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FANZAR-ARE]

:NNY HINY We are pleased to have you here, this

morning, on Nobel energy, pioneers of the gas
discoveries in Israel. First of all, thank you for
coming. | will start with some technical issues.
First of all, we have you on record, so take it
into account and everything you will say can be
published in whatever media will find out the
conclusion of the committee. The second think is
that if you are saying something that is
confidential commercially, please say that and
we will take it off the record if you would like
that. I’ll introduce some of the committee
members. First of all, Shaul Meridor - from the
ministry of finance; Professor David Gillo,
which is the .. commissioner; Alona Shffer, from
the ministry of environment; Pini Avivi, deputy
director general of the ministry of foreign

affairs; Saar Shafir and Avriel Bar Yosef from
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the national security; Mr. Gabbi Golan from the
ministry of the prime minister; Shuki Stern you
know and Mr. David Aharon - our advisor. So
please, for the record, introduce yourselves and
start. You have something like 40 minutes and
then about 15 minutes for questions and
answers.

:11n°99 YoINyY Thank you very much. Thank you for

having us. I’ll make the introductions of who we
brought. We have Bini Zomer, who is our
director of corporate affairs. | am Lawson
Freeman, VP of Eastern Mediterranean for
‘Nobel Energy’. We also have with us Greg
Beard, who’s our director of LNG commercial
development here in Israel. Noa Almog, who
works in corporate affairs as well for ‘Nobel’ in
Israel and with "Mackenzie', Jonathan Kolodny,
who we have retained to help us out with this
study. So, thanks for having us, | appreciate you

hearing us today and I’d like to encourage you
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to ask questions as we go through, you can save
it till the end or you can ask is as we go, maybe
informally is the easiest way so as we go don’t
be shy about doing that. I can’t answer any
guestions in Hebrew but we have people here
that can so, whatever is best and whatever is
most constructive, please feel free as we go and
we’d like to have some dialogue and some
discussion here and answering your questions if
we cah as we go.

:NNY YINY If we want to understand it accurately, we

would like to hear it in the language that you
feel you will have the message the most proper
way so you will choose the language.

:119°99 I9INY 1’1l be starting off with this and then there

are portions of this that have to do with sort of
an international oil company view of the basin
and there are portions that have to do with a bit
of a global study, a bit of a world study of

what’s seen in basin similar to this. Those will
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be passed over and Jonathan will cover those. It
will come back to me for a bit of the dialogue as
well. I guess the message that we’re starting off
with here is a message that | think that you’re
expecting from us, that we believe very strongly,
which is that the resources discovered to date in
the basin exceed Israel’s domestic gas demand
for decades to come and so, part of what we’ll
show is why we think and feel like that the prize
is development of what we feel like is the
remaining potential there. Full development of
the basin, which we think is 3.5 times, something
like 3.5 times the numbers that have already
been discovered and (not clear) answer the
question for us or the question that | feel is
pertaining is what are the appropriate policies,
what would they need to look like to encourage
full development of those recourses. Here’s a
depiction of what that might look like and most

of these numbers you’ve seen before and these
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aren’t drastically different from the original
submission. They have been updated just a little
bit as we’ve updated our resource numbers but
if you look at the discover to date, 760 BCM s
the number that we’re using there and these are
all round it of course and the level up there of
25.30, that’s simply the total amount converted
over to BCM of the 122 TCF number that gets
shared around of the USGS number that
everybody has heard about and read about of the
122 TCF. So that’s the presumed total there and
the portion that we’re talking about for Israel is
a somewhat arbitrary % of that. We don’t know,
obviously, if it’s exactly %, we think that there
is some rational for that, but that’s a very
imprecise number so, there’s nothing magic
about that but it’s indicative so we’re using that
122, % of that being roughly 90, so the 90 TCF is
25.30 so that leaves us with the assertion that

there’s something like 17.70 there that is a
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potential that explorers international oil
companies would look out for a potential to
explore. So you start from there and then
waterfall down on the demand forecast and these
are numbers that I know there’s some range of
fluctuation in these numbers too, depending
upon who’s forecast you’re looking at, but I feel
like these are fairly standard numbers over the
next 30 years for what the domestic demand is
going to be. Obviously, there is some play on
different assumptions that you could use but
we’re saying that that’s a total of 480. So we’re
stepping down from that so that’s 30 years of
demand, 480 basically showing and highlighting
what we’re asserting which is that there is an
excess. So, there’s an excess there that is an
amount that would be indicative of a basin that
people would look to come in and explore and
export so obviously, our assertion is that that

should be what’s desirable and so how do you go
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about doing that? How do you go about creating
an environment that you want to do that? So,
just kind of a bit of a waiving of the hands there
on the 90 TCF. Here’s another thing that kind of
comes at it from a different direction, instead of
top-down this is a little bit of bottom-up. This is
a creaming curve that sais, typically for gas
producing basins in the world or hydro
carbonate producing basins in the world, what is
a creaming curve look like So that the Y access
on this is the technically recoverable resources,
from 0 to 100% and then the years going out on
the right, in a typical basin and there’s all
different Kkinds of basins. We’ve picked some
that we feel like are useful here but, basically
what it says is it starts out people go after the
most obvious things first, maybe the shallower
things first. You go up a line and then it gets
harder. It gets harder to find, the fields get

smaller, the size of the accumulations get
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smaller, it starts bending over and it takes more
and more years to extract a little bit more out,
sort of assentotically to the right. So, that’s just
a sort of what we would call ‘a classic creaming
curve’. This one happens to be for the North Sea
in the UK. If you go to the next one, here’s what
the same curve looks like for the North Sea
Norway, Gulf of Suez, Egypt, the Atlantic
Ocean, Nigeria; Shelf Gulf of Mexico and then
here’s what the Levant basin looks like now. So,
if you take the vrecourses that have been
discovered so far, and we’re actually including
the entire basin in this one so this is Cyprus as
well. If you look at the basin as a whole and
compare it with what we’re calling ‘the 120’
TCF number, 121, 122 TCF number, this is what
we look like in our number of years since the
major discovery. This is where the Levant basin
is now. There’s nothing that says that that’s

very scientific, other then it’s indicative. It
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shows that you’re in that early phase and it
would suggest that there’s reason to believe that
if the basin is like many other basins, that
you’re going to have that same sort of curve
going to the right. Now we get into a bit of a
world view and I’m going pass it over to
Jonathan.

:931999p 1n3* Few things, first of all, if you look at this

chart, what we’re put here is we’ve ranked all
the countries in the countries in the world by
their proven gas resorts. Obviously Russia at the
top, all the way down to Oman at the bottom and
if you look, already the discoveries that have
been made put Israel from nowhere basically, in
the 28'" position. If the recourses that Lawson
was speaking about were actually developed to
their fullest, it would actually catapult Israel to
number 15 in the world of gas recourses, which
Is quiet significant. The bars that you see here

of the different colors, the ones that are light-
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blue, those are countries that all export. So what
you see is based on where Israel will be with the
exception of a few countries who have good
reasons why they don't export, primarily
because they use the gas to re-inject in order to
export oil. All of the counties above Israel and
those below Israel, where Israel will be in terms
of its resources, are exporting gas today and so,
our perspective would be, this actually would
make Israel in the major leagues of major gas
exporters should these resources be developed.
The implication obviously of allowing exports
and allowing these basins to be developed, is
significant in a number of dimensions. We
mentioned upfront there are obviously
environmental implications but equally the
financial implications for the country are quite
significant. On the left what you see is, our
assessment based on discussions with experts

and with other companies. If you were not to
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allow exports, the assumption is basically what
you have today, the 760 BCM is where you'll
stay, because without exports people will not be
interested in coming here and exploring and
thus, you'll get about 4 year of domestic (not
clear) satisfaction, about 3 billion dollars,
government take, based on the profits that we
anticipate you will get from the sales to the
domestic market and a GDP increase of roughly
60 billion. Against that, will you to allow the
full development of the full potential, which we
estimated around 2,500 BCM, and this is an
important point to stress, you actually get more
years of supply. This maybe counter intuitive
but allowing exports, by allowing further
development of the basin, that in turn will
increase the number of years of supply to the
Israeli market. In addition of course, the value
to the government from the tax proceeds is over

a 100 billion dollars and what we calculated was
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what is the spillover effect, when you develop an
industry like this, looking around the world,
what kind of jobs get created around the
industry and what the spillover impact is on the
Israeli economy. You get close to 300 billion
dollars, of increasing GDP over the course of the
60 years, which is essentially the life of the
basins we looked at.

:NNY HINY So that includes the multiplayer?

:9391999p 193> Yes, that's the spillover, exactly. So, what

additional GDP effect would you expect to get as
a result of the development of this industry? The
guestion is, how do you create a set of policies
that would actually encourage the players to
come it? And what we've tried to do is give you a
few examples. | know that, having read the
submissions to the committee you're probably
quite familiar with these but, | just want to
quickly contrast for you some of the different

countries who took three somewhat different
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approaches to how they looked at exports from
their basins. Norway, as you can see, basically
from day one said ‘we're going to allow
unrestricted exports’, and you see a very nice
growth over the last 30 years of 7% in their
total reserves. So in other words, you add back
into the production the reserves that are left in
the basin, what you get is a very nice increase
over time. So even allowing exports — the reserve
base is still growing. Australia, similar fashion,
they allowed exports. When | say ‘conditional
exports’, originally there was a requirement to
keep something like 15% of the gas for domestic
purposes. That's actually later been relapsed
because they found they had so much gas, there
wasn't any need for 15% for domestic demand.
But even so you see a very steady increase over
time, about 10% per year. And then the counter
example, which | think you've seen from (not

clear) of other entries as well, is Bangladesh,
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which is actually a sad story. Bangladesh had
tremendous potential, actually they didn't
specifically ban export, they said "we just want
50 years of supply’, but to have 50 years of
supply would have required companies to come
into the basin, develop the resources until they
reach the 50 year point and then start to export.
That was not an attractive, as we'll talk about,
an attractive prospect for these companies and
as a result, as you can see, basically with some
small exceptions, the overall reserve hasn't
grown. So let's go into each of these one at a
time and | encourage you, if you have questions
about these specific cases samples, please ask as
we go through. One important note about
Norway's success story is the fact that they made
a choice to funnel the value creation from their
reserves, the proceeds from these reserves, from
the export, into their (not clear) and it's been a

phenomenal success. The 4.2% that you see here
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Is, again, some years it's more some years it's
less, but over this entire period they've achieved
4.2% returns which, if you look at this chart,
the gray there is the return they get over and
above the reserve. Meaning, by keeping that
money in the (not clear) wealth fund that money
compounds. Gas reserves don't compound, if I
leave the gas in the ground, it's going to stay the
same or perhaps go down. If I take it out and
sell it, put the money into a (not clear) wealth
fund, we tend to see even greater value growth.
The numbers are staggering. | don't know how
familiar you are with they Norway case but, they
basically balanced their budget every year based
on the proceeds from this. So they've had a
balanced budget since 1993, they've never had a
budget deficit since. They actually own 1.5% of
all the equities, all global equities worldwide.

So, it's been a tremendous success for them and

again, the process was: allow exports, attract
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players to come in and develop the basin and use
the tax proceeds to fund the (not clear) wealth
fund). In contrast, if we go to the next page,
what you see here is the success story of
Australia. Essentially, in 1979 Australia made
the decision and it's interesting to know by the
way, Australia in terms of the size of the basin
is actually not to dis-similar from where Israel
finds itself vis-a-vie the Levant today, in terms
of the overall proved resorts. They made a
decision in 1979 to allow exports, it took 10
years for that to ramp up, to build the facilities
and starting in 1989 they started the first
shipment to Japan and what you see is, despite
the fact that they kept back 15% for domestic
consumption and domestic consumption did
indeed grow over time, they still managed on top
of that to allow exports and grow their overall
reserve base and indeed, our current

projections, if Australia continues to grow the
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way it has, although its (not clear) at the
moment, they could actually become the second
largest LNG exporter in the world in the next
few years.

:NNY HINY What was the situation between the '70s

and the '90s?

:931999p 193 | think during that early part of that

decade, they weren't quite sure what they had
there. | think they were still trying to figure out
exactly how large the basin was. Once they
realized that they had a significant amount of
gas, more probably then they will need for their
domestic needs, that's when they said 'O.K.,
let's allow exports. We'll make sure we have that
reserve for the country', that was the 15% they
talked about, "but at the same time we'll allow
exports over and above that' and it took 10 years
for that to build up and then over time what
we've seen is although exports have continued to

grow, domestic consumptions continued to grow
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but even so, their reserves have continued to
grow as well. And this gets back to the point I
made before: if you allow exports, if you allow
basically international oil companies to monetize
what they find — they will continue to search for
more and when they continue to search for more
they find more and they increase the security of
supply to the country, and this is indeed what's
happened.

