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... but with clear objectives 
and sound strategies 
our progress has always 
been forward.

Oil Search has been operating 
successfully in PNG since 1929.

We are aware of the challenges 
and rewards that face us and 
have a proven ability to take 
advantage of the opportunities 
to achieve positive results.

The lessons we have learned in 
PNG are being applied to achieve 
success in the Middle East and 
North Africa. the report 
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THE OIL SEARCH STORY

Oil Search was incorporated in Papua New Guinea (PNG) in 1929 
and is the parent company of  the Oil Search group. The Company’s 
principal activity is the exploration for, and production of, oil and gas. 
Its main operating base is in PNG, with a growing presence in the 
Middle East and North Africa. The Company employs approximately 
1,130 staff  and over 2,300 contractors located in PNG, Australia, 
Yemen, the United Arab Emirates and Egypt. The Company is 
listed on the Australian Stock Exchange and the Port Moresby 
Stock Exchange. The PNG Government is its principal shareholder, 
holding 17.6%.

Oil Search’s key objectives are to maximise the value of  its existing 
PNG oil assets, to develop its major PNG gas resources and to add 
value through exploration and acquisitions, in PNG, the Middle East 
and North Africa.
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OOil Search delivered a strong fi nancial performance in 
2006, its fi fth consecutive year of  profi t growth. Core profi t 
after tax but before signifi cant items was US$207.5 million, 
4% higher than in 2005. This was achieved despite the 
sale of  a large parcel of  producing oil assets in Papua 
New Guinea (PNG) to AGL at the beginning of  2006, 
which reduced the Company’s share of  production from 
certain fi elds. 

Net profi t, including the profi t made on the asset sale to 
AGL and impairment charges, was US$412.0 million, 
up 106% on 2005 profi t levels.

Operating cash fl ow also rose, from US$357.7 million in 
2005 to US$399.0 million in 2006, which together with 
the cash received from AGL, signifi cantly strengthened the 
Company’s balance sheet. At the end of  2006, Oil Search 
had US$477.9 million of  cash, and no debt, placing it in an 
extremely healthy fi nancial position.

In light of  the strong performance in 2006, the Oil Search 
Board has increased the annual dividend payment by 14%, 
from seven US cents per share in 2005 to eight US cents 
per share in 2006. An interim dividend payment of  four 
US cents per share was paid in October 2006, and a fi nal 
dividend of  four US cents per share has been declared, 
payable in March 2007.

A core value for Oil Search is ensuring the health and 
safety of  its employees and contractors, which is a major 
challenge for the Company given the diverse and, at 
times, confronting environments in which we operate. 
I am pleased to report that improvements across most of  
the Company’s activities were recorded during 2006 and 
Oil Search’s safety record remains world class. However, 
a tragic helicopter crash in April 2006, in which three 
contractors died and four were seriously injured, serves 
to reinforce our focus on continually improving our work 
processes and practices. 

“ 2006 WAS A 
CHALLENGING 
AND HIGHLY 
SUCCESSFUL YEAR”

report from

BRIAN HORWOOD, OIL SEARCH CHAIRMAN 
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During 2006, the Board and 
management of  Oil Search continued 
to refi ne their corporate governance 
policies and procedures, with a 
strong commitment to achieving best 
practice. Our corporate governance 
statement, which outlines our 
practices, can be found on pages 64 
to 69 of  this report. Included for the 
fi rst time is a Remuneration Report 
on pages 70 to 76, which spells out the 
Company’s policies and practices in 
relation to executive remuneration

At Oil Search’s Annual Meeting in 
May 2006, the Deputy Chairman, 
Mr Noreo Beangke, a director of  the 
Company for thirteen years, decided 
not to stand for re-election and retired 
from the Board. I wish to thank 
Noreo for his valued contribution 
and service to the Company. In May, 
I had the pleasure of  welcoming Mr 
Tim Warren and Mr Gerea Aopi to 
the Board. Tim joins the Board as a 
non-executive director after a long and 
distinguished international career with 
the Shell Group of  companies. Gerea, 
who is General Manager PNG and a 
key representative of  Oil Search, was 
appointed as an executive director. 
Both Tim and Gerea are contributing 
strongly to the Board’s deliberations. 

Shortly after the end of  the year, 
Oil Search and its partners decided 
to suspend activities on the PNG 
Gas Project. Given the signifi cant 
management time and investment 
dedicated to this Project over a 
number of  years, this decision 
was a very diffi cult one for both 
the management and Board of  
Oil Search. However, the reasons why 
we have transferred our attention 
from the PNG Gas Project to other 
gas commercialisation options are 
compelling. Other projects, such as the 
production and export of  Liquefi ed 
Natural Gas (LNG) or the sale of  gas 
for use in petrochemicals, can generate 
far superior returns and long-term 
value creation for both Oil Search 
and PNG. The Company is now 
focused on progressing a commercially 
attractive gas development as quickly 
as possible, with the full backing of  the 
PNG Government. 

The Board has recently approved an 
expanded work programme for 2007. 
Approximately US$190 million will 
be spent on exploration and appraisal 
activity in 2007, and US$120 million 
on development. These activities 
will be undertaken in PNG, the 
Middle East and North Africa. The 
exploration programme has had some 
early success, with our fi rst four wells 
in Egypt all discovering oil, confi rming 
our belief  that this active programme 
has potential to add signifi cant value 
to the Company.

On behalf  of  the Oil Search Board, 
I would like to thank the management 
and staff  of  Oil Search for their 
efforts during 2006, in what was a 
challenging and highly successful 
year. The performance in 2006 has 
placed the Company in a strong 
position to deliver further value in 
2007 and beyond. I would also like to 
acknowledge the contributions made 
by the PNG Government, landowners 
and other stakeholders, who all play 
a vital role in ensuring Oil Search’s 
continued success.

Brian Horwood

Chairman

 

the board
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DDuring 2006, Oil Search continued to build on its three 
core value creation initiatives developed over the past three 
years, which are:

• To deliver value from its existing oil fi elds. 
• To extract further value through the commercialisation 

of  its large PNG gas resources.
• To create value through exploration in PNG, the 

Middle East and North Africa. 

The Company faced a range of  challenges during the year, 
particularly with respect to the PNG Gas Project. However, 
many new gas opportunities opened up in 2006, with 
demonstrably better returns than the PNG Gas Project, 
placing Oil Search in an exciting position as it enters 2007. 

Success was achieved in mitigating gross PNG oil fi eld 
natural decline for the third successive year and a 
milestone was reached in August, with the production of  
the 300 millionth barrel from the Kutubu fi eld. While Oil 
Search’s net production fell due to the AGL asset sale, 
strong oil prices, together with good control over costs, 
contributed to another excellent year, with the Company 
delivering record profi ts. Importantly, Oil Search’s 
health and safety performance improved across most 
of  its operations, and the Company continued to make 
investments in its greatest asset, its staff.

“ IN 2006, OIL SEARCH 
DELIVERED ITS FIFTH 
CONSECUTIVE YEAR OF 
PROFIT GROWTH”

review
Managing

PETER BOTTEN, OIL SEARCH MANAGING DIRECTOR 
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of operations
2006 PERFORMANCE REVIEW
Oil Search delivered record fi nancial 
results in 2006, with profi t rising 
for the fi fth consecutive year. The 
Company was successful in increasing 
production rates from its PNG oil 
fi elds, with gross production 5% 
higher than in 2005. This was an 
excellent result given the maturity 
of  the fi elds, and was achieved even 
though production was interrupted 
twice following the suspension of  
loading at the Kumul export terminal 
due to bad weather in the Gulf  of  
Papua. The Company also benefi ted 
from a full year of  production from 
the Nabrajah fi eld in Yemen.

Oil and gas production, net to Oil 
Search, was 10.2 million barrels of  oil 
equivalent (mmboe), 16% lower than 
in 2005, due to the sale of  a parcel of  

assets to AGL, which was completed 
in early 2006. 

Despite lower production, revenue 
from operations was only 3% down on 
2005 levels, at US$644.5 million, due 
to strong oil prices. The average oil 
price realised in 2006 was US$67.22 
per barrel, 16% higher than in 
2005, refl ecting buoyant demand 
for PNG’s light sweet crude and 
enhanced marketing efforts following 
the assumption by Oil Search of  
marketing responsibility for its 
PNG crude. 

Total operating costs declined from 
US$109.7 million to US$103.8 
million, 5% lower than in 2005 
because of  the smaller production base 
following the AGL asset sale. On a per 
barrel basis, core PNG fi eld operating 
costs, excluding discretionary 

spending, rose 8% from US$3.86 per 
barrel to US$4.18 per barrel. This was 
a pleasing performance in light of  the 
strong upwards cost pressures within 
the energy industry globally.

Core net profi t after tax was a record 
for the Company, at US$207.5 million, 
4% higher than in 2005. Net profi t 
including asset sales and impairment 
write-downs was US$412.0 million, 
representing a 106% increase on 
last year. 

Oil Search’s balance sheet 
strengthened considerably over the 
year, as a result of  the infl ow of  funds 
from the AGL asset sale combined 
with funds generated from operations. 
At year end, Oil Search had a cash 
balance of  US$477.9 million and 
no debt, with an undrawn revolving 
facility of  US$184 million. 

FINANCIAL PERFORMANCE

2002 2003 2004* 2005 2006
% Change

05/06
Oil and gas production (mmboe) 8.34 10.40 11.05 12.18 10.20 -16
Net oil sales (mmbbl) 7.30 9.16 9.39 10.84 9.17 -15
Realised oil price (US$/barrel) 24.87 29.80 41.65 58.06 67.22 +16
Revenue from operations (US$ million) 233.0 350.8 416.3 664.0 644.5 -3
Operating costs (72.3) (111.7) (86.3) (109.7) (103.8) -5
EBITDAX** 160.7 239.1 330.0 554.3 540.8 -2
EBIT 100.7 168.9 196.6 422.2 391.0 -7
Core profit after tax*** 47.0 85.7 107.3 200.2 207.5 +4
Profit after tax and significant items 47.0 85.7 107.3 200.2 412.0 +106
Earnings per share (US cents) 4.5 7.7 9.6 17.9 36.8 +105
Dividends per share 1.0 2.0 4.0 7.0 8.0 +14
Operating cash flow (US$ million) 127.9 191.3 276.7 357.7 399.0 +12
Net cash/(debt) (131.3) (97.4) 42.4 86.2 477.9 +454

* Restated for changes in accounting policies.

** Earnings before interest, tax, depreciation, amortisation and exploration costs expensed.

*** Net profit after tax before significant items.

Director’s
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DELIVERING VALUE 
Work undertaken during 2006 has reaffi rmed Oil Search’s 
view that signifi cant value remains to be unlocked from its 
PNG oil fi elds. In addition, the Company now has a new 
challenge, following the assumption of  operatorship of  fi ve 
small, mature oil fi elds in Area A in Egypt, which has both 
development and exploration upside potential. 

Maximising production
Since Oil Search took over operating control of  the PNG 
oil fi elds in late 2003, approximately 34 million barrels 
of  oil have been produced over and above the previous 
operator’s expectations. This has been achieved by targeted 
investment into the producing fi elds, with a range of  
activities including:

• infi ll drilling, 
• remapping that has led to the discovery of  fi eld 

extensions, 
• improved well management, 
• debottlenecking of  facilities. 

Helped by the prevailing high oil prices, the return on this 
investment has been substantial. 

In 2006, Oil Search carried out comprehensive reviews 
of  all its PNG producing oil fi elds. As a result, it has 
identifi ed and high graded a range of  opportunities that, 
with appropriate investment, can sustain gross production 
rates at around 50,000 bopd for another three years. 
The Oil Search Board has approved a continued investment 
programme into the PNG oil fi elds, to capture this 
upside potential.

KUTUBU 2 WELL PAD PREPARATION, PNG

review of operations
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In Egypt, Oil Search intends to apply 
the same techniques used successfully 
over the past few years in PNG, to 
build and extend the productive life 
of  the existing oil fi elds in Area A, as 
well as conduct an active exploration 
programme in this highly prospective 
area. The production facilities in 
Area A have the capacity to process 
some 25,000 bopd, compared 
to current production of  around 
3,000 bopd, which will enable new 
production to be brought onstream 
swiftly and economically.

Effective cost control
Oil Search, like all companies 
presently operating in the energy 
industry, is facing upwards cost 
pressures on both oil fi eld equipment 
and services. Cost increases have been 
experienced across the board, from 
drill rigs and consumables to aviation, 
which is a key exposure for Oil Search 
given that much of  its operations 
require helicopter or aircraft support. 
Initiatives undertaken during 2006 
have helped Oil Search to keep costs 
under control, with core PNG fi eld 
costs rising only 8% in 2006.

During 2006, the Company 
strengthened its drilling project 
team, to support an expanded 
drilling programme in PNG, the 
Middle East and North Africa. In 
an overheated rig market, there is a 
signifi cant cost advantage to owning 
rather than contracting rigs in PNG 
and consequently Oil Search is in 
the process of  acquiring two new 
rigs, which will be delivered into the 
country in the third quarter of  2007 
and early 2008. Owning these rigs will 
ensure that Oil Search can control 
and drive its planned development, 
appraisal and exploration programme 
in PNG.

A major supply chain management 
review also took place over the year, 
highlighting a number of  areas that 
can be optimised, including logistics 
and inventory management. The 

recommendations arising from the 
study will be implemented in 2007.

EXTRACTING VALUE
Over the past few years, there have 
been substantial changes in world 
energy markets. With sustained high 
oil prices, and environmental concerns 
continuing to take centre stage, demand 
for gas, and LNG in particular, has 
increased, resulting in escalating prices. 

During 2006, interest in PNG’s gas 
resources gained momentum, with 
Oil Search and its partners receiving a 
number of  approaches from potential 

gas buyers and project developers, 
wishing to purchase PNG gas. 

In mid-2006, APC, the AGL/Petronas 
joint venture responsible for 
building, owning and operating the 
Australian section of  the pipeline 
of  the PNG Gas Project, withdrew 
from the Project. Given the large 
range of  emerging gas development 
opportunities, that were not present 
three years ago, Oil Search felt it was 
timely and prudent to re-examine 
both the PNG Gas Project and the 
alternative gas commercialisation 
options, using a fresh eyes approach. 

These studies showed overwhelmingly 
that the returns achievable on projects 
such as LNG and petrochemicals, 
were potentially superior to those from 
the PNG Gas Project.

LOCAL PNG VILLAGERS
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As a result, in early 2007, a decision was made by the PNG 
Gas Project participants to suspend activities on the Project.

As part of  a multi-pronged gas strategy, Oil Search has been 
developing other gas commercialisation alternatives for 
some time. Discussions for gas sales to a methanol/dimethyl 
ether (DME) plant and to an ammonia/urea plant are now 
at an advanced stage, and could be rapidly progressed, if  
deemed to be the most appropriate way forward. However, 
work during 2006 has indicated the best value-add 
development option is LNG. With LNG, Oil Search is able 
to participate in all parts of  the value chain, from upstream 
gas supply, midstream liquefaction to, potentially, delivery 
through shipping, gaining maximum value from every gas 
molecule produced. 

Oil Search believes that market interest and the large 
resource base within its current portfolio will allow at 
least one, if  not more, LNG trains to proceed. While it is 
likely that there will be common ownership of  the core 
LNG infrastructure, it is quite feasible that there will be 
different ownership structures in individual LNG trains, 
based on reserves input. A gas exploration and appraisal 
drilling programme has recently commenced to increase 
Oil Search’s resource base further, to support the gas 
commercialisation efforts. Two LNG studies are currently 
underway, one jointly spearheaded by Oil Search and the 
BG Group (BG), based on gas in Kutubu and other Oil 
Search licences, and the other led by ExxonMobil, based on 
the Hides and Angore resource. 

A decision on which project, or projects, to support and move 
forward is expected to be made in the second half  of  2007. 
Based on its current fi eld interests, Oil Search expects to have 
a 25-30% interest in any PNG LNG development and, as 
such, is confi dent that it will be a leading participant in the 
development of  a major PNG gas industry in coming years.

CREATING VALUE
Over the past fi ve years, Oil Search has built up a fi rst class 
portfolio of  acreage in the Middle East and North Africa. 
Following a phase of  active fi eld work and seismic, both in 
PNG and on the new licence areas, a range of  prospects 
have now been matured to a drillable stage. In late 2006, a 
major exploration programme began, which will see more 
than 20 oil exploration wells being drilled in the Middle 
East and North Africa and up to ten oil and gas exploration 
and appraisal wells drilled in PNG over the next 18 months.

There has already been early encouragement from the 
programme, with successes in the fi rst four wells drilled in 
Egypt, highlighting the potential for this programme to add 
signifi cant value to the Company. 

MANAGING RISK
During 2006, Oil Search maintained its commitment to 
improving its already high standard of  risk management. 
Senior management ensured appropriate risk assessment 

and monitoring processes were established to manage the 
key fi nancial, safety, environmental and business risks across 
all operational areas. The focus during the year was on 
new operational areas, particularly the drilling programmes 
within the Middle East and North Africa. 

The ongoing priority of  mitigating key risks will continue 
during 2007, ensuring greater resilience and the long-term 
sustainability of  Oil Search’s business.

LOOKING AFTER ALL STAKEHOLDERS
Health, safety, the environment and security
A core value for Oil Search is that no employee or 
contractor goes home injured, and safety and security 
is an integral part of  the Oil Search culture, with strong 
leadership and encouragement from the Board and 

PETER BOTTEN, OIL SEARCH MANAGING DIRECTOR, MEETS LOCAL PNG LANDOWNERS 

review of operations
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senior management team. During 
2006, while improvements in 
performance were recorded in most 
areas of  the business, everyone within 
the Company was saddened by a 
tragic helicopter crash which took 
place in April 2006. Following an 
extensive investigation, both internally 
and by the PNG Aviation authorities, 
it was determined that the cause of  
the crash was due to human factors 
combined with adverse weather. 
Oil Search has since implemented 
a number of  improvements to its 
aviation management procedures. 
Notwithstanding this incident, 

Oil Search’s Total Recordable Incident 
Frequency Rate (TRIFR) was 2.31 
per million hours worked, compared 
to 2.38 in 2005, and the 2006 APPEA 
average of  5.2.

The Company continues to develop its 
environmental policies and procedures, 
with a goal of  causing no lasting harm 
to the environment. As a demonstration 
of  these systems in action, in 2006, 
when Oil Search took control of  fi ve 
mature oil fi elds in Area A in Egypt, it 
conducted an environmental baseline 
audit. It was clear that the condition 
of  the facilities was below Oil Search’s 
stringent standards. A major clean-up 

has since taken place, with a number 
of  leaks from old equipment and 
infrastructure repaired and over 20,000 
litres of  previously spilled oil recovered, 
in a programme that will continue 
into 2007. 

Employees and contractors, 
government and landowners
The success of  Oil Search is 
dependent on a range of  stakeholders 
working together in partnership. The 
Company’s employees and contractors 
are its biggest single asset, and Oil 
Search is seeking to be an ‘Employer 
of  Choice’, particularly in the current 
skills shortage environment. To support 
this, a range of  programmes are 
offered to all staff  in every location, 
encompassing learning, training and 
career development, nurturing of  
leadership skills, as well as holistic 
health and wellbeing activities. The 
support of  governments and the local 
community remains vital, and a core 
part of  Oil Search’s business is to work 
with these important stakeholders, in 
an environment of  mutual trust and 
respect, with a goal of  leaving a positive 
long-term legacy in all the areas in 
which the Company operates.

