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LNNYY AWaN

You made a very good case for the TIION 199909

technology and explaining the technology and
how it's developed. I just would like to ask a
guestion specifically about the (not clear) plant
in data. As | understand it, 'Shell’ is paying for
all of the facilities and the government is
transferring the gas for nothing. I mean, that's
the example we have in the industry, if you want

to comment on that.
Even so, let's say it is 4.5% for (not clear) yet,
the return on investment is about 3-4 years.
They talk about 17 billion. Of the 17 billion
didn't go straight to the plant, they paid a lot
(not clear), some unknown sums, huge money.
There's another thing that what 'Shell" did
there, because this is the first large plant they
are heading, they took no chance. You can build
in 7 billion (not clear). They just put the money

because they were sure that in 4 years they'll get

X9 9%
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the money back, which is the explanation. If you
take 4.5% and if you take the unknown sums of
money, you come back to about 7-8 billion and

you will have a return in maybe 5 years.
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Welcome. My name is Shaul Zemach, | am

the director general of the ministry of energy
and water resources. | have here with me
committee members of the office of the prime
minister, the ministry of foreign affairs,
ministry of finance and ministry of
environmental protection. We will let you speak
for something like 40 minutes. (not clear) but we

will hear everyone that needs to talk to us. We
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have you on record so, if you want to say
something that you want us to take out of the
record, please let us know and the floor is yours.
Thank you, Mr. Chairman. Thank you on behalf
of AGR for receiving us. As you may know, AGR
is already present here with substantial tasks to
carry out but I thought instead of talking today
a lot about AGR as such, I rather present to you
more about what I call ‘the Norwegian
experience', because when I'm here, at least with
my background, I'm seeing a lot of (not clear) to
where we were in Norway 25 years ago. So, | will
try to (not clear) this 1is not an official
Norwegian sort of lesson or experience exchange
but, the three of us here, (name) the CEO of
AGR, he has had key positions in the oil and gas
activity for most of his professional career. The
same with (name), who is now heading up over
Israeli activity, worked with oil and gas all the
time from (name), a company | was CEO for, for

quite many years, to the seismic and now

:1 939



36

YAVN IN PYN NININTM NINAY NIYNIN - BINPNY NIIVIND T9VUN

23.1.2012 DY’n Na*yd

heading up, what we call AGR energy which is
basically the AGR activity focusing in on Israel.
Myself, on top there, I'm the chairman of AGR
and | used to be the chief executive of (name), a
major oil company, and the second one after (not
clear) merged with (name) about 3-4 years ago.
Then, in the '80s, as you will see and that's the
reason why | sort of talk about some of the
Norwegian experience, | served in politics
different ministerial position during the '80s
and that was really the time where we had
committees like this, too many at the time we
thought, but any way, we managed to develop a
framework and a way of working in oil and gas
in (not clear), that we still believe is quite
successful. It would not be true if | convey that
it was a straight line and we made it right from
the first time, but I think the approach we made
can help to begin. So, that's what I'm going to
talk about. Just for the record, as you said Mr.

Chairman, AGR has operations in Israel. We are
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the operator for the 6 licenses called 'the (not
clear) licenses', the 'Aria' license and the
'Yitzhak' license. So we are quite active here but
we are also in the build up phase understanding
what Israel will require from us as a company
and understanding how to work with the
partnerships here in Israel and we are of course
also discussing with potential other partners but
for the time being, we are more extremely
focused on delivering on the tasks we already
have at hand. When | say many (not clear) in
Israel today and Norway in the early '70s
beginning '80s, it's simply that just the history
is that the discovery of this (not clear) in The
Netherlands really spurred the interest for the
Norwegian (not <clear) and we had high
expectations, many dreams, lots of activity,
disappointing results and finally, late in 1969
Phillips did the discovery that is still one of the
major producing field on the Norwegian shelf

and really then the Norwegian oil history starts
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and very early at that stage we realized that
Norway could become a major oil and gas
province. We were unprepared, we had not the
policies in place, we had not the framework in
place, we had no domestic oil and gas
competence so therefore we had to start to build
from the beginning and we said, let's make sure
that the steps we are taking now are the right
ones. Let's accept that we may not be able to
explore all these resources as speedy as a nation
that has a lot of competence, a lot of companies,
let's make sure that we build this right from the
beginning. It has proven to be a successful (not
clear). We have developed into a (not clear)
major producer, we have developed a framework
where the government captures a significant
share or profits from off shore oil and gas and
we worked (not clear), we have not at least
created a huge and national competitive oil
service industry and AGR is one of the childes

that have been raised from the Norwegian oil
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and gas (not clear). We started as a child, we
are now a grown (not clear) mature and
experienced company, as quite a few others as
well. New technologies have been developed; the
North Sea has been sort of a really fantastic
laboratory for developing new technologies. A
major Norwegian oil company owned almost 70%
has developed and is now also a huge
international player and we established
successfully what we today call ‘the pension
fund®, which is really where we channel all the
state revenue from the oil and gas cycle and we
have strict rules (not clear) to take money out of

that fund and source it into the state budget.

All the revenues, including the corporate tax?
The corporate tax and everything that is under
the umbrella of oil and gas incomes goes into the
pension fund and then we source it back. Here
you see some of the results. You see that this is
the development of the oil and gas production in

Norway. It actually peaked in 2002 and you see
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that gas is now becoming a major part of it,
whereas during the '90s it was first of all the
oil. To the right hand side, you see the
Norwegian oil service companies, their revenues
and not only this (not clear) revenue but also the
fact that the gray part, which is the
international one, is really (not clear)
developing very fast and the idea when we
discussed this back in the '80s and '90s, was to
develop and oil and gas service industry that
could continue to grow and develop
internationally even in we knew that at a certain
stage the Norwegian shelf will not be able to
continue like this. These resources sometimes
will peek off. Whether they have peeked off or
just a level (not clear), we don't know but it's an
enormous value that is now created by this
international oil and gas industry. And here you
see how important and how big this sector has
become as part of the Norwegian economy. We

are 20% of the GDP, almost half of the
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Norwegian exports come from oil and gas but
only 2%-4% of the labor force, so this is
definitely not a labor intensive industry and in
Norway we are quite proud of that because (not
clear) of this industry to find an industry that
can really create a huge export value and a high
value creation of the GDP without consuming too
much labor force has been quite a Kkey
component in developing the (not clear) of
Norway.

This is including the industry around or this is
just oil and gas?

This is just oil and gas. It's always a little bit
difficult when you're talking to sort of
governmental committees and governmental
officials and representing a company. How much
of the good stuff you should present from
Norway because to some extent of course there
have been fights between the company's interest
and the government interest and | try to give

you as honest (not clear) as possible. I think we
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can say we have had a very proactive
government as a regulator and to some extent, as
a supervisor. We realized very early the that
values related to the oil and gas are so huge that
you create enormous financial interest in this
one and there is nobody outside the government
that can substitute the regulatory force of the
government. That is a good side and that's the
easy side. The complex side of that is that the
government should not end up regulating a lot of
things where the market could take care of it as
well. So to find the areas where the government
really has to have a slow hand and to relax
where the government is not able to take care of
it and the market will take care of it has always
been the balance. Let me give you a few
examples. Natural gas. A lot of discussion, |
know you have (not clear) mandate to discuss
that. A lot of discussion in Norway: should we
sell it to the highest bidder, to the European

market or should we use it domestically? And
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they came up with enormous ideas of domestic
use of natural gas. The ideas were good,
consistently the domestic users were not at all
able to pay the same price as we could get for
the gas selling it to UK, Germany, France,
Netherlands and then of course, the challenge
was how good are these ideas at the end. Of
course, we can all produce good ideas if we get
the gas for free and we said; let's not develop an
industry in Norway that requires subsidized gas
from here to eternity. We could always give
them a start help but it has to be (not clear)
business and the government and (not clear)
different governments were extremely tough on
this one. Not always in the election campaigns
their wording sounded like this but actually in
reality they were extremely consistent. Oil
service companies no requirements to the old
companies to use Norwegian oil service
companies. They understood (not clear)

Chevron, (name), Shell, they all understood that
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where they could help take on the development
on some of the new (not clear) the entrepreneur
(not clear) the Norwegian oil industry where
they can take them home, it's certainly served
their (not clear) when they asked for new
licenses but no requirements because we did not
want to foster a all service industry that is only
based on the government saying "hey, if you are
going to get the license here you have to take
this company'. Because these values are too huge
to be developed by B <class people and
companies, we need it first class; we need the
triple A companies to work with it. So, all in all
I think a major success story for Norway was
that we were extremely tough on these things in
the beginning and quite soon then we had a
competitive Norwegian industry. Let me say a
few things about what | think deserve to be
mentioned with relation to the successes.
Gradual opening, not open the door for everyone

all over the place, because we wanted to take it
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step by step. License (not clear) based on
applications. This was a big decision, should we
auction? Should we not? Should we base it on
(not clear) beauty contests? And we did that and
the government was actually the place where
they composed the license among a long bidding
list and it was the competence, the track record,
everything from social responsibility,
environmental responsibility "till actually what
they have done before ( not clear) decisive and
therefore we started with (not clear) Philips,
Shell, Axon, the majors. Government take. This
was not at all a straight line. Petroleum tax on
all off shore activity, additional tax of 50% on
off shore income.

From the first profit?

No. First you allow the companies to (not clear)
their investments back and then, when you have,
what we call the profit on top of that, you get
heavily taxes so, there are a lot of deductions in

the build up phase of this but it's a (not clear), I
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shouldn't say that, (not clear) company but it is
a tough tax regime. The (not clear) consistent
for quite some time, 50% on top of the 28%, so
it's (not clear) tax of 78%.
It's just on top, it's tax on tax?

Yes, it's 50% plus 28%. The corporate tax is
28% but when | say that, the ministry of finance
in this room might smile (not clear) but
remember, you have to look at (not clear) the
taxable income and the idea was to incentivize
the good companies to be here. Of course, they
have to earn, at least firs of all, a normal
return, earn their investments back but, the
clean profit on top of that has to be taxed
heavily and that is simply because this belongs
to the Norwegian people, these resources, so we
have to find a balance.

It's a system that 1is very good for the
government, once you have production and you
have profits. It's also very good for the

companies to help them for explorations. For
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instance, if you are a new company and (not
clear) production, so you don't have any tax (not
clear). If you drill a well and it happens to be
dry, if it's a 100 million dollars, the government
will actually pay you the 78% tax in tax.

Even if you are not the tax (not clear).

In cash. So it works both ways.