:NNY HINY Beside the amounts, is there any influence

on the prices of the gas between those two
periods, with the export and without the export?
In terms of the,

93199 113> Were domestic prices held artificially low

or were they held at market (not clear)?

tNNY YINY Was there any influence between,

93199 11> Was the fact that they exported effect the

domestic price, is that what you're asking?

NS HINY They had certain prices before the export

decision. When they decided to export, did you
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find out any kind of influence of that decision on
the local prices, on the domestic prices?

2931999 113> Domestic prices did not go up as a result of

that, no. In fact, | would argue that with greater
development in a basin, you actually create more
competition. You have more players coming in,
all of them had an obligation to make sure they
could supply the local market and so there was,
if you will, more players competing on that local
market which they had to supply. Over and
above that, what essentially happened was, in a
market like this where there is export; the
domestic prices tend to eventually reflect the
overall market prices that these companies can
get through export. So, a netback price if you
will and it tends to become equivalent.

:999% 93 HNIHAN One thing you mentioned before is that

it is in the governments interest to create some
kind of an industry which will grow up along the

gas exploration, which eventually will increase
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the revenue from all the gas industry. If you
look into this graph, what is the contribution of
the industry you mentioned (not clear) to
contribute to the revenue of all the gas
exploration?

9319 p 1m> Let me clarify what 1I've said before

because | may have misspoken. When we looked
at the spillover for the gas industry we were
looking specifically at the exploration
production infrastructure, basically to bring
that gas into the market and ultimately be sold
for export and were provided for domestic (not
clear). We actually did not, and | can expand
upon this if you want, we did not expect a large
growth in industrial, if you remember that chart
that showed the 480 demand, the vast majority
was gas for power. There was another bit for
transportation and a very little bit for industry
and the reason for that frankly is that, when we

looked at the economics, where would Israel be,
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and we did this industry by industry, we said
"let's take Israel's gas and figure out could we
develop industry around that gas, let's say
methanol for example. Where would Israel sit on
the global (not clear) vis-a-vie other markets'
and, there are some great examples. If you look
at what Saudi had done, they essentially export
their gas in the form of petrochemicals. The
guestion was could Israel be competitive. If you
look today at Israel’'s cash costs for developing
methanol for example, our costs would be above
the global price. So, we didn't anticipate a lot of
industrial growth as a result of gas. | was
referring more to gas production, development
and infrastructure in |Israel as opposed to
overall industry.

$1I9NN 19997 I think it's quite an important question but

I think we have to realize that the prices that
the specific industry, and | think that's what

you are talking about, you're not just talking
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about (not clear) which is significant. | think we
have to start with the point that, in Saudi
Arabia, for example, they developed an entire
petrochemical industry but it was based on a gas
price of half a dollar (not clear) BTU. They've
increased it to 75 cents now per (not clear) BTU,
but you're not going to get any gas coming out of

Israel's off shore at that sort of prices.

:NNY HINY David, we will not go into further details,
we want their answers and not yours.

:9399999p 193* So to answer your questions, Australia did

develop more domestic industry around it's gas,
probably more then frankly we anticipate would
be in Israel but the vast majority of value that
was created was around the export and continues
to be created. Around the industry that grows up
around the export (not clear). Bangladesh,
again, this is the counter example that I think
you've seen in a number of the submissions and

again, it's a story whereby at first they were
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very open, they invited international players to
come in. These international players said 'O.K.,
now we'd like to export the gas that we found"'.
They said 'you can do that once we have 50 years
of supply'. They said ‘well, we're not going to
wait until we find enough to have 50 years of
supply' and they left. And indeed, if you look at
the statements of the majors that were in
Bangladesh, when they left, they explicitly
sighted this restriction as being the reason they
departed the country. *'Shell' for example. So,
it's actually a shame because, basically from the
initial analysis they could have actually found
much more and they let that opportunity go to
waste.

19999 PYoIRY Just a bit more about the view of an

international oil and gas company coming into a
basin and trying to do justice to looking at the
view of another international oil company

coming in and looking at something like the
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Levant basin. Basically what this depiction is, is
a couple of things. One is the probability of
success and you've heard me talking about a
decision tree and this is really all the same
concept. The probability of success from the
exploration phase or certainly also the infancy
of a basin all the way to where you really feel
that you understand the basin, it's mature and
it's a producing asset. So you have a low
probability of success all the way to a very high,
obviously at the later stages of the project and
the point that | want to make on that is that
anybody coming in, even though there have been
big discoveries in the Levant basin, anybody
coming in and saying 'I'm going to go in there
and look at a prospect and be interested in
prospect’, they will be looking at this left part
of this curve. They are going to be concerned
about that they are actually in a very early part

of the basin. They are not going to view it as if
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they are in a very mature producing basin,
where the unknowns are largely known. They are
not going to look at that. So, the other thing to
point out in this is that in these different
phases, and you've heard me talk about this
before, is that everyone knows that when ever
you come in, you start out very negative in your
cash flow and then obviously you have a period
of 3, 4, 5 years before a project actually comes
on and you know what your cash flow is, it's in
the red, you know what your cash flow is until
then and your banking on what it's going to look
like out to the right. You're banking on a known
predictable revenue stream and we always talk
about the reservoir risk, the reserves risk, the
exploration risk and those are the things that an
international oil company sort of lives with and
that's what they do, they manage that and they
know that and they understand it for what it is

but they know they have to manage that. It



28

9.1.2012 DI DAY DIPIVIIS

absolutely has to be from that point forward
stable in their eyes in term of, in our economic
models, when we look at what we think that
we're going to get, given some uncertainties
about the cost, when we look at what we think is
going to be achievable from a revenue stand
point, there has to be a high degree of surety
that it's actually going to work in the way that
they're modeling it. Because they sit back before
a dollar is spent and model scenarios on this
sort of thing and if the put a lot of uncertainty
on what it's going to look like in the operations
phase, they're just going to factor it in, they're
just going to model it and they're just going to
factor it in. The point I'm making here is that
policy is one of the things that can make surety
or not surety on that revenue stream, that
portion in the right that they're concerned about
and if you look at it in terms of bank, some

companies self finance, some companies
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obviously do projects financing. It's exactly the
same thing with the bank and everyone knows
that, they're going to be looking at that and say
‘tell me how sure you are about the achievability
of that revenue stream that you're putting in
this curve that you're showing us'. What are the
things that can disrupt that? How sure are you
about that? How comfortable you are about
that? And they will quiz you on what are the
things, the possibilities out there from my policy
stand point, they can get in your way and that's
why we keep making this assertion that a stable
policy that guarantees the achievability of
contemplated revenue wedge, if the resources
are there, is so important. We wanted to hit
just a little bit more specific to LNG projects.
The projects that we're talking about now in an
export realm are largely LNG projects and we
wanted to talk just a little bit about kind of the

same view, the producer view that I've just
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described but also the mid stream, i.e. the actual
LNG plant view and then the off taker view and
all are important in this, they are even more
important in a big LNG project then in some
others and there's been a lot of discussion and
there's been questions about structures. Is there
an optimal structure for this, in terms of
ownerships, state owned, private owned,
multiple players, upstream players, downstream
players etc. and, | guess if you look around the
world at that, there's not any one magic
structure. There's a range of possibilities that
are out there all the way from 100% private
owned to 100% state owned so, lot's of
structures exist and lots of structures can work
in terms of a big LNG project. One thing that is
desirable is vertical alignment and what I mean
by vertical alignment is, the producer who has
that vested interest in the upstream has some

control and ownership all the way down through
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that chain and the reason that | say that is so
the priorities are aligned. If you have a set of
priorities as the producer, a related but
different set as the LNG owner and then a
related but different set as the off taker and so,
if you have aligned priorities in that, it makes
that work a lot more smoothly, the drivers are
much more similar and it makes the whole thing
much more palatable, frankly. So, that’s not
required but it’s desirable, a vertical alignment.
I just wanted to make a bit of a statement about
the cost and I feel like it’s known but just to
emphasize it a little bit. If you look at a big data
base of world scale LNG facilities, an average
over those 10 years that are shown here, done by
‘Mackenzie’, is over that 10 years 8.5 billion
dollar project for a 7 million ton per annum
plant. That’s close to the numbers that we sort
of throw around. We throw around numbers of

10 million tons per annum. We talk about two
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trains, two 5 million ton per annum trains. We
have considered that in various locations so, we
throw around numbers of 10-12 billion dollars
for a facility that’s like that and this is just
data that says that’s about what you’re talking
about, just sort of (not clear) from a (not clear)
stand point and (not clear) a big project like
that, we know a little bit about that so, if you
look at our major projects, ‘Nobel Energy’
major projects in the Gulf of Mexico, in West
Africa, here, ‘Tamar’, ‘Livyathan’, they are all
multibillion dollar major projects and we don’t
build those with our bare hands but what we do
iIs we project manage those. The project
management that has kept ‘Tamar’ on track and
on schedule does not come easy and the point
that I’'m making there is, if somebody wants to
say ‘I want to be the one doing that LNG
facility’, it takes world class major project

management experteese and that’s the point I’m
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trying to make on that. The other point | want to
make is the financing angle in this. The thing
that makes financing so significant on these,
frankly, is the size of the capital expenditure
that you’re looking at there and the financing on
this brings in three different pieces into it, it’s
not that producer revenue wedge only that we
were talking about before, it’s basically all
three: The wupstream angle or the upstream
concerns, the upstream emphasis; the midstream
commercial portion of it and then the off take
commercial portion of it. If you draw your circle
around that whole thing and say ‘that is a great
big bunch of commercial terms, it’s all part of
one great big deal’, that whole thing has to be
flanged together in order to get project
financing for somebody that wants to come and
put in that sort of money into a project like this
and these things do not happen until that

happens. So, the construction will not start, the
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project will not happen until all that stuff is
flanged together and so, the stack of commercial
agreements that is necessary for something like
that is staggering and it’s because if you are the
financial institution that’s backing that or
backing a piece of that you have to know that all
that’s tied together in order to make it work. So
let’s look at both ends of that transaction. If
you are the producer and you on the upstream
end of that, you have to know that the important
piece of that to you, for your investment, is the
revenue wedge like | talked about before. | have
to have a predictable stream of revenue that’s
associated with that project to offset that
capital. So that’s very important that it’s a
stable predictable stream of revenue and you
turn around and look at the other side, the off
taker. The off taker on this that’s looking at
doing a deal and buying the LNG out of the

tailgate of this facility, they’re looking at the
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stream of gas, they’re looking at the stream of
LNG and they have to have a predictable, stable
stream of LNG for them to be able to
contemplate this thing and go forward. I’m using
those words ‘stable’ and ‘predictable’ and the
reason that I’'m emphasizing that is to address
this notion that if you do a facility like this,
that you can sort of on a year to year basis or on
some sort of periodic basis bid out that capacity.
It doesn’t work that way, you can’t do that. You
have to know if you’re the anchor and if you’re
doing one of these you have to know that
capacity and therefore that wedge, therefore
that revenue stream or if you are the off taker
that LNG stream is available to you over the
long (not clear), you have to be sure of that. So,
where incremental players come in typically in
an LNG facility is for expansions. So, you have a
base facility down there and there’s a couple of

kinds of expansions. One kind of expansion
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that’s the most common is just a D bottle
necking expansion. You can go in and for an
incremental investments D bottle neck the
facility, get some incremental amount and maybe
that’s enough for the additional resources that
have been found and then that’s an incremental
deal. Once again, it has to be flanged up, maybe
that’s a 2 billion dollar project but that has to
be flanged up the same way and that’s how it
happens is incrementally, on top of that. So you
can do it on an expansion or there’s even a foot
print expansion, more of a real expansion that
can happen as well. Those are harder to do but
you can bring in more resources doing it that
way. But again, coming back to the point, the
point is that you can’t have a facility like this
and have the streams in it change out over time,
it just doesn’t work that way. That’s it for that
one. Now | wanted to talk just a little bit, you’ve

heard us talk about premium Asian markets and
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the assertion here is that the reason you’d be
interested in a premium Asian market is
something like a $4 per MCF differential in the
pricing that’s achievable for LNG to Asia versus
Europe. Everyone is looking at the same thing;
everybody that’s interested in selling LNG is
looking at the same thing and considering that a
premium market. If you look at this chart here,
this is looking at an estimate of 2020 LNG
demand in Asia and it’s this 270 BCMA and so
that’s just a snapshot estimate of the demand in
Asia for LNG. If you look at the blue bars and
the gray bars, the blue is un-contracted and the
gray is contracts that are either under progress
or have already been put to bed and this is what
you’re seeing over time from 2005 to the present
Is people going out and contracting for that in
2020 so, this will continue and right now what
we would assert is that if that 270 BCMA is

correct that, that 70 BCMA that’s left for Asian
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markets, everyome that’s involved with LNG
projects is chasing that same amount. So, that’s
out there and this kind of speaks to our timers
of the assents issue, is that everyone that’s
progressing these kinds of projects is looking at
that same thing and they know that it’s a
premium market and whether it’s exactly 70 or
not, of course it’s never exactly anything but
everyone is chasing that same thing. So again,
this speaks to our timers of the assents issue of
if you want to create an environment to get
others to come and explore and be able to get
after these premium markets and therefore get
the value to the producers and to the state, time
is of the essence there. That’s it, we wanted to
leave a lot of time for questions so, happy to
take any questions.

