1
K740,000–K749,999 1 –

Prescribed benefits approved at general meeting
The only prescribed benefit given during the financial year by an entity within the economic entity or a related party to a person or to 
a prescribed superannuation fund was the allotment of 1,000,000 unlisted options to take up unissued ordinary shares at $2 .87  per share 
to the Managing Director. The options become exercisable in three annual tranches, commencing on 23 May 1999, up to the expiry 
date of 30 May 2002. This benefit was approved in a general meeting in accordance with Section 237 of the Corporations Law. 

In the opinion of Directors, remuneration paid to Directors is considered reasonable

Consolidated Chief Entity

31/12/97 31/12/96 31/12/97 31/12/96

K’000 K’000 K’000 K’000

(b) Executives’ remuneration

Amounts received or due and receivable by executive officers 
of the economic entity and the company whose remuneration 
is K108 ,542 (A$100,000) per annum or more, from entities in 
the economic entity and related entities 1,541 1,228 

Amounts received or due and receivable by executive officers 
of the company and the company whose remuneration is 
K108 ,542 (A$100,000) per annum or more, from entities in 
the economic entity and related entities 742 651

The number of executive officers whose remuneration per 
annum falls within the following bands:

Consolidated Chief Entity

31/12/97 31/12/96 31/12/97 31/12/96

No. No. No. No.

K120,000–K129,999 1 – – –
K180,000–K189,999 – 2 – –
K200,000–K209,999 – 1 – –
K210,000–K219,999 1 – – –
K220,000–K229,999 1 – – –
K230,000–K239,999 1 – – –
K650,000–K659,999 – 1 – 1
K740,000–K749,999 1 – 1 –
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Consolidated Chief Entity

31/12/97 31/12/96 31/12/97 31/12/96

K’000 K’000 K’000 K’000

25. Auditors’ remuneration

Amounts receivable or due and receivable in respect of:

Auditing the company’s accounts 83 87 33 34
Other services – – – –

83 87 33 34

26. Employee entitlements and superannuation commitments

Employee entitlements

The aggregate employee entitlement liability comprises:

Accrued wages, salaries and on costs 262 179 168 121
Provisions (current) 154 97 121 82

416 276 289 203

Employee Share Option Scheme

An employee share scheme was established in 1995 where employees of the economic entity are issued with options over 

ordinary 10 toea shares of Oil Search Limited. The options, issued for nil consideration, are issued in accordance with guidelines 

established by the Directors of Oil Search Limited. The options cannot be transferred and will not be quoted on the ASX. 

There are currently 40 employees participating in the scheme.

Details of outstanding options are as follows:

Issue date Exercise date Exercise price Number outstanding

1 May 1996 1 May 1997 A$1. 266 225,000
1 May 1996 1 May 1998 A$1. 266 427,500
1 May 1996 1 May 1999 A$1. 266 427,500
27 March 1997 27 March 1999 A$2 .586 255,625
27 March 1997 27 March 2000 A$2 .586 255,625
27 March 1997 27 March 2001 A$2 .586 5 1 1 , 250
30 May 1997 23 May 1999 A$2 .870 334,000
30 May 1997 23 May 2001 A$2 .870 333,000
30 May 1997 23 May 2002 A$2 .870 333,000

Total options outstanding at year end 3,102,500   

Superannuation commitments
Employees are entitled to varying levels of benefits on retirement, disability or death. Employees contribute to the 
superannuation plans at various percentages of their salaries, and the economic entity also contributes at various rates. 
Contributions by the economic entity in Australia of 6% of employees’ salaries are legally enforceable.