OUTLOOK
Oil Search is entering 2007 in a very 
strong position. The PNG oil fi elds 
continue to underpin the Company, 
generating strong cash fl ows. Together 
with existing cash, this provides Oil 
Search with an excellent fi nancial 
base to expand, both through an 
active exploration and development 
programme, and potentially by 
acquisition, should opportunities arise. 
The decisions that are made in 2007 on 
gas commercialisation will be a major 
driver of  the Company’s long-term 
future. The Company is in an excellent 
shape to continue to grow and add 
shareholder value in the coming years.

Peter Botten

Managing Director 
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  Oil Search expects to maintain 
PNG gross oil production at 
around 50,000 bopd for at least 
three more years  

CENTRAL PRODUCTION FACILITY, SOUTHERN HIGHLANDS, PNG

review of operations
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O
production

Oil Search’s PNG oil fi elds remain the backbone of  the 
Company. During 2006, total gross production from 
these fi elds increased by 5%, a strong result refl ecting 
Oil Search’s continued drive to deliver maximum value 
from this asset base. The production increase was achieved 
despite the suspension of  loading operations at the Kumul 
terminal on two occasions, because of  poor weather 
conditions in the Gulf  of  Papua, which interrupted 
production activities. In total, 0.9 million barrels (mmbbl) 
of  gross oil production was deferred during these incidents, 
just under 0.5 mmbbl net to Oil Search. 

Following the very successful campaign in 2005 to increase 
production from the Kutubu fi eld, during 2006 efforts 
focused on maximising production from the Moran fi eld. 
As a result, gross Moran production in 2006 increased 
by 18%, reconfi rming Oil Search’s view that substantial 
upside remains to be captured within the mature PNG oil 
fi elds, with capital invested in in-fi eld development activity 
over the past four years returning, on average, over 300%.

Oil Search’s net oil and gas production in 2006 was 
10.2 million barrels of  oil equivalent (mmboe). This was 
16% lower than in 2005, primarily because of  the sale of  
interests in the PNG producing fi elds to AGL early in the 
year, which reduced 2006 production by approximately 
2.5 mmbbl. The Company benefi ted in 2006 from 
a full year of  production from the Nabrajah fi eld in 
Yemen, albeit at rates somewhat below expectations, 
with the fi eld proving to be more complex than initially 
anticipated. Mid-way through the year, Oil Search took 
over operatorship of  Area A in Egypt, representing a third 
production base for the Company. Due to the production 
sharing arrangements with the Egyptian Government, 
no production was captured by Oil Search during 2006, 
but the Company expects to receive its fi rst Egyptian 
production contribution in 2007.

EQUIPMENT MONITORING AT THE CENTRAL PRODUCTION FACILITY, PNG

review of operations

32



activities

AGOGO PRODUCTION FACILITY, PNG

PRODCTION IN AREA A, EGYPT

33



PNG 
Kutubu (60.0%)
Gross production from Kutubu was 19% below 2005 
levels, due to a resumption of  the fi eld’s natural decline 
and production shut-ins resulting from the Kumul loading 
terminal closures. However, in August 2006, a major 
milestone was reached when the Kutubu fi eld produced its 
300 millionth barrel.

The wells which were drilled during 2004 and 2005 
continued to perform well in 2006, and a seven well 
workover programme took place during the year. However, 
no new drilling activity took place in the fi eld until 
November, when an infi ll well (UDT 7) was spudded in 
the Usano area of  the fi eld. The well results have been 
very encouraging and have proven up an eastern extension 
to  Usano. Oil Search is planning to drill between three 
and seven additional development wells over the next 18 
months, to fully exploit the oil in this area.

A review of  well performance during the year has indicated 
a number of  regions within the Kutubu fi eld which are 
under-drained. The fi eld has been remapped and it is 
believed that, in addition to the wells planned for the 
Usano area, there are some 10 – 15 drilling opportunities. 
Oil Search expects to drill many of  these wells over the 
coming years, in order to fl atten the fi eld’s natural decline 
profi le and potentially increase reserves. 

Plans for 2007: 
•   Commence a drilling campaign involving at least three 

additional wells in the Usano region of  Kutubu. Drilling 
is expected to start in the third quarter of  2007, on the 
arrival of  the fi rst of  the two new Oil Search rigs. 

•   Progress the planning of  additional drilling campaigns for 
other parts of  Kutubu, with drilling to commence in late 
2007.

•   Resume workover activity in late 2007/early 2008.
•   Continue to mitigate the underlying fi eld decline through 

focused well management.

Greater Moran Unit (49.5%)
The Moran fi eld complex was the subject of  focused 
activity during 2006, with very pleasing results. Gross 
daily production from Moran and NW Moran was nearly 
18% higher then 2005 levels, despite the negative impact 
on production resulting from the Kumul loading terminal 
closures, and the shut-in of  NW Moran in December when 
the permit to produce oil under an Extended Production 
Test (EPT) expired. 

Three new wells were brought into production over 
the year. Moran 7 commenced production in February 
at an initial production rate of  around 5,000 bopd, 
which was above expectations, and the well continues to 
perform strongly. Moran 12 was brought into production 
in September, and Moran 13 came on stream in early 
November, with cumulative production from these two wells 

of  some 5,500 bopd by the end of  2006. 

Gas injection rates in 2006 were 8% lower than in 2005. 
Nonetheless, reservoir pressures increased over the year, 
resulting in improved well performance.

In February 2006, a Production Development Licence (PDL) 
application over the NW Moran fi eld was submitted to the 
Department of  Petroleum and Energy (DPE). The approval 
process was delayed but a licence, PDL 6, is expected to 
be awarded by mid-2007. Towards the end of  the year, 
the PDL 2, PDL 5 and PPL 219 joint venture participants 
agreed to establish a single Greater Moran Unit across the 
Moran and NW Moran fi elds. The agreed split between the 
three licence groups is 55:44:1 to PDL 5: PDL 2: PPL 219 
respectively, giving Oil Search a 49.5% interest in the Unit 
(49.4% previously). The formal unitisation agreement will 

CONTROL ROOM AT CENTRAL PRODUCTION FACILITY, PNG
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be executed once PDL 6 has been 
awarded. 

Plans for 2007: 
•   Manage and optimise existing wells 

and facilities to maintain plateau 
rates.

•   Use reservoir models and 2007 
well performance data to optimise 
fi eld development and identify infi ll 
opportunities for 2008 and beyond. 

•   Maintain/increase pressure in fi eld 
blocks by maximising gas injection 
and by reducing unplanned system 
downtime.

•   Recommence production from 
NW Moran 1 as soon as PDL 6 is 

awarded or if  further EPT consent 
can be secured. 

SE Gobe (25.6%) and 
Gobe Main (10.0%)
Despite their maturity, combined 
production from the Gobe Main and 
SE Gobe fi elds was 2% higher than in 
2005, refl ecting the successful activities 
taken during the year to mitigate fi eld 
decline.

Developing the SE Gobe Wedge 
area, a fi eld extension discovered by 
the SEG 11 well in 2005, was a key 
focus for 2006. Three new wells were 
drilled in order to appraise the area 

and to optimise reservoir depletion. 
SEG 12 was successfully completed 
as a new oil producer. The SEG 13 
well encountered signifi cant geological 
complexity, and so was sidetracked, 
completed and tied-in as a water 
injector to support production at 
the SEG 12 well. The SEG 14 well 
was drilled and completed as a 
water injector to support production 
at the SEG 11 well, with tie-in 
activities continuing at year end. Well 
performance will now be monitored 
to assess the effectiveness of  the 
depletion plan and the potential for 
additional wells.
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In the Gobe Main fi eld, the focus has been on identifying 
infi ll well opportunities. The GM 7 infi ll well was 
successfully drilled in the second half  of  the year, and the 
well brought into production in October. 

A swing well management programme, to maximise oil 
recovery in declining wells, continued through the year 
and repairs to the high pressure compressor in December 
resulted in signifi cantly improved compression capacity. 

Plans for 2007:
•   Assess well and reservoir performance in the newly 

developed SE Gobe Wedge area.
•   Undertake between two and fi ve well interventions to 

establish and maintain production in the Gobe Main 
fi eld.

•   Identify opportunities for additional well interventions in 
the SE Gobe fi eld.

•   Continue to seek to mitigate the natural fi eld decline 
through active well management and facility maintenance 
practices.

•   Commence fi eld abandonment management planning, as 
appropriate.

SE Mananda (72.3%)
SE Mananda commenced production in March 2006 
from the SEM 4 well, with SEM 1X, SEM 3 and SEM 5 
progressively completed and brought on stream over the 
year. Production from the fi eld was variable during the 
fi rst few months of  operation due to commissioning and 
export related issues, together with prolonged poor weather 
restricting site access. However, production optimisation 
initiatives were successful in establishing more consistent 
rates in the second half, and by year end the fi eld was 
producing at an average rate of  around 4,000 bopd.

Plans for 2007: 
•   Continue to optimise well and facilities performance 

including gas lift, fl ow assurance, and facilities 
debottlenecking.

•   Investigate the potential for enhanced recovery.
•   Investigate future sidetrack and infi ll well opportunities.

Hides Gas to Electricity Project (100%)
Total gas production from the Hides fi eld in 2006 for the 
Hides Gas to Electricity Project was 5.1 billion cubic feet 
(bcf), produced at an average rate of  just over 14 million 
standard cubic feet per day (mmscf/d). This compared to 
14.9 mmscf/d in 2005, refl ecting lower demand from the 
Porgera Gold Mine in 2006. 122,000 barrels of  condensate 
was produced for internal usage and for sale to third parties 
in the Hides area.

The plant continued to operate reliably during 2006, with 
100% plant availability and the plant online for 98.8 % of  
the year.

Plans for 2007: 
•   Continue to operate the Hides fi eld and facilities in a 

safe and reliable manner to meet the gas supply demands 
from Porgera.

•   Continue to maintain the Project’s excellent record in 
Health, Safety and Environment. 

•   Maintain a focus on operating costs.

YEMEN
Nabrajah (28.3%)
Gross production from the Nabrajah fi eld averaged 
just under 9,000 bopd during 2006, its fi rst full year of  
operation, with the fi eld producing from four wells in the 
Qishn section and from one well in the Basement. 

During the year, three Basement appraisal wells (Nabrajah-
9, 10 and 11) were drilled. While all encountered oil and 
gas, none were able to produce oil at sustained rates. A 3D 
seismic survey was acquired during the year and special 
studies commenced to examine the geomechanical and 
well productivity in the Nabrajah Naifa/Kholan and 
Basement. The results of  these studies and the 3D seismic 
are being integrated to enable Oil Search, together with 
the operator, DNO, to determine the appropriate options 
for drilling, fracturing and potential stimulation, to increase 
well productivity. 

Late in the year, work was completed on expanding and 
debottlenecking the production facilities, to increase the gas 
and fl uid handling capacity. This allowed the Nabrajah-2 
and Nabrajah-7 Qishn wells, which were shut-in during the 
year, to be returned to production. In addition, the electric 
submersible pump on Nabrajah-3 was replaced. These 
activities have resulted in gross production increasing from 
6,700 bopd to over 7,600 bopd at the beginning of  2007.

Plans for 2007:
•   Drill one/two Qishn infi ll wells.
•   Drill at least one Basement appraisal/development well, 

subject to results of  the ongoing studies and initial well 
outcomes.

•   Undertake well stimulation at Nabrajah-11, subject to 
study results and specialised equipment availability in 
Yemen.

EGYPT
Area A (100%)
In June 2006, responsibility for operation of  Area A was 
transferred from General Petroleum Company (GPC), 
the Egyptian state oil company, to Oil Search. Area A 
includes fi ve mature oil fi elds, that have cumulatively 
produced nearly 76 mmbbl of  oil to date. From the date 
of  operatorship handover to the end of  2006, gross 
production averaged 2,300 bopd. Oil Search has a service 
agreement with GPC, whereby it earns an operating fee 
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for baseline production, but will share 
in incremental production above 
this base. Production during 2006 
was below the agreed level at which 
Oil Search shares in production, as 
expected.

Towards the end of  2006, a 
number of  tubing and pump repair 
programmes were conducted to 
help maintain production levels, 
and planning and equipment 
procurement for an extensive work-
over, recompletion and development 
well drilling programme took place. 
In addition, two exploration wells 

were drilled. Both discovered oil in the 
secondary objectives and are being 
tied-in to the production system. The 
development programme is expected 
to commence in early 2007, with a 
minimum of  fi ve development wells 
and fi ve workovers and recompletions 
planned for the year. It is anticipated 
that, based on the 2007 development 
programme and the results of  
the recent exploration drilling, 
production will pass baseline levels 
during the second quarter of  2007 
and Oil Search will start to share in 
production upside.

Plans for 2007:
•   Drill at least fi ve development 

wells, three recompletions and two 
workover wells.

•   Conduct production optimisation 
and rehabilitation programmes.

•   Continue geological and reservoir 
engineering studies to identify 
additional development potential, 
including a potential waterfl ood 
programme.

PRODUCTION STATISTICS*

Year to 31 December  2005*  2006* % Difference

Oil Production

Gross Daily
 Production

 (bopd)

Net to 
Oil Search

 (mmbbl)

Gross Daily
 Production

 (bopd)

Net to 
Oil Search

 (mmbbl)
Gross Daily
 Production

Net to 
Oil Search

Kutubu 19,425 5.101 15,813 3.496 -18.6% -31.5%

Moran(1)

 Moran – PDL 2 7,452 1.957 8,340 1.940 11.9% -0.9%

 Moran – PDL 5 9,107 1.515 10,048 1.624 10.3% 7.2%

 Moran – PPL 219 653 0.173 1,850 0.136 183.3% -21.5%

 Moran Total 17,212 3.645 20,238 3.700 17.6% 1.5%

SE Mananda(2) – – 2,765 0.560 na na

Gobe 

 Gobe Main 3,024 0.847 2,920 0.137 -3.4% -83.8%

 SE Gobe 7,381 1.386 7,714 0.748 4.5% -46.0%

 Gobe Total 10,405 2.233 10,634 0.885 2.2% -60.4%

Total PNG oil 47,042 10.979 49,451 8.640 5.1% -21.3%

Nabrajah(3) 1,927 0.166 8,965 0.579 365.4% 248.7%

Area A(4) – – 2,302 – na na

Total MENA oil 1,927 0.166 11,267 0.579 484.8% 248.7%

Total oil 48,968 11.145 60,718 9.219 24.0% -17.3%

Hides Liquids 341 0.125 334 0.122 -2.0% -2.4%

Total oil and condensate 49,309 11.270 61,052 9.341 23.8% -17.1%

Gas Production

Gross Daily
 Production

 (mmscf/d)

Net to
 Oil Search

 (mmscf)

Gross Daily
Production
 (mmscf/d)

Net to 
Oil Search

 (mmscf)

Hides Sales Gas 14.86 5,425 14.05 5,128 -5.5% -5.5%

Total Oil and Gas Production

Gross Daily
 Production

 (boepd)

Net to
 Oil Search

 (mmboe)

Gross Daily
 Production

 (boepd)

Net to
 Oil Search

 (mmboe)

Total oil and gas production 51,786 12.174 63,393 10.196 22.4% –16.3%

Government Share of PDL 5 production 490 0.163 – – na na

* Numbers may not add due to rounding

(1) Moran fields adjusted to reflect Greater Moran Field Unit Agreement

(2) Gross production rate since commencement of production (27/03/06)

(3) Nabrajah oil is quoted on an entitlement basis 

(4) Gross production rate since assumption of operatorship (06/06/06)
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2006
gas commerci

2006 was a year of  high activity across Oil Search in 
support of  its gas commercialisation plans. In the early part 
of  2006, substantial progress was made in advancing the 
PNG Gas Project to project sanction stage. However, the 
Project stalled mid-year, when APC, the AGL/Petronas 
Joint Venture responsible for constructing the Australian 
pipeline, decided that it no longer wanted to be involved in 
the pipeline construction and long term ownership. 

During the second half  of  2006, Oil Search undertook 
a comprehensive review of  all the various potential gas 
commercialisation opportunities, including the PNG Gas 
Project, using a fresh eyes approach. The results of  this 
review indicated that while the PNG Gas Project was an 
economically viable project, it no longer represented the 
best long-term option for commercialising Oil Search’s 
PNG gas. 

In contrast to three years ago, when the PNG Gas 
Project appeared to be the only valid commercialisation 
opportunity, there are now a range of  credible alternative 
markets, including gas for LNG and petrochemical 
developments. These projects attract global gas pricing and 
have demonstrably higher value and better growth potential 
than the sale of  gas to the low priced gas markets in Eastern 
Australia. As a result, in early 2007, the PNG Gas Project 
participants agreed to suspend work on the PNG Gas 
Project. The Company is now aggressively pursuing the 
other gas commercialisation options that it has developed 
as part of  its multi-pronged gas strategy. 

Oil Search is committed to the development of  a major 
gas industry in PNG and is involved in active discussions 
with a range of  parties, including the BG Group, 

ExxonMobil, Mitsubishi Gas Chemical, Itochu, Oswal 
Industries and others, regarding LNG and petrochemical 
development options. 

While it is disappointing that the PNG Gas Project is no 
longer being pursued, Oil Search is confi dent that the right 
decision has been made. The Company’s objective now is to 
expedite a gas development or developments that maximise 
the long-term value of  its gas resources, in what is an 
extremely strong environment for gas sales.

PNG GAS PROJECT
At the beginning of  2006, the prospects for reaching sanction 
on the fi rst leg of  Oil Search’s gas commercialisation strategy, 
the PNG Gas Project, looked increasingly likely. Having 
concluded an agreement with AGL in mid-2005 to 
underwrite a substantial portion of  the total gas sales 
required to make the PNG Gas Project viable, expectations 
were high that other outstanding issues, including remaining 
market capture, would be resolved in 2006. 

In mid-2006, APC, the AGL-Petronas Joint Venture 
responsible for building, owning and operating the Australian 
section of  the pipeline, decided to withdraw from that role. 
Oil Search, in conjunction with AGL and other partners, 
undertook a review of  the PNG Gas Project, including the 
analysis of  a staged development, with a revised pipeline 
route through Mt Isa, and ‘expressions of  interest’ were 
sought for a new pipeline builder/owner for construction 
of  the revised confi guration. A positive response was 
received, confi rming Oil Search’s belief  that the PNG Gas 
Project remained an attractive investment option, assuming 
appropriate cost control and continued market support.

review of operations

38



P’NYANG

 JUHA
 ANGORE

HIDES

Paua

 KUTUBU
AGOGO

 BARIKEWA KIMU

IEHI

GOBE MAIN 

 URAMU

 KUMUL TERMINAL

PANDORA

SE GOBE

SE Mananda 
 Moran

 Bilip

Bismarck
Sea

Papua New Guinea

Gulf of Papua 

Coral Sea Port Moresby

Hall Sound

alisation

39



Nonetheless, having received approaches during the year 
from a large range of  gas buyers and project developers 
wishing to purchase PNG gas, Oil Search felt it was timely 
and prudent to undertake a comprehensive review of  all the 
alternative gas commercialisation opportunities. This took 
place during the second half  of  2006. ExxonMobil also 
commenced a review of  LNG, as a potential higher value 
use of  gas from the Hides fi eld.

The results of  Oil Search’s studies indicated that while 
the PNG Gas Project was an economically viable project, 
it no longer represented the best long-term option for 
commercialising Oil Search’s PNG gas. It was recognised 
that gas prices on the east coast of  Australia are unlikely to 
reach those achievable in the global gas market, and that 
other projects, such as gas for LNG and petrochemicals, are 
likely to generate signifi cantly higher returns.