:9919 9nwl have one question about the Bangladesh (not
clear), if you can go back to the slide. We see

that (not clear) export they have new findings
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every 3-4 years so, how is it? Because, we’ve
heard many times that if we will not export then
nobody will find anything.

:9371999p 113> There is still activity that’s being done by

(not clear) players that have been (not clear)
Bangladesh but, the international oil companies
who potentially allowed you to grown up 2% a
year but 7%-10% a year - left. Around any
major discovery that already exists there’s
always a little add on so that shouldn’t surprise
you but, at the end of the day, they’re nowhere
near the potential (not clear), about a third of
the potential the basic (not clear).

:9919 ynwBut do they have enough gas for their own
needs?

293799 193> No. In fact there at a sorry state where they

could have been in a situation where they were
exporting to a next door neighbor and instead,
they’re actually importing. I don’t think they

realized in Bangladesh that they had created a
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situation where by the actual players who were
needed to realize the potential will be scared off
by this 50 year requirement.

tNY) 199909 You showed that in countries that allow

exports then production grows. Do you have
evidence of the causality between them, to show
that there’s a linkage?

:931999p 193> Yes, absolutely. Discoveries grow, the

resource space grows, not just the production.
The production grows because those that have
already been discovered are going to be
produced but, what you see is a direct
correlation between the kind of stability of
incentives that Lawson was talking about and
the attractiveness to (not clear) to come in so,
the amount of exploration production activity is
commencing with the returns that they see in
that basin. We have seen it in these three
examples and we see in the wealth of other

countries as well. You see it in the Gulf of
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Mexico; it’s very striking actually and also the
differences between the US side and the Mexican
side. What you see is that when the conditions
are right and there’s a way to monetize the gas,
the players will come, they will increase the
level of discoveries.

:NY) 199909 And you know that’s why they came?

$939999p 193> Yes, absolutely. Because again, any

company, and I don’t want to speak on behalf of
‘Nobel’, just in general. I worked in EP and
other players, they have a (not clear) of options,
at any given time you see the number of
discoveries that have been made around the
world just in the last 6 months, huge
discoveries. The opportunities are endless.
What’s happening is people are sitting back in
headquarters and running models saying what
can | comfortably predict I would get and then
based on it, that’s what I’m going to decide to

put my exploration (not clear). So Israel, and
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this is what | wanted to stress, Israel is
competing to bring those players in with many
other basins around the world so we have to
always be thinking what do we have to do to
create conditions that would attract people to
Israel as opposed to going to Mozambique or as
opposed to going to Brazil or wherever else they

might be.

:NNY HINY I would like to go back to the Australian
case. In a certain point of time there is a reason,
a motivation for the Australian government to
make a decision for exporting. Do you know the
background of that? What was the background
of the decision of the exporting?

$2319vp 193> My wunderstanding, and I don’t want to

claim by any stretch the imagination of being
expert in the Australian case. If you’d like, we
can expand on what we’ve got and just send
something to the committee that essentially goes

into it in more detail. My understanding is when
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they realized the potential of the basin, they
realized how much gas was there and they
realized it was more then what was needed for
domestic demand, they basically realized ‘OK.,
let’s make sure we’ve covered our domestic
needs but the only way to get this to be
developed to the extent that we want is if we
create export as an opportunity to monetize that
gas. So, that’s what stood behind the decision in
>79 to actually allow exports. But if you’d like,
again,

:NNY YINY I will appreciate if you will provide more

information about that.

: 199K 423904 Each state in Australia has its own policy

so when you say Australia it’s actually western
Australia. Western Australia has this policy
here, Queensland has another policy and each
state is different in Australia.

tNNY DINY I’m talking about that case.
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s RAFAIZARFIFAR I think he’s speaking about the (not

clear) development. What | suggest we do is,
since we have colleagues who are involved down
there, why don’t we come back to you and if
there are specific questions you’d like to know, I
understand what was the government thinking in
terms of allowing exports, what happened to
domestic prices as a result of allowing exports
and if there are any other question that would
be helpful on Australia just let us know and we
will come back to the committee and give you a
bit more info.

:NNY YINY Thank you. Any questions or comments?

$93%aN %399 What is ‘Nobel’s position regarding the

location of the facility?

$119°99 YOINY It’s all part of one big evaluation. We’re

studying right now from a purely physical stand
point, were are the most feasible locations and
it’s no secret where we’re looking. You know

we’re looking at the area in Cyprus, we’re
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looking in onshore Israel, we’re looking across
at Agaba, which would seem to be the places that
would be the most prudent to go study so, we’re
just getting to the period that we’re spending
some fairly major dollars on the engineering
studies on those and we have to see that before
we know. We’ll find out from that, we’ll find out
from studying all those things concurrently from
a physical standpoint, what are the pros and
cons of each one of those much more then we
know right now. We look at it fairly
simplistically right now, where is it that you can
kind of look at a map and say ‘there’s a front
foot print that is available there. There’s a bit
of infrastructure’, and frankly, the way we’ve
gone around and set it is not fatal flaws. We’ve
done a no fatal flaws analysis saying there’s not
something there that anybody can look at it and

see and tell that there’s something. It just kind
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of completely stopped it, so we won’t know until
we do these studies really.

You consider just LNG facilities or using

$1N%299 1V

pipelines for export like Greece or something
like that?

INY Yes. We’ve looked at pipeline possibilities

tNNY YINY

as well as LNG. We’re focused on the LNG
because frankly, when we look at the
possibilities for pipeline, they are there but the
obvious one is to the infrastructure and to
Turkey and for the same reason we’re not
studying and going down the road right now for
looking really hard at Egypt. Things may change
but right now that doesn’t seem to be the most
prudent place to be looking at. We think a
pipeline to Greece is just (nmot clear) we’ve
talked about, it’s a massive pipeline, we think
just a scale of what’s there is not feasible.

O.K., thank you very much.
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$99910 1I¥1) AN P OOMTIP PYT ,NINTR YT

$1av NN )29 DTN

$99NTH IVTD And we have our two advisors.

:INDY ’3) Gabbi Law, (not clear) practice at ‘Mackenzie’.

:m9p 919998 And | am Ellinor (not clear) work at

‘Mackenzie’.

MINNDY NIAY MHIINTINN DY NTINY DAV DMINY IN 19901 PIYT)

DY NN MDY MY NNPONY ONDd INTNY NN
02 OMIYHNYN DI INIAWID OYIVND AN PYN OINYNRIN
NIYNN YY MY>VYUNI 2719109 IVON OINY DXIVIN NININ
DIND DODOY> NIND OTOY NYOND DY NOVINY NNOIVYND DY)
NINND YD TN YPIAN OIN LI ASPINY DMINIYD NIY
1D XYY MIN DY NNPOY XIVPOD NYan DYonv
Mapya .MXN NYON NOD PRI nYaAn L, TPYnna
MIN .NMIVDI MITIPI NN WHITI IN 9201 NININ NINNHND

Y ANPINY DMINTIN NIV DIDNY NOYNIY INPNH

:INY *3y» Rather than try and present a summary of what
we did in the form of a report, what we wanted
to do is try and pick up on three key areas that
we thought was worth a discussion. The first
focus is around the resources and the realization

of Israel’s resource. The second is around
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security of supply for Israel and the third is
around the development of an LNG project of
what’s needed. First of all, looking at that
realization of reserves potential and the
instigation of competition within the market. I
guess when you look at reserves, either being
discovered an the remaining potential reserves,
the one key (not clear) that strikes you is the
shere scale. The scale of resources in Israel
dwarf the domestic requirement and | think one
of the key issues that we see here is that, in
order for these identified prospects and yet to
find fields to be discovered, there needs to be
incentives from the industry to actually go and
explore for them. With a 100 million dollars per
well, to drill a well in the deep water, there
needs to be a clear path of monetization for
those gas reserves. Otherwise, those exploration
dollars will go elsewhere where the path for

monetization is clear. I don’t think anybody
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doubts the technical prospective of Israel. |
think what they’re concerned about is clearly
the commercial pathway for the monetization of
the gas they discover. And that leads us on to
competition at the market. We’ve taken two
examples that really represent the ends of the
spectrum. In Bangladesh, you’ve seen a situation
where there’s no commercialization pathway for
gas. The gas price is law, the domestic demand is
relatively law and the prospects for export are
none existant since the government decided not
to. As a result, the companies that were there,
the key ones, the (not clear) the players with
international experience have either just hung
around to meet the domestic demand or either
left. Compare that with Western Australia,
where the incentives for exploration and the
attractiveness, vVis-a-vie the technical
attractiveness and the commercial

attractiveness, has increased the level of



51

9.1.2012 DI DAY DIPIVIIS

competition in the market. The number of
companies entering Western Australia over the
last 10 years has increased dramatically. And
the reason for that is, companies have been able
to see their competitors going for the market,
explore for gas, find gas, be able to
commercialize that gas through LNG projects
and the domestic market and actually make a
visible return. That success has actually brought
in more companies looking for those
opportunities. As an advisor, we spend a lot of
time with companies trying to identify how they
may enter the Western Australian gas market,
because it’s such a (not clear). If you take this
prospective down to Israel, it’s estimated that
about 2 billion dollars of expenditures required
to fullfill those (not clear) obligations over the
next couple of years. Israel is going to struggle
to attract that investment unless companies can

see the monetization pathway that they would
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see. | think there is a great deal of confidence
around the technical potential of the Israeli
offshore. I think what people worry about is how
do you actually monetize that gas. Talking to
companies around the world, as we do, as with
‘Mackenzie’, what people are saying to us is
‘fantastic. ‘Leviathan’ basin, it’s so exciting to
see what’s going on but Israel will never export
gas and as far as we are concerned, until that
happens it doesn’t really come up in (not clear)
because the commercialization of that gas is not
going to be possible’. Looking at Israel’s (not
clear) situation today with one dominant
operator, trying to look at this in the context of
how gas markets have evolved through time. If
you look at Israel at the moment you’ve got one
dominant operator who has had most of the
success but this is actually quite common in the
development of gas markets and in situations

like Thailand historically, (not clear)
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instrumental and had a unique position in the
offshore in the ‘1970, when they discovered the
large field, they developed that field and
actually brought the gas to market. As soon as
that happened there’s a huge amount of interest
in terms of other companies coming in. Once
companies could see that the opportunity could
be realized, then companies (not clear) behind.
The EMP business is very much of a haired
mentality, somebody goes out, does something
innovative creates value and everybody follows
him behind. In Malaysia, ‘Shell’ have a unique
position in terms of the opportunity to discover
gas offshore (not clear) and actually developed 2
LNG project off the back of it and that success
actually instilled other companies to follow in
behind, to take exploration (not clear) to take
equity possessions and actually it was (not clear)
who proved up the gas for the next project,

because they were able to go out and replicate
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what ‘Shell’ have done and there was a number
of other companies that followed them behind.
In Mozambique, we’ve seen lots of success from
(not clear) over 25 TCF proved up in terms of
gas resources. Lots of excitement about that and
lots of the majors are (not clear) crawling all
over Mozambique, trying to see how they can get
a position in that country. There’s rumors of
‘Shell’ to be very close to getting a deal done in
Mozambique to get involved in the LNG
business. And you compare that now with Israel,
nobody can question the prospectively and the
exploration success that’s been had in the
‘Leviathan’ basin. There’s absolutely no doubt
about that but, despite that success there’s still
limited interest from the (not clear) and really it
iIs about the major (mot clear) that we’re
considering, because these are the ones that have
a critical mass, that have the capability to

develop large scale export (not clear). So while
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the ¢‘Leviathan’ basin is attracting a lot of
interest from a technical perspective, Israel has
not yet proved that it makes commercial sense
for these big companies to actually invest and if
you look in context, the geopolitical aspect of
Israel really makes Israel start from a lower
platform. It has one hand tied behind its back in
a certain respect, relative to other countries,
just because of that geopolitical element. So, in
terms of making it attractive for (not clear) it’s
clear Israel has to demonstrate the gas can be
commercialized. Moving on to the security of
supply issue. We presented this chart actually in
the form of (not clear). It was just to give an
indication of how different countries have
managed their domestic security of supply
versus the realization of the resource potential.
That’s always the balance any country is looking
for, is to make sure that it keeps the lights on at

the same time as stimulating exploration activity
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so that the resource potential is achieved and
we’ve got examples of places like Bangladesh
where, it’s really not gone well, exports weren’t
allowed, the stimulation with the ENP business
was depressed and as a result they’ve actually
not managed even to produce enough gas for
their own security of supply. At the other end of
the spectrum we’ve got somewhere like Australia
which use a formal domestic market obligation
commitment process which allowed it to manage
the domestic market while at the same time,
allowing exports and allowing the development
of the LNG business and as a result, a huge
amount of activity, a huge amount of exploration
done and the reserves proved up while at the
same time ensuring that security of supply.
Importantly, very few countries have had formal
policies of domestic market management in

place. Australia is actually one of only a few
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countries where they formally taken approach to
manage that domestic requirement.