So that's the (not clear). The bad thing about
the high tax is of course are the companies
sufficient conscious when 78% of the income is
tax or paid by the tax payers, that's a balance.
We have formed a balance that we think works
and that's part of the reason why the Norwegian
continental shelf has been such a tremendous
laboratory for new technology developments,
because the companies could take the risk of
trying out new technologies because it was (not
clear) with a high tax (not clear). But on top of
that we have a direct state ownership that gives
what the state owns, usually a (not clear), used

to be, on top of the tax. The National oil
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companies were developed. It started with 3, it's
now 1 major one as the (not clear) become more
internationally. On the infrastructure | would
only mention that we decided very early to avoid
creating monopolies on particularly
transportation systems as we do not allow
private companies in Norway to build roads and
put up a toll both on the road, we do not allow
the private companies to build a pipeline and sit
there and decide whether others could use the
pipeline or not. So, to create this infrastructure
was an assistant for the (not clear)
infrastructure with third party access, tariff
regulation was a major undertaking and it took
time, it did not start as well as it is today but
today we have one company owned by the oil
companies that own the pipelines and we have a
governmental owned company that is actually
managing the system, the (not clear). So, this is
a key, particularly if you find a lot of gas, oil is

much easier, to pay sufficient attention from the
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government in creating an efficient
infrastructure is a lot about harvesting (not
clear). The world is full with gas that has been
explored but where you do not have an
infrastructure to bring it to the market, so this
is a key to you as well. Then there is the
petroleum fund, I can speak one hour about the
petroleum fund, | was oil minister when we
created that. There was a tremendous discussion
and I'm not quoted very much in Norway for my
political career but I was quoted on one thing
and that was the big debate in the parliament
because, that was in 1990 and the opposition
particularly and some others were joking about
establishing a fund and we didn't have one
single dollar to put into the fund because we
were probably 5, 6, 7 years before there was one
single crone to return to the fund and my
argument was, let's establish a fund and the
playing routes before we have money to put into

it because, as soon as we have a lot of money out
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there, we will never be able to agree on the
routes. Afterwards it has proven to be a very
wise decision.

So it started in '96, '97?

It started in 1990 and legally it was established
in 1996, the first dollar came into the fund. My
main point was talking about the international
oil companies that we started with, we had no
(not clear) solution, we didn't have this (not
clear). Today, when you are developing your oil
and gas business, you can play (not clear) the
big ones and the competent oil and gas industry.
So actually, what we have developed now is
companies that without the major oil companies
like Axon and Shell can actually do basically
some of the same work, so you have a much
wider range of competences to pick from then we
had at the start of the Norwegian shelf among
other ADR and the other (not clear). Here you
see the cash flow created from the governmental

model that | illustrated. It took a long time
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before there was any money of substance to talk
about and really here, after 2000, we have
started to harvest it. So it took us 25 years
actually before the oil and gas revenue became a
large part of Norwegian economy. A lot of
economic value was created in this build up
phase, construction industry, tax income and all
these things that direct from the oil and gas. It
takes some time, that's the main point.
What's the exchange rate (not clear)?
About 6 to dollar.
What was your debt to GTP ratio in 19907?
In Norway in 1990 we were basically debt free.
Because | think we had in '85 a debt ratio of
around 0.5 and then the second half of the '80s
in Norway we paid down a lot of that debt so we
(not clear) we were almost debt free.
If you can imagine these things are being

discusses with the current (not clear),

I am very happy to hear that and | would

actually be concerned if you didn't discuss it
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because these are key topics for any
governmental body to discuss. How to organize?
How to balance between regulating the market
place and not vregulating things that the
government can't regulate and where the market
would take care of it? And how can you have a
system in place when you proactively enough can
get in and correct things when you see that it
doesn't work the way you are going and as |
said, there are a lot of (not clear) economic
basic principals are sort of the base layer for
this and on top of that the government that (not
clear) also educate themselves. Building up an
oil directorate as we did in Norway, a separate
body that looks after the environmental part of
it and a very competent oil and energy ministry
that we're not at all competent, only with a
couple of people that look after oil at the
beginning but gradually developed into today
maybe the most prestigious and advanced

ministry we have in Norway. So government and
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governmental bodies have to develop parallel to
this industry. Its just dreaming to thing that you
should have the ministry (not clear) and the
industry down there. These thing will develop
hand in hand. Finally, let me say that we are
very sort of focused on a good dialogue between
the different players here. We have taken
operatorship for a few licenses here. We take
that responsibility very seriously. We take that
responsibility, first of all, to make sure that we
have a good dialogue with the government, that
we are honest in our feedback and that the
government can be honest with the feedback to
the operators. At the end of the day, you have to
talk a lot with the operators. You can't relate to
all participants in a license, you have to call the
operators responsible, that is the key in all
petroleum laws and regulations wherever you
come around the world, you can not sort of
relate to everyone. You may listen to them in a

builder phase but in each license for the licenses
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that are established, the operator is the one with
the helmet. If you don't do that you get confused
after a short period of time and you will be
enrolled in all the discussions that the operator
within the license had to sort off and this is not
your sort of business. You have to require that
these people, the licenses, are able to agree and
the operator has to take a tough stand on
bringing that agreement to reality and then the
dialogue with the government has mainly to go
through the operator and (not clear) to the
policies towards the licenses. So I'm saying, for
AGR we take these up, we are very pleased with
the position we have here. We are humble
because it's a huge cause in an area that is not a
mature oil and gas area from any angle but we
like to demonstrate (not clear) delivery on the
licenses where we are and in a good time of the
development that really deserves over grow and

can also develop overall over the years as (not
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clear). 1 close my remarks in respecting your
time, Mr. Chairman.

Any comments? Can you say some words 1NNY YINY

about your vision to the region here, the
Mediterranean and especially Israel of course?
If I were seeing it sort of from the Israeli :1 9399
perspective | would have maybe 3-4 points ahead
of me every morning and that is, there is a long
way from when you discover a promising oil and
gas reserves until you are rich from those
reserves and do not underestimate the time it
takes. Secondly, the time it takes could be short
if you do not pay sufficient attention to building
up, as | said we did in Norway, to building up a
system where the people of Israel are able to
harvest a significant part of the value. If you
just let the players play and the financial
players and all just play the game with limited
regulations, just observing it as any other
business, it might go faster but it may not give

the additional development in Israel as you
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would wish to have so, respect the time. Thirdly,
this is a tough industry in the sense that there
are strong companies, lots of money involved
that if they are going to work fruitfully for you
they need consistency in the regulatory
framework. Don't change the rule every week or
every forth night or every year. The better you
are able to establish it from day one and stay
with it — the easier it is. It's quite difficult,
frustrating and costly for the companies to work
in an environment where you want cream one
day and porridge the other day and all that kind
of things, and we discussed that a lot in Norway.
Put a lot of emphasis on the value it gives to you
also as a government if you can stick to the
regulatory framework, at least for some time.
We all understand that in the starting phase you
have to do some revisions, you have to do some
learning as you go but, you can't do it every
second night because we are taking on huge

investments, the companies are putting up their
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best resources and we have to know when we
start to play basically the rules for that play
and if you change, don't change it for the
licenses already going, change it for those who

are coming.

If you had to take the same decision today :Nax 13 §%9°N

with the prices of gas, would you take the same

decision that you took 20 years ago? Exports.
Yes and even more so because, still today we
have a very limited use of gas domestically in
Norway. But remember, Norway is a little bit
special here because we have a huge hydropower
resource so, most of our recoveries s
hydropower, so we did not need a lot of natural
gas to produce the electricity that the nation
needed. But in the Norwegian parliament, |
don’t think you will find many of the 165, maybe
5 persons in the whole parliament, that would
say that we should have taken a different
position on this one. | think even if they were

heavily advocating giving the gas cheaply to a

:1 9319
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lot of ideas, locally, regionally, all kinds of
dreams were coming up, today they will say:
‘well, it was nice to talk about it, we are glad we
didn't do it" and the industry we have today
based on gas is a (not clear) competitive
industry.

I want to ask in another issue, what do you think
about regional cooperation in our area, between
other nations, let's say Cyprus, Lebanon.

Turkey maybe.

I should be extremely careful when it comes to
the politics of that but let me say a few thing
about the aspect from the oil and gas
perspective. First of all, these oil and gas
discoveries sometimes require cooperation,
because you will have the unitization discussion.
I'm sure you will have that with Cyprus, you
might have it with Egypt, simply because for the
long time you can't base these developments on
first comes get the most out. So you rather set

up a strong governmental capacity to do these

$199) %3)

:3 9319

:1 9319
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unitizations. | was traveling 22 times from
Norway to London when | was (not clear)
minister to discuss the unitization of one field in
Norway that was on the border and I managed to
increase the Norwegian stake by 0.23%. It was
the most valuable negotiation made in Norway
that year. That tells you a lot about the values
that are in here so, cooperate on those things
because in the long term you will regret it if it
becomes a race where you just try to get the
source out first. Secondly, when it comes to gas,
one of the reasons why Norway is harvesting
such a tremendous value from the gas export,
why we are to some extent (not clear) competing
Russian gas and other gas, (not clear) pipeline
ways into Europe is that security of supply
becomes such a key parameter for those who are
basing their infrastructure and their
investments from the gas resource and there has
been one thing, sort of one gospel we have talked

about in the closed rooms and in the open rooms
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in Norway and it is that we should always
demonstrate that if you make an agreement with
a Norwegian company to supply you with gas,
the Norwegian government will not add on
politics and take that supply away. We will not
run into the situation, as Russia went into for a
few years as you remember, and even if it's just
the rumors that it might happen, it can ruin
their reputation, so therefore, if you arrange
regional sort of gas supply systems, if you lay
pipelines through neighboring countries — make
sure that you are able to live up to a secure long
term reliable supplier. Because if you don’t do
that, you do not only harm the valuation of the
gas to this specific country or buyer, but you
harm the value of your gas and you devaluate

the value of your (not clear) gas resource.
I have a question regarding the local pricing
because, Norway still uses quite significant
amount of (not clear), if I remember it’s about

5.6 BCM a year that Norway is using, so it’s

VI NY
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guite a significant volume for a 4 million people
nation and | wanted to ask you about the local
prices. Are they correlated to your export prices
and, since you are not subject to the EU
directive, is there any competition between the
suppliers of just supervised prices and everyone
takes the price as is or something else?
There is no distinction between a Norwegian
buyer and a non-Norwegian buyer. So, any
Norwegian buyer of gas has to negotiate with the
gas seller and the gas seller will always calculate
their (not clear), there doesn’t exist one single
governmental intervention into this and the
reason why we have a petrochemical industry,
that means that it adds up to your numbers here,
and they buy a lot of their gas based on actually
LND coming into their facilities, actually coming
outside Norway. So the answer is: I don’t know
what the price is as | do not know what the price

is for a UK buyer. The only thing I know is that

:1 9399
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the government wouldn’t even know what the

price is, because it’s a totally free negotiation.
pipelines through neighboring countries — make
sure that you are able to live up to a secure long
term reliable supplier. Because if you don’t do
that, you do not only harm the valuation of the
gas to this specific country or buyer, but you
harm the value of your gas and you devaluate

the value of your (not clear) gas resource.

tYITY ND

I have a question regarding the local 292N IPIN

pricing because, Norway still uses quite
significant amount of (not clear), if I remember
it’s about 5.6 BCM a year that Norway is using,
so it’s quite a significant volume for a 4 million
people nation and | wanted to ask you about the
local prices. Are they correlated to your export
prices and, since you are not subject to the EU
directive, is there any competition between the
suppliers of just supervised prices and everyone

takes the price as is or something else?
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There is no distinction between a Norwegian :1 9314
buyer and a non-Norwegian buyer. So, any
Norwegian buyer of gas has to negotiate with the
gas seller and the gas seller will always calculate
their (not clear), there doesn’t exist one single
governmental intervention into this and the
reason why we have a petrochemical industry,
that means that it adds up to your numbers here,
and they buy a lot of their gas based on actually
LND coming into their facilities, actually coming
outside Norway. So the answer is: I don’t know
what the price is as | do not know what the price
is for a UK buyer. The only thing I know is that
the government wouldn’t even know what the
price is, because it’s a totally free negotiation.