27. Related party transactions

(a) The Directors of Oil Search Limited during the year to 31 December 1997, and their interests in the shares of Oil Search Limited 
as at 31 December 1997, were:

No. of ordinary shares No. of options

31/12/97 31/12/96 31/12/97 31/12/96

T J Kennedy A.M. 229,352 229,352 – –
N N Beangke – – – –
P R Botten – – 1,200,000 400,000
M Taylor 3,000 3,000 – –
J O Zehnder 2,000 2,000 – –
F K Rickwood O.B.E. (retired 23 May 1997) 192,814 –
J A Iliffe (retired 24 May 1997) 20,000 –
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27. Related party transactions (continued)

Mr P R Botten holds 200,000 options to purchase Oil Search Limited ordinary shares at $ 1 . 266 per share and 1,000,000 options 
to purchase Oil Search Limited ordinary shares at $2 .87 per share. During the year, Mr Botten exercised 200,000 options and 
purchased 200,000 ordinary shares at $ 1 . 266 all of which were subsequently sold at market.

(b) No related party transactions occurred during the year to 31 December 1997.
All transactions between entities within the economic entity, as disclosed in Note 2 to the financial statements, were made under 
normal commercial terms and conditions.

Consolidated

31/12/97 31/12/96

Toea Toea

28. Earnings per share

Basic earnings per share (toea) 5.37 5 .48

Consolidated

31/12/97 31/12/96

Weighted average number of ordinary shares 
unissued during the year used in the calculation 
of basic earnings per share 468,282,403 458,389,362

Diluted earnings per share have not been disclosed as they are 
not materially different from, or do not reflect a less favourable 
result than, basic earnings per share.

29. Segment reporting

The economic entity operates within the oil and gas industry in Papua New Guinea.

30. Financial instruments

(a) Terms, conditions and accounting policies
The economic entity’s accounting policies, including the terms and conditions of each class of financial asset, financial liability 
and equity instrument, both recognised and unrecognised at balance date, are as follows:

Recognised 
financial
instruments Note Accounting policies Terms and conditions

(i) Financial assets

Receivables – trade 7 Trade receivables are carried at nominal
amounts due less any provision for
doubtful debts. A provision for doubtful
debts is recognised when collection of the
full nominal amount is no longer probable.

Receivables –
Related parties/entities 7 Amounts (other than trade debts)

receivable from related parties/entities are
carried at nominal amounts due.

Short term deposits Short term deposits are stated at the lower 
of cost and net realisable value. Interest is
recognised in the profit and loss account 
when earned.

Unlisted shares 9 Unlisted shares are carried at the lower of
cost or recoverable amount. Dividend
income is recognised when the dividends
are declared by the investee.

Credit sales are on 30 day terms.

Receivables from related parties/entities 
are payable at call.

Short term deposits have an average maturity 
of 14 days and effective interest rates of 4.9% 
to 12 . 5% .
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Recognised 
financial
instruments Note Accounting policies Terms and conditions

(ii) Financial liabilities

Secured loans 14, 17 Secured loans are carried at the principal
amount. Interest on borrowings for major
projects is capitalised until the commencement
of production and then amortised over the
estimated life of the project.

Trade creditors and 
accruals 13 Liabilities are recognised for amounts 

to be paid in the future for goods and services
received, whether or not billed 
to the economic entity.

Accounts payable – 
Related party/entity 13 Loans from related parties are carried at the

principal amount. Interest is taken up 
as an expense on an accrual basis.

Dividends payable 15 Dividends payable are recognised when
declared by the company.

Taxation payable 15 The liability for taxation payable is accounted
for in accordance with 
AASB 1020.

(iii) Equity

Ordinary shares 19 Ordinary share capital is recognised at the par
value of the amount of any paid-up. Any excess
between the par value and the issue price is
recorded in the share premium reserve.

(iv) Unrecognised financial instruments

Hedges From time to time the economic entity enters
into forward sales contracts where it agrees to
sell specified amounts of oil in the future at
predetermined prices. The objective is to match
the contract with anticipated future cash flows
from oil sales to protect the economic entity
against the possibility of loss from future oil
price fluctuations. The forward contracts are 
usually for no more than 3 months. It is the
company’s policy not to recognise forward 
sales contracts in its financial statements.

The secured loan is repayable in quarterly
instalments from proceeds earned from the
Gobe Oil Project. Interest is charged at LIBOR
plus a margin. Details of the security over the
secured loan is set out in Note 22.

Trade liabilities are normally settled on 30 day
terms.