And your implying that other courtiers are

$IND va)

tNNY YINY

doing it informal or not doing it at all?

Yes, more informal. More in terms of actually
trying to make sure that the domestic market is
attractive enough that suppliers would say
‘yeah, we’ll happily supply for the domestic
market versus go to export’. So, there’s a degree
of indifference and it’s just managing it in a
more informal manner and what you’ll see about
Western Australia is that the fact that Western
Australia has actually showed a great deal of
flexibility around how it’s gone about the DMO
and as a result been able to manage,

DMO, meaning?

$IND %3)

DMO - Domestic Market Obligation. We’ll come
back to that point. This is just an illustrative
example of how the DMO works. Essentially,

anytime somebody goes out and explores for gas,
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finds gas and thinks that they’ve got enough for
an LNG project, they go to the Western
Australian government and they say ¢ we wish to
built an LNG facility at a specific location’. As
part of that commitment to allow that to be
developed, the Western Australian government
insists that up to 15% of the gas that they
produced from the export project is reserved for
the domestic market so, effectively that allows
the project to receive the permits associated
with the development of the LNG facility. If you
look on the right hand side of the chart there
highlights what typical project might look like
in terms of the (not clear) and the gas that’s
allocated to export and the amount that needs to
be allocated to the domestic market.

:9117%91 Yyxvw  How is it done?

:INY 223 Let me come to that. On the left hand side,
obviously you have a situation over the last few

years where there has been lots of new LNG
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projects being put forward. The danger of this is
that all this domestic market obligation gas ends
up being far greater than the market actually
requires. This is a relatively small market and
so it doesn’t take long before that happens so
fundamentally, there needs to be management of
this domestic market obligation, this 15% or
whatever that’s allocated, because otherwise you
end up with more gas than the market needs and
gas essentially doesn’t flow. If you look in the
next slide how they’ve done it. Take, for
example ‘Gorgon’, what they’ve done is to be
able to take a more flexible approach, to look at
how the domestic market obligation sits with the
project, in terms of does it actually make the
project un-economic? ‘Pluto’ is a good example,
it was a situation where (not clear) ‘look, if we
supply 15% from day one our project will be un-
economic and so, we need to actually have a

situation where that’s deferred’ and as a result
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‘Pluto’ will deliver 15% but it won’t be until
after 5 years after production has started and
they’ll work again as to whether that makes
sense. The (not clear) of that to make sure that

that project is still commercially (not clear).

$9171091M HINY That’s 15% of the annual (not clear)

$IND %3)

or is it 15% of the entire reservoir?

It’s both. They haven’t been quite so explicit. In
certain instances it’s around 15% of production,
in other instances it’s been 15% of the reserve
and it’s being dependant on what they needed at
the time. So, with ‘Gorgon’ as an example,
around about 10% of the production where (not
clear) reserve for the domestic market and that
was because that’s all they actually needed of
the 22 TCF. Subsequently, they’ve discovered
another 33 TCF but the DMO is still the same.
The actual volume that’s been dedicated to the
domestic market is still the same so in fact, the

DMO now is much smaller, it’s maybe 4% or 3%.
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What was the mechanism? Did they actually

$IND va)

consume that gas or take it to a (not clear)
facility?

‘Gorgon’ hasn’t come on (mot clear) so what
they’ve done is they’ve said ‘look, based on our
demand profile, we will need ‘Gorgon’ probably
between 2018 and 2022, you need to be prepared
to supply a certain amount of volume at that
time’ and that’s the mechanism they’ve done.
There will be discussion around what the timing
of that will be, that will be incorporated into the

‘Gorgon’ development plan.

:1291m YIxw Can it be that the ‘Gorgon’ will start

$IND %3)

production on 2016 without any prediction to the
domestic market and then start the domestic
market in 20187

Yes, absolutely. Just in terms of what ‘Pluto’
will do, ‘Pluto’ will start up at 2014-2013 and
will produce LNG for 5 years and then it will

have a domestic requirement so, we’ll have to up
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its production level. But again, there will be
flexibility shown because again, if that makes
huge problems for the project in terms of
commercial viability, what the Western
Australian government wants to do is to
stimulate the export of the development of
projects at the same time as managing so not
killing the one with the domestic market (not

clear).

:991°9m YI8nw Every project has some other arrangement

$IND 23)

of the DMO? It’s not a rule for everyone, for
every reservoir you make a different rule, one is
10% one is 15%, one is 4%?

Yes, absolutely.

$INTH VIYT) It’s a cap. 15% is cap and it’s manageable

in a sense that it could be lower than that on a
specific project based on its economy of scale or
requirements of the domestic market and
secondly, it could be also managed through the

duration of the project, which means in year one
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maybe it’s zero and later on, when there is a

need, it’s 15%.

:199P 993998 But it’s really a collaborative approach.

$IND va)

Yes, it’s a collaborative approach with the
company to make sure the project isn’t severely
damaged in terms of economics, at the same time
making sure that the demand is met. The
concern of the Western Australian government
was that, all these LNG projects would go ahead
and everybody will say ‘the hell with the
domestic market, we don’t need to do that’. So
the driving force was to make sure there’s
always enough gas (not clear) available for the
domestic market and that domestic market (not
clear) uncertainty around some of the mining
activities that go on there, so they needed to
have the flexibility within the system to say
‘actually, we need that gas a little bit earlier so
before you take your development plan, we need

to move that gas forward or back or however’.
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Where there any other rules regarding the

$IND va)

prices or other terms?

No, not really. In terms of the fundamental,
that’s all generally negotiated. The gas price
will be what it will be and so obviously,
supplying the gas into the Western Australian
market would be whatever a contractive price
could be agreed. Clearly, if there were five
people all trying to supply gas to one buyer then
it would have an impact on the eventual price
but, fundamentally there was not distinction of
‘you will get a certain gas price (not clear)’ the
gas price in the domestic market will be what it

will be.

: 9K 903904 The commitment, is that in the production

$IND %3)

(not clear) or in the development (not clear)?
It’s a good question. I don’t know. It’s a state
regulated thing, it’s not a (mot clear). I don’t

know where it sits off the top of my head.

: 9P 993998 It’s when they get agreement for the,
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I don’t know, there are different types of
licenses in Australia and I’m not sure where it’s
sits in. I suspect it’s in the production license
but I’'m not sure. So in terms of other projects
(not clear) it looks like it will probably supply
about 13%, although there’s still some debate
going on around that. So, that degree of
flexibility around timing and arrant volume as
part of the negotiation, part of the discussion
but it sais, before you go exploring, if you’re
going exploring in Western Australia, be
prepared for 15%, but it probably might be
different from that (not clear). And then, other
things they’ve done in terms of flexibility to
help the actual value, if you like, (not clear)
government is to offer different Ilevels of
flexibility about the domestic market obligation
in kind, for example. So, investing in (not clear)
gas developments will reduce some of your

obligation or investing in domestic gas targets of
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the exploration or investing in gas storage or
lots and lots of different ideas about how you
can essentially pay for your DMO in kind, if it’s
not actually (not clear). The key message | guess
is one over mostly about flexibility in timing and
volume has allowed or will allow the Western
Australia to manage that demand going forward.
This is just starting so it’s not really a proven
technology yet, (not clear), but it will allow
them to mange that demand going forward.

Do they have any specific obligation of the

$IND %3)

state purchasing this amount of gas?

No, none. The state takes no liability, quite
rightly, in the fact that what they are interested
In is to make sure that the gas is available to the
benefit of the domestic market and therefore, if
it’s not required then that gas can go elsewhere
but it’s a prediction of (not clear) you are
signing long term contracts with off takers so,

that has to be done ahead of time and so, once
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those contracts are in place the obligation sets
with the off taker.

This is why | asked you about the

$IND 23)

conditions of the purchase because, if you do not
set the specific conditions and terms of
purchasing these amounts then the prices, for
example, would be -equal to the export.
Otherwise, you will not keep that amount for the
domestic market.

The fact is you are obliged to supply that so you
must made it available if it is required in the
market so, that’s the first thing. The pricing of
it will be dependent on how many other players
have actually have gas available. Because there’s
lots of other players who just supply the
domestic market, like ‘Apaches’. They don’t get
involved in LNG, not until recently, they just
supplied. So, there’s gas coming in from
multiple sources. If there’s lots of people

looking for that market then that will have an
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impact in driving the price down, if there’s not,
then it will drive the price up, it’s just market
fundamentals. That happens today, it’s happened
for the last 20 years. So essentially, all the
government’s doing 1is making sure that if
there’s a market for that gas, that there is
potential gas available for that and it’s up to the
supplier to make sure that he’s actually got that
commitment in place to have that gas (not clear).
So the liability doesn’t set with the state, it sets
with the off taker.

:NNY YINY So he has to sell this amount of gas and he

has to set the specific conditions that will allow
him to sell this amount?

:INY %3y Yes. He has to have the facilities and place that
will allow him to sell that amount gas into the
market.

NN HYINY And the terms and conditions?

:INY 23y Yes, absolutely. And he will set that with the off

taker and there are numerous off takers and in
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some cased it will be a good price, in other cases

it won’t.

$NTIH PIYTD It’s not the commercial term of selling the

gas but to put in place the infrastructure needed
in order to insure the ability to supply the gas.
The prices are negotiated, obviously if you have
a situation in which you have multiple sources of
gas including players which are only for the
domestic market, because they don’t have the
critical mass that enables them to launch and

LNG facility.

: 990N 929909 But if you are a buyer and you know that

the company you’re buying the gas from has this

obligation, that’s going to influence you,

$INTH IVTD Yes, sure.

$H93Y%

$IND %3)

But do they have to do it or do they have to
offer it?

If there’s no market for the gas then there’s no
market for the gas. With ‘Mackenzie’ (not clear)

the Western Australia situation is not the
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similar to what is the situation you find in
Israel. Relatively high potential reserve base in
a relatively small market and we’ve looked at
building a model around the development of a
model it would see what sort of DMO
requirement would be needed to meet the
expected demand, based on the government’s
demand figures and we’ve also taken the low
case and the high case, what sort of level of
domestic market obligation would be required
from those reserves in order to meet that
domestic requirement. Looking at that, again,
what is the security of supplies, at 15 years of
supplies and 20 years so, we’ve taken two
options here just to look at that. And in terms of
the level of DMO for fields that are already
discovered, like ‘Leviathan’ and fields that will
be discovered in the future, hopefully, you end
up with a situation where the DMO for only 15

years of supply from discoveries and for new
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gas, it sets the need to be somewhere between
2%-8%, so, a very manageable scale. If the
figure was 14% the problem is that then critical
mass (not clear) becomes almost impossible, or if
it becomes 16% it becomes impossible. What
we’re interested to see was is this level actually
in line with that 5%-15% that’s manageable
within the context of commercial development
and the allowance of an export project, which
you’ll see later kind of has to have that critical
mass.

One important assumption here, our assumption
is that 75% of ‘Tamar’ will be allocated anyhow
to the Israeli market. So, based on that

assumption this is these are the numbers.

190V Y9IV What is YTF?

:99p 993998 Yet to find. It’s actually the identified

prospects, it’s not the entire yet to find, just the
identified prospects.

How much is it, TCF?
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:¥n9p 999998 20, I’11 give you the exact figures.

$INY va)

So if you look at the figures you’re looking at
sort of 20 years of supply, clearly the DMO
needs to be higher, more reserves need to be

allocated.

:1990N 7999°1 Sorry, I didn’t understand the part that

$YAN DY

you just mentioned about ‘Tamar’ being
included somehow in this analysis. | mean,
you’re retrospectively bringing in stuff that is
already,

What we say is basically ‘Tamar’ like now,
signing the contract to supply gas to the Israeli
market and we anticipate that anyhow 70% of
the reserve in ‘Tamar’ will be allocated to the
Israeli market even contractual so, based on that
assumption what we say is that 75% from
‘Tamar’ is already allocated to the Israeli
market, 25% is for export and in addition to
that, this is the DMO model that will present

(not clear) any other discoveries,
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:1990ON 1999%4  This is for future.

:9aX 293> This is including that ‘Leviathan’ and other

discoveries,

:1990N 791921 No, but it’s excluding.