Consequently, the Heads of  Agreement (HOA), by 
which the key gas resources at Hides and Kutubu were 
commercially tied together, was not renewed when the 
HOA term expired at the end of  January 2007, and the 
Project was offi cially suspended in early 2007.

While it is unfortunate that activities have ceased on the 
PNG Gas Project, the alternative development options 
clearly represent an opportunity to deliver superior returns 
and to add better medium and long term value and growth 
potential to the Company. Oil Search’s focus is now fi rmly 
on driving forward these higher value options to an early 
conclusion.

LIQUEFIED NATURAL GAS (LNG)
Interest in PNG’s gas resources as a potential LNG source 
gained signifi cant momentum during 2006 in the wake 
of  rapidly escalating LNG prices and increasing demand, 
particularly in the Asian region. 

During the year, Oil Search received approaches from a 
variety of  interested LNG developers, attracted by PNG’s 
major gas resource base, a competitive fi scal regime and the 
substantial existing infrastructure. The Company undertook 
extensive studies into a potential LNG project and based 
on these investigations believes that LNG currently offers 
by far the highest value opportunity to commercialise its 
gas resources. An LNG development in PNG would also 
provide a major boost to the PNG economy, with signifi cant 
in-country value-add and employment opportunities. 
Oil Search expects that market interest and the resource 
base within the Company’s current portfolio will allow at 
least one or more LNG trains to proceed, and it is currently 
working in parallel on two potential LNG projects:

BG LNG
In August 2006, Oil Search entered into an MOU with 
BG Group (BG) to consider and evaluate the prospects 
of  developing an LNG project in PNG. BG has extensive 
global experience, and a proven track record, in the 
upstream development of  gas fi elds, the construction and 
operation of  large scale LNG plants and in LNG marketing. 

The initial phase of  work under the MOU was concluded 
during 2006 with encouraging results, and work is 
continuing on the next phase of  activities. The proposed 
LNG project is based on the Kutubu resource, backed 
by one or more of  the other gas fi elds in the Oil Search 
portfolio. This initiative complements BG’s strategy of  
Asian market penetration through regional LNG supply/
demand opportunities, and Oil Search’s objective, to 
explore LNG opportunities in PNG together with a credible 
international LNG developer which has the ability to 
fast-track a development. 

Hides LNG
In early 2007, ExxonMobil completed initial studies 
that demonstrated that an LNG development, based 
on the Hides/Angore fi elds as the core gas resource, is 
commercially attractive. Discussions have been initiated 
with the Kutubu and Juha joint ventures to join and 
progress an LNG project. Oil Search is supportive of  
pursuing an LNG development based on the Hides/
Angore resource, where existing reserves already support 
a single train development, and work is progressing under 
ExxonMobil’s stewardship. 

PETROCHEMICALS
Further progress was made during 2006 on Oil Search’s 
plans to assist in the creation of  a petrochemical industry 
in PNG, based on PNG gas. The Company has been 
instrumental in fi nding credible petrochemical plant 
proponents, and two proposed developments, to produce 
methanol/DME and ammonia/urea, have emerged 
as key components of  this plan. While Oil Search has 
provided assistance to the project proponents in all aspects 
of  the projects, the Company does not anticipate direct 
participation in the petrochemical plants, preferring to 
remain a gas supplier. 

Methanol/DME Project with Mitsubishi Gas Chemical 
and Itochu
In 2005, Mitsubishi Gas Chemical and Itochu signed an 
Indicative Terms Agreement with Oil Search for the supply 
of  86 petajoules (PJ) per annum to a proposed methanol/
DME plant to be constructed near Port Moresby. Mitsubishi 
and Itochu are members of  a consortium, JDME, which 
is seeking to promote the use of  clean burning DME in 
Japan and other Asian markets as a fuel source. JDME has 
identifi ed PNG as its key source of  gas for production of  
methanol and the derivative DME to facilitate market entry.
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During 2006, JDME made substantial 
progress on key initiatives in Japan, 
including the sanctioning of  a DME 
Promotion Plant at Niagata, and 
commenced negotiations within Asia 
for DME supply. In conjunction 
with other potential plants, the PNG 
Government and key suppliers, the 
methanol/DME plant proponents 
and Oil Search advanced plans for 
the creation of  an industrial park, to 
be located near Port Moresby, with 
shared infrastructure facilities capable 
of  servicing multiple industries. 
Discussions also took place on land 
acquisition and access issues, and on 
domestic gas processing policy.

Ammonia/Urea plant with 
the Oswal Group
In August 2006, Oil Search 
entered into a Memorandum of  
Understanding (MOU) with Oswal 
Projects for the supply of  50 PJ of  
gas per annum to a proposed world 
scale ammonia/urea plant, to be co-
located with the proposed methanol/
DME plant near Port Moresby.
Oswal commenced a comprehensive 
feasibility study of  the proposed 
plant during 2006. Oswal Projects is 
affi liated with the Oswal Group of  
Companies in India and is the primary 
stakeholder in the Burrup fertiliser 
facility in Western Australia. 

Work progressed during the year 
on site issues, in conjunction with 
other prospective plant proponents, 
engineering studies and gas supply 
arrangements. Discussions on 
converting the Memorandum of  
Understanding into an Indicative 
Terms Agreement were also initiated.

LIQUIDS CYCLING
As part of  a gas appraisal programme, 
two wells are being drilled on the 
Juha fi eld during 2007. Juha is already 
a large gas fi eld with a high liquids 
content. There is potential for a liquids 
cycling project on the fi eld, as a pre-
cursor to its development as a source 
of  gas for LNG. This would provide 
early cash fl ows from liquids, prior 
to fi rst gas. Subject to the results of  
the drilling programme, this is a high 
priority development for Oil Search.

OTHER GAS INITIATIVES
During early 2006, Oil Search 
continued to work on the proposed 
supply of  Compressed Natural Gas 
(CNG) to markets in New Zealand. 
However, given this project was 
dependent on the PNG Gas Project 
moving forward, to enable gas delivery 
via Gladstone, work has now been 
suspended. The Company anticipates 
that its experience with CNG will 
stand it in good stead to participate 
in selected regional opportunities 
for CNG supply, if  they arise, and it 
continues to evaluate the delivery of  
CNG from Kutubu, or an associated 
fi eld, to niche markets.

Approaches were received during 
2006 from several parties wishing to 
secure gas supply for large and small 
projects, ranging from aluminium 
smelting to Gas-to-Liquids conversion 
plants, including potential gas supply 
for regional power initiatives within 
PNG. These are being evaluated but 

are seen to be of  lower priority than the 
LNG, methanol/DME and fertiliser 
opportunities at this time.

The depth of  interest in PNG as 
an international gas supply source 
and as a place for investment by 
international industrial players refl ects 
the strength of  the gas marketplace 
and the geopolitical advantages seen 
by many considering diversifying their 
investment portfolios in, and into, the 
Asia-Pacifi c region. Commensurate 
with the strong regional demand shown 
from a variety of  potential gas users 
and developers, the Company has 
embarked on an aggressive programme 
of  gas exploration and appraisal, aimed 
at proving up further contractable gas 
from its PNG portfolio, and this effort 
will continue in 2007.

Plans for 2007:
•   Complete an assessment of  the 

various development alternatives 
and decide which gas project/
projects to pursue.

•   Undertake a gas exploration and 
appraisal programme in PNG in 
order to prove up additional reserves 
to underpin the Company’s gas 
commercialisation efforts.

•   Continue to align with credible 
partners who are focussed on 
project delivery and with the PNG 
Government’s gas development 
aspirations

• Review further the potential of  a 
Juha liquids cycling project, subject 
to the results of  the appraisal 
programme.

OIL SEARCH’S KEY PNG GAS INTERESTS as at 31 December 2006

Field Licence

Estimated 
gross 2P gas 
resource (tcf)

Oil Search 
Interest % Operator

Hides PDL 1/PRL 11/PRL 12 5.3 27.5 ExxonMobil
Angore PRL 11 1.2 52.5 ExxonMobil
Kutubu/Agogo PDL 2 1.5 60.0 Oil Search
Juha PRL 2 1.0 31.5 ExxonMobil
Kimu PRL 8 0.9 44.6 Oil Search
Barikewa PRL 9 0.8 42.5 Santos
P’nyang PRL 3 1.2 38.5 ExxonMobil
Pandora PRL 1 0.9 5.0 Talisman
Uramu PRL 10 0.4 49.6 Oil Search
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JUHA 5, APPRAISAL DRILLING, PNG
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  Oil Search has commenced a 
gas exploration and appraisal 
programme with two wells on 
the Juha fi eld, to support its 
gas commercialisation efforts  
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A
growth throu

A key element of  Oil Search’s growth strategy is to replace 
and increase reserves through an active exploration 
programme. After a phase of  acreage acquisition, seismic 
and prospect selection, Oil Search has commenced the 
largest exploration drilling campaign ever undertaken in the 
Company’s history. During 2006, eleven wells commenced 
drilling, in PNG, Yemen, Egypt and Iraq, of  which six were 
still underway at year end.

The initial results of  the programme have been highly 
encouraging with Company’s fi rst well in Egypt, Shahd-1 
in the East Ras Qattara block, discovering oil. This was 
shortly followed by a further discovery in the same block 
and two oil discoveries in Area A in Egypt. These successes 
support the Company’s view that there is potential to add 
considerable value to Oil Search through its exploration 
activities.

The increased level of  drilling activity is a culmination 
of  considerable work, to build a balanced portfolio of  
acreage, in PNG, the Middle East and North Africa, and 
to mature a range of  prospects, with differing risk/reward 
characteristics. The Company further expanded its portfolio 
during 2006, acquiring interests in acreage in Yemen, 
Egypt and Iraq, and continues to seek additional acreage in 
areas with proven hydrocarbon systems, near-term drilling 
opportunities and acceptable fi scal terms. 

During 2007, Oil Search expects to drill at least 20 
exploration and appraisal wells in the Middle East and 
North Africa, with the focus primarily on oil targets. In 
PNG, up to ten wells are planned, of  which six are gas 
wells, with the objective of  proving up and discovering 
further gas resources to underpin the Company’s PNG gas 
commercialisation efforts. 

CONDUCTING LIBANO/MOSA DEEP SEISMIC ACQUISITION IN  PNG
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gh exploration
PNG
During 2006, a range of  exploration 
activities, encompassing geological 
fi eldwork, seismic acquisition, well site 
construction and drilling, took place 
on licences extending from PPL 239 
onshore PNG in the far northwest, 
to PPL 234 located offshore in the 
Gulf  of  Papua. Activities included 
the following:

Drilling
Drilling commenced in July 2006 on 
the Arakubi prospect in PDL 2, using 
the Oil Search-owned Rig 2. Arakubi 
is located approximately 2 kilometres 
from Kutubu and is estimated to 
contain around 20 mmbbl of  reserves. 
Unfortunately, the well experienced 
diffi culties during drilling which 
resulted in irreparable damage to the 
drill rig, and the well was consequently 
abandoned. Arakubi remains untested, 
with drilling expected to resume in the 
third quarter of  2007.

Late in 2006, Juha 5, the fi rst of  two 
Juha appraisal wells, commenced 
drilling. The Juha gas/condensate 
fi eld was discovered in the 1980s 
and currently has estimated 
proven and probable (2P) resources 
of  approximately 1 tcf  and 60 
mmbbl of  associated condensate. 
The aim of  Juha 5 is to defi ne 

HELIPAD FOR LIBANO/MOSA DEEP SEISMIC LINE
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the hydrocarbon water contact of  the existing Juha 
accumulation, while the second well, Juha 4, will target an 
untested block which may be in communication with the 
existing wells. If  both wells are successful, the 2P resources 
in Juha could increase to more than 3 tcf, with more than 
150 mmbbl of  associated condensate. The wells will also 
gather important information on fl uid and rock properties 
and the condensate yield. 

Site preparation began in 2006 for the Kutubu 2 and 
NW Paua wells which will be drilled in 2007. These 
prospects are both close to existing infrastructure and have 
estimated reserves of  30-50 mmbbl and 50-100 mmbbl 
respectively. 

Seismic
A major seismic programme was undertaken in PPL 239 
in the Foreland area, with 260 kilometres of  data acquired 
to provide more information on the Honinabi and Mogulu 
gas/condensate leads. The data is being interpreted and is 
expected to lead to a decision on the location of  a well, to 
be drilled in 2007. A 100 kilometre 2D seismic acquisition 
programme in the Highlands area commenced in late 2006 
in PDL 2 and PPL 219, to address the Libano and Mosa 
Deep leads. This programme will be extended in 2007 to 
cover the Agogo fi eld which currently has no seismic data. 
Over 2,000 kilometres of  2D data was acquired offshore 
in the Gulf  of  Papua as part of  a larger survey conducted 
by Fugro Multi Client Services Ltd. This data is being 
interpreted to assess possible drilling targets in PPL 234 
for 2008/09.

Fieldwork
40 kilometres of  geological fi eldwork data was acquired 
over the Barikewa gas discovery, on behalf  of  the PRL 9 
joint venture. The data will be used to produce new maps 
and volume estimates for this poorly constrained gas 
discovery. If  the results are positive, the Company intends 
to conduct appraisal drilling in 2007/08.

Plans for 2007
•   Complete the two well Juha drilling programme and 

conduct further appraisal of  the fi eld, including seismic 
acquisition, in late 2007.

•   Drill Kutubu 2, NW Paua, Arakubi and Wasuma (which 
are all targeting oil), and undertake gas appraisal drilling 
on Korobosea, Barikewa, Kimu and possibly Mogulu.

•   Complete the Highlands seismic programme and acquire 
new seismic in the Forelands and offshore PNG areas.

•   Participate in the 2007 PNG Offshore Licencing Bid 
Round.

YEMEN
Oil Search expanded its exploration acreage portfolio in 
Yemen further during 2006, with the formal award of  an 
interest in Block 3 and a farm-in to Block 49. Oil Search 
is now one of  the largest acreage holders in Yemen, with 
licence interests both onshore and offshore. During 2006, 
technical studies were undertaken across all Oil Search-
operated blocks to mature an inventory of  drillable 
prospects, and the Company subsequently commenced 
a major exploration drilling programme in November. 
Oil Search has contracted a rig for six fi rm wells and four 
contingent wells for this programme, which it anticipates 
will continue throughout 2007.

Block 49
Oil Search farmed into Block 49, operated by CCC, in late 
2006. A drilling programme, comprising two exploration 
wells, commenced in November. While the fi rst well was 
a dry hole and plugged and abandoned, the second well 
encountered signifi cant residual oil shows which gave the 
joint venture suffi cient encouragement to drill a third well, 
the Kasad-1 well, which was spudded in January 2007. 

Block 35
In Block 35, technical studies undertaken during 2006 
identifi ed a number of  attractive prospects within the block. 
Two wells, Reeb-1 and Al Magrabah-1, will be drilled in 
2007 at the conclusion of  the Block 49 programme.

Block 3
Block 3 was formally awarded to an Oil Search-operated 
joint venture in June 2006 and technical studies are 
underway to mature at least two exploration prospects for 
inclusion in the 2007 drilling programme. Since the block 
was captured, a signifi cant oil discovery has been made in 
the basement along trend in the adjacent Block S2, which 
has signifi cantly high-graded the prospectivity of  Block 3. 
Block 3 is located close to existing oil fi elds, which would 
allow rapid development in the event of  any discoveries.

Blocks 7 and 74
Oil Search won Blocks 7 and 74 in the 2005 Yemen 
International Bid Round. Both blocks are progressing 
through the ratifi cation process and it is anticipated that 
they will be formally awarded in mid-2007. As with Block 3, 
both blocks are located close to existing oil fi elds.

Block 15
The drilling of  two wells, Riyan-1 and Suad-1, in offshore 
Block 15, delayed from 2006 due to the late arrival of  the 
drillship, will be drilled in the fi rst half  of  2007. Both wells 
will test large but relatively high risk structures.
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Block 43 
A 3D seismic acquisition programme 
in the DNO-operated Block 43, over 
the Nabrajah Field and a number 
of  exploration prospects which lie 
on trend, was completed during the 
year. The seismic data, together with 
the results of  extensive technical 
studies on the Naifa and Basement 
reservoirs, is being used to locate 
future production wells on Nabrajah 
and to mature a number of  nearby 
exploration opportunities which, if  
successful, could be produced through 
the Nabrajah facilities.

Shortly after year end, the Shaibah-1 
exploration well was spudded in the 
southern area of  Block 43. While high 
gas levels were observed, the well was 
dry and subsequently plugged and 
abandoned. 

Plans for 2007:
•   Complete the Oil Search-operated 

onshore Yemen drilling programme 
with the drilling of  fi ve further 
exploration wells.

•   Drill two wells in Block 15, 
Oil Search’s fi rst offshore operated 
wells in Yemen.

•   Prepare for the rapid appraisal and 
development of  any discovery.

•   Participate in two/three basement 
appraisal and exploration wells in 
Block 43.

EGYPT
During 2006, Oil Search commenced 
exploration drilling in Egypt. The 
fi rst well to be drilled, Shahd-1 in 
the East Ras Qattara Block in the 
Western Desert, discovered oil, and 
was followed by another oil discovery, 
Kareem Nubia-1 in Area A in the 
Eastern Desert. Together with further 
discoveries in 2007, these early 
successes have provided signifi cant 
encouragement for the programme. 
Expansion of  the Company’s 
Egyptian asset base continued, with 
Oil Search being awarded a 30% 
interest in Mesaha, in southern Egypt. 
The block overlies the undrilled 
Mesaha basin, which is believed to be 
analogous with the productive Libya 
and Sudan basins.

East Ras Qattara
Shahd-1 was spudded in November 
2006 in the East Ras Qattara Block, by 
operator SiPetrol Ltd, and discovered 
oil. The well confi rmed the presence 
of  a working hydrocarbon system in 
a previously poorly explored area of  
the Western Desert. Shahd-1 has been 
completed and suspended awaiting 
approval of  a development plan by 
the joint venture and the Egyptian 
Government. The second well in the 
block, Ghard-1, drilled in early 2007, 
also discovered oil in similar horizons. 
These discoveries have signifi cantly 
upgraded the potential of  East Ras 
Qattara, and the joint venture plans 
to drill an additional three to six wells 
and acquire additional 3D seismic on 
the block during 2007.

Area A
Oil Search’s second discovery in 
Egypt occurred at Kareem Nubia-
1 in Area A, located onshore in 
the Eastern Desert, adjacent to the 
prolifi c Gulf  of  Suez fi elds. While the 
primary objective was water-wet, the 
well encountered hydrocarbons in 
reservoirs already producing in other 
fi elds in Area A, and is expected to 
be completed for production. In early 
2007, the second exploration well, 
Yusr Nubia-1, discovered oil in the 
secondary objective, and is currently 
being tied-in to the production system.

Also during 2006, a high resolution 
aeromagnetic survey was conducted 
and reprocessing of  3D and 2D 
seismic data was completed. 

An aggressive exploration and 
development programme is planned 
for Area A over the balance of  
2007 and into 2008, in line with 
Oil Search’s service agreement with 
the Egyptian national oil company, 
GPC. This will include the drilling of  
two to three exploration wells and the 
acquisition of  additional 2D seismic.

Plans for 2007
•    Continue drilling exploration 

prospects in Area A.
•   Target early production from the 

East Ras Qattara discovery and 
further explore and appraise the 
potential of  the area.