So if the added value for the supply into $999IN IYIN

the local market is much higher than say the
logical one or the accepted one or even those for
export, the government has done nothing to

intervene or any monitoring of the supply
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No, exactly, because in the long term the

government, remember I’m not talking on behalf
of the government, but let me say the
governments had never believed that we could
have a system where the buyer argue that the
value of this gas is so high that the government
should give us the gas cheaper. If the value of
your production system is good enough, you
should be able to buy the gas at a competitive

price. That has been the philosophy.

:1l 939

I think the point he’s trying to make is $999P 127090 79999

that you now have this giant supplier and in
Holland you compete with the Russian gas, in
Rotterdam you compete with LNG and in the UK
you compete with British gas but in the local
market you are the only supplier, not you but
the (not clear). A. is that true? And B., if it’s
true then they essentially control the market so
they can sets prices completely. Then the prices
in the local market and abroad are different

because they enjoy different market positions.
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First of all (name) is not a monopoly, of course,
they are by far the largest but you can buy gas

from different companies.

:1l 939

So there is competition? 29939 12709 79999

There is competition so that is partly answered.
I should say that my sort of lesson about how
market oriented we were could even be supplied
by saying that we established a separate body in
Norway negotiating the gas (not clear) dad we
did abroad, because we did not want the
different companies in Norway to compete with
the Shells and the big ones outside. So we
created what you could say was basically a
Norwegian monopoly exporting gas and then of
course, you gradually didn’t like that and we
behaved as good Norwegians so we have
dissolved that one. But that was to create the

maximum value.

:1 939

Actually Norway is subject to EU rules, 299N IIN

although it’s not a member.



66

YAVN IN PYN NININTM NINAY NIYNIN - BINPNY NIIVIND T9VUN

23.1.2012 DY’n Na*yd

We are not a member but we are bound by the
same competition (not clear). But remember,
buying gas in Norway, if you want to set up a
plant in Norway that uses gas, defiantly you
have the benefit of being close to the source, so
the net back to the gas seller is nicer, just
transporting the gas 10km instead of 300km.
That is a commercial benefit you can get, but
that’s the only things.
After the infrastructure is developed by some
field, you have some field 100% and the
infrastructure is developed, you go to the
terminal on-shore, off-shore, it doesn’t matter,
and then you have some exports, some on-shore
sales and then the question is whether it looks
logical for you then the consumer will hold
separate negotiations with the same license
holders and not with the operator. So you have
say, (name) and Axon in the same field,

Exactly.

:1l 939

$2 Y11 NY

1 934
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And then you are (not clear) some 100mw (not :2 19> NY
clear) and you have separate negotiations with
(name) and Shell,

Exactly. :1 9314

So, is it accepted? :¥v9° NY

That’s exactly the thing because, (name) may be :1 9319
sold out to (name) might have a slot for you,
because they can sell their own gas. If they have
15% of a field that produces 100 BCF, they
could do that. It’s just to <create the

marketplace.

Thank you. o A N ¥)
Thank you for your honest presentation. :NNY YINY
Thank you. Thank you for having us and we look :1 9314

forward to cooperate with you.

- npvan -
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Hello to you. My name is Shaul Zemach and :NNY YINY

I’m the director general of the ministry of
energy and water resources. I’m the chairman of
the committee. With me here in the committee,
Professor Eugene Kandel, which is the head of
the national economic council. Mr. Bar Yosef,
from the prime minister office. Edna Harel,
from the ministry of justice, Alona Sheffer,
director general of the ministry of environment,
Professor Gilo the Antitrust commissioner, near
him is Udi Adiri from the ministry of finance.
Dr. Gabi Golan — from the prime minister office
and Mr. David Aron who is the committee's
advisor. We will start with some technicalities.
First of all, you have something like 40 minutes,
so you can allocate the time between you and
second, we have you on record which means, if
you want to say something off the record - let us

know. The floor is yours.

Thank you. My name is Leland Tate, :(ATP) vV 1399%

for those who don’t know me, and I certainly
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don’t know many of you. I’m president for ATP
Oil and Gas Corporation. We are a company out
of Huston Texas. We’ve been coming to Israel
now since 10/2002 looking to get into licenses
and to become owners here. Thank you for the
opportunity to give you some of our views on
this. I’m sure that what 1’1l have to say you’ve
heard so many times you’re tired of it but, I’ll
give you my views on some of the issues and
we’ll see where we go. A bit of background on
ATP, up to now we have acquired, along with
Isramco, 3 licenses, among those are, ‘Daniel
east’ and ‘Daniel west’ and then we have applied
through the ministry with ratio for the 2
licenses that (not clear) - “Neta’ and (name).
Those are pending and will be worked soon. ATP
Is a company that operates 100% off-shore,
we’re not an on-shore company, and 96% of our
proved reserves are in deep water, so we have
operational and technical experience in the deep

water area and that’s the experience we bring to
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Israel. We were founded in 1991, so we’re 20
years old this year. We became a public company
10 years ago and we’re trading on the NASDAQ
and in the US. We have operations in the Gulf of
Mexico, in the North Sea and of course, in off-
shore Israel we’ve been drilling out first well.
We have an operation in Holland as well as in
the UK. We’re headquartered in the US with our
offices here and then, in the UK and the
Netherlands. We have proved (not «clear)
reserves at (not clear) somewhere around 67
billion dollars (not clear). We are an oil and gas
operator, an operations company, and what that
means is we have the ability the explore, to drill
and to produce and manage development and the
production over a long time, so we’re the entire
spectrum of oil and gas off-shore and deep
water. We have deep water assets in the Gulf of
Mexico in 3,000ft of water, 1,000m, all the way
up to 24,000m of water and we have both

‘Tamar’ type pipelines that are operating as well
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as off-shore floating infrastructure where we
process gas and then send it to the beach for a
bit of further processing and then it’s sold in
the sales market. So we operate floating
facilities as well as (not clear). In trying to
think through this, it seems to me that there are
some key needs on both sides of this from the
perspective of the oil and gas company, we see
the need for clear, stable regulations. In order
to make long term investments we need to know,
as best we can, what the rules are going to be, as
far is the exports or production to the country
might be. We believe that we need a return on
investment (not clear) with the high cost. Deep
water is a high cost environment and it’s also
risky, particularly in the exploration phases and
there are uncertainties in those overall plans
that are long term. In Israel we’re looking at 5
plus years at least from beginning of discovery
to return on investment, and that means that we

have to have some certainty around those
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investments (not clear). From the Israeli side of
course, you folks need to security of supply from
the gas reservoirs off-shore and a competitive
and sustainable gas market. We believe that will
involve a free and open market. We are a free
market company, not controlled, and that will
provide, we believe domestic gas at the lowest
cost to you over the long term and obviously you
need a reasonable return from your assets that
you have off-shore and I know that was dealt to
a large degree last year in the Shishinsky
discussions and we now understand how that
works. We would recommend a balanced
framework for the exports, that is, we would
design to meet both parties. We understand the
need for a strategic reserve, that is, you need to
have supply over a long period of time and what
we need to be able to do is either have a
guaranteed market, domestically, or be able to
export the gas so that we know that there’s

revenue stream that can come.
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And do you have (not clear) preferences of form :yy19> NY
of export, through production in to processing,
through LNG or whatever?

It will be coming up in just a second. From - RAA N b P AY)

an operators view, which we are, when we look
at the off-shore we see that the deep water
projects have high costs, | say it in certainty,
and even a highly successful project may take 5
years to develop. We know that but we believe,
historically gas has been riskier then oil and
that gas can be stranded and as a result you
have to be able to make the market in order for
that to occur and that’s part of the rational for
the export market. Gas now can be exported, we
believe, and handled almost the same as oil in
the liquefied natural gas market that exists
around the world and so, allowing the option to
export is crucial for a new operator so (not
clear). We think that the movement evolving an
LNG market is a game changer, not only for

Israel but for the deeds of energy around the
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world. If you look at this slide, it’s basically
saying that we’re going from somewhere around
100 billion dollars of LNG trade around the
world to almost 250 billion dollars over the next
15 years. There’s a huge market that’s sitting
out there, there’s a demand that will be coming.
And so it’s good news in that our gas here will
be able to be exported should there not be
enough demand that’s in the local market so, the
good news is we believe that we will be able to
export that and return, not only to ourselves but
to the government and the people of Israel a
good return (not clear). Just a few words to
answer your questions on off shore LNG. We see
the off shore LNG facility as being very cost
competitive, we think it’s actually less expensive
then the on shore facility and actually, it
eliminates the need for the (not clear) of space
or the lack of space that exists in Israel. Today
we’ve done engineering studies looking at

various options for how you go about this and
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have a concept that we feel very strongly about
that we thing is somewhere around 60% of the
cost of an on shore facility, on a unit basis. So,
we think it’s cost competitive, it’s scalable and
can be uses really within Israeli waters to export
gas here within your control, and I’ll show you a

little bit more about that in a second.