:3m9p 99398 Exluding ‘Tamar’ and ‘Noa’. It’s 690 BCM.

$IND %3)

(not clear) the model (not clear) to ensure that
the domestic demand is met under the low base
and high case scenarios, using the resources you
have available so either ‘Tamar’ being included
in that in meeting part of that demand and then,
things like ‘Leviathan’ as part of the other
discovered and then new discoveries they are yet
to find. That assumes the DMO period starting
in 2013 and then being reviewed in 2018 to say
‘O.K., what discoveries have been made and how
would these be allocated in ensuring the future
security of supply of 20 years.” One of the points
that we raised in the report was the development
of infrastructure associated with the growth of a

gas business and one of the points that we
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wanted to highlight is that currently, the Israeli
market is pretty heavily exposed to one receiving
point, not dissimilar to a situation we’ve seen in
Australia where the failure of that point has
catastrophic effect. | can imagine that the
government of Israel is very keen to see a more
(not clear) and stable environment for the
supply of gas into the market, not just relaying
to one single point. What we were trying to draw
the attention to is, as the scale of a gas industry
builds, both in terms of exports and domestic, so
does the infrastructure. More fields are
discovered, if you look in the distribution of
prospects and blocks of how you ultimately what
end up happening is field are discovered that
connected into infrastructure, that
infrastructure receiving points, those receiving
points become, hopefully numerous along the
cost, increasing the stability of the system and

increasing the level of interconnectivity between
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the different pipeline systems, such that one
pipeline goes down you actually have the
redundancy in the system for it not to be a
problem. The UK is a great example of a
situation where the development of numerous
pieces of infrastructure have given a
considerable stability so that people could shut
down a pipeline for 6 weeks and it has no direct
impact on the gas supply into the UK and into
Europe. So ultimately (not clear) is the
development of that infrastructure is really
dependant on the ability of companies to
explore, to find and to develop the gas and that
has to be driven or underpinned by the export
otherwise, exploration stops ineffectively,
infrastructure gets governed purely by the
cheapest possible option. Looking at developing
a gas export business and specifically, looking at
LNG export, how do you go about doing it and

what is required? Many times we’ve been
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looking at this in the context of it’s a case of, if
it’s assigned for export it’s easy. It’s not.
Exporting as LNG is a highly competitive
business and Israel will need to compete in that
global supply place. Looking at (not clear)
associated with LNG the one striking feature
over the last 5-6 years or 6-7 years now, is the
escalation is costs. Costs have gone up probably
about 4 fold in terms of the cap ax associated
with LNG development. Uses to be round about
$300 a ton and now we’re up as high as $12,000 a
ton for conventional LNG developments and one
of the drivers around LNG has been economies
scale. Because a large proportion of the cap ax
associated with a plant is relatively fixed, i.e. a
jetty. If you’re building (not clear) for a 2
million ton facility it’s pretty similar to the
jetty you’re going to build for an 8 million ton
facility. These costs are pretty much fixed and

as a result, when you build the 2 million ton
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facility the cost per unit is much higher and as a
result the economics becomes significantly more
challenged and if the economic is significantly
more challenged, buyers start go get nervous
about the overall economic viability of the
project and that’s about their supply being
potentially disrupted. So, if you look at the
overall costs position, it’s not an accident that
projects tend to look pretty similar. In the last 3
years we’ve seen 7 on shore projects taken FID
and 5 of them looked pretty similar: 2 chain
facilities with capacities ranging from 7-10
million tons and that 7-10 million tons is now
the kind of level of economies of scale to get on
the cap ax and the capability of marketing that
gas in the LNG market. If you build a 30 million
ton facility from scratch, clearly the marketing
challenges of getting rid of 30 million tons are
huge. Doesn’t mean you can’t do incrementally

but in one (not clear) so, it’s typically been
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found that 7-10 million tons is the scale on
which companies feel comfortable and one, they
can market it and two, they can achieve the
economies in scale.

What about floating LNG?

$IND %3)

I’ll just come on to that now and just in terms of
some of the <challenges for floating LNG.
Fundamentally, Wood Mac sees floating LNG
much more as a niche play. It’s not a solution
for large scale export of gas. It’s a niche play
that fits into a specific set of circumstances. As
in any new technology or different technology,
there are concerns about capital cost. Will it
come in on cost? People have thrown out some
very low numbers. Will they actually be able to
achieve those numbers in terms of capital cost?
And then overall reliability, lots of concerns
about will I have to shut down when a storm
blows? How long will | have to shut down? If

you are a buyer, that becomes a real issue



79

9.1.2012 DI DAY DIPIVIIS

because suddenly now (not clear) turn up. So
there are real challenges across the board for
floating LNG that makes it much more of a niche
play. If the challenge is around the technology
then (not clear) challenges in financing because
lenders tend to be very conservative, they like
things that have been done before so it makes a
whole lot of sense for lenders to be much more
comfortable with conventional systems that they
feel comfortable with. Potential customers will
attach a greater degree of risk to a floating
system and therefore will look for some sort of
price benefit, flexibility benefit that they
wouldn’t necessarily be able to leverage in an
onshore facility and then it’s just the size and
economies of scale that they tend to be smaller
projects, 2-3 million tons of capacity on a barge.
The ‘Shell’ one is the largest one and it could be
one of the largest floating structures ever. These

tend to be much smaller than their onshore
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equivilers and they don’t benefit from the
economies of scale. Once you’ve got one you
don’t get the benefits of a site when you add
another and another because, if you had one
train and you build a jetty for the second train
you won’t need to build a jetty. For the third
train you probably don’t need to build a jetty
so, in essence, in a floating system your adding
(not clear) facilities one beside the next and they
cost pretty much the same, so you don’t get
these economies scale by putting one beside the
other, which again, effects the overall
economics. You’re throwing away value
effectively. If you looked at doing a 10 million
ton floating facility of 5 (not clear) side by side,
it just makes loose end because you’re just
throwing away value.

:NNY HINY What will be the scale in terms of a land

consuming for those plants versus onshore
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plants, the size of the needed land to be

allocated for those plants?

:INY ’3) For an equivalent floating plant? I don’t know,
that’s a good question.

$INTH 1IVT) ,0370 3-5 5vund Navn mMuyd N8I NNIN ON
For 3 trains of 5 MTPA1S5, you’ll need something
likel,000 dunams. A floating LNG, each one is
about 2.5.

$909 93 IN’9AN .19 IMNIY NN DY DYODN XY LAIN TIT ,OIN

$9INTH IVTD NN 2230

: 999 93 HNI9AN -n v xwn YsFloating LNG .

$93%9

$IND 23)

.DY00NY 2N NY NN

One of the questions that we wanted to address
was what are the structure (not clear) that you
need to have for an LNG plant, in order to (not
clear) marketing? There’s lots of things that you
can do with an LNG plant (not clear) structure,
but in terms of being able to market the gas,
what do you need to do, particularly to make
buyers feel comfortable that they’re actually

going to get their supply? The first thing is,
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which you see across the world, is the control of
the LNG (not clear). It’s extremely important
that that’s in the hands of the upstream players.
Buyers want to see somebody who’s got skin in
the game as in operating that plant. Because
fundamentally that plant is the bottleneck for
the whole value chain, if the plant stops working
the buyer doesn’t get his LNG, the producer
doesn’t get any revenue. So, if you have the guy
who’s got the gas and the ground that’s
producing the gas involved in the plant, he has a
vested interest to be sure that gas it produced
and he will make every assurance to insure that
that thing produces for 360 days a year. There is
a significant requirement for a creditable and
capable operator. We go around and talked to a
lot of the buyers, we work with a lot of the
buyers and one of the key messages when they
are evaluating projects from around the world

is, it’s got to have a credible operator, somebody
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that they believe who has the experience and
capability to actually deliver in the (not clear).
To take an example, there’s a project in Western
Canada that’s currently marketing gas and one
of the comments that we’ve had from the LNG
buyers is they are not credible, ‘the people who
are operating the plant are not credible to us
and as a result, the risk is too high. We don’t
see them as capable and therefore the risk is too
high, therefore we’re not really interested in
buying’. The wuniverse of credible players is
pretty limited and it’s restricted to a number of
the main upstream players, the ‘Shell’, the ‘BT’
etc. One thing is clear is it cannot be bought in.
Lots of people have proposed projects where
they say ‘we’ll get one of the engineering firms
to come in and build that and operate it for us’.
That has never worked and the buyer’s still very
uncomfortable with (not clear) that’s not one of

those core players in terms of (not clear).
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Governments do and may own a steak as an
investor. From a buyer’s prospective, buyers are
comfortable that governments are involved in
projects but it can’t be having control. That
comes back to this point and comes back to this
point which is, it needs to be somebody that they
feel comfortable has the experience and
capability and the drive, the necessary incentive
to insure the project continues. But typically
you see projects the government is taking
anything between 0%-20% in the plant and the
motivation for that quite often in developing
countries is just perhaps the lack of trust
around the operation. Wanting a seat at the
table make you sure they understand what’s
going on at the facility etc. there’s not really
much of a financial incentive. These are huge
amounts of cap ax, in certain instances the state
maybe gets (not clear) or something like that,

but the investment level is high and it’s a utility
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later returned generally. So from an investment
stand point, it’s not really necessarily a great
investment because it is merely a piece of (not
clear) that produces the LNG. It’s a piece of
infrastructure. One of the Kkey questions we
thought about was that non-discriminatory
access to new capacity and a lot of people have
fairly suggested that in order to make sure that
people who have small discoveries in the future
get access to future facilities, that the
government must control that through the
control of the plant. But actually, if you look
around the world, this happens in a lot of places
and it’s managed through regulation. Take a
step back a minute and think what does an LNG
project need to be financeable and to sell its
gas? To reach FID you need to sell all the
capacity. LNG plants don’t operate with spare
capacity unless there’s a shortfall of gas for

some reason asS You See in some countries.



86

9.1.2012 DI DAY DIPIVIIS

Projects have developed on the basis that all the
available capacity is used. These are huge (not
clear), particularly in recent years as costs have
gone up you can’t afford to sit and have 20%
spare capacity in an LNG facility. So they need
to have that capacity full and they need to have
most of that volume contracted to long term off
takers for it to be financeable. That’s the
conventional approach, that’s what happens in
the industry. You can’t afford to have redundant
or spare capacity then more than a few percent,
so as such there’s no real potential for open
access on a project (not clear), because there is
no spare capacity to have as open. As a result,
once a project is taking FID and the financing
place, the buyers of this place,

19999 197239 799499 Excuse me, what is FID?

:INY *3) Final Investment Decision. So that’s the point of
which they start actually (not clear). Once a

project takes FID there’s limited scope to
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change the commercial structure. You can’t
suddenly say: ‘actually we’re going to take a
new supplier in’ or ‘we’re going to do something
different’. Because fundamentally, the financing
that supports it and the off take agreements that
support are governed by a very (not clear) view
of how that project is going to deliver. But
regulation <can insure that access for new
discoveries can be achieved in expansion
projects or new projects beyond (not clear). So,
if you have the appropriate regulation as many
countries do, and we’ll go and look at Trinidad
in a bit more detail, you can make sure that that
gas which is discovered, small discoveries over a
period of time, have equal opportunity to access,
to supply and LNG plant and sell that LNG. If
you look it’s been going on in Indonesia for over
30 years. There have been people been coming
along with gas reserves and putting them in to

packages of supply and in Trinidad they’ve been
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doing the same thing and we’ll take Trinidad as
an example in the next slide. 1It’s an
evolutionary process in Trinidad. It’s 3 projects,
2 and 3 are one actual project. In train 1 they
started and BP had a lot of discoveries of gas,
they were pretty much on their own, the rest of
the players had some gas but they were
supplying it to the domestic market. They
decided they have this gas, there were
significant volumes of it, they had enough for an
LNG project, they put together a company to
own and operate the plant, which was actually
consistent of some players who didn’t have any
equity gas but who had exploration possessions
already in the country who wanted to be
involved and BG got involved because they
actually wanted to see what was going to happen
for the next train and the (not clear), so they
wanted a sit at the table. The simple (not clear)

was (not clear) of one player goes into a plant
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that’s developed and lead by BP and then
subsequently sells the gas on to consumers. By
the time you came to 2002-2003 lots of more
people have had exploration success. BG and
East coast (not clear) and BG again with other
partners and North coast marine had had
considerable exploration success, driven (not
clear) by their success of commercializing the
gas as LNG, so that drove BG to start really (not
clear) up exploration activity. By the time they
got to 2002-2003 they were in a position to
actually say ‘we’ve got gas to go into a plant’.
At the same time BP also had lots of more gas to
go into plant. The government regulation said
that they had to put that gas together and what
came out of that was trains 2 and 3 where you
had BP supplying gas, BG (names). The project
was run by the key upstream holders and sold
gas to potential or to the buyers, in fact, to

themselves (not clear).
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$190VY PPIVY Except of the jetty, what was united? Every

$IND va)

$9%)7

$IND %3)

train is separated so, is there another
infrastructure except for the jetty,

Yes. There are some pieces of infrastructure
that are shared between the different plants but
it’s fairly limited. Most of the sharing is a jetty
and there’s just a transaction between the
entities to allow for that, the costs.