• Commence fi eld and geological 
studies on the Mesaha block.

LIBYA AND IRAQ
In Libya, preparations for the 
acquisition of  seismic data and 
drilling in Area 18, offshore Tripoli, 
continued. It is anticipated that seismic 
acquisition will commence in the 
fi rst quarter of  2007 and, subject to 
rig availability, drilling on the Caliph 
prospect will take place in the fi rst 
quarter of  2008.

During 2006, Oil Search purchased 
a 10% indirect interest in the Bina 
Bawi Exploration and Production 
Sharing Agreement (EPSA) located 
in the Kurdistan region of  northern 
Iraq. The Bina Bawi EPSA is at the 
northern end of  the oil and gas prolifi c 
Zagros Foldbelt, and is approximately 
90 kilometres north of  the super 
giant Kirkuk oil fi eld and on trend 
with recent oil discoveries. Drilling 
on a large anticline commenced in 
2006, and oil shows were encountered 
in shallow sediments. The well has 
reached its total depth and is being 
tested, with a follow-up well being 
considered. 

Plans for 2007:
•   Complete seismic acquisition and 

continue well planning in Area 18, 
Libya.

•    If  warranted, drill a follow-up well 
on the Bina Bawi EPSA in Iraq.
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EXPLORATION DRILLING ON BLOCK 49, YEMEN
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  An expanded exploration 
programme in the Middle East 
and North Africa has the 
potential to add signifi cant 
value to Oil Search  

SEISMIC ACQUISITION, YEMEN

SEISMIC ACQUISITION, YEMEN ENERGY SEARCHER, CONTRACTED FOR BLOCK 15 
DRILLING, OFFSHORE YEMEN
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E
2006 reserves

Each year since 1998, Oil Search has commissioned 
Netherland Sewell and Associates (NSA) in Dallas to review 
the Company’s oil and gas reserves, in order to provide 
an independent and consistent analysis of  the Company’s 
key assets. This work provides a fully independent view 
on commercial oil and gas reserves, future production 
profi les and costs, and is required as part of  the Company’s 
corporate governance processes. It also provides the Board 
and the Company’s banking syndicate with certainty and 
assurance in relation to the oil and gas production assets. 

Based on NSA’s audit, as at 31 December 2006, Oil Search 
had proven (1P) reserves of  61.4 million barrels of  oil 
equivalent (mmboe), and proven and probable (2P) reserves 
of  81.7 mmboe. The Company also had 941.5 mmboe, 
comprising gas and associated liquids, in its resource 
inventory. The Company’s total 2P oil and gas reserves plus 
gas and associated liquids resources were 1,023.2 mmboe. 

STORAGE FACILITIES, NABRAJAH, YEMEN
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review

The NSA audit is conducted using the 
reserve defi nitions and standards of  
the Society of  Petroleum Engineers 
(SPE) on a Proven (1P) and Proven 
plus Probable (2P) basis (see Glossary 
on p117 for defi nitions). NSA 
independently reviews the basis for 
reserves reported for each fi eld. Such 

reviews generally include verifi cation 
of  Original Oil-in-Place from 
calibration of  the geological model, 
estimation of  petrophysical parameters 
from logs and cores, and formation 
volume factors from available 
fl uid analyses. This is followed by 
estimation of  production performance 
from models of  oil and gas rates 
over time or from results of  reservoir 
simulation studies. NSA reviews Oil 
Search’s estimation of  future operating 
expenses and capital expenses required 
to achieve production forecasts to 
ensure that they are reasonable and 
that appropriate economic limits 
have been applied. NSA generally 
maintains its own models to verify 
its audits.

The Company’s proven reserve 
base, as at 31 December 2006, was 
61.4 mmboe, 28% lower than at year 
end 2005. This primarily refl ected 
the sale of  a range of  assets to AGL, 
effective in early 2006, which reduced 
Oil Search’s 1P reserves by 13.4 
mmboe, and 2006 production of  
10.2 mmboe. In addition, there were 
some downward revisions of  gross 
1P reserves at SE Mananda, Gobe 
Main and SE Gobe, counterbalanced 
by an increase at Kutubu. 

The Company’s 2P reserves were 
81.7 mmboe, a decrease of  27% on 
2005 levels. Again, this was largely 
due to the AGL asset sale, which 
reduced reserves by 18.3 mmbbl at 
the 2P level, 2006 production, and 

the SE Mananda, Gobe Main and 
Nabrajah reserves revisions.

Based on 2006 production, the 
Company’s reserves cover is six years 
on a 1P basis and eight years on a 
2P basis.

The key factors infl uencing the 
reserves are as follows:

KUTUBU (INCLUDING AGOGO)
Kutubu gross recoverable 1P reserves 
were revised upwards by 1.6 mmbbl 
to 337.7 mmbbl, and 2P reserves up 
by 1.0 mmbbl to 347.9 mmbbl. This 
was due to a strong fi eld performance 
during the year and follows a 13.2 
mmbbl increase in gross 2P reserves 
booked in 2005. After cumulative 
production of  302.1 million barrels, 
total remaining recoverable 2P 
reserves as at 31 December 2006 were 
45.8 mmbbl, of  which Oil Search’s 
share was 27.5 mmbbl. 

The results of  the recent UDT 7 well, 
which have proven up an easterly 
extension of  the Usano reservoir, have 
not yet been fully incorporated into 
NSA’s models and, subject to well 
performance over the year, may lead 
to a further upgrade in reserves at 
the end of  2007. The Kutubu asset 
team has identifi ed a range of  infi eld 
development opportunities, both in 
the Usano area and other parts of  the 
fi eld, and is planning an aggressive 
workover and drilling campaign 
scheduled to commence in the second 
half  of  2007. 

GREATER MORAN 
Gross recoverable 1P and 2P reserves 
at Moran, including NW Moran, as at 
31 December 2006, were unchanged 
from the previous year, at 85.0 and 
110.0 mmbbl respectively. Following 
gross cumulative production of  
42.0 mmbbl, remaining recoverable 
2P reserves were 68.0 mmbbl. 
Oil Search’s share of  remaining 
recoverable reserves was 33.7 mmbbl. 
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SE GOBE
SE Gobe gross recoverable 1P and 2P reserves were 
downgraded slightly, by 0.3 mmbbl to 40.6 mmbbl, and 
0.2 mmbbl to 43.1 mmbbl respectively. This follows the 
substantial reserves additions booked last year, a result of  
the discovery of  the SE Gobe Wedge area, a new oil pool 
located between SE Gobe and Saunders. Gross remaining 
recoverable 2P reserves at SE Gobe as at 31 December 
2006 were 8.6 mmbbl, of  which Oil Search’s share was 2.2 
mmbbl. 

GOBE MAIN
Following the results of  the GM 7 well, which encountered 
structural complications in the Upper Iagifu reservoir, Gobe 
Main gross 1P recoverable reserves were downgraded by 1.2 
mmbbl to 27.8 mmbbl, while 2P reserves were also reduced, 
by 2.0 mmbbl to 29.0 mmbbl. 

As at the end of  2006, 25.2 mmbbl gross reserves had been 
produced from the fi eld, leaving remaining recoverable 2P 
reserves at 3.8 mmbbl (Oil Search’s share 0.4 mmbbl). 

SE MANANDA 
Following nine months of  production performance at SE 
Mananda, which has been weaker than predicted, both 1P 
and 2P reserves were revised downwards, by 0.9 mmbbl and 
1.7 mmbbl, to 2.2 mmbbl and 3.4 mmbbl respectively. 

As at the end of  2006, Oil Search’s share of  remaining 
recoverable 2P reserves was 1.9 mmbbl, on gross remaining 
recoverable reserves of  2.6 mmbbl.

NABRAJAH, YEMEN
Gross recoverable reserves in the Nabrajah fi eld in Block 43 
in Yemen increased from 6.8 mmbbl at the end of  2005 to 
7.3 mmbbls on a 1P basis, but decreased from 10.0 mmbbls 
to 8.4 mmbbls on a 2P basis. This was due to a downgrade 
in Basement/Kholan reserves following the failure of  three 
Basement appraisal wells drilled during the year to fl ow oil 
at commercial rates. After cumulative gross production of  
4.4 mmbbl, remaining recoverable gross 2P reserves were 
4.0 mmbbl. 

Based on geological studies and 3D data undertaken during 
2006, appraisal activity is planned of  the Basement during 
2007, with the objective of  further delineating the structure 
and identifying connected, productive formations, which 
could result in reserves additions in future.

Block 43 is subject to a Production Sharing Contract (PSC) 
and Oil Search reports its net reserves on an entitlement 
basis, that is after deduction of  oil attributable to the 
Government and to other joint venture participants. Based 
on production forecasts, an assumed oil price of  US$50/bbl 
and the Company’s 28.3% net revenue participation in 
the Joint Venture, the Company’s net 1P reserves as at end 
2006 were 0.6 mmbbl and 2P reserves were 0.8 mmbbls. 
It should be noted that under the PSC terms, in certain 
circumstances higher oil prices yield lower net reserves for 
the same production forecast because less barrels of  oil are 
required to recover costs.

2006 ANNUAL RESERVES STATEMENT
Proven Reserves Statement

Field
End 2005
Reserves Production

Discoveries/
Extensions/

Revisions
Acquisitions/
Divestments

End 2006
Reserves

PDL 2 – Kutubu 28.6 3.5 1.0 -4.7 21.4
PDL 2 – SE Mananda 2.6 0.6 -0.6 -0.4 1.0
PDL 2/5 – Greater Moran 27.6 3.7 0.1 -2.6 21.3
PDL 4 – Gobe Main 3.6 0.1 -0.1 -3.1 0.3
PDL 3/4 – SE Gobe 4.9 0.7 -0.1 -2.5 1.5
PDL 1 – Hides 16.3 1.0 0.0 0.0 15.3
Yemen Block 43 1.1 0.6 0.1 0.0 0.6

Total 84.7 10.2 0.4 –13.4 61.4

Proven & Probable Reserves Statement

Field
End 2005
Reserves Production

Discoveries/
Extensions/

Revisions
Acquisitions/
Divestments

End 2006
Reserves

PDL 2 – Kutubu 36.4 3.5 0.6 -6.0 27.5
PDL 2 – SE Mananda 4.2 0.6 -1.2 -0.6 1.9
PDL 2/5 – Greater Moran 41.2 3.7 0.2 -4.0 33.7
PDL 4 - Gobe Main 5.3 0.1 -0.2 -4.6 0.4
PDL 3/4 - SE Gobe 6.1 0.7 0.0 -3.2 2.2
PDL 1 - Hides 16.3 1.0 0.0 0.0 15.3
Yemen Block 43 1.8 0.6 -0.3 0.0 0.8

Total 111.3 10.2 -1.0 -18.3 81.7
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AREA A, EGYPT
Oil Search took over operatorship of  
Area A in Egypt in mid-2006.  It has a 
service contract agreement with GPC, 
the Egyptian national oil company, 
and will share in any production over 
an agreed baseline level.  The Kareem 
Nubia-1 and Yusr Nubia-1 exploration 
wells drilled in late 2006/early 2007 
have successfully discovered oil and 
are awaiting tie-in.  In addition, an 
active development programme is 
underway. Given the very early stage 
of  this programme, as at year end 
2006, NSA has not made an estimate 
of  reserves for Area A. Oil Search 
estimates internally that gross 
recoverable reserves are approximately 
10.3 mmbbl, 2.6 mmbbl net to 
Oil Search.

EAST RAS QATTARA, EGYPT 
The Shahd-1 and Ghard-1 
exploration wells drilled in 2006 and 
early 2007 both discovered oil. The 
exploration programme is expected 
to continue with another three or 
more wells in 2007 and a development 
programme for the Shahd-1 is under 
preparation. Given the early stage 
of  these programmes at year end 
2006, no estimation of  reserves has 
been prepared by NSA. Oil Search 
estimates internally that gross 
recoverable reserves for Shahd-1 are 
approximately 2.6 mmbbl, 0.7 mmbbl 
net to Oil Search.

OIL AND GAS RESOURCES
As at the end of  2006, Oil Search’s 
2P resources, comprising gas and 
associated oil and liquids, totalled 
941.5 mmboe, taking the Company’s 
total 2P reserves and resources to 
1,023.2 mmboe. 

The following table summarises the 
Company’s Reserves and Resources as 
at 31 December 2006:

2006 RESERVES AND RESOURCES
as at 31 December 2006(1)

Net to Oil Search Oil Search 
Limited 
Equity

Proven Proven & Probable

Licence/Field
Oil (2)

million bbls
Gas (3)

Bscf
BOE (4)

million bbls
Oil (2)

million bbls
Gas (3)

Bscf
BOE (4)

million bbls

Reserves
PDL 2 – Kutubu 60.0%  21.4  –  21.4  27.5  –  27.5 
PDL 2 – SE Mananda (5) 72.3%  1.0  –  1.0  1.9  –  1.9 
PDL 2/5 – Greater Moran (6) 49.5%  21.3  –  21.3  33.7  –  33.7 
PDL 4 – Gobe 10.0%  0.3  –  0.3  0.4  –  0.4 
PDL 3/4 – SE Gobe 25.6%  1.5  –  1.5  2.2  –  2.2 
PDL 1 – Hides (7) 100.0%  1.9  80.5  15.3  1.9  80.5  15.3 
Yemen Block 43 (8) 28.3%  0.6  –  0.6  0.8  –  0.8 
Subtotal Reserves 48.0  80.5 61.4  68.3  80.5  81.7 

Resources
PDL 2 – Kutubu/SE Mananda 60.0%/72.3%  64.5  706.0  182.1 
PDL 2/5 – Greater Moran 49.5%  13.1  133.2  35.3 
PDL 4 – Gobe 10.0%  1.5  13.2  3.7 
PDL 3/4 – SE Gobe 25.6%  7.7  59.3  17.6 
PDL 1 – Hides (8) 27.5%  25.7  1,424.1 263.1
PRL 8 – Kimu 44.6%  -    307.6  51.3 
PRL10 – Uramu 49.6%  1.0  158.1  27.3 
PRL11 – Angore 52.5%  16.3  608.6  117.7 
Other (9) various  46.6  1,180.4  243.3 
Subtotal Resources –  –  – 176.4 4,590.6 941.5

Total Reserves and Resources  48.0  80.5  61.4 244.7 4,671.1 1,023.2

NOTE:

(1) Numbers may not add due to rounding

(2) Oil includes crude oil, condensate and natural gas liquids

(3) Sales gas reserves are quoted. Raw gas reserves can be obtained by increasing sales gas reserves by approximately 12.7%

(4) Oil equivalent barrels incorporate oil, gas liquids and sales gas

(5) Oil reserves certified by NSA as at end 2006 

(6) Oil reserves after PNG Government back-in to PDL 5. Includes production from NW Moran PPL 219 

(7) Hides reserves associated with the Gas to Electricity Project only

(8)  Hides raw gas resource certified by NSA in 2006. Hides liquids volume is the estimated field condensate associated with the raw gas resource. The yield of 
additional liquids and shrinkage from gas processing will be determined once a development project is defined.

(9)  Other Resources comprises the Company’s other fields, for example SE Hedinia, Juha, P’nyang, Pandora and Barikewa. Sales gas estimates for these fields 
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PNG LICENCE INTERESTS as at 31 December 2006

Licence Field
Oil Search 
Interest % Operator Joint Venture Partners

Petroleum Development Licences (PDL)
PDL 1 Hides 21.50 ExxonMobil Santos
PDL 2 Kutubu, Moran 60.05 Oil Search ExxonMobil, Merlin, AGL, MRDC
PDL 2 – SE Mananda JV SE Mananda 72.27 Oil Search AGL, Merlin, MRDC
PDL 3 SE Gobe 36.36 Santos Southern Highlands, Cue, MRDC
PDL 4 Gobe Main, SE Gobe 10.00 Oil Search AGL, ExxonMobil, Merlin, MRDC
PDL 5 Moran 40.69 ExxonMobil Eda, MRDC
SE Gobe Unit PDL 3/PDL 4 25.55 Oil Search AGL, Santos, Southern Highlands, Cue, ExxonMobil, 

Merlin, MRDC
Moran Unit PDL 2/PDL 5 49.40 Oil Search AGL, Merlin, ExxonMobil, Eda, MRDC

Pipeline Licences (PL)
PL 1 100.00 Oil Search –
PL 2 60.05 Oil Search ExxonMobil, Merlin, AGL, MRDC
PL 3 17.78 Oil Search AGL, ExxonMobil, Merlin, Santos, Southern 

Highlands, Cue

Petroleum Retention Licences (PRL)
PRL 1 Pandora 5.00 Talisman ExxonMobil, Command, Claremont, Pacrim, Secab
PRL 2 Juha 31.51 ExxonMobil Merlin
PRL 3 P’nyang 38.51 ExxonMobil Merlin
PRL 8 Kimu 44.64 Oil Search Mosaic, Gedd, Omati
PRL 9 Barikewa 42.55 Santos Cue
PRL 10 Uramu 49.55 Oil Search Woodside, Gedd
PRL 11 Angore 52.50 ExxonMobil –
PRL 12 Hides 52.50 ExxonMobil –

Petroleum Prospecting Licences (PPL)
PPL 188 90.00 Oil Search Gedd
PPL 190 62.56 Oil Search Cue, Murray
PPL 219 37.50 Oil Search ExxonMobil, Merlin
PPL 233 52.50 ExxonMobil
PPL 234 100.00 Oil Search
PPL 239 100.00 Oil Search
PPL 240 70.00 Oil Search Gedd, Horizon
PPL 244 40.00 Talisman IOR, Drillsearch Energy, InterOil

See map on page 19 for locations.
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MIDDLE EAST/NORTH AFRICA LICENCE INTERESTS as at 31 December 2006

Licence Field
Oil Search 
Interest % Operator Joint Venture Partners

Yemen
Block 3 60.00 Oil Search Petoil, Yemen General Corporation for Oil & Gas
Block 7* 34.00 Oil Search Kufpec, Voyager, Adelphi, Yemen General Corporation 

for Oil & Gas
Block 15 50.00 Oil Search Kufpec, Yemen General Corporation for Oil & Gas
Block 35 42.50 Oil Search Sipetrol, Virgin, Yemen General Corporation for Oil & 

Gas
Block 43 Nabrajah 28.33 DNO Yemen General Corporation for Oil & Gas
Block 49 31.75 CCC Yemen General Corporation for Oil & Gas
Block 74* 34.00 Oil Search Kufpec, Voyager, Adelphi, Yemen General Corporation 

for Oil & Gas

Egypt
Area A Yusr, Kareem, Ayun, 

El Khalig, Shukheir
100.00 Oil Search –

East Ras Qattara 49.50 Sipetrol –
Mesaha 30.00 Melrose Hellenic

Iraq
Bina Bawi** 10.00 A&T Hawler, Calibre

Libya
Area 18 30.00 Petrobras –

* Awaiting grant

** Oil Search owns 20% of A&T, convertible to a 10% direct interest in July 2007

See map on page 20 for locations.
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A
social

As a company that specialises in operating in developing 
countries, Oil Search recognises that it has a range of  
responsibilities to its many stakeholders. The Company 
wishes to leave a positive, long-term legacy in all the areas 
in which it operates, by actively contributing to the social, 
environmental and economic situation of  the impacted 
communities and surrounding area.

The Company’s core values in underpinning this 
commitment are:

•   Making safety, people and the environment its 
fi rst priority.

•  Striving for excellent performance with 
continuous  improvement.