Are you talking about proven technology? :¥y7> NY

The technology for it is actually proven R -RAA "N # FAY)

technology in the sense that we’re using oil field
practices. Basically it’s a giant (not clear)
project. In compression is proven technology,
what we’re doing is putting it together in a way
that uses the compression in a little different
form. Basically, you’re compartmentalizing a
large on shore facility into a smaller facility
using nitrogen for the compression gas that cools
that natural gas, so you don’t have the concern
for the explosions that you have in some of the
processes and then we will be able to handle that

through a feeding into a floating tanker, the (not
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clear) carrier that (not clear) comes and loads
and goes away and another one comes back in
and is filled. So it’s a system that allows you to
side without (not clear). It’s about a 3 BCM a
year facility so you don’t need to dedicate 10
TCF of reserves, you can dedicate 2 TCF of
reserves to it and so it will allow you to step in
to the floating LNG project and give you the
time to not dedicate all your reserves but the
ability to sell your gas internationally. We think
it’s easier to sell it around Europe and then if in
fact you want to sell it to the far east, you
basically take the (not clear) carrier and you
load it on to a big singular carrier and you can
take it anywhere in the world and there are good
returns to back from that, actually transporting
that gas to the far east (not clear) to selling it in
Europe the way we could get it. So, we see about
50 BCM of reserve that’s required to make that
work and we would have been working it with

more diligence if we had gas. We’re hoping our
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discovery actually allows us to get into the
project, if the local market is full.

Do you have any predictions about the local tNNY HINY

market, about the domestic market?

Ours are very similar to everyone else’s. " REA M b VA2

Basically, it’s a matter of how fast we’re able to
move into power and how aggressively lIsrael
actually moves the transportation market, either
to electric powered cars or CNG and you can go
either way there. My personal view for Israel is
that it will actually grow dramatically and 50
BCM is not an unreasonable level, maybe even
more then that as time goes on over the next 10
years for us to get to that large amount of gas
usage. It’s a smaller country and so all of those
things (not clear) themselves to it: power, fuel,
water desalination, economics (not ~clear)
methanol, gas to liquid. So, all of those things
sit there as possible use of gas. It’s a wonderful

thing that’s happened to the country.
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Why the on shore (not clear) is more cost 199N PIN
affected?
It’s not intuitive and the main reason is T VIV T3y

you’re not having all the infrastructure
requirement that you have in an on shore
facility. It’s major cost to build your import or
your export civil works, the storage of all of the
LNG while you are trying to export it. And so
we’ve looked at both cases. I didn’t bring with
me the comparative between the two but | can
tell you, until you get to about a 10 BCF for
year project, it’s much more economic to go with
the small project. Our system is about 300
million a day of gas and what we do is we
duplicate it, rather than try to build a facility
like the one Shell is building in Australia, it will
be 10-12 billion dollars, what we would do is
build one that is smaller and can be added on to
that will cost 600-700 million dollars for the

(not clear). So, we feel very good about it. The
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technology is not new technology, what we’re
doing is putting it together in a different way.

This is under the assumption that you are not :2 ¥19> NY
connected to the shore. If this facility will also
be connected to the shore so then you have,

It requires two facilities. The field, you put R -RAA "N # VFAY)

a processing unit on it and that processing unit
takes the gas from the subsea wells and it runs it
through a processing unit that takes all the
water out and removes the hydrocarbons from
the gas down to about -25°F, which is very very
dry gas, that’s 500 million a day and then you
either have the choice of putting it into our 300
million a day liquefaction facility or you can
take 200 million of it to the beach. So you end
up with the ability to process 500 million of raw
gas and it can go both ways is the answer to the
question and that can be modified to some
degree. We think about 300 million a day for the
LNG plant is a pretty optimum number but it’s

something that we can look at over time. Right
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now the processing off shore is done down to a
hydrocarbon (not clear) that requires a little bit
of additional processing on shore and that’s
something, we certainly support that as a
possibility but with the LNG system we think
we’ll go down to a colder temperature with the
processing it and allow us to actually put that
dry gas into the LNG (not clear). All the LNG
facility does is taking us from -2.25 to -2.50 so it

makes a gas a liquid so that you can export.

I’m completely lost in the internal terminology YY1 NY
of this, but I haven’t seen anything that (not
clear). Can you translate how much BCM this is
per year for one of those floating devises?

300 million a day is about 3 BCM. - RAA b VAN

3 BCM a year? :¥19° NY

A year and 1.5-2 TCF, if you take 1.75, - RAA b VAN

that’s about 50 BCM reserves. This is a
rendering of the design that we’ve done. We
have a more up to date one that we’ve actually

done but this is where we were at state at the
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time we put this together a while back.
Basically, the floating facility you see on the left
iIs the same as the one we built and put in the
water in the Gulf of Mexico last year. It’s in
3,200ft of water, 1,000m. It’s a tripod column
that is about 450ft tall and you put the gas
processing (not clear). In the Gulf its oil and
it’s actually more difficult to do it in gas
because, the oil and gas makes a much more
difficult project. What we did here is we said,
we can build one of those and just make a gas
processing unit out of it and then we will take
the gas from that and through a new designed
connection between the ship and the facility we
can turn the gas to a liquid and put it in the
ship for transport. So it’s a very simple system

that we think can operate very effectively.

But wouldn’t that require a much larger area, P10 NY
the LNG facility (not clear)?
Actually, the tanker itself is dynamically $V0 3Y9Y

positioned so it sits there, it’s not anchored. The
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facility is anchored to the sea floor, the one on
the left is anchored to the sea floor, the one on
the right is a dynamically positioned ship and it
can stay on station by itself. So, if you had
severe weather, we’ve done the med ocean work
here in the Mediterranean, you really don’t have
the problem that we have in the Gulf of Mexico
or in the North Sea, where we’re putting these
facilities together it’s very calm relatively. So,
the tanker can actually stay on station by itself.
So what you would do is if you wanted to do a 6
BCM project, you’d just have another set of
facilities like this and so you could actually

grow it over time.

But the Iliquefaction takes place on that t Y115 NY
anchored part?

It does. In addition to this you have a field - RAA b VAN
facility that brings the gas up to the surface and
processes the gas down to -25 and then it comes
over to this facility and then into the ship.

So they float next to each other? :y11> xY
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Next to each other, and you’d keep them far 10V T399Y

enough apart, so that if there were a mechanical
issue or a safety issue that you wouldn’t have a
problem with one affecting the other. As for the
demand, we talked a little bit about it already.
We see the ‘Tamar’ field, with the possibility of
meeting Israel’s growing demand for years to
come, as one of the options that I’m sure you
fellows are considering. Without export markets,
oil and gas companies will see very little need to
drill exploration wells and spend multi hundred
millions of dollars so, one of the things we need
certainty around is the ability to either sell into
local market or sell internationally. We think if
we don’t have that it will resolve in less
exploration and we will not have the knowledge
base that we need to be able to define for you
the proper reserves basin so you’ll always going
to be behind, trying to figure out exactly what
your reserves are, what you’re strategic reserve

looks like. I think also we’ll find that there is
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less redundancy in the system that way. (not
clear) multiple of these off shore processing
units to help with redundancy of supply, to help
with access to the grid, if there’s available local
market so you won’t have the concern for a
domestic supply issue and that you’ll be able to
have redundancy and security in case of all
kinds of things, terror or whatever the (not
clear) be to have more than one option to get
your gas to the shore. Further | think, with only
one supplier or limited suppliers there’s going
to be more difficulty in regulation, in how your
control your gas and how you control the market
and the gas so, more development comes from
more ability to export the gas, it brings more
redundancy in the system and so you’ll eliminate
some of those concerns. An example that we’ve
run into this year in the US, you’ve probably
been watching, our gas process has dropped from
around 8.50% for a 1 million BTU down to about

2.35% when I left home this week. That’s good
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news for us. What will happen is people will
back off on their exploration programs or they
will find new markets and we’re already seeing
at least 2 groups that are looking to export gas
from the US in the form of LNG and take it to
the world market which is 10$ in Europe and 16$
in Asia so, that 3% gas will certainly fit well in
that international market, we’ll sell more gas
and we’ll develop more gas around the country
and as a result of that our country will have
better balance of payments. It just brings all the
things that goes along with a viable energy
policy. In our case, it will also add huge
numbers of jobs which, if you have been
watching the politics in the US, this is one of the
main areas talked about. The other point here is
about regulation and regulated (not clear). We
saw gas regulations in the US in the early years
and gas stayed in the 20-30-40 cent range for
years and years and years because we were not

able to raise the (not clear) to be able to do the
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development and as soon as they took the
regulations off prices started to come up, so |
know that’s one of the things that you’ll be
thinking about is, if you decide to regulate (not
clear), how you go about doing that? We think
the best means to ensure your security is to
increase the options, and I’m not talking about
just natural gas but coal, all the energy
solutions need to be a part of what I will see as
a plan for Israel itself. I think that will give you
the best diversity of supply and a better chance
of having a secure supply. We understand the
(not clear) of a balanced approach. The value to
Israel retaining access to its oil and gas reserves
Is obvious. However, if the exports are limited
unfairly or unpredictably, it makes our
investment difficult and will really, | think
cause disruptions in the market over time. It’ll
also make it very difficult for us to finance these
kinds of developments. If you think about it, the

liquefaction unit is 650 million dollars, the
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floating processing unit is about the same cost,
it’s another 650 million dollars. The wells are
probably 500 million, pretty soon you’re up to a
2 TCF per field (not clear) developments. In
order to make those kinds of investments all
companies, maybe except Shell and Axon and a
few, have to have outside and external financing
and we’re obviously no different than them. All
those financiers are going to require clarity in
order to for us to be able to do that. We believe
the reserves are yet still to be discovered here.
(not clear) 122 TCF of gas of potential. We’re up
to maybe 30 now, we think it’s going to grow
from where we are. This year’s drilling
programs actually are going to help to define the
basin substantially further, | think. There are
new projects that are being done that are new
concepts over and above the ones that have been
drilled so far and as we see it, we think that we
will probably have some dry holes in this

process, hope not but, I think the basin will be
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much further defined by the end of 2012 at the
wells that are going to be drilled. Just to
conclude, I’ve basically said all these things for
you already, we just need the ability to have
clarity around how we’re going to invest and
have the ability to put the gas into the foreign
markets when it’s over and above the needs of
the country. That was the presentation, if you
have questions, I’ll be happy to answer.

The floating technology that you’re proposing is :2 19> XY
very interesting but the question is of course,
you are not going to invest anything in such a
technology (not clear) a substantial amount
without having an off take or a contract,
presuming you are not going to rely on the (not
clear),

Correct. :VY0 T3Hrh

So, do you think that you can (not clear) a long :2 19> NY
term contract under the assumption that (not
clear) technology has not yet been tested, even

though it’s known technology just reconfigured
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but it’s still, in these particular configurations
hasn’t been tested, do you think you can procure
a contract for that?