Also operation and the management and
maintenance.

Yes, absolutely. Atlantic LNG2 and 3, Atlantic 4
are different companies, different entities but,
yes, absolutely, there’s a sharing of capability
around that to make sure because BP is a major
share holder in (not clear), BG is a major share
holder. The only difference here is, the
government took a small stake in the first plant
and GDF (name), because they were an off taker
wanted to take a stake but by the time they got

to the later trains they didn’t want to take (not
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clear). Every supplier was offered an
opportunity to take an equity stake so people at
(name) Canada were offered to take a stake in

the plant but didn’t want to.

$9T9P 127310 79999 What you’re showing is that there is a

$IND %3)

large number of large (not clear) that were
holding positions of this. What would have
happened if in Trinidad there was BP and a
bunch of small players, each of whom had a
right for a small exploration? Would you predict
that it would have been similar (not clear)?

I am pretty sure. At the time BG wasn’t a (not
clear), BG is a considerably larger company now
then it was in early 2000 but yes, it would have.
What the government wanted to make sure was
that the guy who goes out and explores and finds
al TCF gas field has as much right to bring that
gas to market as anybody else and that was the

main driver of the commercial structures that
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(not clear), in fact in these trains it was a (not

clear) facility.

$999P 19739 /9999 But this guy may not have the capital

$IND va)

to take 25% stake,

That’s fine, he doesn’t need to. For example, if
you take (name) Canada, they didn’t want to
take a stake, they got better things to do with
their money. They’re a relatively small company
and they said, ‘no. Actually, we’ll not bother.
We need to find a capital to develop our reserves
but then, so does every ENP company but we
don’t want to be in the plant. We’ll not bother’.
And then, by the time you get to 2006 you’ve
actually got 5 different blocks all supplying gas
into a new project company called the LNG4. So,
the government didn’t need to own the plant.
The government just said ‘we have a regulation
in place which makes sure that everybody has an
equal right to access the new capacity’. And

basically what happened here and here is that as
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soon as they started making discoveries they got
together and they said ‘right, how much reserves
have we got? What can we do with that reserve?
What scale have we got?’ and in this instance
rather than just doing one train they did two
trains because they had enough gas combined to
do the project.

:919P 12700 79999 You mentioned NGC, that’s the

national gas company and they don’t have
interest in exploration, they are only interested,

:I89 %33 No, just in the plant and (not clear), it was just
about being at the table and making sure they
knew what was going on.

299N YIIN At first phase the facility was built with the

option to be upgraded and have more trains in
base?

:INY 23y Yes. It was always the plan that they would
expand assuming the gas was found.

299N YIIN (not clear) structure that was first built in,
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It’s a good question. I don’t think so but I may
be wrong there. I’m not sure whether there was
over build at the LNG1 on the promise of share.
But that would have been a commercial decision
they would have made at the time.

Udi, as one who have been there, it’s a landlord
model. Basically the government takes 1,000 and
more then that acres and say °‘O.K., this is
allocated for train number 1, those are the guys
who build the train etc., if they have an ability
to share the jetty etc., they need to do that if
not, the other one needs to build it’. It’s not just
a jetty it can also be storage. For example, if
there’s a place etc., that is actually from an
economic perspective much more efficient and
then they allocated a land for two trains and
they say ‘O.K., this is allocated land to two
trains, who 1is the guy that has’, but one
Important key message is you need to come with

a third party aboard that says ‘O.K, we have a
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reserve’. You cannot come and say ‘I want to
participate in the LNG plant’ without having a
reserve in place, even if you are intending to
drill in 2 years time so, when they start with
train number 1 anybody that had a reserve in
place was able to come and say ‘I want to
participate in the LNG plant’ and then they (not

clear) that between the parties.

:99919 1Ivy1)y The (not clear) or they (not clear) the

capacity of,

:9aN8 '9y> (not clear)

$93%9

$IND %3)

They gave an option to (not clear), you were not
obligated to (not clear).

But you have the right to the capacity rather
than the ownership so it’s about making sure
that you’re actually getting your gas (not clear).
Because you need to understand, not every ENP
company wants to allocate the cap ax needed in

order to take part of such a huge undertaking.
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In LNG train number 4 it was a good example
because there are many absent players that
asked to be part of that and then they (not
clear) the reserve but a few of them didn’t want
to participate in the LNG plant because it’s an
infrastructure kind of return and the
government entity, the NGC, basically almost
forced to be a part of that in order to bring the
capital expenditure in order to build this LNG
number 4.

But there wasn’t a contract with the LNG plant?
You don’t have to take part in the LNG plant in
order to sell your end.

But the LNG plant has to take your gas?

Exactly.

There is no access but again, you plan it for the
capacity that exists. That was the previous (not
clear).

Let’s say there are 3 major reservoirs and one

small one which doesn’t want to get in. He gets a
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contract with the LNG plant of the three other
reservoirs building it, right?

And he pays,

With the cap ax in it?

He pays a fee for access to the plant and having
his gas turned into LNG by these guys. But the
key reason, to be honest, BP would not be in (not
clear) if it didn’t have to be and the reason it
has to be is because the buyers want it to be
because they require that commitment of BP to
be actually involved in the plant. Because they
have so much skin in the game, if this thing goes
wrong they lose a huge amount and the buyers
want to see that kind of exposure. Key take
away, just in terms of observations from us.
There’s no doubt, the exports on the (not clear)
in order to (not clear) exploration. We’ve seen it
the world over that if there is not a commercial
pathway for the commercializing of gas then

people will not invest in exploration dollars,
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they’ve got better things to do and in terms of
realizing the full potential of the countries
resources, it would happen. There are systems
that can secure domestic demand. Those can be
developed while maintaining attractiveness of
explores and individual (not clear). We’ve shown
I think that, you can meet the domestic demand
while exporting and maintain commercial
integrity of projects and | think here, to be
candid, Israel has <considerable geopolitical
challenges. In the world of LNG supply, Israel is
fighting with one arm tied behind it’s back, just
from a geopolitical perspective. Most of the
players, most of the buyers have interests or
relationships in The Middle East and Israel does
present a considerable challenge. So, in terms of
trying to (not clear) an LNG project, the key
thing is for that project to be conventional is
many aspects as it possibly can. New

technologies, new things, new commercial
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structures just create problems within the eyes
of the buyer and if the buyer’s got problems
already with buying from Israel and if he starts
to see things like odd commercial structure or
odd technologies, it’s going to make him even
more nervous. So, in order to make exports
marketable, this needs to fall over the common

route that the industry is comfortable with.

29999 12739 /9999 Monetizing the gas is clearly in

$IND 23)

everybody’s interest. Can you tell me something
about the way of monetizing through LNG, the
advantages versus the way of monetizing
through, let’s say, exporting something else that
Is made out of gas?

To be honest (not clear), the pipeline is always

your first choice.

$973D 192739 /9999 No, not the pipeline,

NI IVT) Methanol.

$IND %3)

O0.K., you’ve got a number of options. (not clear)

what you’ve got. You’ve got conversion
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technologies and you’ve got physical technology.
So you got LNG and you’ve got CNG. (not clear)
work 1 absolutely believe they can but every
time | ask a potential proponent or a developer
of the big players they always say ‘we can
always find something better to do’, and the
proponents of it invariably don’t have the
financial (not clear) to do it. So CNG can work
but in a small scale, it just tends to be a small
scale so it doesn’t monetize a huge amount of
gas. Methanol sells into a very limited market.
As an advisor to some of the big methanol
companies, people like Methanix come to us and
say ‘where can I buy cheap gas?’ and the reason
they want cheap gas is that’s what they need in
order to compete. Methanol is a business which
thrives on cheap gas and it has traditionally.
Now, that price of gas will go up and the price
of methanol will go up but that methanol market

is dictated by about 3-4 players who can
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manipulate the price and do frequently. So
methanol has certain attractions in terms of (not
clear) but again, it’s the scale, it’s not that big.
A world scale plant is about a quarter of the size
in terms of monetizing gas then a world scale

LNG plant.

: 3PP 919998 When we say cheap gas | mean like, Saudi

$IND 23)

has $0.75 (not clear) gas, (not clear) chemical
plants.

So those are the options. There are other
things like DME etc., but they all suffer from
the same sort of problem. Ultimately, the first
choice of having a monetizer is this pipeline and
iIf not that then the next one is usually LNG and
given the outlook of LNG pricing, which is
pretty strong, our view is that for at least the
next 10 years you’ll see a relatively strong
pricing and buy demand, just because of costs
requiring that price to be out then, LNG is

relatively attractive.
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:¥n9p 999998 Actually, when we work with a government

in a state that have discovered gas in terms of
monetizing and the options, in terms of both
economy and even employment, everything, it’s
always LNG or a pipeline and the chemical

choices and stuff are always political.

A N SRR R | I’m not sure I understood you regarding the

$IND 23)

open access in your Trinidad example. Is there
an open access to a new guy or does he has to
participate in an expansion in order to get
access?

(not clear) expansion new project is actually just
a sight issue. If, for example, the (not clear)
after Trinidad won and they needed to put in the
plant in a different place so it was a new
project, the same rules would have applied, it
just wouldn’t have shared some of the (not
clear) of the original plant, so it doesn’t really
matter. They key thing is that once a project has

taken FID it is (not clear) by the lenders, the
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financiers and by the market that buy the gas.
They don’t want people play (mnot clear) take
that gas out and we’ll put this gas in with
another supplier here. They want to know who’s
supplying it and the contract stipulates that in
most cases. But whether it’s an expansion or a

new project, it’s just ‘the next project’.

tNY 199909 Yes, but there has to be some sort of

economy of scale for the new project or

whatever,
:InY ’3)  Exactly.
tNY) 199909 (not clear) I’'m a small new guy, not large

enough to make a new project feasible and |

don’t get access?

:9aN 29Y If there’s no one else.

$IND %3)

If there’s no one else, but it’s the same if you
were operating on your own in the middle of
nowhere. If you only had 1 TCF you wouldn’t

have an LNG project.

:9aN 293> S0 you go to domestic.
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What’s key to the government is optimizing the
whole industry vrather than optimizing a
company portfolio. The governments are
interested in saying what’s the best for this
whole industry and for the government, because
if it’s good for the industry it’s good from a tax
perspective for the government. Inefficiency
means lower taxes so0, essentially there’s a
vested interest that’s making sure that the best
thing is done for the whole. So if I’ve got a guy
with a TCF and it makes good sense that he joins
with 3 other people - that’s the best idea. In
Indonesia they’ve been doing it for 30 years.

Actually there’s a good example in (not clear)
where they have an LNG export plant but they
don’t have enough gas for it. ‘Shell’ has not
managed to provide gas. So, if somebody comes
along that has an exploration success, (not
clear) it can go, so obviously that encourages

(not clear) that capacity is there and that’s why
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BP is actually in (not clear), to fill more space
(not clear).

Yes, that’s probably the only circumstance
where capacity is available because actually
they’re short of gas and Egypt is the same. If
Egypt had more gas they’d be putting more into
(name) then they are currently doing but they
are short. So if somebody came along and said
‘hey, look, I’ve got volume’ I’m sure the
Egyptians would be delighted to let them in. (not
clear).

How do they finance it if they don’t

$IND 23)

have enough gas?

There is uncertainty around reserves and there
was a period of time where it was almost about
‘let’s worry about it tomorrow’. The reserves
came with a certification. 2 years down the line
that reserve certification had dropped by 30%.
Don’t worry about that, we’ll find gas. That’s

part of the reason why (name) took gas off the
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grid, was because no individual had enough gas
to actually supply (name) on its own and it
couldn’t justify. Had to have the government to
say ‘here, we’ve got enough gas in the grid to
make it worthwhile’.

If it’s not to the protocol, we can say, if it’s
O.K. with you about (name) and the LNG facility
B Sccause basically, they are working
under capacity right now of 40%-50%,

It’s not right now, it’s 5 years.

For the past 2-3 years at least and they
approached us trying to vreach a direct
agreement to supply gas from ‘Tamar’,
‘Leviathan’ to feed the gas in the LNG plant in
order to make it efficient and work in full
capacity. Obviously, there’s a geopolitical

challenge.

A N SRR RN | The integration required between the

producers and the LNG, can you clarify why it’s

required, how is it different than other cases of
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a middle man that owns infrastructure needed
for buyers? Is it the ownership or the control,

the financing?

:IND 23) It’s the control. It’s ultimately the control that
matters.