•  Respecting the culture and diversity of  all people.

HEALTH, SAFETY, THE ENVIRONMENT 
AND SECURITY (HSES)
2006 was an encouraging year for HSES within 
Oil Search, with improvements and successes across most 
of  the Company’s activities. Despite the pleasing overall 
performance in 2006, there was a tragic helicopter crash 
in April, where three Oil Search contractors lost their 
lives and four were seriously injured, which underlines the 
importance of  continually striving to improve the safety 
culture within the Company.

THE PRISTINE ENVIRONMENT OF PNG’S TROPICAL RAINFOREST
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Oil Search and its contractors 
achieved an improvement in health 
and safety performance during 2006, 
despite the very challenging operating 
environments and a signifi cant 
increase in activity levels. The Total 
Recordable Injury Frequency Rate 
(TRIFR) achieved for 2006 was 2.31 
per million hours worked. This result 

represented an improvement on 
the 2005 performance, of  2.38 per 
million hours worked, and compares 
favourably against the average TRIFR 
of  5.2 per million hours worked, 
achieved by Oil Search’s peer group, 
the Australian Petroleum, Production 
and Exploration Association (APPEA).

responsibility
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The Company’s goal for its employees and contractors is for 
all to return home safely every day. During 2006, Oil Search 
matured a number of  internal strategies to further build on 
its already strong HSES culture. This included:

•   Improving its crisis and emergency capability, 
competency, procedures and systems.

•   Promoting a greater understanding and actioning of  
the Company’s objective of  Incident Free Operations. 

•   Ensuring clarity and direction from the annual 
HSES plans.

•   Continuing to provide world class community health and 
medical services, and health and wellbeing services for the 
Company’s workforce.

•   Consolidating security management practices.
• Improving accountability for HSES.
• Communication of  HSES issues at all levels of  the 

organisation.
• Technical competency, education and training of  the 

workforce.
• The development of  a number of  asset-based procedures.

A key activity during the year was the implementation of  
a driver safety programme. This included an awareness 
campaign, training workshops, fatigue monitoring, 
maintenance schedules and traffi c management systems. 
The number of  driver-related incidents has consequently 
reduced signifi cantly throughout the Company. A major 
programme on preventing dropped objects from drilling 
derricks was also developed, involving training and 
inspection routines.

The hazard identifi cation and ‘near miss’ programmes 
established in 2004, which encourage employees to report 
any hazards they fi nd during their work activity and report 
‘near miss’ events, were again very successful in 2006, and 
continue to provide valuable information in preventing 
future incidents.

After an extensive investigation by Oil Search and PNG 
Aviation authorities, it has been determined that the tragic 
helicopter crash that occurred in 2006 was a Controlled 
Flight into Terrain due to human factors with inadvertent 
entry into Instrument Meteorological Conditions. Further 
to the accident, a number of  learnings and improvements 
to aviation safety management within Oil Search have been 
implemented. These include:

•   A fl ight-following system review.
•   Improved pilot recruitment and training.
•   Local conditions familiarisation. 
•   A management Aviation Review Board.
•   Improved communication and review of  aviation 

contractor operating and maintenance schedules.
•   Ongoing audits of  aviation providers.
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Other incidents to occur in PNG 
during the year included a fi re at the 
Agogo Processing Facility, which shut 
down production for four days, and 
a small oil spill, of  approximately 
fi ve barrels, at the Kumul loading 
terminal. Both were dealt with swiftly, 
according to the Company’s policies 
and procedures. Lessons learnt from 
these incidents have been included 
into the Company’s operating and risk 
management plans for 2007.

With the expansion of  the Company’s 
Middle East activities, Oil Search 
continued to develop and mature  

its security, crisis management and 
risk management arrangements 
and capability in that region. Risk 
events and emergency scenarios were 
assessed and tested throughout the 
year. Support was provided to the New 
Venture business areas in the form 
of  due diligence activities associated 
with the analysis of  country-specifi c 
strategic security challenges.

Oil Search also continued to develop its 
environmental policies, management 
systems, controls and procedures 
during the year. The Company’s goal 
is to cause no lasting damage to the 

environment and to protect local 
fauna and fl ora in the areas in which 
it operates. Work undertaken included 
an external review against ISO 14001 
Environmental Management 
Standards and Equator Principles by 
an independent consultant. The action 
items arising from the gap analysis 
are currently being implemented, and 
Oil Search is proceeding with formal 
ISO 14001 Certifi cation, expected to 
be achieved by the end of  2008.

The Company continued its work in 
partnership with the World Wildlife 
Fund (WWF) in PNG on a range 
of  projects including the promotion 
of  biodiversity and conservation 
awareness. A new four-year 
programme in the Kikori Basin in 
conjunction with WWF will integrate 
components of  ecosystem and riverine 
catchment management programmes 
for the entire basin.

Other activities in PNG over the year 
included the following:

•   Rehabilitation of  SE Mananda and 
NW Moran development sites.

•   A study of  the biology, ecology, 
reproductive capacity and 
overexploitation of  the pig-nosed 
turtle was completed in December 
2006 by Professor Arthur Georges 
from the University of  Canberra. 
The outcome of  the study, a 
conservation management plan, will 
be considered for the villages in the 
Kikori Basin.

•   The PNG Gas Project 
Environmental Impact Study (EIS) 
was completed and a roadshow 
conducted in the affected areas.

In mid-2006, Oil Search took over 
operatorship of  Area A in Egypt. 
Baseline safety and environmental 
audits were completed and an 
action plan is currently being 
implemented. Already, the Company 
has signifi cantly reduced the number 
of  previous leaks from old equipment 
and infrastructure, recovering over 
20,000 litres of  spilled oil, and has 
implemented an aggressive clean-up 
programme throughout the facility.

SAFETY BRIEFING IN YEMEN
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Plans for 2007
•   Strive to continue to improve HSES performance 

throughout the Company’s operations.
•   Implement Oil Search’s revised risk management 

framework on a consistent basis across the organisation.
•   Strengthen aviation management practices and 

procedures.
•   Conduct an asset integrity review of  the PNG export 

system.
•   Target contractor management as a focus area for 

improving HSES performance.
•   Continue to reinforce safety behaviours from senior 

management and throughout the organisation. Support 
this with training and mentoring.

DEVELOPING PEOPLE
Oil Search is committed to the long-term development 
of  its people. During 2006, it invested approximately 
US$3 million in learning and development activities.

This was supported by on-the-job development, focused 
on building and demonstrating job competence. The 
Oil Search Academy continued to grow, with greater 
emphasis on the development of  leadership capability. 

During 2006, a Behavioural Competency Framework was 
developed and used to determine leadership development 
activities. Over 60 Oil Search employees commenced Front 
Line Management training. This programme, conducted 
over two years, is designed to increase the leadership and 
management capability of  supervisors and managers and 
prepare people for future leadership roles. 

UNDERTAKING ENVIRONMENTAL SURVEY, PNGCOLLECTION OF WASTE WATER FOR TESTING, PNG
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A critical development area for 
Oil Search is safety. In support of  this, 
the Oil Search Academy facilitated 
over 2,000 safety inductions in 2006 
and co-ordinated the Certifi cate IV 
in Occupational Health and Safety, 
conducted by the University of  
Ballarat.

A key emphasis during 2006 was 
on the successful orientation of  new 
people. Oil Search developed a new 
starter pack to better prepare people 
for their fi rst day and developed 
improved induction programmes for 
new starters.

During the year, 16 new graduates 
were recruited to join the Oil Search 
Graduate Development Programme 
and 2005 graduates completed 
their rotations and embarked on 
permanent careers within Oil Search. 
Development of  apprentices continued 
to be a key activity, to support the 
Company’s future technical skill 
requirements and an Oil Search 
apprentice was awarded the PNG 
‘Apprentice of  the Year’ in 2006.

The Health and Wellbeing 
programme continued successfully 
during the year. In this programme, 
all employees in every operating 

location are offered the opportunity 
to undertake free medical and 
fi tness assessments and are provided 
personalised fi tness programmes 
and assistance on any identifi ed 
medical issues. There was regular 
participation in the activities provided 
by the Company, and increased use 
of  the training facilities and fi tness 
equipment, which are provided free of  
charge. Advice on nutrition, diet and 
wellness was also given.

Plans for 2007
• Continue the development of  a 

competency framework to identify 
the skills and knowledge needed for 
success in each job role, to identify 
skills gaps and to build future 
capability.

•   Increased focus on leadership, 
development, succession planning 
and the nurturing of  high-potential 
employees.

•   Further development of  individual 
career planning.

•   Expansion of  the Company’s 
employee Health and Wellbeing 
programmes.

INVESTING IN COMMUNITIES 
During the year, Oil Search continued 
to operate a range of  community-
based programmes, which have 
assisted in developing an excellent 
relationship between the Company 
and local communities. 

Health Services
Oil Search operates in a number 
of  locations that lack an adequate 
medical infrastructure with access 
to medical support. The Company 
provides core health and medical 
support, for both its own staff  and 
for the local community, based on 
Company standards, identifi ed 
area health risks and local resource 
capabilities. The core service offers 
curative and occupational medicine, 
and environmental and community 
health services.
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During 2006, approximately 80 health and medical 
professionals provided care to sick and injured patients from 
both the Company and local community, on a 24 hours 
a day, 365 days a year basis. In PNG, Oil Search’s Health 
Service provided treatment for 42,192 patients over the 
year, for minor and major medical and surgical conditions, 
comprising 31,111 employees and contractors, and 11,081 
patients from the community. The Company also provided 
urgent medical evacuations and medical transfers for 
385 patients from the local community, to advanced care 
facilities not available in the local area. 

In addition to the Company medical services, Oil Search 
operates a range of  community-based health programmes. 
By working with local Government and non-government 
organisations, as well as implementing its own community 
health initiatives, Oil Search has contributed to the 
improvement of  the health and wellbeing of  the 
community.

Programmes operating within the community during 2006 
provided the following:

•   Support with infrastructure, health personnel, equipment 
and supplies. 

•   Training for local health staff  and the community. 
•   Assistance with local reporting systems and local health 

department management. 

The programmes aim to improve specifi c aspects of  health 
care delivery, to benefi t both the individual and community 
as a whole and include components such as immunisation 
delivery, women’s and children’s health, the control of  
communicable diseases such as Malaria, TB and HIV/ 
AIDS and health promotion and education to prevent 
diseases such as heart disease and diabetes. School health 
programmes also include dental and medical assessments. 

With Oil Search assistance, health worker numbers in PNG 
project areas have increased by 26%, which has enabled 
the re-opening of  eight health facilities that were previously 
closed. During 2006, there was an increase in the utilisation 
of  village based health facilities and a 50% reduction of  
community utilisation of  Oil Search out-patient clinics in 
the Kutubu area.

Environmental health programmes during the year 
included a comprehensive epidemiological study of  malaria 
across the ecologically, geographically and culturally diverse 
PNG project area. The survey has identifi ed key areas for 
intervention to reduce morbidity and mortality in local 
communities. Interventions, which will commence in 2007, 
will improve diagnosis and treatment, particularly for 
isolated communities through the introduction of  village-
based programmes. 

The Community Health Unit also focused its efforts on 
HIV/AIDS prevention and mitigation which included 
strengthening the rural health service to better manage 
HIV and Sexually Transmitted Infections (STIs). Education 
courses were conducted to introduce standards set by the 
National AIDS Council for health staff  and to implement 
national programmes such as Voluntary Counselling and 
Testing (VCT). 

In recognition of  Oil Search’s efforts and capacity to deliver 
effi cient health programmes, the National Department of  
Health, funded by the Asian Development Bank (ADB), 
is partnering with Oil Search to implement a specifi c 
rural economic development programme. This will allow 
Oil Search to implement a more comprehensive plan and 
offer improved health service standards to project area 
communities.

TESTING FOR MALARIA, PNG
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The majority of  Oil Search’s medical 
staff  and its activities are located 
in PNG but the Company has also 
implemented a similar service on a 
smaller scale in Yemen and Egypt.

Plans for 2007:
•   Implement corporate and asset 

procedures for all health services 
provided to employees and the local 
community.

•   Implement the PNG Oil Search/
ADB HIV/AIDS partnership 
programme.

Community Affairs and Local 
Business Development
During 2006, approximately 80 multi-
skilled Community Affairs staff  were 
employed in PNG and the Middle East 
to manage a variety of  programmes, 
to ensure open communication 
and transparency with community 
stakeholders. This included regular 
visits to villages, technical fi eld 
support, the recruitment of  local 
people as village liaison offi cers, 
ad-hoc meetings with landowners, 
monthly newsletters, and the 
establishment of  a range of  donation 
and sponsorship programmes. 

Oil Search continued to use the 
services of, and provide training, 
business mentoring and support for, 
local businesses for the provision of  
services such as:

•   Road transport.
•   Road maintenance.
•   Camp maintenance.
•   Catering and camp operation.
•   Security services.
•   Vegetable supply.
•   Plant hire.
•   Civil construction services.

Oil Search gives preference to dealing 
with businesses that are representative 
of  the local ethnic groupings or from 
the local geographic area.

Plans for 2007
• Increase landowner participation 

in spin-off  business development 
opportunities.

• Continue to monitor socio-economic 
impacts in the project area and 
apply lessons learned to new 
projects.

• Continue to support major 
infrastructure development in the 
project areas.

Additional information on 
Oil Search’s commitment 
to Social Responsibility and 
Environmental Management can 
be found in two brochures, titled 
“Stakeholders – Our Essential 
Partners in Development” and 
“Our Approach to Environmental 
Management”. Both brochures are 
located on Oil Search’s website, 
www.oilsearch.com, or are available 
from the Company’s offi ces on 
request.

HAND OVER OF WATER PUMP/SUPPLY TO LOCAL COMMUNITY, YEMEN
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DDuring 2006 Oil Search fulfi lled its 
commitment to maintain and further 
improve its already high standard of  
governance. Oil Search has refi ned its 
governance practices and procedures 
while at the same time trying to 
preserve the moderate cost structure, 
fl exibility and independence that have 
traditionally characterised Oil Search’s 
business.

BEST PRACTICE 
RECOMMENDATIONS
Oil Search followed all of  the 
applicable ASX Corporate 
Governance Council’s Principles 
of  Good Corporate Governance 
Best Practice Recommendations 
(“Best Practice Recommendations”) 
during the twelve months ended 
31 December 2006. 

MANAGEMENT AND OVERSIGHT
Oil Search’s internal systems and 
procedures are designed to enable the 
Board to provide strategic guidance 
for the company and effective 
management oversight.

There is a balance of  authority inside 
Oil Search so that no individual has 
unfettered power.

BF HORWOOD, CHAIRMAN 

corporate

PR BOTTTEN

CP HILDEBRAND R IGARA
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governance

F AINSWORTH G AOPI KG CONSTANTINOU

MD KRIEWALDT JL STITT TN WARREN

Oil Search has formalised and defi ned 
the functions reserved to the Board 
and those delegated to management 
in a formal Board Charter to facilitate 
accountability to the Company and its 
shareholders. The Board adopted the 
Charter on 14 October 2004 and the 
Charter was in force for all of  2006. 

In accordance with Oil Search’s 
constitution, Oil Search has delegated 
to committees responsibility for a 
number of  key areas of  governance. 
This delegation is concurrent with, 
rather than to the exclusion of, the 
powers of  the Board. In December 
2005 the Board revamped its 

committee structure. Up until that 
time the Oil Search Board had six 
committees – Audit Committee, 
Risk Committee, Remuneration 
Committee, Corporate Governance 
and Nominations Committee, 
Health Safety Environment and 
Social Committee and Technical 
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Committee. Having six Committees made the holding of  
effective meetings diffi cult and there was also an overlap 
between the functions of  several of  the Committees. At 
its December 2005 meeting, the Board decided to reduce 
to three the number of  Committees and to put in place 
new Committee Charters that remove the overlapping of  
responsibilities previously existing. The new Committee 
Charters were approved by the Board in February 2006 and 
operated for the balance of  2006. Effective 1 January 2006, 
the Board Committees became the Audit Committee, the 
Finance and Risk Committee and the Remuneration and 
Nominations Committee.

Copies of  the Board Charter and the Charters for each of  
the three Committees are posted on Oil Search’s website in 
the corporate governance section.

STRUCTURING THE BOARD TO ADD VALUE
Oil Search recognises that an effective Board facilitates the 
effi cient discharge of  the duties imposed by law on directors 
and adds value in the context of  Oil Search’s evolving 
circumstances. Accordingly, Oil Search has structured its 
Board so that it:

• Has a proper understanding of, and competence to deal 
with, the current and emerging issues of  Oil Search’s 
business.

• Can effectively review and challenge management’s 
performance and exercise independent judgment.

The size of  the Board (10 directors) and its composition 
is conducive to making decisions expediently, with the 
benefi t of  a variety of  perspectives and skills and in the 
best interests of  Oil Search as a whole. There were two 
additions to the Board in 2006. Mr Timothy Warren and 
Mr Gerea Aopi both joined the Board. Mr Warren joined 
the Board as a non-execuitve director. He has wide ranging 
experience in the oil and gas industry, having spent most 
of  his professional career with Royal Dutch Shell. Mr Aopi 
joined the Board as an executive director. He is a Papua 
New Guinea citizen, Oil Search’s General Manager in 
Papua New Guinea and a well known and highly regarded 
fi gure in the Papua New Guinea business community.

The Board Charter provides that, subject to re-election in 
accordance with the Constitution, non-executive directors 
will not normally be recommended for re-appointment after 
completion of  an aggregate of  12 years of  service. In light 
of  this policy, Oil Search’s long standing Deputy Chairman, 
Mr Noreo Beangke, decided not to seek re-election at the 
May 2006 Annual Meeting. The Board has discretion (likely 
to be exercised only rarely) to recommend that a director 
continue serving as a director after the end of  the director’s 
12 year term if  the Board reasonably believes it is in the best 
interests of  the Company for that director to continue offi ce.

The skills, experience and expertise relevant to the position 
of  director held by each director in offi ce at the date of  the 
annual report is detailed in the Directors’ Report.

The Oil Search Board has adopted “independence” 
criteria against which the independence of  directors 
can be assessed. The Board Charter provides that the 
independence of  directors will be assessed regularly. Only 
non-executive directors (that is, a director who is not a 
member of  management) are considered independent. 

The Board has adopted a formal written policy governing 
the appointment of  new directors. Among other things, 
the policy outlines what qualities a new director is likely 
to possess and what is expected of  a director following his 
appointment.

During 2006: 
•   All of  Oil Search’s directors (other than the Managing 

Director, Peter Botten and, from June 2006, Gerea Aopi) 
were independent, as assessed in accordance with the 
Board Charter.

•  The Chairman, Brian Horwood, was an independent 
director.

•  The roles of  Chairman and Chief  Executive Offi cer were 
performed by different people.

There is a procedure in place for directors to take 
independent professional advice at the Company’s 
expense. In particular, a director may obtain independent 
professional advice if  reasonably required to assist the 
director in the proper exercise of  powers and discharge 
of  duties as a director of  the company. The costs of  such 
independent professional advice are borne by the Company 
provided that before engaging the independent professional 
adviser, the director obtains the approval of  the Chairman, 
or, if  the director is the Chairman, the approval of  a 
majority of  the non-executive directors of  the Company.

The selection and appointment of  new directors is key 
to an effi cient, well managed company. During 2006 the 
responsibilities of  the Remuneration and Nominations 
Committee included responsibility for the identifi cation of  
suitable candidates for appointment to the Board. 