Dividends payable represent a final dividend of 
1 toea (1996: 1 toea) per share for the year ended
31 December 1997. The dividend is not franked.

The income tax liability is calculated using a tax
rate of 25%. Interest is charged at the rate of 20%
on amounts overdue.

The company is authorised to issue up to
1,000,000,000 ordinary shares of 10 toea par
value each. Details of shares issued and the
terms and conditions of options outstanding
over ordinary shares are disclosed in Note 17.

There are no outstanding forward sales
contracts at balance date.
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30. Financial instruments (continued)

(b) Interest rate risk
The economic entity’s exposure to interest rate risks and the effective interest rates of financial assets and financial 
liabilities, both recognised and unrecognised at balance date, are as follows:

Financial instruments Floating Fixed interest rate maturing in: Non Total Weighted 
interest 1 year 1-5 years More than interest carrying average 

rate or less 5 years bearing amount effective 
as per the interest 

balance sheet rate
1997 1997 1997 1997 1997 1997

K’000 K’000 K’000 K’000 K’000 %

Financial assets

Cash 88,376 – – – – 88,376 6.0
Receivables – trade – – – – 3,581 3,581 N/A
Other debtors – – – – 8,619 8,619 N/A
Due from other entities – – – – 607 607 N/A

Total financial assets 88,376 – – – 12,807  101,183

Financial liabilities

Trade creditors & accruals – – – – 20,126 20,126 N/A
Other creditors – – – – 14 14 N/A
Dividends payable – – – – 4,687 4,687 N/A
Taxation payable – – – – 5,065 5,065 N/A
Secured loans 88,908 – – – – 88,908 7 . 1

Total financial liabilities 88,908 – – – 29,892 118,800

(c) Net fair values
The aggregate net fair values of financial assets and financial liabilities, 
both recognised and unrecognised at balance date, are as follows:

Total
carrying
amount

as per the Aggregate 
balance sheet net fair value

1997 1997 
K’000 K’000

Financial assets

Cash 88,376                    88,376
Receivables – trade 3,581                    3,581
Other debtors 8,619                    8,619
Due from other entities 607                    607

Total financial assets 101,183                    101,183

Financial liabilities

Trade creditors and accruals 20,126 20,126
Other creditors 14                   14
Dividends payable 4,687                   4,687
Taxation payable 5,065                   5,065
Secured loans 88,908                   88,908

Total financial liabilities 118,800                   118,800
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The following methods and assumptions are used to determine the net fair values of financial assets and liabilities:

Recognised financial instruments

Cash, cash equivalents and short term investments
The carrying amount approximates fair value due to the short term to maturity.

Trade receivables and payables
The carrying amount approximates fair value.

Dividends and taxation payable
The carrying amount approximates fair value.

Long term borrowings
The carrying amount approximates fair value.

Unrecognised financial instruments

Hedge contracts
The fair value of hedge contracts is determined as the present value of future cash flow based on current oil price. 

(d) Credit risk exposures

The economic entity’s maximum exposure to credit risk at balance date in relation to each class of recognised financial asset is the 
carrying amount of those assets as indicated in the balance sheet.

In relation to unrecognised finanacial assets (hedge contracts), credit risk arises from the potential failure of counterparties to meet
their obligations under the contract. The economic entity’s maximum credit risk exposure in relation to these is the full amount of
the hedge contract the counterparty will be required to pay when settling the hedge contract, should the counterparty not pay the
money it is committed to deliver the company. At balance date this amount was nil.

Concentrations of credit risk

The economic entity minimises concentrations of credit risk in relation to trade accounts receivable by undertaking transactions only 
with major oil companies within the oil industry. Payment terms are maintained at 30 days, in accordance with standard oil industry practice.
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STATEMENTBY THE
DIRECTORS

DECLARATIONBY THE
SECRETARY

I, Phillip Ross PAYNE of Port Moresby, in Papua New Guinea, Secretary of Oil Search Limited, do solemnly and sincerely

declare that the accompanying balance sheets and profit and loss accounts of the chief entity and the chief entity and its

controlled entities are, to the best of my knowledge and belief, correct.