$INTH IVT) LOPOII9N YV DTN

:I89 %32 And it’s also that. That relevance of having some

major liability. If that (not clear) BP gas sits in
the ground, gas sitting in the ground for 2 years
because your plant had an accident, the cost of
that lost income in enormous so as a buyer |
want to be sure that BP is incentifized to do
everything they possibly can to make sure that
plant delivers. I want to have maximum skin in
the game that they (not clear) that plant. We’ve
worked with a lot of utility companies who’ve
said ‘yes, we skin opportunity to go out and play
the role of this player here, the owner and
operator of the plant’ and not one of them has

managed it. Because every time they go they said
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buyers just wouldn’t touch you. Asampra, for
example, the American utility, have looked at
trying to get involved and the guy saying (not
clear) because we can’t take the risk that you
actually don’t know what you’re doing and the
buyer certainly can’t take the risk that you
don’t know what you’re doing. It’s just one of
those things, it makes a whole lot of sense. In
(not clear) gas terminals, typically companies
have actually been comfortable with utility type
companies operating them but not on (not clear),
because there’s too much risk. A (not clear) gas
terminal doesn’t work well, great, you just take
your LNG tanker to somewhere else, if this
doesn’t work your gas stays in the ground and
the loss of income is enormous.

$973D 192739 /9999 Do you have any examples where the

LNG plant is not (not clear), successfully?
:INY 23y It depends on ownership and operatorship. In

certain instances like Oman, for example, the
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government owns 51% because that’s a legal
stipulation that they have to own a majority
share holding, but then ‘Shell’ (not clear) owns
the rest of it. In Indonesia, the government owns
a 100%. Why? Because it’s illegal for foreigners
to own infrastructure. They don’t do anything,
they actually have no role to play because the
operator actually does everything and the
operator is (name) BP, Chevron. So, there are
circumstances where there’s maybe a less (not
clear) structure around the vertical integration
but there wusually legal stipulations and the
buyers have a time to get used to them because,
basically the operators have said: ‘look, we are
in full control here’ and the government has said
‘yes they are’ and backed them up because (not
clear) used to go out to Japan with the operator
who was generally (none) at that time and just
say ‘guys, you’re dealing with the right person

here, it’s (name), they control everything.’
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$993P 12700 /9999 There are no examples in which there’s

$IND va)

a commercial structure that is independent?

There is another commercial structure which is
integrated and this is quite a common structure
and there’s a lot of advantages and that means
that an LNG plant becomes just another piece of
infrastructure of the upstream project, like a
pipeline or a platform. It’s within the (not
clear), it’s good because it’s nice and simple,
you don’t have internal transfer placing, the
Qatarian projects, most of them are integrated
and they basically just have a (not clear) fence
around the (not clear) and that creates the
opportunity for the government to (not clear) a
considerable amount of rent from the LNG plant,
because it’s sitting in a 60%-80% tax
environment whereas, in a segmented structure
(not clear) facility it will be in a much narrower

one.
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tNNY YINY O.K., due to the tight schedule we will

finish at that point.
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:NNPY YINY POON MPT 20 .027 DTIN
- npvan -
:NNY HINY Some technicalities. First of all,

we have

you on record, both on camera and sound. You
have something like 30 minutes and then we will
have 10 minutes for questions and answers. If
you have something that is confidential, pleas let
us know so we'll take it off the record. We have
here, around the table, just for your knowledge,
I am the director general of the ministry of
energy, | have here to my right Mr. Shaul
Maridor from the ministry of finance, Mr. Shuki

Stern from the natural gas authority, Dr. Gabbi
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Golan from the prime minister office and then
we have Avriel Bar Yosef from the national
security council and Saar Shafir from the
national security council and then, Avi Licht -
ministry of justice, Along Shefer — ministry of
environment and David Ahron which is our
advisor. Please introduce yourselves and the
floor is yours.

:UIIN NI’ Ladies and Gentlemen, thank vyou very

much. My name is Jeremy Alice, | head up the
business development team for "RWE supply and
trading' and | have responsibility for trying to
bring a lot of the infrastructure and gas supply
projects that 'RWE supply and trading' are
involved with into a realization phase. | also
have responsibility within the RWE group for
the Nabucco gas pipeline project which, we find
(not clear) probably takes our 90% of my time.
I'd also like to introduce my colleague, Ori

Brant, who works for me and with me in my
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activities. The second thing I just like to say is
that | apologize for not being able to be there in
person. | certainly would have liked to have
been but just logistics, after the Christmas
season coming back meant it was not possible
but I thank you for the opportunity for allowing
us to do this by video conference. I'm and
English man, not a German but | work for a
German company or an international company.
RWE, I don't know how many of you are familiar
with the company but it is one of the largest
integrated energy companies in Europe. We have
operations all over Europe but clearly based in
Germany as the home base. We have
international operations around the world,
through the LNG business, the coal business and
the upstream oil and gas business. RWE has a
very large presence in the gas stream, retail
business with approximately 60 million

costumers in the electricity side and 8 million
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costumers in the gas side in the markets in
Europe. We are clearly active in electricity, gas,
coal and renewables. We are in fully integrated
value train from downstream, such as the retail
costumers, from mid-stream in the (not clear) of
electricity or transportation of gas or
transportation of network systems in Europe and
also in the upstream, through the production,
either through oil and gas or a power
generation, whether it's nuclear, coal, gas or
renewables. So, our company has a vested
interest in trying to open and bring new gas
sources to Europe, clearly for our own corporate
benefits but also clearly to assist in the
objectives of some of the policy makers within
the European network itself. I'm principally
here to talk about 'Nabucco'. You've received
are very, what | call high overview, concept
paper that was sent to the committee. | think

just by way of background, how did we get to
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submit that paper, we has a call from one or two
companies in Israel. One of them was 'Delek’,
inquiring about the export of gas (not clear) and
how to get to Europe. We engaged in some
dialogue with them from an understanding
prospective from *Nabucco' and from that we
began to get into some more of the interesting
dynamics and developments that are currently
going on in the gas sector within your country.
That is by way of introduction. | think what I
would do firstly is just give you a very high
overview of 'Nabucco' and its context with
regards to the supply market and Europe, firstly
starting with the dynamics on the European side.
The European market has a demand base in 2010
of around 520 BCM per annum, that is supplied
principally 50/50 from indigenous supplies and
the remaining 50% from imported gas, of that
Imported gas Europe is highly dependant on two

gas source countries which is namely Russia and
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Algeria. Approximately 75% of gas that is
imported into Europe comes from those two gas
sources and hence there is a policy objective, not
only of the European Union commission but also
with a lot of the energy players such as RWE
within the European boundaries to diversify its
gas supplies because clearly this is (not clear) in
what we call security of supply. If you look at
that context from the European side and then
you look at the supply sources within the Middle
East and the Caspian, as you I'm sure
appreciate, the Middle East has significant gas
resources as does the Caspian region, namely |
talk about the Caspian region Azerbaijan,
Turkmenistan, Kazakhstan. The Middle East nor
the Caspian region directly supply gas to Europe
today, none of those countries do. (not clear)
LNG connections, the shipping of LNG but there
IS no direct pipeline connection to Europe to

date. So a gas pipeline to Europe for what we
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say is opening the southern corridor, connecting
those gas resources to the enormous demand
market in Europe with the objectives to fill
demand growth into the future and also the
objective of diversifying gas supplies in Europe
is a very simple dynamic to understand, if you
like the (not <clear) rational behind the
‘Nabucco' gas pipeline. That is in context a very
high level view to where 'Nabucco’' (not clear)
from. The pipeline itself has a distance of 3,900
km. It is estimated to run from the Georgian-
Azeri border all the way through Turkey up
though South Eastern Europe, ending in (not
clear). There are also discussions at the moment
on whether a (not clear) pipeline to the lraqi
boarder should also be constructed and that is
part of the current business model. The current
construction costs are about 8 billion Euros and
the maximum transportation capacity is 31 BCM

per annum. The estimated start of construction
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is 2013 with first gas in 2017. The share holders
are currently 6 equal share holders for which
RWE is one and then OMV from Austria is
another and then the remaining 4 share holders
are the state gas transmission companies from
Turkey — 'Botash', from Bulgaria - 'Bulga gas’,
from Hungary - (name) and (name) gas. That's
the picture from "Nabocco’. There's been lots of
discussions, lots of press, lots of politics
associated with this project. It is, 1'd call it
infimus, in this context but the whole name of
the process at the moment is concentrated on
supply sources because what we are doing here
as share holders in '"Nabucco' is trying to bring
the gas to the market whereas normally the gas
would be brought to the market. So we are
currently in discussions as RWE and | know
(not clear) the other share holders within
"Nabucco' and gas by sources in Azerbaijan, in

Turkmenistan and potentially Ilraq, but clearly
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there are multihull other sources of gas
available and Israel is clearly, at least
strategically and location wise, is in a prime
position where it could <connect into the
European markets via "Nabucco'. The timing and
the dynamics are now all associated with where
that supply will come from or where those
commitments will be made and we are expecting,
certainly within the next 2 months decisions
from what we would call the base supplies to us
from Azerbaijan. We expect decisions coming
from there on which routine and which
preference the Azeri's will have to bring their
gas to market. So, that is a snapshot for
"Nabucco' and I'm moving a little bit more into
detail on the benefits and the direction of
"Nabucco'. Clearly 'Nabucco' takes you right
into a heart of the European demand market at
Baumgarten and also South Eastern Europe

where most of the gas supplies are dominated
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control by Russian supplies. Clearly "Nabucco’
gives access, which is our main benefit as RWE,
also into the significant German gas demand
markets through connections from Baumgarten
up to Germany. Clearly 'Nabucco' provides a
diversity of costumers, a diversity of
opportunities. It can provide direct links into 15
countries within Europe and (not clear) four
countries within South Eastern Europe. The
"Nabucco' business model itself is based on
transparency, competition and security of
transport of rout to the market. There are, as
I've said, six share holders and every share
holders are regulated by a third party (not
clear) and the 'Nabucco' company is regulated
by a third party exemptions within the European
market and that affectively provides an open
access for people or companies being able to
book transportation capacity within the

"Nabucco' pipeline. So, for example, if there was
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a company like "Delek' or other institutions in
Israel they could, as with any other companies,
in an open season tend the process, book
transportation capacity in ‘Nabucco' to bring
that gas to the European markets. The pipeline
is regulated by what we call an
intergovernmental agreement which is signed
between the countries of Bulgaria, Hungary,
Romania, Austria and Turkey and that provides
a one-stop-shop under one regulation system,
under one business model, for the delivery of gas
from the gas sources to the demand markets and
hence creates what we would view as a secure
transit route versus having to move through
different jurisdictions and different regulations.
This model is based on transparency, again,
open access and also fair capacity (not clear),
the (not clear) ultimately will be transparent,
they will be set according to cost of the pipeline

and the capacity that is booked and will be fully
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visible to participants or shippers wishing to
supply gas into Europe. Now, ‘Nabucco’, I sort
of posse here because ‘Nabucco’ is a concept
that has been around for about 10 years. We are
at now what | call the end decision game for
‘Nabucco’ and the southern corridor which is
the preferred pipeline routine, so they are going
to open that corridor and we are at the moment
clearly heavily involved in the dynamics in
there. You will appreciate anything to do with
pipelines moving across countries is more
political than commercial in the first instance,
which is unfortunate for me but, on a personal
level extremely interesting and that political
dynamics and decision making at the moment is
highly advanced and we should see some
decisions in the next 2-3 months. But the
support from the European Union is of highest
priority for this project given the benefits for

diversification and security of supply within the
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European Union. It has also been extremely
important for the Turkish government because it
will assist Turkey in realizing its objectives of
becoming energy (not clear) and gaining the
benefits of having direct pipeline links into
Europe. Clearly the US government has been a
big supporter of ‘Nabucco’ as well, given the
US’s (not clear) objective to link the Azerian
(not clear) gas sources specifically to Europe.
(not clear) further (not clear) and also (not
clear) security in Europe for (not clear) supply.
Last but not least, the German government and
chancellor Merkel have been extremely
supportive of ‘Nabucco’ and continue to be and
if the project is realized we’re expecting the
German government to actually be an investor in
the project at the end of the day. So the political
dynamics are complex (not clear) clearly there
have been maneuvers by certain countries that

will look to try and outmaneuver ‘Nabucco’ in



129

9.1.2012 DI DAY DIPIVIIS

the <context because it (not clear) certain
monopolistic supply positions into Europe, but
that is part of the geopolitics that is currently
ongoing. Why <‘Nabucco’ fought for Israel?
Clearly our understanding is that |Israel
potentially has enormous gas reserves now and is
looking potentially at export markets. Clearly a
direct link to Europe will create a significant
opportunity in terms of not only income but
interdependency as the relationships from the
routine (not clear) through Turkey, by that
through to Europe and they will offer potentially
further security of demand, maybe together with
(not clear) diversifying the export route, such as
LNG. It offers a political stability in the context
of the ‘Nabucco’ (not <clear) governmental
agreement provides complete non-discrimination
and transparency and as an international treaty
that will allow for the transfer of gas from