The members of  the Remuneration and Nominations 
Committee and their attendance at meetings of  the 
Committee during 2006 are detailed in the Directors Report.

The Remuneration and Nominations Committee has 
oversight of  corporate governance issues and works closely 
with Oil Search’s General Counsel/Group Secretary in 
making sure that the Board is kept fully abreast of  all 
developments affecting good governance. 

The formal procedures for the selection and appointment 
of  new directors to the Board are detailed in Oil Search’s 
Constitution. 

Copies of  Oil Search’s Constitution and the Board’s policy 
for the appointment of  new Directors are available on 
Oil Search’s web site in the corporate governance section.
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PROMOTING ETHICAL AND 
RESPONSIBLE DECISION MAKING
Oil Search promotes ethical and 
responsible decision making. In 
particular, Oil Search has:

•   Clarifi ed the standard of  ethical 
behaviour required of  all directors, 
executives, other employees and 
contractors (“Oil Search Personnel”) 
and actively encourages the 
observance of  those standards.

•   Published its position regarding 
Oil Search Personnel trading in 
Oil Search shares.

Oil Search introduced a Code of  
Commercial Conduct in 1996. 
The Code was substantially updated 
in 2004 and renamed the “Code of  
Conduct”. A further review of  the 
Code of  Conduct was carried out 
in 2006 with a number of  changes 
being made. The Code of  Conduct 
details the Company’s requirements 
regarding monetary payments and 
gifts offered by third parties, and 
work place behaviour of  Oil Search 
Personnel.

Oil Search has a separate 
“whistleblower” policy that details 
the responsibility and accountability 
of  individuals for reporting and 
investigating unethical practices.

Trading in Oil Search securities 
by Oil Search Personnel is closely 
regulated and full details of  the 
Company’s policy in this regard are 
contained in the Code of  Conduct.

Oil Search is in the process of  
introducing a comprehensive trade 
practices compliance program. This 
will involve training for all relevant 
employees in the areas of  anti-trust 
and consumer protection. Oil Search 
acknowledges that anti competitive 
behaviour is detrimental to the 
whole community and Oil Search 
is determined that such behaviour 
should have no part in Oil Search’s 
business strategy.

We are also currently reviewing the 
share trading policy and the rules 
and procedures pursuant to which 
Oil Search Personnel are permitted 

to purchase shares in Oil Search 
and shares in Oil Search’s business 
partners. We recognise that Oil Search 
Personnel should not have an unfair 
advantage over other investors in 
trading in those shares. 

All donations by or on behalf  of  the 
Company require the approval of  the 
Managing Director. Oil Search made 
charitable donations and undertook 
sponsorships totalling US2.3 million 
during the year ended 31 December 
2006. Oil Search does not make 
donations to political parties or 
other donations designed to secure 
political favour. 

The Code of  Conduct (including 
details of  Oil Search’s share trading 
policy) is available on Oil Search’s 
website in the corporate governance 
section.

UPFRONT REPORTING
Oil Search recognises the importance 
of  being able to independently verify 
and safeguard the integrity of  the 
Company’s fi nancial reporting. 

The Chief  Executive Offi cer and 
Chief  Financial Offi cer are each 
required to state in writing to the 
Board that Oil Search’s fi nancial 
reports present a true and fair view, in 
all material respects, of  the Company’s 
fi nancial condition and operational 
results and are in accordance with 
relevant accounting and legal 
standards.

The Board has established an Audit 
Committee. At all times during 2006 
the Audit Committee consisted of:

•   non-executive directors only;
• independent directors only;
• an independent chairman who was 

not chairman of  the Board; and
• four members.

The Audit Committee has a formal 
charter that details its role and 
responsibilities, composition, structure 
and membership requirements. 

The names and qualifi cations of  the 
members of  the Audit Committee and 
their attendance at meetings of  the 
Committee during 2006 are detailed 

in the Directors’ Report.

As noted above, the functions and 
duties of  the Audit Committee 
were reviewed and amended as 
part of  the re-organisation of  the 
Committee structure carried out in 
December 2005. 

The internal and external audit 
functions are seperate and 
independent of  each other. Oil Search 
rotates its external auditor from time 
to time. Deloitte Touche Tohmatsu 
was appointed the Company’s auditors 
in May 2002, succeeding Ernst & 
Young who had held that position for a 
number of  years. Oil Search’s policy is 
to appoint an established international 
accounting fi rm with an offi ce in 
Port Moresby as its external auditors. 
Deloitte Touche Tohmatsu attended 
all Audit Committee meetings during 
2006, and the Committee had a closed 
session, without management present, 
with the external auditors at each 
meeting. 

The internal auditing function is 
carried out by the Assurance and 
Compliance Manager using KPMG 
and other specialist consultants to 
deliver the internal audit plan. The 
Audit Committee reviews the annual 
plan, review scopes and internal 
audit reports at each meeting. The 
Audit Committee also approves 
the appointment and dismissal of  
the Assurance and Compliance 
Manager and regularly meets with the 
Assurance and Compliance Manager 
and his staff. 

ALL STAKEHOLDERS ARE 
KEPT INFORMED
Oil Search practises timely and 
balanced disclosure of  all material 
matters concerning the company. 

All investors are given equal and 
timely access to material information 
concerning Oil Search’s fi nancial 
situation, performance, ownership 
and governance.

Oil Search puts considerable effort 
into ensuring that its announcements 
are factual and presented in a clear 
and balanced way.
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There is an External Communication and Disclosure 
Standard in place, designed to ensure compliance with the 
continuous disclosure requirements of  the ASX Listing 
Rules and to ensure accountability at a senior management 
level for that compliance.

A copy of  the External Communication and Disclosure 
Standard is available on Oil Search’s website in the 
corporate governance section.

SHAREHOLDERS DESERVE RESPECT 
Oil Search respects the rights of  all shareholders, 
irrespective of  size, and facilitates the effective exercise of  
those rights in any way it reasonably can.

The Oil Search website is regularly updated so as to give all 
stakeholders ready access to balanced and understandable 
information about the Company and its business.

Oil Search liaises closely with a range of  relevant 
institutions including the Australian Shareholders 
Association. Shareholder queries are answered promptly, 
comprehensively and courteously.

Being incorporated in Papua New Guinea, Oil Search’s 
Annual Meeting is always held in Port Moresby. The 
meeting is also web cast to shareholders outside Papua New 
Guinea. Oil Search’s Constitution requires the Chairman 
of  the Annual Meeting to allow a reasonable time for 
shareholders at the meeting to question, discuss and 
comment on the management of  the Company. 

A representative of  the external auditors attends 
Oil Search’s Annual Meeting. The representative is 
available at the Meeting to answer shareholder questions 
about the audit and the auditors’ report.

Oil Search’s website details how investors may contact 
its investor relations team electronically. In addition, 
the website contains contact details for our external 
share registry, including a general enquiry line, fax and 
email details.

RISK MANAGEMENT IS CRUCIAL
Oil Search recognises that risk management is an integral 
part of  the oil and gas business and has endeavoured to 
establish a sound system of  risk identifi cation, assessment, 
mitigation and internal control. 

The Board is responsible for establishing a framework of  
prudent and effective controls which enable risks to be 
assessed and managed. Oil Search has a comprehensive 
risk management framework operating across the business. 
The risk management framework has been developed with 
reference to the Australian Standard (AS/NZS 4360:2004) 
and leading oil and gas industry practices. The risk 
management framework ensures risks are evaluated in 
a consistent manner and reported through to the senior 
management team and applicable board committee. 
Oil Search continuously identifi es, assesses and monitors 

key business and operational risks and ensures management 
plans and controls are operating effi ciently and effectively. 
The internal audit function undertakes an independent 
validation of  controls as part of  the risk-based audit plan 
and also reviews the adequacy the risk management 
framework. 

A description of  Oil Search’s risk profi le is available on 
Oil Search’s website in the corporate governance section.

At all times during 2006, Oil Search had a Board 
committee with responsibility for risk management. 
That committee met four times during the year and was 
tasked with establishing policies on risk oversight and 
management.

As noted above, Oil Search revamped its committee 
structure in December 2005. Effective 1 January 2006, the 
Risk Management Committee was disbanded and from that 
date the functions of  that committee have been carried out 
by the Finance and Risk Management Committee. 

The names of  the members of  the Finance and Risk 
Management Committee and their attendance at meetings 
of  the committee are detailed in the Directors Report. 

Oil Search’s Chief  Executive Offi cer and Chief  Financial 
Offi cer are required to state in writing to the Board that:

• their statements concerning the integrity of  the 
Company’s fi nancial statements are founded on a sound 
system of  risk management and internal compliance 
and control which in all material respects, implement the 
policies adopted by the Board of  directors; and

• the Company’s risk management and internal compliance 
and control system are operating effi ciently and effectively 
in all material respects; and

• material operational risks are assessed and reasonable 
mitigation opportunities are continuously acted upon.  
Material residual risks are understood with appropriate 
contingency plans in place.

BETTER PERFORMANCE DEPENDS ON EDUCATION
Oil Search believes that directors and senior management 
must be equipped with the knowledge they need to 
discharge their responsibilities effectively and that individual 
and collective performance should be regularly and 
fairly reviewed.

Directors and all employees have access to continuing 
education to update and enhance their skills and knowledge.

Each director is expected to undertake relevant training or 
continuing education each year. Oil Search will meet the 
cost of  such training and education provided that directors 
obtain the Chairman’s prior approval.

The Board Charter guarantees all directors reasonable 
access to the Company Secretary and to the Company’s 
other senior managers at all times. This is generally for 
information purposes only and directors are not encouraged 

68

corporate goverance



to participate in the day to day 
management of  the Company.

Management supplies the Board with 
information in a form, timeframe 
and quality that enables the Board 
to discharge its duties effectively. 
Directors are entitled to and 
sometimes do request additional 
information if  they consider that the 
information supplied by management 
is insuffi cient to support informed 
decision making.

The Oil Search Board has adopted a 
formal annual review process for the 
Board and individual directors and 
this process was implemented in 2006. 
In particular, during December 2006 
each director was asked to complete 
a detailed questionnaire covering 
the performance of  the Board as a 
whole, the individual director’s own 
performance and the performance 
of  the Chairman. The Chairman 
will meet with each director to 
review the director’s responses to the 
questionnaire and to give the director 
the Chairman’s own views on how the 
director had performed during 2006.

A more detailed explanation of  
Oil Search’s annual review process for 
the Board and individual directors is 
available on Oil Search’s website in 
the corporate governance section.

SUFFICIENT AND REASONABLE 
REMUNERATION 
As detailed in the Remuneration 
Report on pages 70-76 of  this Annual 
Report, Oil Search’s policy is to ensure 
that remuneration for directors and 
senior management is suffi cient and 
reasonable and that its relationship to 
corporate and individual performance 
is defi ned.

Oil Search’s remuneration policies 
are designed to attract and maintain 
talented and motivated directors 
and employees so as to encourage 
enhanced performance of  the 
company.

Oil Search clearly distinguishes the 
structure of  non-executive director 
remuneration from that of  executives.

The payment of  any equity based 
remuneration is made in accordance 
with plans approved by shareholders. 
Oil Search has an employee share 
option plan and a performance rights 
plan. Non-executive Directors do not 
participate in these plans.

Within the aggregate amount 
approved by shareholders, the fees 
of  the Chairman and non-executive 
directors are set at levels which 
represent the responsibilities of  and 
the time commitments provided 
by those directors in discharging 
their duties. In setting fees, regard is 
also had to the level of  fees paid to 
directors of  similar companies. 

Remuneration packages of  senior 
executives include long term 
performance based components 
through the performance rights plan. 
Rights granted under this plan to 
senior executives are linked to the long 
term performance of  the company 
and only vest following satisfaction of  
performance hurdles that are designed 
to maximise shareholder wealth.

Currently, there is no separate 
retirement benefi ts plan for 
Oil Search’s non-executive directors.

At all times during 2006, Oil Search 
had a Board committee with 
responsibility for remuneration 
issues. That committee has its own 
charter detailing the roles and 
responsibilities, composition, structure 
and membership requirements of  
the committee. 

As noted above, the Oil Search Board 
revamped its committee structure in 
December 2005. Effective 1 January 
2006, the Remuneration Committee 
was disbanded and since that date, 
the functions of  that Committee 
have been carried out by the new 
Remuneration and Nominations 
Committee.

The names of  the members of  the 
Remuneration and Nominations 
Committee and their attendance 
at meetings of  the committee are 
detailed in the Directors Report. 

Full details of  Oil Search’s 
remuneration policies and practices 
are set out in the Remuneration 
Report, including the key components 
of  the remuneration paid to directors 
and key management personnel

THE LEGITIMATE INTERESTS 
OF ALL STAKEHOLDERS ARE 
CONSIDERED
Oil Search recognises that it 
has obligations to all legitimate 
stakeholders including shareholders, 
employees, contractors and the 
community as a whole.

Oil Search acknowledges that it can 
create value by better managing 
and working more closely with all its 
stakeholders.

Oil Search has demonstrated its 
commitment to appropriate corporate 
practices by adopting the Code of  
Conduct. As noted above, the Code of  
Conduct guides Oil Search Personnel 
in complying with their legal and other 
obligations to legitimate stakeholders.

AN ONGOING COMMITMENT 
TO GOOD GOVERNANCE
Good corporate governance depends 
on a company’s policies, standards 
and procedures being continually 
reviewed and updated. What is 
good governance this year may not 
necessarily be good governance 
next year.

There is always room for improvement 
which is the reason why, in early 2007, 
Oil Search participated in the ASX 
public consultation of  the proposed 
changes to the Principles of  Good 
Corporate Governance and Best 
Practice Recommendations.  Oil 
Search will use its best endeavours 
to maintain and improve upon the 
high standards of  governance that it 
achieved in 2006 and meet additional 
requirements that may arise.
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AA. OIL SEARCH STRUCTURE AND EMPLOYEES
Each employee has a current contract with Oil Search Limited (Oil Search) or with another Oil Search group company being Papuan Oil Search 

Limited, Oil Search (PNG) Limited or Oil Search (Middle Eastern) Limited.

B. REMUNERATION AND NOMINATIONS COMMITTEE
Role and membership
The Remuneration and Nominations Committee (the “Committee”) provides advice and recommendations to the Board regarding the 

remuneration of executives and Directors. The Committee also provides advice and recommendations to the Board regarding the skills needed 

and available to the Board to discharge its duties and add value to the Group.

The Committee comprises Messrs Horwood (Chairman), Warren, Hildebrand, Constantinou, Stitt and Igara. The Committee’s full charter is 

available in the Corporate Governance section of Oil Search’s website (www.oilsearch.com).

Advisors to the Committee
At the Committee’s invitation both the Managing Director and General Manager, Human Resources attend meetings in an advisory capacity 

and also co-ordinate the work of external, independent advisors as requested. Both executives are excluded from discussions impacting their 

own remuneration.

The table below summarises work undertaken by external consultants at the Committee’s request, and also notes additional work undertaken 

by the same consultants on behalf of management.

Table 1 – External consultants engaged by the Committee in 2006

Consultant Committee and Board engagements Human Resources engagements

Hewitt Associates Background to global oil and gas remuneration Remuneration data
Mercers Analysis of competitive executive remuneration Remuneration data
Ernst & Young Total Shareholder Return (“TSR”) reporting and 

performance rights and employee share options 
fair value calculations

Management of relocations

Individual tax advice to employees

remuneration 
report 
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C. DIRECTORS AND SPECIFIED EXECUTIVES 
Directors
The Directors of Oil Search Limited during 2006 are set out in Table 2 below.

Table 2 – The Directors of Oil Search during 2006

Name Position Period (if less than the entire year)

Executive Directors
PR Botten Managing Director
G Aopi General Manager, PNG 18 May 2006 to 31 December 2006

Non-Executive Directors
BF Horwood Chairman
F Ainsworth Director (Non-Executive)
K Constantinou Director (Non-Executive)
CP Hildebrand Director (Non-Executive)
R Igara Director (Non-Executive)
MD Kriewaldt Director (Non-Executive)
JL Stitt Director (Non-Executive)
TN Warren Director (Non-Executive) 21 May 2006 to 31 December 2006
NN Beangke Deputy Chairman 1 January 2006 to 12 May 2006

Specifi ed Executives
Specified Executives refers to those executives (including Executive Directors and numbering at least five) who have the greatest authority for 

managing Oil Search and the Oil Search group of companies.

Table 3 – The Specifi ed Executives during 2006

Name Position Period (if less than the entire year)

PR Botten Managing Director
G Aopi General Manager, PNG
P Bainbridge Executive General Manager, Operations 1 February 2006 to 31 December 2006
N Hartley Chief Financial Officer
A Miller Executive General Manager, Commercial
M Sullivan General Counsel/Group Secretary
K Wilkinson General Manager, Human Resources
K Wulff Executive General Manager, Business Development

D. REMUNERATION PHILOSOPHY
In order to fulfil the role of the Committee 

set out in section B, the members refer to 

the following principles when developing 

recommendations to the Board regarding 

remuneration:

• ensure that coherent remuneration 

policies and practices are observed which 

enable the attraction and retention of 

executives and Directors who will create 

value for shareholders;

• fairly and responsibly reward executives 

having regard to the performance of the 

Group, the performance of the executive 

and the general pay environment; and

• comply with all relevant legal and 

regulatory provisions.

E. REMUNERATION STRUCTURE
Oil Search’s remuneration structure for the 

Managing Director and senior executives is 

divided into three principal components:

• total fixed remuneration package; 

• short-term incentive; and

• long-term incentive.

Total fi xed remuneration (“TFR”) 
package 
The TFR component of executive 

remuneration comprises base salary, 

superannuation contributions and other 

allowances. It is determined by the scope of 

each executive’s role, level of knowledge, 

skill and experience along with their 

individual performance. 

Short-term and long-term incentives
As noted above, Oil Search executives are 

eligible to receive a short-term incentive and 

a long-term incentive.

1. Short-term incentive (“STI”)
The STI is a cash bonus of up to a maximum 

40% of an executive’s TFR. 

It is generally paid in March each year for 

performance in the previous calendar year. 

The amount awarded to each executive is 

determined by reference to the Company’s 

performance against Board-approved Key 

Performance Indicators (KPIs), as well as the 

performance of the individual executive.

2. Long-term incentive (“LTI”)
In 2004, the Annual Meeting approved 

the introduction of new equity incentive 

arrangements for its senior executives and 

other employees. The arrangements are to 

meet two key objectives:

• to offer a market competitive LTI to the 

Company’s senior executives to assist with 

the recruitment, retention and motivation 

of key staff; and
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• to encourage the broader employee population to acquire equity 

in the Company and thereby assist with building an “ownership” 

culture within the Company.

The Company retained Ernst & Young Australia to assist with the 

design and implementation of the proposed arrangements.

The arrangements comprise:

• a performance rights plan (“PR Plan”) for key executives and 

senior managers; and

• a share option plan for the broader employee population.

Two separate plans were implemented because this best meets the 

key objectives outlined above, in particular:

• it is relatively uncommon from a corporate governance perspective 

for companies to use a single plan to offer equity incentives to 

both senior staff and employees in general; and

• the terms of the awards to be offered to executives, which 

are partly based on individual performance criteria, are not 

appropriate for all employees.

Performance Rights Plan
Awards under the PR Plan are rights to acquire ordinary shares in 

the Company for nil consideration, conditional on predetermined 

performance hurdles being met within defined time restrictions.