And I make this solemn declaration conscientiously believing the same to be true and by virtue of the Oaths, Affirmations

and Statutory Declarations Act (Chapter 317).

Declared at Port Moresby this 27th day of February 1998.

P PAYNE

Company Secretary

BEFORE ME:

ELEANOR KING        

Commissioner for Oaths

PORT MORESBY

27 February 1998

In accordance with a resolution of the Directors of Oil Search Limited, we state that:

(1) In the opinion of the Directors:

(a) the profit and loss account is drawn up so as to give a true and fair view of the profit of the chief entity for the

year ended 31 December 1997;

(b) the balance sheet is drawn up so as to give a true and fair view of the state of affairs of the chief entity as at 

31 December 1997; and

(c) at the date of this statement there are reasonable grounds to believe that the chief entity will be able to pay its

debts as and when they fall due;

(2) In the opinion of the Directors the consolidated accounts;

(a) give a true and fair view of:

(i) the profit of the economic entity, constituted by the company and the entities it controlled from time to time

for the year ended 31 December 1997; and

(ii) the state of affairs of the economic entity, constituted by the company and the entities that it controlled at 

31 December 1997,

(b) have been made out in accordance with Divisions 4A and 4B of Part 3.6 of the Corporations Law and the

Companies Act of Papua New Guinea.

On behalf of the Board.

T J  KENNEDY A.M. N N BEANGKE 

Chairman of Directors Deputy Chairman

Port Moresby, 27 February 1998
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Scope

We have audited the financial statements of Oil Search Limited (“the chief entity”) for the financial year ended 
31 December 1997 as set out on pages 32 to 50. The financial statements include the accounts of Oil Search Limited and
the consolidated accounts of the economic entity comprising Oil Search Limited and the entities it controlled at year’s
end or from time to time during the financial year. The chief entity’s Directors are responsible for the preparation and
presentation of the financial statements and the information they contain. We have conducted an independent audit of
these financial statements in order to express an opinion on them to the members of the chief entity.

Our audit has been conducted in accordance with Australian Auditing Standards and International Standards on auditing
to provide reasonable assurance as to whether the financial statements are free of material misstatement. Our procedures
included examination on a test basis, of evidence supporting the amounts and other disclosures in the financial statements,
and the evaluation of accounting policies and significant accounting estimates. These procedures have been undertaken to
form an opinion as to whether, in all material respects, the financial statements are presented fairly in accordance with
Australian Accounting Standards, the disclosure requirements of the Australian Corporations Law together with
International Accounting Standards, Statements of Accounting Standards of the Papua New Guinea Institute of
Accountants and other mandatory professional reporting requirements, so as to present a view which is consistent with
our understanding of the chief entity’s and the economic entity’s financial position and the results of their operations 
and their cash flows.

The audit opinion expressed in this report has been formed on the above basis.

Audit Opinion

In our opinion:

(a) the financial statements of Oil Search Limited and the financial statements of the economic entity are properly drawn
up in accordance with:

(i) the  provisions of the Companies Act of Papua New Guinea (Chapter 146) so as to give a true and fair view of
the state of affairs of the chief entity of the economic entity as at 31 December 1997 and of the profit and cash
flows of the chief entity of the economic entity for the financial year ended on that date,

(ii) applicable Australian Accounting Standards, the disclosure requirements of the Australian Corporations Law and
other mandatory professional reporting requirements; and

(iii) the International Accounting Standards and Statements of Accounting Standards of the Papua New Guinea
Institute of Accountants;

(b) the accounting and other records (including registers) examined by us have been properly kept in accordance with the
Companies Act of Papua New Guinea.

ERNST & YOUNG

Port Moresby, this 27th day of February 1998

AUDITORS’ REPORT
TO THE MEMBERS OF OIL SEARCH LIMITED
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The Directors submit their report of the chief entity and its controlled entities for the year ended 31 December 1997.