It will be more difficult obviously then S -RAA "N # A

pipelines or something that everybody knows
about. I think we’ll have to put more of our
money into it alongside an investor to be able to
cause that to happen but,

| talk about somebody who would (not clear) to :2 ¥y4> xY
buy your gas.

Yes, I think we’ll be able to do that. What 22 Nt AN

we’ve done is the preliminary engineering on
this process and the next step is the feed, if you
will, the front end engineering to be able to get
it in to a point where we can then go and start
trying to talk to those buyers. We need to have a
discovery and then we need to be able to talk to
the buyers. I think when they see what we’re
talking about building, we’ve had conversations
with some of the Chinese builders, as an

example, who we think we can get to invest in
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the facility and to take the gas, because they’re
inverting in the facility so, one of the ways we
see doing this is to actually combine the
construction project along with the delivery of
the LNG to the Chinese market. | think you can
probably do that with some of the other Asian
markets also. In Europe it will be a little harder
but I think if we showed them the concept and
the engineering of it, I think (not clear). It may
have to be a mix of the spot market and long
term market. You may not be able to get a full
hand in hand financing like you would like to
have. The other reason for a smaller project,
smaller in the sense that it’s not a 13 billion
dollar project; it’s a 600,000 million dollar
project. (not clear) sale 1into the domestic
market | mean, you have a resource or a source
of say over some portion of your gas so you’re

not totally dependent on the LNG (not clear).

I’ve got a question about the Gulf of DY) 19999

Mexico. One of the futures of the basin (not
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clear) is that the national discoveries (not clear)
this field. Obviously there are going to be a lot
of fields smaller, and you can see that from the
prospects. | just wonder, how relevant is the
project independence model, which is basically a
number of companies getting together and
building actually a floating production system
which is used by (not clear). How relevant is
that to Israel and how much does it (not clear)
having specifically a mid-stream (not clear)
enterprise, who are in the middle between the
old (not clear) in the market? I’d just like to get
your thoughts because you’re coming from a
slightly different angle but I’'m sure you’ve got

some interesting thoughts on that.

We build our facilities with (not clear) - RAA b VAN

capacity in them but it’s not required to make
our project work. So what we would do here is,
If we had a 500 million a day system and there
were other small discoveries in the area, we

would welcome (not clear) through the facility in
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order to allow other reserves to be produced.
What we’ve designed, we think you <can
downscale to somewhere between 1-1.5 TCF. So
what you try to do is prove up enough to get to
the economic threshold and then, what we’ve
done in the Gulf is we’ve assumed that others
will come and (not clear) pay for that facility.
Enterprise did that in the big project out (not
clear) water. Our 2 facilities there, we’ve
actually brought in 3 new wells from others in
one of them and the other, we designed it to be
reusable such that we will develop our own field
and then they would be moved about 10 miles
(not clear) a second field that we already own.
So, we started to try to think through those long
term issues as we build the facility. These are
designed for somewhere in a 40 year life range
so, the economics of this were based on roughly
a 15-18 year (not clear) field, so it will have

another use in a different location (not clear).
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So we try to think entirely of the plan as we’re
doing our exports.

But, do you think there is a (not clear) or is 1Y) 199901

it premature for that?

There probably is. If there’s someone " REA M b VA2

who wants to invest in that kind of a return -
there is. | know some of the developers; | think
(not clear) the (not clear) group has spoken to
what you’re talking about, a mid-stream group
already as a possibility and I think that’s a
possibility. In our case, if someone offered us
something that was more cost effective then what
we could do ourselves, obviously we would
choose that too. And we know that there are
countries around the world who would like to
have the reserves and the production as result of
doing it if we’re willing to invest in those
consequences. Our project that we’re doing in
the UK is where the shipyard in Shanghai and
they actually fund the construction financing,

they do construction financing for us as we go
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along and then, if we want we can buy from them
at the end or we can do a (not clear), so we can
(not clear) from them and then we’ll have the
right to buy (mot clear) so, there’re multiple

ways to finance these things if you can be

creative.

Just to make sure, how do you (not clear) the S A A ¥
gas? Do you take the gas straight from the well
and how do you get rid of the hydrocarbon, the
water?

The gas comes from the well up through R -RAA "N # FAY)

risers into the first stage separation, any
produced water is immediately removed and
treated and taken overboard. In order to get the
water out what you need to do is you need a (not
clear) system of some sort where you can run the
gas through a (not clear) system, remover the
last bits of water that you need to get to a water
(not clear) point so you won’t have hydrates in
(not clear) and then, if you want to go further

with hydrocarbon due pointing, then you’ll have
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a system that will actually allow you to supper
cool the gas. Such that you drop the pressure of
the gas across a (not clear) and you can actually
drop out further hydrocarbon Iliquids. The
design we have we store those liquids in the hole
of the facility and we will tanker them to a use
facility, maybe into the refineries here in the
country or in other places. It will hold about a
month and half worth of (not clear), the way we
see the gas in Israel so that you can take that
liguid and take it to a new location.

(not clear) shore facility but (not clear) the A ¥)
water etc. to off shore facilities?

The water is actually removed and it VYV 1390Y

actually goes through a cleaning facility and you
take it overboard. You have to get it down to,
Overboard, not on shore? :yy9> &Y

You don’t take it on shore. You get it down 0V 13Y99Y

to a minimal hydrocarbon (not clear) per million
in the water and you put it overboard. It’s a

standard processing system that we use in the
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Gulf of Mexico or in the North Sea. There’s a
limitation on any hydrocarbons that you can put
overboard, it’s a very minimal in (not clear) per

million of hydrocarbons.
Any other comments or questions? O.K.,

thank you very much.

NAPY PIPNNND PONN NN DY PYWIY D5NN) NNIN
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Y NIN NIIPY NN IVON L,DOPNYN DOY Wy .mindwund
David, please .9201nY 18) 75 9NN

Good afternoon everybody. I 1IN 199904

understand we’ve got 45 minutes so you’ve got
everything on the hard copy, maybe some of the
topics we might have to perhaps miss out or just
cover them in a slightly less detail. Let me
introduce the consulting group. The consulting
group is lead by an Israeli company, Yarden,
with experience in energy and water agriculture
and the oil and gas consultants are ourselves,
(not <clear) consultants. I’m the managing
director from that company. I’'m a chemical
engineer and a petroleum engineer and actually
I’Il be lecturing in the Teknion course in
November, which was mentioned earlier. My
partner with this is Ray Tompkins, who’s an
energy economist, unfortunately, he’s got to go
to the hospital today otherwise he would have
given us some of this presentation. Ray and |

have worked with the ministry and in
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particularly the natural gas (not clear) since
2004 to 2010, really working through both at the
industry and both in transportation and being
involved in industry issues. We haven’t been
here for a couple of years. Ray and | have both
been busy. I’ve been working in Saudi Arabia
and Ray has been working in Egypt. | think
that’s quite important because actually, what we
bring to the process I think is very much of an
international understanding and that’s really
where we started with this work, in building and
constructing studies, | think the ministry now
has international comparisons of countries that
have similar situations as in Israel, being off
shore (not clear) reserves and so on. And most
recently we’ve been building a supply and
demand model which is just about working at
this point in time so we can just show you 2-3
cases from the model as it is today. We’ll be
presenting more on the model in a couple of

week’s time. The scope that worked at today’s
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meeting, we’re going to talk about supply, we’re
going to touch very briefly on demand, (not
clear) trying to get me permission to cover his
slides, we know he’s worked very well from
working with the gas authority and we’re going
to give you some ideas on the initial supply and
demand analysis and looking at questions about
how you allocate the gas resources for local
consumption and then next meeting we’ll start to
look at some of the key issues of the export
option security, competition and the
presentation of the international (not clear) and
looking at the alternatives and tradeoffs. So,
this is the international comparison that we did.
What we’re looking at is some key ratios reserve
to production and reserve to consumption. You
keep hearing those expressions, (not clear) to
that, we’re looking at production facilities in
the various countries, export (not clear),
David, can you just repeat the terms that

you are going to use in the next few meetings?

:NNY YINY
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Yes, O.K. We’ll look at the (mot clear) TPIN 129904

structure and then we’ll do some comparisons
with Israel, looking at the similarities with
Israel and the differences (not clear). So we’re
looking at supply and some general concepts.
This is quite a key element and one of the
problems | think we have in the gas industry is
you hear all these BSM things, actually you hear
this in TCF and | understand your problem but,
you know, we’ve got two industries and we’ve
got the Europeans and we both use our own units
so, I’m afraid they get thrown around. I’m
trying to (not clear) to metric units. But the
numbers get thrown around and actually what’s
really important, when you’re told a number you
really have to say: and what sort of number
we’re actually talking about? And what I’m
trying to do on this slide is to try to emphasize
the difference in the structure in terms of
what’s there and then relate it to where the

particular fields are in that structure. And the
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reason for doing it, it’s basically driven by the
society of petroleum engineer, and I’'m a member
of this society, that actually in order to do
reserve assessments for stock exchanges (not
clear) and so on, you have to be authorized to do
that, you have to have a certain number of years
of experience and there are rules laid out, so
any company that’s on the stock exchange has to
do that and I understand now there is a move to
have the same thing on the Israeli stock
exchange, that companies should report their
reserves. Now, what we’ve got here is we’ve got
reserves, contingent resources and prospective
resources. We can see this change from the word
reserves to resources. For an oil company or for
a government we can’t actually see the stock and
the stock is underground and actually, you know
what? You don’t know how much you’re going to
produce finally wuntil you finished producing.
That’s not very useful; you actually need to have

estimates before hand of how much there is. So,
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there’s an wuncertainty and that uncertainty
diminishes when you finally produce. It’s a
typical thing from anything like mining and oil
and gas. Actually, we can say today that (name)
and ‘Tamar’ are actually definitely in that
reserve there. So to reserve them you have to
have two things. You have to basically have the
technical knowledge and understanding of what
actually is recoverable and you have to actually
have a gas (not clear) or at least substantial
element that the gas is actually sold. We know
that’s the case for (name). So in (name), when 1
subdivide this I’ve got what’s called 1p, 2p and
3p and that means (not clear) and that’s (not
clear) and that’s (mot clear) that’s probable
that’s possible and you hear those terms so, as
far as (not clear) is concerned we’re actually
getting quite near to the end of the life of a field
so actually, it’s here, it’s pretty much the (not
clear). ‘Tamar’, we’re only at the beginning. So,