The PR Plan rules allow participation by any executive, executive 

director or any other employee deemed to be eligible by the Board. 

The PR Plan is available to approximately the top 100 executives and 

senior managers.

Executives based outside Australia and Papua New Guinea may 

participate in the PR Plan, if selected by the Board, and the Board 

may adopt additional rules for the PR Plan to take into account 

overseas legal or tax considerations.

Awards under the plan are expressed as a number of PRs to acquire 

a certain number of ordinary shares in the Company (generally one 

share for each PR).

PR Plan participants are not required to pay any amount in respect of 

the PRs or on acquisition of the shares pursuant to the PRs. 

The Board determines the size of the annual long-term incentive 

award to be granted to each participant through an assessment of 

market remuneration practice and in line with Oil Search’s executive 

remuneration strategy.

Awards under the PR Plan are made annually, normally following 

the Company’s Annual Meeting. However, the PR Plan rules allow 

the Board flexibility to make awards at different times of the year, as 

required (for example to a key senior executive who is determined by 

the Board to be eligible to participate in the PR Plan).

PRs vest three years after the date of grant to the extent performance 

criteria have been met. 

The first awards under the PR Plan were granted following the 2004 

Annual Meeting and will vest in June 2007. The performance period 

for this award was 1 January 2004 to 31 December 2006, and it has 

been independently verified that the performance criteria for this 

award have been fully met.

The PR Plan rules allow the Board flexibility to define different 

vesting periods for each award of PRs, as appropriate.

The performance criteria for the awards are based on the Company’s 

Total Shareholder Return (“TSR”) over the three-year performance 

period, measured against the TSR performance of the first 150 

bodies corporate comprised in the ASX 200 Index. 

To determine the level of vesting of the initial awards, the 

Company’s TSR over the performance period will be ranked against 

the TSR of each of the first 150 bodies corporate comprised in the 

ASX 200 Index over the same three-year period.

If the Company’s TSR performance is:

(i) below median, that is the 50th percentile, the number of PRs 

that vest will be zero;

(ii) at median, the number of PRs that vest will be 50% of the total 

number of PRs comprised in that award;

(iii) equal to or greater than the 75th percentile, the number of PRs 

that vest will be 100% of the total number of PRs comprised in 

that award;

(iv) greater than median and less than the 75th percentile, the 

number of PRs that vest will increase on a straight line basis from 

50% to 100% of the total number of PRs comprised in that 

award.

The PR Plan rules allow the Board flexibility to determine appropriate 

performance criteria for each annual award.

The Board retains discretion to allow vesting of all PRs and to waive 

any restrictions on a change of control or demerger of the Company.

PRs that do not vest following assessment of the performance 

condition lapse immediately.

If a participant dies or ceases employment because of retirement, 

redundancy, resignation, termination of his or her employment or 

other circumstances as determined by the Board, the participant will 

be entitled to exercise vested PRs within 90 days after employment 

ceases, or such longer period as the Board may determine (except in 

the case of a participant’s death where personal representatives of 

the participant may exercise the PRs up to 12 months from the date 

of death).

If a participant dies or ceases employment, all unvested PRs lapse 

unless the Board determines otherwise.

Any PRs that remain unexercised lapse on the fifth anniversary of the 

date of grant.

The PR Plan is administered by the Board or a committee to whom 

the Board has delegated responsibility for administering the PR Plan.

The PR Plan rules provide flexibility to allow the use of newly issued 

or existing shares (for example, through purchase on market) to 

satisfy awards under the PR Plan. 

PRs do not attract dividends or voting rights.

The aggregate number of shares subject to outstanding rights or 

options (that is, rights or options that have not yet been exercised 

and that have not lapsed) that have been awarded under all of 

Oil Search’s equity incentive plans must not exceed 5% of issued 

share capital.
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F. OIL SEARCH PERFORMANCE
The Board recognises that a number of external factors, such as the oil price, will have a significant effect on the Company’s financial 

performance. That said, the Board also believes that by adhering to the philosophy and principles set out in this report the link between 

Company performance and executive remuneration can continue to be leveraged in order to deliver additional shareholder value through the 

attraction, motivation and retention of executives with the capacity to deliver the desired growth.

Table 4 illustrates Oil Search’s financial performance during 2006 and the previous four years.

Table 4 – Oil Search’s Five Year Performance

Year ended 31 December 2006 2005 2004 2003 2002

Net profit after tax and significant items (US$m) 412.0 200.2 107.3 85.7 47.0

Diluted earnings per share (US cents) 36.6 17.8 9.6 7.7 4.8

Dividends per share (US cents) 8.0 7.0 4.0 2.0 1.0

Closing share price (A$) 3.35 3.65 1.81 1.02 0.62

G. DIRECTORS
The details of the remuneration received by Oil Search Directors in 2006 are set out in Table 5 below.

At the date of this report, the Managing Director, Mr Botten, and the General Manager, PNG, Mr Aopi, are the only Executive Directors 

on the Board.

Table 5 – Remuneration of Directors of Oil Search (A$)

Short-term Post employment Equity Other

Year

Salaries, 
fees and

allowances

Short-term
incentive

(Paid in 2006
for 2005

performance
year)

Non 
monetary

benefits

Company
contribution

to super

Director’s
retiring

allowance Share plan Terminations Total

Executive Directors
PR Botten 2006 1,207,900 569,057(1) 58,440 294,574 – 951,154 – 3,081,125

2005 1,084,860 288,500 55,185 270,981 – 237,365 – 1,936,891

G Aopi 2006 437,337 116,039 – 45,388 – 106,920 – 705,684
2005 336,249 66,875 _ 24,231 – 28,751 – 456,106

Non-Executive 
Directors
BF Horwood 2006 346,935 – – – – – – 346,935

2005 191,783 – – – – – – 191,783

F Ainsworth 2006 152,310 – – – – – – 152,310
2005 82,782 – – – – – – 82,782

KG Constantinou 2006 140,774 – – – – – – 140,774
2005 76,713 – – – – – – 76,713

CP Hildebrand 2006 141,631 – – – – – – 141,631
2005 86,424 – – – – – – 86,424

R Igara 2006 143,988 – – – – – – 143,988
2005 79,141 – – – – – – 79,141

MD Kriewaldt 2006 154,310 – – – – – – 154,310
2005 82,782 – – – – – – 82,782

JL Stitt 2006 145,060 – – – – – – 145,060
2005 91,279 – – – – – – 91,279

TN Warren 2006 81,725 – – – – – – 81,725
2005 – – – – – – – –

NN Beangke 2006 65,886 – – – 209,426 – – 275,312
2005 96,498 – – – – – – 96,498

1. Figure includes a special bonus of A$250,000 awarded to Mr Botten in 2006 to reflect the strong performance of the Company in 2005.

73



H. MANAGING DIRECTOR
Mr Botten was appointed as Oil Search’s Managing Director (“MD”) 

with effect from 28 October 1994 and his contract has no defined 

termination date.

Under his employment contract Mr Botten receives a TFR, and 

participates in both the STI and the LTI Plans (subject to the matters 

described in more detail). The details of Mr Botten’s remuneration 

are described below and are set out in Table 5 on page 73.

MD’s remuneration
The remuneration provisions of Mr Botten’s employment contract as 

it applied for 2006 are as follows:

• a TFR of A$1,407,200 pa (subject to annual review in accordance 

with his employment contract).

• an STI component of up to 40% of TFR will be paid in cash 

(generally paid in March each year); and

• an LTI component of up to 60% of TFR will be allocated as PRs.

MD’s performance conditions for 2006
The methods used to assess performance are chosen for their 

objectivity. The Board will determine performance against the 

following KPIs based on targets set annually by the Board.

• Business Financials, which relates to earnings before interest, 

taxes, depreciation and amortisation, overall portfolio value 

creation and reserves additions, has been chosen as an 

appropriate financial measure of contribution to shareholder value. 

• Health, Safety and Environment, which focuses on fatalities, 

time injury frequency, reportable spills and environmental 

incidents. These are considered critical measures of employee 

safety and environmental responsibility. 

• Risk Identification and Management, which focuses on 

security and crisis management and has been chosen as a critical 

measure of security and risk.

• External and Internal Relationships, which relates to 

Government relations, stakeholder relations and indigenous 

affairs and is designed to measure Oil Search’s reputation across 

community relations and responsibility.

• Strategic Development, which focuses on strategic planning 

capability and new entry strategies.

• Governance and Compliance, which relates to external 

compliance, risk management and internal controls.

• HR Development and Succession Planning, which focuses 

on recruitment and selection of critical business executive roles, 

people and performance management and executive succession 

planning.

• Vision and Values, which relates to integrity and fairness.

MD’s short-term incentive for 2006
Mr Botten’s STI opportunity for the 2006 performance year is up 

to 40% of TFR. The Board has yet to determine Mr Botten’s 2006 

STI award.

Termination
Mr Botten’s employment contract may be terminated by:

• Mr Botten, at any time during the term of the agreement on 

giving six months’ notice;

• Oil Search, immediately in the event of serious misconduct or in 

other nominated circumstances;

• Oil Search, at any time during the term of the agreement on 

giving written notice; and

• Mr Botten’s death.

On termination of his employment contract for any of the reasons 

outlined above (except termination for misconduct or other 

nominated circumstances), Mr Botten (or his estate in the event 

of his death) will be entitled to payment equivalent to six months’ 

remuneration and benefits plus the equivalent of one month’s 

remuneration and benefits for each year served (to a maximum of an 

additional 12 months).

If Mr Botten resigns, Oil Search may terminate Mr Botten’s 

employment before the notice period has expired and pay him 

an amount equal to full remuneration and benefits for the period 

worked plus six months’ remuneration and benefits in lieu of notice.

If Oil Search terminates Mr Botten’s employment during the term of 

his employment contract (other than on certain stipulated grounds 

such as misconduct), Mr Botten will also be entitled to an amount 

equal to full remuneration and benefits for the period worked plus 

six months’ remuneration and benefits in lieu of notice.

The payment is subject to statutory and regulatory restrictions.

Mr Botten is restrained from certain activities for specific periods 

after termination of his employment to protect Oil Search’s interests. 

Mr Botten’s employment contract also contains provisions for the 

protection of Oil Search’s interests in areas such as confidential 

information, intellectual property and moral rights.

74

Remuneration report continued



I. SPECIFIED EXECUTIVES
Contracts for Specifi ed Executives
A summary of the contractual provisions for the Specified Executives is set out in Table 6 below.

Table 6 – Contractual provisions for Specifi ed Executives

Name and Job Title
Employing*
Company

Contract 
duration

Notice period
Company

Notice period
employee

Termination 
provision

P Botten
Managing Director OSL Ongoing 6 months 6 months

6 months
+ 1 month per yr of 

service of total rem/ben
G Aopi
General Manager, PNG OSL Ongoing Silent Silent Silent
P Bainbridge
Executive General Manager, 
Operations POSL Ongoing 6 months 6 months

18 months
of total rem/ben 

N Hartley
Chief Financial Officer POSL Ongoing 6 months 3 months

6 months
+ 1 month per yr of 

service of total rem/ben
A Miller
Executive General Manager, 
Commercial POSL Ongoing 6 months 6 months 

18 months
of total rem/ben 

M Sullivan
General Counsel/Group Secretary POSL Ongoing 12 months 3 months

12 months
+ 1 month per 
calendar yr of 

service of total rem/ben
K Wilkinson
General Manager, Human 
Resources POSL Ongoing 6 months 6 months Silent

K Wulff
Executive General Manager, 
Business Development

 
OS(ME)L Ongoing 6 months 6 months

In lieu of notice
 12 months’ TFR

+ 1 month’s TFR per 
calendar yr of service

* OSL: Oil Search Limited. POSL: Papuan Oil Search Limited. OS(ME)L: Oil Search (Middle East) Limited.

Specifi ed Executives’ remuneration
The Specified Executives are eligible to participate in the PR Plan as part of their remuneration. The final level of this “at risk” remuneration for 

any performance year is recommended by the Managing Director to the Board for final approval. Full remuneration details for the Specified 

Executives are set out in Table 7 below.

Table 7 – Remuneration of Specifi ed Executives of Oil Search (A$)

Short-Term Post Employment Equity Other

Name Year

Salaries, 
fees and

allowances

Short-term
incentive

(paid in 2006
for 2005

performance year)

Non 
monetary

benefits

Company
contribution

to super Share plan
Termination/sign

on benefits Total

P Botten 2006 1,207,900 569,0571 58,440 294,574 951,154 – 3,081,125
2005 1,084,860 288,500 55,185 270,981 237,365 – 1,936,891

G Aopi 2006 437,337 116,039 – 45,388 106,920 – 705,684
2005 336,249 66,875 – 24,231 28,751 – 456,106

P Bainbridge 2006 538,872 – 125,117 11,401 49,680 – 725,070
2005 – – – – – – –

N Hartley 2006 433,575 128,180 – 87,575 238,653 – 887,983
2005 384,080 88,712 – 72,896 44,342 – 590,030

A Miller 2006 547,738 187,000 132,039 116,117 294,642 – 1,277,536
2005 450,012 97,918 123,457 85,294 52,105 – 808,786

M Sullivan 2006 382,073 118,030 – 90,494 218,979 – 809,576
2005 353,863 65,322 – 64,050 41,804 – 525,039

K Wilkinson 2006 362,861 102,660 44,316 12,413 82,166 – 604,416
2005 284,610 – 22,158 9,980 8,823 – 325,571

K Wulff 2006 825,383 198,560 108,405 – 316,406 – 1,448,754
2005 773,859 136,500 107,242 – 63,321 – 1,080,922

1. Figure includes a special bonus of A$250,000 awarded to Mr Botten in 2006 to reflect the strong performance of the Company in 2005.
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J. NON-EXECUTIVE DIRECTORS 
Remuneration policy 
Remuneration for Non-Executive Directors is determined by reference to advice from external consultants and subject to an aggregate limit 

of A$1,500,000 approved by shareholders at the 2006 Annual Meeting. This advice takes into consideration the level of fees paid to directors 

of other major Australian corporations, the size and complexity of Oil Search’s operations, its growing international dimensions and the 

responsibilities and work requirements of Board members.

Recommendations are submitted to the full Board by the Remuneration and Nominations Committee. 

Remuneration payable
Fees payable to Non-Executive Directors are reviewed annually and are fixed by the Board as discussed above. Table 8 below sets out the fee 

structure as it applied in 2006. 

Table 8 – Annual Board and Committee fees payable to Non-Executive Directors

Position

Annual fee up to
12 May 2006

(US$)

Annual fee up to
12 May 2006

(A$ equivalent)

Annual fee from
12 May 2006

(A$)

Chairman of the Board 143,000 248,193 330,000
Deputy Chairman of the Board (additional fee) 14,300 15,042 20,000
Non-Executive Directors other than the Chairman 57,200 90,252 120,000
Chairman Audit Committee (additional fee) 10,000 15,042 20,000
Chairman Other Committees (additional fee) 5,000 11,282 15,000
Member Audit Committee (additional fee) 5,000 7,521 10,000
Member Other Committees (additional fee) 3,000 5,265 7,000

Until May 2006 Board and Committee fees were denominated in US dollars (US$). At the 2006 Annual Meeting held on 12 May 2006 

shareholders approved changes such that Board and Committee fees after that date were to be denominated and paid in Australian dollars (A$).

Board fees are paid to Non-Executive Directors only.

In addition to Board and Committee fees, Non-Executive Directors are entitled to be reimbursed for all reasonable travel, accommodation and 

other expenses incurred in attending meetings of the Board, Committees or shareholders or while engaged on Oil Search business.

The total remuneration which was paid to each Non-Executive Director in 2006 is set out in Table 5 on page 73.

There are no provisions in any of the Non-Executive Directors’ appointment arrangements for compensation payable on early termination of 

their directorship.

Currently, there is no separate retirement benefits plan for Oil Search’s Non-Executive Directors. Effective 31 May 2004, the Oil Search Board 

discontinued the retirement plan then in force for Non-Executive Directors. Those Directors participating in the retirement plan prior to the 

discontinuation of that plan will be paid their accumulated retirement benefits when they cease to be directors of Oil Search.

Equity participation
There is no share plan for Oil Search Non-Executive Directors.
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1P Proven reserves

2P Proven and Probable reserves

barrel/bbl The standard unit of measurement for all production and sales – one barrel equals 159 litres or 35 Imperial gallons

bcf Billion cubic feet where a billion is defined as 109. On average 1 bcf of sales gas = 1.055 petajoules 

boe Barrels of oil equivalent – the factor used to convert volumes of different hydrocarbon production to barrels of oil 

equivalent. Conversion rate used by Oil Search for gas is 6,000 cubic feet gas is equivalent to 1 barrel of oil

bopd Barrels of oil per day

CNG Compressed natural gas

development well Wells designed to produce hydrocarbons from a gas or oil field within a proven productive reservoir defined by 

exploration or appraisal drilling

hydrocarbons Solid, liquid or gas compounds of the elements hydrogen and carbon

LNG Liquefied natural gas

LPG Liquid petroleum gas

mmbbl Million barrels

mmscf/d Million standard cubic feet per day

PDL Petroleum Development Licence

PL Pipeline Licence

PRL Petroleum Retention Licence

PJ Petajoules – joules are the metric measurement unit for energy – a petajoule is equal to 1 joule x 1015

PPL Petroleum Prospecting Licence

Proven reserves Proven reserves are those reserves that to a high degree of certainty (90% confidence), are recoverable – there is 

relatively little risk associated with these reserves

Proven & probable 
reserves

Proven and Probable reserves (2P) are reserves that analysis of geological and engineering data suggests are more 

likely than not to be recoverable – there is at least a 50% probability that reserves recovered will exceed Proven and 

Probable reserves

Seismic Survey A survey used to gain an understanding of rock formations beneath the earth’s surface

tcf Trillion cubic feet (measurement of gas volume)

wildcats Exploration wells testing new play concepts or structures distanced from current fields

Proven Reserves
Proven reserves are the estimated quantities 
of crude oil, natural gas, and natural gas 
liquids which geological and engineering 
data demonstrate with reasonable certainty 
to be recoverable in future years from 
known reservoirs under existing economic 
and operating conditions. Proven reserves 
are limited to those quantities of oil and gas 
which can be expected, with little doubt, to 
be recoverable commercially at current prices 
and costs, under existing regulatory practices 
and with existing conventional equipment 
and operating methods. Proven (1P) reserves 
are probabilistically calculated reserves having 
a 90 per cent confidence level (P90); such 
reserves have a 90 per cent likelihood of 
being equalled or exceeded.

Proven developed producing reserves are 
those reserves which are expected to be 
produced from existing completion intervals 
now open for production in existing wells.

Proven developed non-producing reserves 
are (1) those reserves expected to be 
produced from existing completion intervals 
in existing wells, but due to pending 

pipeline connections or other mechanical 
or contractual requirements hydrocarbon 
sales have not yet commenced, and (2) other 
non-producing reserves which exist behind 
the casing of existing wells, or at minor 
depths below the present bottom of such 
wells, which are expected to be produced 
through these wells in the predictable future, 
where the cost of making such oil and gas 
available for production should be relatively 
small compared to the cost of a new well.

Proven undeveloped reserves are those 
reserves which are expected to be recovered 
from new wells on undrilled acreage or 
from existing wells where a relatively major 
expenditure is required for recompletion.