DIRECTORS

The names and details of the Directors of the company in office at the date of signing this report are:

Mr T J Kennedy A .M. (Chairman) 55 years

Mr Kennedy joined the Board in 1993 and was appointed Chairman of Oil Search on 1 January 1994.  He is Chairman of
AWA Limited, Kilkenny Gold NL, and Cypress Lakes Group Limited; Deputy Chairman of Darowa Corporation Limited and
a Director of Qantas Airways Limited, OzEmail Limited and other public and private companies. Mr Kennedy is a member of
the Australian Government’s Remuneration Tribunal, and a member of the Audit Committee of Oil Search Limited.

Ordinary shares, fully paid: 229,352 Options: nil

Mr N N Beangke B.A. (Deputy Chairman) 45 years

A Papua New Guinea citizen and currently the Managing Director of Credit Corporation, Mr Beangke was appointed to
the Oil Search Board on 3 July 1992, and was elected to the position of Deputy Chairman on 9 May 1994.  He is also
Chairman of National Investment Holdings Limited and Bank of South Pacific Limited, and a Board member of several
other companies operating within the country.

Ordinary shares, fully paid: nil Options: nil

Mr P R  Botten B.Sc. ARSM (Managing Director) 43 years

Mr Botten was appointed Managing Director on 28 October 1994, having previously filled both Exploration and General
Manager roles in the company since joining in 1992. He has extensive worldwide experience in the oil and gas business,
previously holding various senior technical and managerial positions in a number of listed and government owned organisations.

Ordinary shares, fully paid: nil Options: 1,200,000

Ms Meg Taylor L.L.M. 46 years

A Papua New Guinea citizen and lawyer, Ms Taylor joined the Oil Search Board in December 1988.  Ms Taylor is a board
member of the Bank of Papua New Guinea, a Director of Lihir Gold Limited and Misima Mines Pty Limited.

Ordinary shares, fully paid: 3,000 Options: nil

Mr J O  Zehnder B.Sc. 7 1 years

Mr Zehnder joined the Board in March 1987.  Mr Zehnder is a geologist with extensive experience in the petroleum
industry.  Mr Zehnder is a member of the Audit Committee of Oil Search Limited.

Ordinary shares, fully paid: 2,000 Options: nil

RESULTS OF THE YEAR

During the year, the economic entity made an operating profit of K25. 15 million after providing for income tax of K10.86 million.

DIVIDENDS

The Directors declared a final dividend of 1 toea per share out of profits of the company for the year. The dividend will
be paid to shareholders on 22 April 1998. During the year, the company paid prior year dividends of K4 .69 million to 
its shareholders.

PRINCIPAL ACTIVITIES

The principal activity of the Oil Search economic entity is the exploration for oil and gas deposits in Papua New Guinea
and the development and production of such deposits.

OTHER MATTERS REQUIRED TO BE ADDRESSED BY THE DIRECTORS

For the financial year under review, in the opinion of the Directors the results of the economic entity’s operations have not
been materially affected by any items of an abnormal character and no circumstances have arisen that make adherence to the
existing method of valuation of assets or liabilities of the company misleading or inappropriate. No contingent liability has
arisen since balance date, and no contingent liability is likely to become enforceable, within twelve months of the date of this
report that will materially affect the economic entity in its ability to meet its obligations as and when they fall due.

SHARE OPTIONS

In accordance with the terms and conditions of the Oil Search Limited Employee Share Option Plan, as approved by
shareholders at the Annual General Meeting of the company held in 1995, 1,182,500 unlisted options to take up unissued
ordinary shares in Oil Search Limited at $2.587 per share were issued to employees. 1,000,000 unlisted options to take up
unissued ordinary shares in Oil Search Limited at $2.87 per share were also issued to the Managing Director during the year. 
All options become exercisable in three annual tranches, commencing on 27 March 1999 and 23 May 1999 respectively. The
options expire on 27 March 2002 and 30 May 2002 respectively. As at 31 December 1997 there were 3,102,500 options
outstanding to take up unissued ordinary shares in Oil Search Limited. During the year 807,500 options were exercised.