it’s not bad, we’re in the (not clear) I don’t
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actually know what the break down is between
these two fields. When you go down to the next
level, which we start to call resources. They’re
not reserves because they’re not bankable,
they’re not financeable and they shouldn’t
appear or they won’t appear in government
statistics and so on. The government statistics
will be this. Contingent reserves are the things
that have actually been found and that’s why we
see (name), and ‘Ishai’. ‘Ishai’ is the field which
is called in Cyprus (not clear) on the boundary
and more or less we’ve put it that the (not clear)
is rather like a repetition. It’s again saying this
is more (not clear) and this is (not clear)
possible end. So we have a number of fields that
are in (nor clear). Obviously, as they get divert
they will move into this next section. Then we
have the un drilled prospects and there are a lot
of those in Israel. I’ll show you the map of those
prospects and you’ve seen that. The numbers

that we’ve got in here, 660 BCM, come from the
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ministries feeding. But actually, they only have
the numbers that the operators actually given
them for certain license. There are lots of
licenses for which there are identifiable
structures which are not even included on those
numbers. The reason that you need to take
forward actually and not get too much trapped
into looking at those numbers is actually, they
tend to go up and why do they go up? This is a
graph from the department of energy in the
state. Here we have a (not clear) in (not clear)
so that’s where we are today perhaps in ‘Tamar’
or ‘Leviathan’ but, there could actually be other
reservoirs deeper. For example, in ‘Leviathan’
number 1 well is currently being deepened to
actually look at deeper structure. Those are not
in the numbers. The satellites, the other fields,
which perhaps are too small but could well be
added to those — they’re not included. And there
are other things, such as the field actually

extends with certain area. The example I wanted
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to use, obviously being from the UK it’s always
comfortable to use your own country is, where
we started, actually we started in 65, and this
was the first gas production. But if you look at
what we thought were the proven (not clear)
reserves, we were leveled at about 1,800. You’re
about here | think in time. So, we thought we
knew it all and actually we didn’t because
actually it took quite a few years and we came to
(not clear) over 3,000 over that period of time
and I think that’s very typical of many basins.
Here we have what the 1A is saying, showing how
(not clear) reserve, obviously production have
grown over time. Internationally, only 25% of
the world's potential supply (not clear) but,
there’s a whole lot of unproven conventional gas
and there’s a whole lot of unconventional gas.
This is gas that we’ve always known about but
didn’t know how to produce, the (not clear) gas
the stuff that you hear about (not clear). But

there’s a lot of gas around and it does mean
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there’s going to be defiantly competition in
terms of selling gas because there are lots of big
discoveries. The state is actually quite an
interesting example because the Shell gas (not
clear) like you to have gas to export but there
are big discoveries in east Africa, in
Mozambique and in Tanzania. They are at the
same position that Israel is, but they are going
to be rushing forward and basically selling LNG.
Australia is the same. Australia is likely to
become the biggest exporter of LNG, beating
Qatar quite much. So, there are a lot of people
looking for the market, so I know there was no
presentation that said the market is growing but
there is going to be competition for that. I think
the lesson here is not all BCMs are the same.
Please, always ask the question: what do you
mean when you give me these BCM numbers?
What are you actually saying, is it a proven
number or is it just prospective numbers?

Supply over time. If there’s exploration activity,
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I think that’s a key issue that comes up and
from looking in the international review, what
we see is generally, if exports are not allowed
then exploration stops and in fact the security of
the country actually worsens. So, this is slightly
counter (not clear) because you’re saying, by
allowing exports you’re actually having the gas
that you need to be sent abroad but it actually
provides much more activity and that activity
actually leads to a greater level of security.
Global supplies on a constant (not clear) basis.
Let’s talk now about specifics in Israel,
resources and reserves. So we start with the US
geological survey report and we’ve got the
famous (not clear) units, the 122.4 TCF. Because
what the US geological survey does, actually
quite (not clear), they don’t actually say ‘of this
122 which is in which country and | think (not
clear) understand is actually what they do is
something that’s down on the basis of the area

so, they basically say there’s going to be a
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certain amount of gas on (not clear) basis and
the ministry of energy came up with a number of
40%. 40% (not clear) in Israel. Now you’ve seen
different figures from Nobel, for example. Nobel
was talking about two thirds, which of course
many have been (not clear) fact that they are
very knowledgeable of what’s happened in
Cyprus but of course they are not knowledgeable
at what happens in Lebanon. So, that figure is
interesting but more interesting is the numbers
that come from the companies and those are the
numbers that we are primarily wusing, the
numbers that the ministry has. Actually, this is
just based on a very lose way of doing it and
actually, when we look at for example, their
expectations on the largest field to be found and
they’re a bit short and I haven’t got the number
on the slide but actually ‘Leviathan’ is quite
significantly larger than that. So it’s not a
perfect model. Actually, it was prepared after

(not clear). This is what | was saying, here we
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have ‘Tamar’, ‘Leviathan’ and ‘Ishai’ and
actually, 1 think we were talking to the
Norwegians this morning about the requirement
to unitize and that’s already turning up here
with this field here which is actually (not clear)
in both countries. The likelihood is if there is a
requirement, if that field is going to be
developed, it will be necessary for the Israeli
companies on this side to drill the well, they
don’t want to actually prove that there is
actually gas. So, you’re already going to face
that issue straight away but what we’ve got here
is lots and lots of other prospects and | think,
what’s really important is the discoveries have
actually (not clear) all these other projects.
When you are just faced with a map like this,
nobody’s drilled anything, then it’s quite high
risk, it’s deep water, it’s expensive. The fact
that these prospects have now turned into
discoveries means that all the rest of this is

highly attractive and potentially very
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prospective and what it says is, this is only at
one horizon, when I was saying before there’s a
potential for (mot clear). You’ve seen many of
these before so we’ll just go through this quite
briefly but, what we’re trying to do here is,
these are all proven reserves, remember the
definition that we’ve used, because Israel has
proven reserves and relatively small in
compared to the resources. So, actually, perhaps
it’s not quite a fair comparison when we have to
say ‘as if’ Israel has turned these prospective
resources into reserves — where would it sit? So
it sits us 29'" in terms of the world’s largest
reserve holders in gas, and if you include the
prospects I think it’s 23"% But | think what you
have to say, remember I’ve just said, that’s not
the final figure, that’s just the figure today. It
could be higher. Then we look at this and we say
well, that’s interesting, which of the countries is
actually go to export and what we see is that

70% of the third largest reserve holders export
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gas. Actually interesting, even people like here,
little Papua New Guinea, there are down there,
actually they’re going to turn out to be a major
exporter of LNG, there are huge projects in
Papua New Guinea. So, a lot of the people are

going to be,

But the ones that don’t export, all of $999P 127010 79999

them are oil exporters, large oil exporters. Iran,
Saudi Arabia, Quiet.

Yes. As I said I’ve been to Saudi Arabia $)IIN 19994

guite a few times and the issue is they actually
they have a shortage of gas because they turned
their gas into the petrochemical industry. They
sold it to the petrochemical industry at 50 cents
(not clear), they built a chemical industry, now
they’ve got to find the gas that they’ve
consumed.
Anybody who’s above us, except for India, which :¥19> XY
does not fall because it’s sits on a local market
much larger then what it has. Everybody except

for oil producing countries export 100%.
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Yes. 1IN 199904

China is the same like India. In north of the US, :¥v9> xY
for example, you are not a net exporter so they
do export where it’s economical to eastern
Canada,

Not yet. :y91> NY

A little bit, export to northern Canada and S A A ¥
getting imports from western Canada.

But there is a big push. Until 5 years ago they o A . ¥)
thought they need to be big importers.

Of course. They built 13 LNG (not clear) $IIN 109909

which are now (not clear).

What’s the percentage of limited export? $IIIN IPIN

(not clear) so that’s when it’s not a very TPIN 129904

big aspect so, | think Mexico has limited export,
China, Venezuela exports some gas, I think it’s
to Colombia.

the 70% is the export or including the 299N YIN

limited export?

Full export. So the green ones, 21 of the top $1IIN 199904

30 are green.
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And limited export (not clear)? :y195 NY

We didn’t touch the question of regulation tNNY HINY

yet.

Yes. It just means that they export a $IIN 199909

significant amount of the gas that they produce.

We are going to touch it later on, the :NNY YINY

regulation.

So we basically have Israel summery has $IIN 109904

256 BCM in proven reserves and the remain are
(not clear) on the market and there are still
undrilled prospects. (not clear) prospects are
now (not clear) because of discovery (not clear).
Now just very briefly, we’ve got 3 scenarios
from (not clear) in the ministry. There are 3
different models and those models or those
approaches to demand are contained within our
supply and demand model which I’m going to
talk about later. If you can just show so we’ll go
through those one at a time. There’s not a huge

difference,
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No, the difference can be seen here in this (not :y19> NY
clear). It’s 417 including the implementation of
the governmental program for energy savings
and here is 474 with partial implementation of
this program and partial implementation of the
commercial transportation sector and the last
one with 540 BCM is the doomsday scenario with
no implementation at all of the energy saving
and with quite a significant (not clear) of (not
clear) gas in the transportation sector so we go
up to (not clear) BCM a year in 2040. Here all
the assumptions are based on CNG and not on
(not clear) natural gas because our knowledge in

(not clear) is quite limited.