Probable Reserves
Probable reserves are those reserves which 
geological and engineering data demonstrate 
to be potentially recoverable, but where 
some element of risk or insufficient data 
prevent classification as proven. Probable 
reserves are calculated by subtracting proven 
reserves from those probabilistically calculated 
reserves having a 50 per cent confidence 
level (P50). Therefore, “Proven plus Probable” 

(2P) reserves are defined as those reserves 
which have a 50 per cent likelihood of being 
equalled or exceeded.

Possible Reserves
Possible reserves are those speculative 
reserves estimated beyond Proven and 
Probable reserves where geologic and 
engineering data suggest the presence of 
additional reserves, but where the risk is 
relatively high. Possible reserves are calculated 
by subtracting the “Proven plus Probable” 
reserves from the probabilistically calculated 
reserves having a 10 per cent confidence level 
(P10). Therefore, “Proven plus Probable plus 
Possible” (3P) reserves are defined as those 
reserves which have a 10 per cent likelihood 
of being equalled or exceeded.

Resources
The Company’s technically recoverable 
reserves for its discovered gas fields are 
classified as contingent resources. These 
resources would be expected to be booked 
in the Proven and Probable reserve category 
once commercialisation arrangements have 
been finalised.

glossary

DEFINITIONS OF RESERVES AND RESOURCES FOR INDEPENDENT RESERVES REPORT
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Oil Search Limited

ARBN 055 079 868

(a) The distribution of ordinary shares ranked according to size as at 1 March 2007 was:

Size of Holding
Number

 of holders
Number

of shares
% of 

issued capital

1 – 1,000 16,829 10,314,036 0.92
1,001 – 5,000 19,242 50,569,872 4.52
5,001 – 10,000  5,241 40,395,761 3.61
10,001 – 100,000  3,766 90,992,248 8.13
100,001 – 999,999,999 263 927,569,276 82.83

45,341 1,119,841,193 100.00

(b) The twenty largest ordinary shareholders representing 73.97% of the ordinary shares as at 1 March 2007 were as follows:

Shareholder
Number

 of shares
% of 

issued capital 

1 Independent Public Business Corporation 196,604,177 17.56
2 ANZ Nominees Limited 111,623,707 9.97
3 National Nominees Limited 109,564,595 9.78
4 Westpac Custodian Nominees Limited  96,009,885 8.57
5 JP Morgan Nominees Australia Limited  84,466,479 7.54
6 HSBC Nominees Australia Limited  44,892,571 4.01
7 HSBC Custody Nominees Australia Limited – A/C 2  32,502,499 2.90
8 Citicorp Nominees Pty Limited  31,381,383 2.80
9 HSBC Custody Nominees Australia Limited – GSI ECSA  21,961,559 1.96
10 Cogent Nominees Pty Limited  21,802,144 1.95
11 RBC Dexia Investor Services Australia Nominees Pty Limited  13,928,282 1.24
12 AMP Life Limited  11,703,771 1.05
13 Australian Foundation Investment Company Limited  10,700,000 0.96
14 Tasman Asset Management Limited  9,688,321 0.87
15 IAG Nominees Pty Limited  7,171,334 0.64
16 Suncorp Custodian Limited  6,133,422 0.55
17 Transputa Pty Limited  5,483,448 0.49
18 Djerriwarrh Investments Limited  4,455,600 0.40
19 Dr Kwok Ching Chow & Mrs Chan Pik Yun Peggy Chow  4,268,880 0.38
20 Citicorp Nominees Pty Limited  3,904,785 0.35
Total 828,246,842 73.97

(c) Issued capital as at 1 March 2007

1,119,841,193 ordinary fully paid shares 

11,711,939 unlisted employee options over fully paid ordinary shares

(d) The following interests were registered on the Company’s register of Substantial Shareholders as at 1 March 2007

Shareholder
Number

 of shares
% of 

issued capital

 Independent Public Business Corporation as Trustee of The General Business Trust of Papua New Guinea 196,604,177 17.56
Mathews Capital Partners 65,232,588 5.8
JF Capital Partners 60,103,821 5.4

(e) The Company’s ordinary fully paid shares are listed on the Australian Securities Exchange and the Port Moresby Stock Exchange.

Shares are also listed in the United States of America, via American Depositary Receipts (ADRs).

(f) At 1 March 2007, 1,062 holders held unmarketable parcels of ordinary shares in the Company.

Voting rights attached to ordinary shares

1. On a show of hands, one vote per member.

2. On a poll, every member present shall have one vote for every share held by him/her in the Company.
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Share Registry

Oil Search’s share register is handled by 

Computershare, the world’s leading transfer 

agency/share registry. Please contact 

Computershare for all shareholding related 

enquiries:

Computershare Investor Services Pty Limited 

Level 3, 60 Carrington Street 

Sydney NSW 2000

Telephone:

Within Australia: 1300 855 080

Outside Australia: 61 3 9415 4000

Facsimile: 61 2 8235 8150

Email: web.queries@computershare.com.au

Website: www.computershare.com

Oil Search Website

A wide range of information on Oil Search 

is available on the Company’s website, at 

www.oilsearch.com. As well as 

reviews of Oil Search’s Board and senior 

management team, corporate governance 

practices and activities, the following 

information for investors is available:

• Annual Reports

• Profit Announcements

• Press Releases

• Quarterly Reports

• Drilling updates

• Presentations 

• Archived Webcasts

Investor information, other than about 

shareholdings and dividends, can 

be obtained by sending an email to: 

investor@oilsearch.com

2007 FINANCIAL CALENDAR*
30 January Release of 2006 4Q results

20 February Release of 2006 Full Year results

5 March Ex-dividend date for 2006 final dividend

9 March Record date for 2006 final dividend

22 March Payment of 2006 final dividend

23 April Release of 2007 1Q results

4 May 2007 Annual Meeting

24 July Release of 2007 2Q results

21 August Release of 2007 Half Year results

24 September Ex-dividend date for 2007 interim dividend

28 September Record date for 2007 interim dividend

12 October Payment of 2007 interim dividend

23 October Release of 2007 3Q results

31 December End of Financial Year
* Dates are subject to change

Annual Meeting

Oil Search’s 2007 Annual Meeting will be 

held at the Holiday Inn, Waigani Drive, 

Port Moresby, Papua New Guinea on Friday, 

4 May 2007, commencing at 11.00am.

Final Dividend

The 2006 final dividend will be paid on 

22 March 2007 to shareholders registered as 

at the close of business on 9 March 2007. 

The dividend will be paid in PNG Kina for 

those shareholder domiciled in Papua New 

Guinea, in GB Pounds for those shareholders 

that have lodged direct credit details 

requesting a GB credit with the Company’s 

share registry, Computershare, and in 

Australian dollars for all other shareholders. 

The exchange rates used for converting the 

US dollar dividend into the payment 

currencies are the closing rates as on the 

record date, 9 March 2007.

The dividend will be unfranked and no 

withholding tax will be deducted.

Change of shareholder details
Shareholders should notify Computershare, 

in writing, of any changes in shareholder 

details, such as:

• registered name

• registered address

• direct credit payment details

• dividend currency payment preference.

Register of Depositary Receipts

Bank of New York 

ADR Division 

22nd Floor

101 Barclay Street 

New York 

NY 10286

Telephone: (1-212) 815 2711

Facsimile: (1-212) 571 3050

Share Codes
ASX Share Code: OSH

ADR Share Code: OISHY

Senior Management
Gerea Aopi CBE
General Manager, PNG 

(Papua New Guinea)

Philip Bainbridge
Executive General Manager, 

Operations (Australia)

Peter Botten
Managing Director (Australia)

Philip Caldwell

General Manager, PNG Asset

(Papua New Guinea)

Nigel Hartley
Chief Financial Officer (Australia)

Austin Miller
Executive General Manager,

Commercial (Australia)

Michael Sullivan
General Counsel/Group Secretary (Australia)

Keith Wilkinson 
General Manager, Human Resources 

(Australia)

Keiran Wulff
Executive General Manager, 

Business Development & President Oil Search 

(Middle Eastern) Limited
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ten year summary*

Restated

INCOME STATEMENT
2006

US$’000
2005

US$’000
2004a

US$’000

Total revenue  644,534  663,993  416,296 
Foreign exchange (losses)/gains  (886)  (1,076)  (620)
Operating expenses  (91,140)  (99,022)  (75,461)
Net corporate costs  (11,751)  (9,596)  (10,224)
EBITDAXb  540,757  554,299  329,991 
Amortisation and depreciation  (98,421)  (85,013)  (62,981)
Amortisation – site restoration  (4,554)  (9,725)  (6,112)
Amortisation – negative goodwill  –  –  – 
Exploration costs expensed and written off  (46,765)  (37,334)  (64,276)
EBIT  391,017  422,227  196,622 
Net interest and borrowing costs  21,802  (2,035)  (4,158)
Capital profit  258,321  4,663  9,621 
Other income/(expenses)  4,000  (129)  8,334 
Impairment losses  (65,180)  –  – 
Operating profit before income tax  609,960  424,726  210,419 
Income tax expense  (197,978)  (224,548)  (103,138)

Net profit after income tax  411,982  200,178  107,281 

Significant items  204,437  –  – 

Net profit after tax, before significant items  207,545  200,178  107,281 
Dividends paid – ordinary  (100,739)  (55,896)  (33,424)
Dividends paid – preference  –  –  – 

BALANCE SHEET 
Total assets  1,802,755  1,519,529  1,329,801 
Total cash  477,884  212,163  210,367 
Total debt  –  126,000  168,000 
Shareholders’ equity  1,340,980  1,020,713  869,747 

OTHER INFORMATION 
Average realised oil price (US$ per barrel) 67.22 58.06 41.65

Average realised gold price (US$ per ounce) N/A N/A N/A

Net oil production (mmstb) 9.22 11.15 10.00

Net gas production (bcf) 5.1 5.4 5.5

Total net oil and gas production (mmboe) 10.20 12.18 11.05

Net annual gold production (ounces) N/A N/A N/A

Exploration and evaluation expenditure incurred (US$’000)  120,929  78,624  75,556 

Assets under development expenditure incurred (US$’000)  294  104,625  6,145 

Producing assets expenditure incurred (US$’000)  143,367  76,799  45,815 

Operating cash flow (US$’000)  398,978  357,715  276,716 

Operating cash flow per ordinary share (US cents)  35.6  32.0  24.8 

Diluted earnings per share (US cents)  36.6  17.8  9.59 

Ordinary dividend per share (US cents)  8.0  5.0  4.0 

Special dividend per share (US cents)  –  2.0  – 

Gearing (%)  –  –  – 

Return on average shareholders’ funds (%) 34.9% 21.2% 12.5%

Number of issued shares – ordinary (‘000) 1,119,841  1,118,895  1,114,385 

Number of issued shares – preference (‘000) –  –  – 

Year end A$:US$ exchange rate 0.791  0.734  0.779 

Average A$:US$ exchange rate  0.752  0.762  0.737 

* Prior year comparatives have been restated where necessary, in order to achieve consistency with current year disclosures.
a. Reflects changes in accounting policies.
b. Earnings before interest, borrowing costs, tax, depreciation and amortisation, and exploration costs expensed.
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Restated  

INCOME STATEMENT
2006

US$’000
2005

US$’000
2004a

US$’000
2003

US$’000
2002

US$’000
2001

US$’000
2000

US$’000
1999

US$’000
1998

US$’000
1997

US$’000

Total revenue  644,534  663,993  416,296  350,801  233,003  123,865  139,698  143,487  90,788  43,995 
Foreign exchange (losses)/gains  (886)  (1,076)  (620)  2,716  1,505  11  (2,232)  –  1,218  2,920 
Operating expenses  (91,140)  (99,022)  (75,461)  (103,595)  (65,172)  (30,528)  (39,276)  (30,610)  (20,262)  (9,341)
Net corporate costs  (11,751)  (9,596)  (10,224)  (10,867)  (8,665)  (3,861)  (4,980)  (6,054)  (9,295)  (4,556)
EBITDAXb  540,757  554,299  329,991  239,055  160,671  89,487  93,210  106,823  62,449  33,019 
Amortisation and depreciation  (98,421)  (85,013)  (62,981)  (73,655)  (61,910)  (41,786)  (43,003)  (54,261)  (41,578)  (11,412)
Amortisation – site restoration  (4,554)  (9,725)  (6,112)  (5,960)  (3,613)  (2,318)  (1,250)  (1,446)  (922)  (713)
Amortisation – negative goodwill  –  –  –  9,428  5,576  –  –  –  –  – 
Exploration costs expensed and written off  (46,765)  (37,334)  (64,276)  (12,467)  (13,982)  (7,165)  (2,067)  (1,846)  (5,291)  – 
EBIT  391,017  422,227  196,622  156,401  86,742  38,218  46,890  49,270  14,658  20,894 
Net interest and borrowing costs  21,802  (2,035)  (4,158)  (8,074)  (3,853)  (11,276)  (12,861)  (15,004)  (7,890)  3,667 
Capital profit  258,321  4,663  9,621  5,575  1,734  –  –  –  –  – 
Other income/(expenses)  4,000  (129)  8,334  –  –  –  –  –  –  – 
Impairment losses  (65,180)  –  –  –  –  –  –  –  –  – 
Operating profit before income tax  609,960  424,726  210,419  153,902  84,623  26,942  34,029  34,266  6,768  24,561 
Income tax expense  (197,978)  (224,548)  (103,138)  (68,224)  (37,623)  (14,887)  (939)  (11,227)  2,568  (7,406)

Net profit after income tax  411,982  200,178  107,281  85,678  47,000  12,055  33,090  23,039  9,336  17,155

Significant items  204,437  –  –  –  –  –  –  –  –  – 

Net profit after tax, before significant items  207,545  200,178  107,281  85,678  47,000  12,055  33,090  23,039  9,336  17,155 
Dividends paid – ordinary  (100,739)  (55,896)  (33,424)  (10,557)  –  –  –  –  –  (3,197)
Dividends paid – preference  –  –  –  (1,158)  (2,965)  (3,730)  (5,147)  (7,194)  (3,585)  – 

BALANCE SHEET 
Total assets  1,802,755  1,519,529  1,329,801  1,377,033  1,197,703  868,919  834,403  831,839  745,832  241,644 
Total cash  477,884  212,163  210,367  102,645  60,843  40,282  34,886  58,341  23,305  49,800 
Total debt  –  126,000  168,000  200,000  192,105  215,000  248,909  298,981  353,600  50,100 
Shareholders’ equity  1,340,980  1,020,713  869,747  846,385  787,314  500,799  446,281  402,417  308,810  169,987 

OTHER INFORMATION 
Average realised oil price (US$ per barrel) 67.22 58.06 41.65 29.80 24.87 18.88 18.01 15.86 13.15 20.24

Average realised gold price (US$ per ounce) N/A N/A N/A 361.00 320.00 N/A N/A N/A N/A N/A

Net oil production (mmstb) 9.22 11.15 10.00 9.51 7.70 5.89 7.09 8.35 6.28 2.14

Net gas production (bcf) 5.1 5.4 5.5 5.3 3.8 5.5 5.4 5.1 3.6 0.2

Total net oil and gas production (mmboe) 10.20 12.18 11.05 10.40 8.34 6.80 8.00 9.19  6.88  2.18 

Net annual gold production (ounces) N/A N/A N/A  161,475  108,979 N/A N/A N/A N/A N/A

Exploration and evaluation expenditure incurred (US$’000)  120,929  78,624  75,556  52,908  28,629  25,004  32,482  38,276  28,747  27,212 

Assets under development expenditure incurred (US$’000)  294  104,625  6,145  27,165  57,671  52,296  18,830  22,819  21,129  57,505 

Producing assets expenditure incurred (US$’000)  143,367  76,799  45,815 

Operating cash flow (US$’000)  398,978  357,715  276,716 191,257 127,915 73,215 58,631 82,018  44,802  23,648 

Operating cash flow per ordinary share (US cents)  35.6  32.0  24.8 17.3 13.0 12.0 10.6 16.4 9.6 5.0

Diluted earnings per share (US cents)  36.6  17.8  9.59 7.66 4.47 1.78 5.43 4.10 1.23 3.66

Ordinary dividend per share (US cents)  8.0  5.0  4.0 1.00 1.00 – – –  –  1 

Special dividend per share (US cents)  –  2.0  – 1.00 – – – –  –  – 

Gearing (%)  –  –  – 10.3% 14.3% 25.9% 32.4% 37.4% 51.7% –

Return on average shareholders’ funds (%) 34.9% 21.2% 12.5% 10.5% 7.3% 2.5% 7.8% 6.5% 3.9% 9.2%

Number of issued shares – ordinary (‘000) 1,119,841  1,118,895  1,114,385 1,113,790 1,088,429 663,390 576,454 525,713  468,860  468,745 

Number of issued shares – preference (‘000) –  –  –  – 802 802 802 1,189  1,189  – 

Year end A$:US$ exchange rate 0.791  0.734  0.779  0.743  0.556  0.506  0.549  0.647  0.607  0.647 

Average A$:US$ exchange rate  0.752  0.762  0.737  0.653  0.539  0.508  0.573  0.638  0.624  0.770 

* Prior year comparatives have been restated where necessary, in order to achieve consistency with current year disclosures.
a. Reflects changes in accounting policies.
b. Earnings before interest, borrowing costs, tax, depreciation and amortisation, and exploration costs expensed.

THE OIL SEARCH STORY

Oil Search was incorporated in Papua New Guinea (PNG) in 1929 
and is the parent company of  the Oil Search group. The Company’s 
principal activity is the exploration for, and production of, oil and gas. 
Its main operating base is in PNG, with a growing presence in the 
Middle East and North Africa. The Company employs approximately 
1,130 staff  and over 2,300 contractors located in PNG, Australia, 
Yemen, the United Arab Emirates and Egypt. The Company is 
listed on the Australian Stock Exchange and the Port Moresby 
Stock Exchange. The PNG Government is its principal shareholder, 
holding 17.6%.

Oil Search’s key objectives are to maximise the value of  its existing 
PNG oil assets, to develop its major PNG gas resources and to add 
value through exploration and acquisitions, in PNG, the Middle East 
and North Africa.
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PNG Registered Office
7th Floor
Credit House
Cuthbertson Street
Port Moresby 
Papua New Guinea

PO Box 842
Port Moresby 
Papua New Guinea

Telephone: (675) 322 5599
Facsimile: (675) 322 5566

Australian Offices

Sydney office
Level 27 
Angel Place
123 Pitt Street
Sydney NSW 2000

GPO Box 2442
Sydney NSW 2001

Telephone: (61-2) 8207 8400
Facsimile: (61-2) 8207 8500

Brisbane office 
555 Coronation Drive
Cnr Landsborough Terrace
Toowong QLD 4066

PO Box 2270
Toowong QLD 4066

Telephone: (61-7) 3114 1799
Facsimile: (61-7) 3114 1750

Yemen Office
Oil Search (Yemen) Limited 
PO Box 16380
Sana’a 
Republic of Yemen

Telephone: (967-1) 423 440/441/422 
Facsimile: (967-1) 410 314

Dubai Office 
Oil Search (Middle Eastern) Limited
Al Attar Business Tower
Level 8, Office 802
Sheikh Zayed Road 
Dubai 
United Arab Emirates 

Telephone: (971) 4 331 4884
Facsimile: (971) 4 331 1610

Cairo Office 
Oil Search (Eastern Desert) SAE
2, El-Hegaz Street, 6th Floor 
Roxy, Heliopolis, 11341 
Cairo 
Egypt

Telephone: (20-2) 454 8310
Facsimile: (20-2) 454 8312

OIL SEARCH LIMITED
ANNUAL REPORT 2006

The road to 
success is not always 

a straight line
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