In terms of a circular dated 14 November 1936, options are outstanding for the issue of 5 ,670 shares in Oil Search
Limited, at par.

DIRECTORS’
REPORT
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DIRECTORS’ BENEFITS

Since the end of the previous financial year no Director of the company has received or become entitled to receive a
benefit (other than a benefit included in the aggregate amount of emoluments received or due and receivable by
Directors shown in the consolidated accounts) by reason of a contract entered into by the company or a related entity
with a Director, or with a firm of which he is a member, or with an economic entity in which he has a substantial
financial interest.

The economic entity has not entered into any contract or agreement with the Directors that gives rise to any other
benefits or business.

Details of all related party transactions are disclosed in Note 27 to the financial statements.

RETIREMENT OF DIRECTORS

Mr Frank Rickwood O.B.E. retired from the Board on 23 May, 1997, and Mr John Iliffe passed away on 24 May, 1997.

SIGNIFICANT EVENTS AFTER BALANCE DATE

Up to the date of this report, there have been no significant events after balance date which effect the economic entity.

ATTENDANCES AT DIRECTORS’ MEETINGS

The number of meetings of directors (including meetings of committees of directors) held during the year and the
number of meetings attended by each director were as follows:

DIRECTORS Directors’ Meetings of committees

meetings Audit Hedging Corporate Technical Remuneration
Governance

Number of meetings held 5 2 1 1 2 1

MR T J KENNEDY A.M. 5 2 1 1 1
MR N N BEANGKE 5
MR P R BOTTEN 5 2 1 2
MR J A ILIFFE 1# 1
MR F K RICKWOOD O.B.E. 2# 1
MS M TAYLOR 5 1
MR J O ZEHNDER 5 2 1 2 1

# Mr Iliffe attended 1 of the 2 directors’ meetings which were held prior to his death, and Mr Rickwood attended both
directors’ meetings which were held prior to his retirement.

As at the date of this report, the Company had an Audit Committee, a Remuneration Committee, a Corporate
Governance Committee, a Hedging Committee, and a Technical Committee of the Board of Directors. The members of
the Committees are as follows:

Audit: Mr T J Kennedy, Mr J A Iliffe (retired), Mr J O Zehnder and Mr P R Botten;
Remuneration: Mr T J Kennedy and Mr J O Zehnder;
Corporate Governance: Mr T J Kennedy, Mr J A Iliffe (retired), Mr J O Zehnder and Ms M Taylor;
Hedging: Mr T J Kennedy and Mr P R Botten;
Technical: Mr F K Rickwood (retired), Mr J O Zehnder, and Mr P R Botten.

ROUNDING

The amounts contained in this report and in the financial statements have been rounded off under the option available to
the company under the Companies Act of Papua New Guinea, and Section 311 and Regulation 3.6.05 of the Corporations
Law and Regulations.

CORPORATE GOVERNANCE

In recognising the need for the highest standards of corporate behaviour and accountability, the directors of the company
support and have adhered to the principles of corporate governance. The company’s corporate governance statement is
contained in the additional ASX information section of the annual report.

Signed in accordance with a resolution of the Directors.

T J  KENNEDY A.M. N N BEANGKE
Chairman of Directors Deputy Chairman

27 February 1998
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(a) Authorised capital 1,000,000,000 ordinary fully paid shares of 10 toea each

Issued capital 468,744,807 ordinary fully paid shares of 10 toea each

3,102,500 unlisted employee share options over fully 
paid shares, held by 33 employees

(b) The distribution of ordinary fully paid shares ranked according to size was:

Size of Holding Number of shares Number of holders

1–1,000 7,316,927 11,057

1,001–5,000 23,469,993 10,110

5,001–10,000 11,389,020 1,560

10,001–100,000 23,474,624 957

100,001 and over 403,094,243 162

468,744,807 23,846

As at 1 March 1998, 1,310 shareholders, holding 329,639 shares, held less than a marketable parcel (500 shares)

(c) The twenty largest shareholders, holding shares representing 7 1.98% of the issued capital, were as follows:

Shareholder Number of shares % of issued capital

Chase Manhattan Nominees Ltd 67,344,401 14.37

Westpac Custodian Nominees Ltd 56,188,406 11.99

National Nominees Ltd 34,919,012 7.45

National Mutual Life Association of Australasia Ltd 34,025,883 7.26

BT Custodians Ltd 24,832,629 5.30

Australian Mutual Provident Society 13,970,838 2.98

MLC Life Ltd 12,954,050 2.76

Citicorp Nominees Pty Ltd 11,668,339 2.49

Perpetual Trustees Victoria Ltd 11,354,987 2.42

Cho Poon Chow 10,999,291 2.35

PTA Nominees Ltd 7,692,054 1.64

Transport Accident Commission 7,531,814 1.61

Westpac Life Insurance Services Ltd 6,198,897 1.32

Permanent Trustee Company Ltd 5,962,677 1.27

Queensland Investment Corporation 5,845,832 1.25

ANZ Nominees Ltd 5,338,591 1.13

Merrill Lynch (Australia) Nominees Pty Ltd 5,243,505 1.12

National Australia Financial Management Ltd 5,168,905 1.10

Victorian WorkCover Authority 5,141,700 1.10

State Services Superannuation Fund 5,005,000 1.07

337,386,806 7 1.98

(d) The following interests are recorded in the company’s Register of Substantial Shareholders as at 1 March 1998:

Shareholder Number of shares % of issued capital

Portfolio Partners Ltd 52,903,416 1 1 . 29

National Mutual Funds Management Ltd 47,209,978 10.07

(e) The securities of the company are listed on the Australian Stock Exchange.

VOTING RIGHTS ATTACHED TO ORDINARY SHARES
(a) On a show of hands, one vote per member.
(b) On a poll, every member present shall have one vote for every share held by him/her in the company.

STATEMENT REGARDING HYDROCARBON RESERVES AND RESOURCES REFERRED TO IN THIS REPORT
The information in this report is based on, and accurately reflects, information compiled by Andrew Terence Grogan, who
is a Member fo the Society of Petroleum Engineers, in conjunction with the Operators of each of the permits in which
the company is a participant. Mr Grogan is employed full time by Oil Search Limited, and has relevant experience in
relation to the hydrocarbon reserves and resources being reported on to qualify as a Competent Person as defined in the
Australasian Code for Reporting of Identified Mineral Resources and Ore Reserves.

There are no material differences between the Financial Statements included in this report and Appendix 4B lodged 
with the Australian Stock Exchange.

Oil Search Limited has a formally constituted Audit Committee.

STOCK EXCHANGE
INFORMATION

AS AT 1 MARCH 1998
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1P –– proven reserves

2P –– proven and probable reserves

3P –– proven, probable and possible reserves

API –– American Petroleum Institute 
(measurement of specific gravity of oil)

APPL –– Application for Petroleum 
Prospecting Licence

bbl –– barrel

BCF –– billion cubic feet

BOE –– barrels of oil equivalent

BOPD –– barrels of oil per day

LNG –– liquefied natural gas

LPG –– liquid petroleum gas

mmscf –– million standard cubic feet 
(measurement of gas volume)

mmscfd –– million standard cubic feet per day 

mmstb –– million stock tank barrels

PDL –– Petroleum Development Licence

PL –– Pipeline Licence

PPL –– Petroleum Prospecting Licence

TCF –– trillion cubic feet
(measurement of gas volume)

Glossary of terms 

As a service to
our shareholders
and the investment
community, Oil Search
maintains its own 
website, providing direct
access to important 
company information. 

Designed and produced by Armstrong Miller+McLaren
Project coordination for Oil Search Limited – Brad Hawkins
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Oil Search Limited A.R.B.N. 055 079 868

1998 Annual General Meeting 
Oil Search Limited cordially invites all of its Members 
to attend the 67th Annual General Meeting to be held in
the Kambuingi Room No. 1 at the Travelodge, Port Moresby,
Papua New Guinea, on Thursday, 28 May 1998 at 11 a.m.