In the model, we then take what (not clear) $)I9IN 199904
and then we actually need to protect it further
because actually you’ll see that we need to look
in our supply model actually a lot further and in
fact, although we’ve looked what we thought was
quite far, we still will need to look even further

so, that’s one of the things that we’re going to
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be changing in the model, to go further. So we
take this number, and I’m afraid (not clear)
wasn’t able to speak to him today but there was
a percentage growth which I’m afraid I can’t’
give, probably 2-3 percent, something like that.
So let’s just talk about the supply and demand
analysis and we call it ‘The Israel Gas Model’.
It’s an Excel based type of approach. There are
some key issues, luckily, because we started the
project on the first of December, luckily we had
a model that was already doing it for another
country and we’ve been able to adapt the model.
One of the things that was really key and quite
difficult to do was that we had to model the
individual fields because, (not clear) for
example is very easy, we just assumed that the
country was just one big field and (not clear)
calculations (not clear). That’s not the case for
the approach and for looking at this special
petroleum tablet. So what we’ve had to do, and

that’s why the model became rather complicated,
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is we actually have the (not clear) we’ll discuss
that later, how when we actually model the
whole system we’re able to model individual
fields. Because what we’re trying to do is we
want to model a whole wide range of demands,
that’s domestic and export and supply scenarios.
We are trying to balance the supply and demand
and in particular, and that’s our problem with
doing this on the grow spaces, we’re trying to
show the financial (not clear) to the government,
and you’ve seen some these, ‘Wood Mackenzie’
came up and they took the whole (not clear)
compared it to another all the period and
showed you the difference and in the total tax
take (not clear) the government. But what you’ll
see in what model is something on a year by year
basis, so I think it’s more (not <clear)
transparent. The government income of course
will vary with the balance of the domestic and
export demand (not clear) with gas prices and

the timing (not clear). So there’s quite a lot of
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uncertainty but what we’ve tried to do was
build a model which will enable us to answer a
whole variety of questions (not clear) at the end
of this. I think (not clear) some time, then we’ll
get perhaps some feedback from you of what you
think are the important things that we should be
modeling. So please, if you could (not clear)
we’ll tell you where we are, we’ve got some
suggestions but, I’m also pleased (not clear)
couple of weeks until the next meeting so, we
can’t model a huge number of things but please
give us some idea of the areas that you’re
interested it. So, the model then produces
demand and supply (not clear) and then it
produces the (not clear) and actually you can see
that the petroleum levy, which is the light blue,
is actually very important. So it’s very
necessary that we got this as right as we can.
For demand, we have the projections (not clear)
just talked about (not clear) many years so

we’re quite familiar with what’s been done (not
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clear) into it. We have to extract later into 2050
and then we are looking at, in terms of the
model, 3 cases. 2.5 BCM, 10 BCM exports and a
no export option. We’re not making
recommendations; we’re just basically saying
this is the impact on some of the issues,
particularly the reserve level and the financial
(not clear). On the supply and production level,
as I said, we’re using the ministry of energy and
water’s estimates and we have 20 fields in there.
We’ve based the (not clear) expenditure on the
‘Tamar’ costs, and that’s quite actually
reasonable because the costs are quite simply
and are basically the wells, pipeline and a
terminal. So, we <can make a reasonable

approximation of those costs.

With your permission, what is the idea behind t Y11 NY
the numbers of the export?
There’s no idea at all, I mean, obviously TN 199909

we’ve got some idea what’s the (not clear), but
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these are just ways to provide some cases, there

not recommendations, they’re nothing more.

These are going to be the numbers or just, :¥17> XY

It’s for the purpose of modeling we used let’s VI NY
see what happens if there is no export, if there
is 2, if there is 5 and if there is 10. These are
numbers,

It’s not recommendations, it’s just TPIN 09901
basically saying,

(not clear) :y¥19> nY

No, because someone told us that, for example, o A . ¥)
he needs 4 BCM to create a train.

DAY DY L ININ XID DAN Y11 NY

When the (not clear) are adjusted to the size of :¥19> N
the reservoir or it’s the same cost of ‘Tamar’ for
each,

I’m afraid we had some more details which $PIN 199907

are not all here now but, what we have is we
have ‘Tamar’, obviously which we Kknow the
numbers for, and then we have ‘Ishai’ which is

very similar. What we’re looking at is unit cost,
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unit cost to develop (not clear) and then we
actually have ‘Leviathan’ and ‘Leviathan’
because it’s so big, actually the wunit cost is
lower than ‘Tamar’ and then what we’ve done is
we’ve taken the rest of the fields and they’re not
imaginary fields, they’re based around the 600
BCM, but there’s a distribution and the
distribution is in 3 lots of 200 BCM and within
those 200 BCM the fields are actually just (not
clear) from about 40 BCM to 65 BCM and it
more or less reflects what’s actually goes on and
the cost of those 3 (not clear) areas (not clear)
and that’s (not clear), the unit cost go up. In
other words you do it first of all so we have high
unit cost and that’s how the model looks over,
it’s what’s (not clear) of resource. In practice of
course, (not clear) come up with these profiles
we didn’t have to make adjustments to it because
demand and supply always have to meet each
other. Then prices. We’re aware of what the

current prices are so that’s what we have in
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there and then they rise on a slowly basis.
Export prices I think (not clear). We’ve got the
big difference between the gas prices, the (not
clear) gas prices, in the US and the LNG prices
and we’ve got Europe LNG somewhere in that
(not clear). So that’s one of the areas probably
that one actually has to look at because the
pricing of exports have had a significant effect
of the government revenues, and then we have to
work out net back prices that we take the
international price of the LNG and we have to
work it back to what the (not clear) price
actually will be in Israel. One of the things that
is quite interesting today is that there is a huge
escalation in the cost of liquefaction plants so
the plants that are being built in Australia are
significantly more expensive. Whether this is an
Australian phenomena or whether it’s a general
trend — we don’t know. So the financial close,

we’ve got the (not clear) corporate tax,

Is this just capacity issue or this is,

YV NY



122

YAVN IN PYN NININTM NINAY NIYNIN - BINPNY NIIVIND T9VUN

23.1.2012 DY’n Na*yd

Australia? A capacity issue (not clear). 1IN 199904

That’s what I’m told and there’s a lot of
projects going on at the same time, Australia
doesn’t allow foreign labor to come in and (not
clear) are making (not clear) so, we’re not sure
about exactly what’s,

But the cost in Papua New Guinea, are they S A A ¥
similar?

They’re similar but the Australian projects TPIN 29901

are something like 15-17 billion dollars, where
projects in the past have been around about 6 or
8 billion dollars so, we have only just discovered
this in the last few days because we were trying
to put that in the model.

Does it has to do with Australian dollar t Y115 NY
becoming 50%,

I’d have to speculate. I was told tPIIN 1999979

independently by an LNG expert of the leading
company that does it that their view was it was
(not clear) and the currency is probably (not

clear) as well. So we calculate the (not clear) for
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each field and we’ve made a very simplifying
assumption that a corporate tax is 18%,
obviously a corporate tax actually depends on
each individual companies’ tax,

But it’s actually 25. VI NY

The plan was to reduce, :¥v9° NY

Here are the various cases, just to give you $IIN 109909

a feel for what we’ve got in the model. This is
the basic case, there’s no export. The year when
domestic market is not met is 2049 and the low
demand has an effect and you can see here the
total demand at the top. | have to say, whenever
you do any of these plots you’ll always find the
crises, there’s always a crisis at the end of the
(not clear) profile, but that’s the truth and the
reason for that is actually very interesting: if
I’m an explorer and I know that the crisis is
there, I’'m not going to go exploring here. I
might consider it there but I’m certainly not
going to consider it there. So, in a way, you have

to live in the gas business with that uncertainty
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and it’s not a comfortable position and actually,
in this case, when you’ve got a high demand and
high exports you can see, this is total demand
and this is domestic demand and you can see
there’s a big shortfall. But I just have to say, in
every single profile, every single country, you’ll
always see that feature. In practice, we’ve got

prospects that are not drilled,

I don’t understand something. The first thing is, :¥19% XY
which reserves do you use? You used prove
reserves only?

No, in the model we’ve got everything, TPIN 29901
we’ve got everything (mot clear) because we’re
looking in the long term search.

So that means that we have what, 15, 000 BCM? :y11> nY

The 14,00 (not clear) so, ‘Tamar’, ‘Leviathan’ S AR ¥
and then 600,

At the top you go between 25 and 30 so, when P10 NY

you start getting to 30, which is, as far as |
remember it was 20-30, you reach 25. If you

divide 15,000 by 30 it’s 50 years. I don’t
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understand how without exports you can run out
of gas by 2049.

All it says is that at 2049 you will have a A A ¥)
shortage, as you can see there is a long tail.

And the high export, the only difference is 3 8 Al Rl ¥)
years when you don’t meet the demand?

But the tail will decline faster. :¥77> NY

This is dropping much faster. PPN 799904

And again, what it doesn’t assume is that you YY1 NY
will explore and find more so like in the UK, it’s
only based on what we know and what is
perspective now.

(not clear) profile on which you’re looking. YT NY

Here we have the financial flow that affects T)IIN 199999

those previous cases. You can see that the
financial flow (not clear), unfortunately (not
clear) but it’s a net present value, (not clear).
Net present value of 135 billion and then, in this
case, the 2050 the net present value of 224
billion dollars and you can see the key element

of it and the element that we had to really make
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sure that we’ve got right was the petroleum level
and that’s why it’s important that we (not clear)
the way that we’ve done it. And we’ve got a
third scenario which I think maybe I will just let
you look at in the printed copies that you’ve got,
which is a middle position. We want to talk
about the whole question of Kkeeping the
reserves. The next step that we’ve got is the (not
clear) supply shortage, it’s a shortage, it didn’t
stop (not clear), it’s somewhere between 2046
and the main reasons the production depends on
(not clear) and the government (not clear) by a
large amount. A high case is 65% more than the
low case. However, this ignores what happens
after 2050 and so we’re going to extend the
model to 2070. So the scenario will be to go into
2070, which we’ll try and capture some more of
the uncertainty in the resources and we’ve also
got the issue about the gas prices. There will be

more of these types,
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Maybe if somebody has questions, | think tNNY HINY
that,

Yes, it’s a good time to do it. TPIN 129907

My question was answered, I just don’t Y11 N

understand how can you expand the model to
2070, it seems like maybe the right way to deal
with it is something else. You say, O.K. , in 2050
I want to be with some reserve, to try to

forecast,

The problem is that if I don’t do it to 2070 TPIN 29901

then my predictions of what’s happening in 2040
aren’t actually, in other words I start showing
this whereas in fact actually depending on the
prices and how it all fits together, we may
actually have demand. We have to look at that

and that’s one of (not clear) questions.

In your extreme case and high exports, :NAN 13 NIION

what is the quantity of export (not clear)?
The high exportis 10 BCM. 2, 5 and 10 are the :y19> Y

exports and of course no export.
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Not a recommendation, just to test (not 1IN 199904

clear). So now we’re going to go in to the
reservation policy and this is really, how much
does a country need? Israel has a variety of
challenges facing it and (not clear) the danger,
you think that everything is unique to Israel but
this particular subject is not unique to Israel.
This is actually a question about how much gas
do you need, in fact it’s faced by any single gas
producer and any producer or a country that
produces about exports and in fact, it goes right
back to the ‘50s in Canada, where they actually
said right at the beginning there was not going
to be any exports and so (not clear) 30 years of
supply. But it’s a concept that’s been around for
a long time. Here we’re going to look at how
does the state manages the gas reserve (not
clear) and how do Israel vreserve resources
compare with different comparative sets. What
are the actual international practices in terms of

allocating resources for local consumption and
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(not clear) typical reservation (not clear)
countries be identified through (not clear) of
analysis. First is how does the state manages gas
resources. What we have here are really the 4
key issues in terms of how the country or a state
manages the (not clear) supply. So, I’ll start
here, how much profit the country case. It’s very
interesting hearing about Norway and how much
tax they’d actually took. That Dbasically
frightened a lot of people away and the
interesting thing about Norway, is the balance
between prospectively of a country and the tax
rate. So, if you’re in a country, as you were only
5 or 10 years ago, and there was zero in the
world in coming to explore, then you had low tax
(not clear), now you’ve got some big discovery,
obviously you change the tax (not clear). So
there’s an international business on the
relationship between prospectively and (not
clear). The other issue that you’re ought to be

concerning is domestic reserves. Consumer
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prices in terms of (not clear) and the companies
have to be profitable (not clear) they have to
have markets in order to carry on their business
and to carry on exploring and that’s a really
important point as well, and of course then we
have (not clear) environmental, (not clear). So
we listed here some of those issues and | think
probably in terms of time, we’ll probably move
on. From the company’s point of view, what are
they trying to do? Companies trying to add
reserves to their assets, that means they have to
drill wells and they need to prove the reserves
and they need a development plan and a market,
and low domestic prices can also discourage
exploration, that’s the (not clear) for Israel.
What is driving exploration today is commitment
plans made on the licenses so, what’s interesting
is obviously, if it’s perspective, if there’s (not
clear) opportunities, then companies would want
to drill more wells. They have to drill those

commitment wells but the other wells are very
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much dependant on what they feel about the
market. | think we should just click on the
Trinidad example. We Ilike Trinidad because
actually, it’s probably the best example we have
of how not to do this actually. What we have
here is we have the rig count, a number of rigs
actually operate and we have the reserves to
production level and what we have is that
basically Trinidad is running out of gas and at
the same time not managing to get interested and
getting people to actually drill wells. They’ve
had 3 licenses (not clear). And we’ve got plots
for other countries with similar things; Egypt,
Indonesia and Malaysia have made similar
mistakes. So how do Israel’s resources compare
with different comparative sets? What we’ve
(not clear) is where does the proven plus other
contingent resources and consumption fit against
other people. So large reserve hold has typically
have a reserve to production level of 50/50 (not

clear). But if we take the case of Qatar, they’ve
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drilled a few wells and found the world’s largest
field. So, it’s not necessarily a deliberate policy
and that’s actually quite similar in some of the
other countries where there are a few very large
fields and in the case of Qatar, the north field
sat there for 20 years without a market so, you
have to be ~careful with some of these
comparisons. Let’s go to the next one. This is
comparing Israel. Again, we have to compare the
2011 consumption and 2040, we do both and then
we put it in there. What we see is that actually
Israel, in terms of the export, it’s probably
similar to Indonesia, Malaysia and Egypt, and
those are 3 of the countries that we actually
studied (not clear) in our comparisons. In most
gas exporters had a reserve to production of
around 20-60. That is another one, this is about
the dependency in terms of the country (not
clear) we’ll just move on from that. What are
the international practices for allocation of

resources for local consumption? This was the
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table that we saw before and what we’ve got
here (not clear) various counties, and what
we’re trying to do was to choose countries that,
you know, there’s no point in comparing Israel
with Russia or Qatar. We need to compare Israel
with countries that have similar level of reserves
and resources, so that’s how we selected the
country. We (not clear) maybe exporting LNG,
we want to make sure we’ve got some of the
Mediterranean examples that we hope will have
guite similar issues and we want to make sure
that (not clear) the countries are off shore and
that actually that there are exports there. So
that’s the basis that we did the comparison.
Those countries don’t actually state the target
for the years of local supply so little evidence of
that. The reserve here is a very (not clear) and
also affected by (not clear). This is quite
interesting actually where you’ve got a (not

clear), who actually really went for using the gas
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downstream, they actually have the largest
methanol production in the world.

Perhaps just to explain what you see here, it’s a
good example. You see over time what’s the
reserve to production ratio of these countries
and Algeria, no export limitation, no real policy
about what the reserves should be. Netherlands,
long term policy but you can see the reserve to
production is pretty straight around 20-25
whereas Trinidad actually set. They said we
always want to have at least 25 years of
reserves, but in reality it’s not about what you
say you want but it’s about the policy
implement. In Trinidad they actually collapsed
as we described earlier and, although they have
a huge industry based on gas, they only have
now gas 9 years worth of their productions so
they are in big trouble because they are
probably not going to be able to explore and
develop in time.

Because of (not clear),

tYITY ND

YV NY
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What we discussed earlier, it was a wrong
timing. They had (not clear). So the rig count
collapsed and then they said O.K., let’s go to
explore a bit more but international prices
weren’t very high, local price is very low
because of the big petrochemical industry, so
they went out ‘who wants’ to drill?’ and no one
wanted to drill. Three rounds in a row and then
they had to reverse the licensing policy to make
it better for companies to explore but by then
they were in big trouble.

They do have prospective of gas.

Yes. In the middle of the Mexican Gulf it’s,

tYITY ND

YV NY

YV NY

It’s deported, so the stuff that’s left to go TPIN 29901

iIs the more expensive and as we were just
saying, it’s always going to be the more
expensive stuff but the more expensive stuff,

you’ll want it to go somewhere else.
But this example is a good way to explain it, it’s
not the number you state but it’s how you

manage it to be where you want to be.

VI NY
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Then it’s difficult to reach the amounts of T1IIN 199909

reserves, in the case of Bangladesh, they never
actually reached it. So, rather than use these
targets, countries try to use policy tools to
basically secure the domestic market. One of
course is support the developments of local
demand, ensure that local gas market develops
and the price is economic. Another is to allocate
resources for local consumption and a strategic
reserve and you might do that at the exploration
or (not clear) state and then the third one is
government participation in development. What
we’re showing here is actually the different ways
that those 3 things might be done and the
different approaches for the different countries.
So you can see that in terms of (not clear) local
consumption, you’ve got a number of countries
over here that have got incentives in action.
There are some here that, perhaps on more of
the free enterprise (not clear) things (not clear).

Allocating reserves. There’s a wider variation
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here and what we’re talking about is a hard

allocation.
Really what you see here is that countries like
Trinidad say ‘we want a higher allocation. We
need 25 years of reserves’, Bangladesh did it as
well, not necessarily very successful in these two
cases. The dynamic allocation where they say
‘we need X percent’ and as the market condition
changes and the reserve changes they can also
change that and align it to make sure it fits with
their targets. On the right hand side you have
some countries that just have none and perhaps
the 3'% line would explain it, that you can see
that the majority of the countries that have a lot
of gas and a lot of export also happen to have a
pretty dominant national oil and gas company
so, they have a very strong control of the
industry and that will explain what we’re saying
here in the title, is that the government

controllers the industry through a very good

tYITY ND
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policy or through a dominant national oil

company.

Which in the case of Algeria (not clear) to T1IIN 199904
be found all the way through the entire process.

This is the government policy? :919* N

Yes. :¥971% NY

The outcome of either (not clear) the first (not S A A ¥
clear) the third one, the outcome of export and
(not clear) of the country is the same. What’s
the best way to,

We are going to learn that in the next meeting. :¥v49> &Y

We are saying there are two general ways to $IIN 109904

do so.

This is a policy (not clear) of the policy. :¥19> Y

The countries that you presented (not clear) t Y115 NY
Trinidad (not clear) actually ran out of gas.
Which policy they took?

They higher the location, they actually had a P10 NY
national gas company but it was not a very good

one and they also had a non economical policy.
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Here is another case if you take the national : Y919 NY
company and you’re still going to end up without
gas. It depends on the people.

It depends on how you (not clear). :¥17> NY

But wusually, as you can see, the dynamical S A ¥
location which comes with a regulatory only, as
you see it comes together.

The outcome (not clear) with the gas in the S A A ¥
country. If you say you take the best policy and
still we end up (not clear) any gas.

| think the argument actually is that everything :¥19> &%
has to be country specific and obviously, in
Israel, it’s probably not a good idea to (not
clear) the national gas company.

Can you mention please the names of the B RA A IRATAL
countries by the flags?

It’s the 12 countries that are mentioned in the tYIT> ND

survey, so you see on the right hand side, on the
bottom you have Malaysia, Libya, Trinidad and
Tobago, Algeria, Tanzania, Norway, Indonesia

and Egypt.
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The last line here is that an effort to try and say :¥19> NY
‘maybe countries with similar characteristics
would have the same reserve behavior and we
could try and wuse that’, it’s an interesting
premise but in reality when quantity of analysis,
so regression and correlation was trying to be
down on it and a lot was tried, what you find is
mostly trivial so, in reality the amount of
findings of the last 10 years really dictate how
much reserves you have. It’s a lot more then
what your GDP is or how your institutions work
or how much economic freedom there is. So, it’s
really as David said earlier, it’s down to the
specific country but it’s also down to having a
policy that is dynamic enough to manage to the
target and that’s what we’re trying to say, it’s
just another effort to try and prove something
else but it’s not the case.

In summery. So, the state manages TPIN 199907

exploration by the force that’s domestic reserve.

Gas companies (not clear) the consumer (not
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clear) the competition (not clear). Most large
gas vreserve holders are exporters, exported
companies have reserve to (not clear) 20-60
years and governments usually don’t set a target
number for domestic gas supply but rather use
policy to achieve its target. It’s slightly more
(not clear) of doing it and in many cases, not
surprisingly, the dominant national company can
dominate the policy but I don’t think that’s
something we’re proposing, it’s just an

observation.

O.K., thank you. We have to think within :NNY YINY

ourselves what kind of additional work we would
like them to do.

We will provide ideas and they will phrase it t Y179 NY
into a policy.

No, what we’re trying to do is we were tPIIN 1999979

trying to explore what the options are.
Obviously, we’ve got our views on what is the
best (not clear) but that’s not we’re doing. It’s

the committee’s job, we understand, to come to a
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view on that and what we’re trying to give you is
a tool to do that so most of the facts are looked,
at least on a rational and reasonably consistent
basis in a local and transparent way which is
why, and maybe we encourage you if you’ve got
some comments and some thoughts, you’ve got
the hard copy, please sent things, if the issues
that you feel that need to be covered in 2 weeks
time, just bear in mind we’re only got a couple
of week’s so there is a limit.
The IEA doesn’t set a target for domestic

costumers?

tNYITY NY

Actually it’s an interesting question TPIN 29901

because that is the case for oil so, countries that
are members of the IEA are required to have a
certain level of oil. Actually, that has been
discussed as far as gas is concerned. The UK has
been a gas producer for a long time so we never
actually had any gas storage. The gas storage in
Europe is primarily the import. So people who

Import gas, people like the French and the
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Germans, they tend to have large reserves, but
these are only reserves in the short term,
perhaps they might have 3 months or something
like that but there isn’t actually any

international policy on the gas.

O.K., thank you. NS YINY

(na> vy DY D)