supply sources into the European Union once it
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hits the ‘Nabucco’ pipeline. Again, we’ve talked
about open transparent business model and
clearly linking Israeli gas into ‘Nabucco’ would
also attract further investments into capital (not
clear) in Israel, with maybe other European
companies such as RWE and others and that’s
clearly maybe of interest and an additional
benefit for the purposes of having a direct gas
link to Europe. On a very high level, how does
Israeli gas link into ‘Nabucco’? Clearly
‘Nabucco’ is not linked directly into Israel but
clearly onshore pipelines could be built to take
gas (not clear) and from there to connect into
the (not clear) transportation system in Turkey,
linking in to the (name) system through the
Iragi (not clear) of directly into the main line
near Ankara or around the Ankara area. The
technical feasibilities and the technical ability
to link into ‘Nabucco’ is clearly doable. I

understand there has also been a lot of
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feasibility work done offshore (not clear)
previously on oil pipelines from the Russians so,
a lot of work has been done. How old it is, how
viable it is? I clearly haven’t seen it so I
couldn’t say but clearly one of the key criteria
for linking that gas into the ‘Nabucco’ system
and utilizing the Botash transit network for
companies in Israel wishing to do that is gaining
Turkish approval to do so. In short, that is the
background to the project. The only additional
thing I would like to just mention to you is RWE
is also in the LNG business. We are 50% owner
of ‘Accelerate Energy’ which is the floating
regasifacation facilities which Israel is currently
in discussions with ‘Accelerate Energy’ as well
so, we have some familiarity, we also understand
from our partners in ‘Accelorate’ that there has
also been some discussions on what we call
floating LNG, floating liquefaction, and again,

clearly LNG what I would say it’s an alternative
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or a compliment of pipeline gas. Clearly there
are less politics involved in LNG then with
pipelines crossing countries but | wanted to just
make you aware that we are 50% partner in
‘Accelerate’ and we also have a vested interest
in the LNG business.

:NNY YINY Just to clear one point, do you mean that in

order to be a supplier in the ‘Nabucco’ pipeline
there is a precondition of a political agreement
between the governments or is it under
commercial terms?

:tOIIN N’ Once you hit the ‘Nabucco’ pipeline in

Turkey, then clearly it’s commercial. But for the
ability to bring gas onshore into Turkey and
then access the Turkish transportation system to
link into ‘Nabucco’, that clearly moves into the
government field and the state entities such as
‘Botash’. Whether a gas buyer, whether it’s
RWE or others, will take on the responsibility to

do that or whether the Israeli government will
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take on the responsibility to do that — clearly is
open. But given that it would need some form of
co-operation between the Israeli and Turkish
government | think, in my personal view, those
kind of things are left to the governments to
deal with, but that would clearly be a necessity,
from where 1 sit, if there is an interest for
Israeli gas to go to Europe by ‘Nabucco’ there
would need to be some co-operation and
agreements between Turkey and Israel on how to
access in to Turkey and then Ilink up to
‘Nabucco’.

:NNY YINY What would be the legal regime of the

operations of the ‘Nabucco’ pipeline?

:DIIN NI’ The legal regimes are under English law so,

once you hit ‘Nabucco’ pipeline it is not under
the regulatory systems of Turkey, of Romania or
Bulgaria, it is governed by the regulatory system
that’s in the ‘Nabucco’ intergovernmental

agreement. Clearly, local requirements in each
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of the countries need to be complied with but the
purpose of the ‘Nabucco’ intergovernmental
agreement is to avoid having each country
making changes that will interfere with the flow
of gas and different pricing (not clear) systems.
So once you hit the ‘Nabucco’ system you got
one (nmot clear) that’s secure for 25 years and
management and delivery of that gas s
regulated by English law contracts for the
transportation of that gas through the pipeline
system to the end point of ‘Nabucco’ or the exit
point along route.

:1999N 7999°1  You said at the beginning that there’s been

a lot of talk about Azeri gas and in particular
the potential for use of other systems. Is it
correct that it hasn’t been decided, the (not
clear) has not (not clear)?

:DIIN N9’ There is a competition in the southern

corridor for (not clear) think that (not clear)

routine now will open that. Historically, there
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are affectively 4 pipelines competing to open
that corridor. There is ‘Nabucco’, which is what
we would see at the champion and ultimately the
preferred option of all parties concerned but the
issue has been there on trying to get multiple
supply sources committed at (not clear) point in
time in order to justify the size of the pipeline.
The second or third options are what we call
‘small dedicated Italian options’ which are
ITGI, which is looking at wutilizing the (not
clear) transportation system and then building
small pipelines through Greece and then across
the Adriatic in Italy and then there’s a (not
clear) which is a similar concept but further up
the (not clear) going by Albania into Italy. They
are small dedicated pipelines that focus on the
Italian market and they’re not really there for
diversification objectives for the European
Union. The forth one is clearly part of the

dynamic (not clear), which is the Russian (not
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clear), and some others project where Turkey
just before Christmas has now had an agreement
with Russia that they can utilize their territorial
waters in the Black Sea to now look at the
moving forward on to the next phase of looking
at the development of that. So, all those 4
pipelines are buying at the moment for the (not
clear) to open this corridor. You’ll appreciate
that there is multiple geopolitics involved in
that, multiple dynamics but we are coming to a
point where the end game and the end decision
process within Azerbaijan, within Turkey,
within Brussels and elsewhere is going to be
forthcoming soon. The interesting dynamic
that’s happened recently is the Azerians and the
Turks have now signed an MOU to build their
own dedicated pipeline through Turkey that will
take only Azeri gas to the borders of Bulgaria
and Turkey. That dynamic is new; we are still in

discussions with the Azeris and the Turks on
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that dynamic. One of the outcomes of that could
be, it’s all could because it’s all in the melting
pot at the moment, could be that ‘Nabucco’ will
end up getting shortened to begin at the
Bulgarian-Turkish border and then move up as a
trunk pipeline for casing the Middle East gas up
to Europe. Clearly, that has pros and cons.
Clearly ‘Nabucco’ is an open transparent system
in line with European Union objectives and the
pipeline proposed by Azerbaijan and Turkey has
a different regulatory framework and different
risks. So that dynamic is still ongoing but we
will not, as | said I think in our view, within the
next 2-3 months where the decision process on
this will lie. But this all comes down to where
the gas is coming from and the national interest
of the gas supply countries that are looking to

source Europe.
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:PINN 799999 It’s the trans (nmot clear) of the pipeline

that you are referring to, isn’t it? The

agreement.

$OIIN NI’ (name), yes. That is correct.

:1999N 799921 And if you don’t win the competition and

you don’t get Azerian gas, and you’re indicating
that decision hasn’t been taken, your options
then become (not clear) primarily Kurdistan and
Turkmenistan.

:UIIN NI’ If Azerbaijan gas is not dedicated to the

‘Nabucco’ pipeline, ‘Nabucco’ will not be built.
The only thing | would say to counter that, and
clearly that decision has not been made yet and
it is now forthcoming soon in our view, we don’t
see any other option that can viably meet
Azerbaijan, Turkmenistan and other countries
but specifically Azerbaijan strategic
requirements. Because there is a gas field in
Azerbaijan called (name 2) which has 10 BCM of

export gas available but Azerbaijan also has up
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to another 40 BCM of gas that is estimating to
becoming online around 2025. It’s taken 10 years
to get ‘Nabucco’ and the dynamics of the
southern corridor to a decision point which is
happening today. Do they want to now do
another 10 years and not have a pipeline route
that provide the access for their strategic
interest and GDP growth of Azerbaijan to the
market? Clearly, we will wait and see but this is
all part of the chess game and dynamics that are
currently going on.

:NNY YINY O.K., I would like to thank you for sharing

us your (not clear) and your project. Thank you

very much.
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: 990N 103929 | think your argument is that you feel a bit

$19) °AN

discriminated against because, if ‘Tamar’ is
dedicated to the domestic market then you lose
your opportunity. But you also mentioned the
exploration world, I think it was (name). What
do you see in the future? You are planning to
build it?

We are not part of the (not clear). We have

others, we have ‘Shimshon’ for example.

:1990N 929909 Then how do you see future explorations

$19) °AN

with these committed to?

Yes. We are committed and we are going to drill
it in the next few months and hopefully, if there
Is a discovery there, we have to think how do we
export the gas from there, if it’s gas. It’s
specifically very close to the ENG landing
pipeline so, it might be used by us there or some
other ways and even FLNG, if it works 1in

‘Tamar’, why not use it in other places too?
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: 990N 1999%9  Are you committed under your license? You

have to build?
:19) *ax  Yes. We are in the process right now.

PN 7999°1 What would happen if you didn’t build?

There’s no,
:19) ’aX There is no chance that we won’t drill it. We are
obliged to drill it in the next few months.

:1990N 929901 But internationally, people wusually have

bank guaranties (not clear).
:19) *aX Not in Israel. It’s our own money, ours and
investor’s money to invest and we have the

money, we have the operator. It’s (not clear).

: 990N 929901 Internationally generally companies are
required to (not clear) bank guaranties against
commitments.

:99» 'ax | think we are not allowed to get bank (not
clear), according to the Israeli law or
environmental rule or whatever.

:1999N 7999°1  No, what I’m referring to is a guarantee

from the company to the state that says ‘if I
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don’t drill this now then the bank will pay that
money’. It’s a commitment in the (not clear).
t9319 It’s not the Israeli policy.

1NNY SINY SN oY LONOIAN TAIIYD IR MIYRY TIYFLNG nTyn ?

.N19

$19) °AN .N29 DTN

- npvon -

:NNY HINY Hello Nick. Shaul Zemach sitting in front of

you. I’m the director general of the ministry of
energy and | would like to apologize about the
delay. Since we have a delay we will have to
squeeze you into a frame of 15 minutes. Just one
technical issue, we have you on record so just
introduce yourself for the sake of the record and
for the other people or other members of the
committee and then we will start with your

presentation.
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t99VNa P I’m Nick Butler. I’'m a professor of public

policy at Kings College London and | was
formally senior vice president for policy and
strategy development at BP.

tNNY SINY O.K., you can go ahead now.

:990ON2 P Thank you for the opportunity to talk to

you. I’lIl be very brief. First of all, I think that
the decisions that you are coming to should be
understood as being very early in the (not clear)
of development of the offshore province of which
your discoveries are just one part. First of all,
it’s not yet clear what the total volume of the
discoveries in Israel amounts to, there’s still a
lot of drilling to be done and secondly, we have
not yet seen a detailed (not clear) either in
Cyprus or offshore Lebanon or in any other part
of the Levant basin. The international companies
believe there is more to be found and | think
that the decisions on export routs will come

when we know a great deal more about what the



165

9.1.2012 DI DAY DIPIVIIS

resource (not clear) is, because if the industry
goes to a route involving LNG it is likely that
there will only be one central gathering point
for that LNG facility given the costs involved.
So that’s my first point. The second point is that
it is clear from all the numbers I’ve seen that
Israel already has a surface of gas over the
amount that it’s likely to wuse internally on
current policies. The responds to that have so
far focused on exports. | think, and I understand
the discussions of the committee so far of (not
clear) this, that both the export alternative
routes, via Cyprus and via Aqaba in Jordan are
complex, slow to develop and they could be
politically problematic and that’s why, to come
to my main point, | think that it would be well
worth the committee and the Israeli government
looking at the potential to use a great deal more
of the gas that’s being discovered within Israel,

particularly to produce electricity to transfer
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away from wusing coal and oil, to focus on
introducing electricity to a new part of the
economy that it’s not yet reached, where I think
the potential is very high. Bringing gas into the
cities, into Tel Aviv and so on through an urban
grid, which 1 think has great potential and
would reduce living costs and thirdly, to develop
other uses for the gas including an extension of
the petrochemical subject. I think that that
process could begin there and | think that it
could bring benefits, both in terms of energy
security, in terms of reducing carbon (not clear)
as you move away from using coal and also in
terms of the economy, because the shift could
employ a great many people for a number of
years and would insure that all the fields
discovered in Israel, the ones already discovered
and the rest which (not clear) discovered soon,
all those could be developed for the benefit of

the Israeli economy. Thank you.
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tNNY YINY One question, Nick. We heard some

opinions about the price of the natural gas
needed for the petrochemical industries. Do you
believe that we will have this kind of economic
environment which allows us to do that?

:9HYUNA D) Yes. | think the demand for chemicals is

(not clear) in the region, in Europe, across the
world and | think that if you have a regularly
available feed stop with a gas from your off
shore fields that could be developed. The quality
of the gas will determain what you can do with it
but | think processing in the petrochemical
industry is very advanced now and you can take
almost every form of gas and convert it into the
petrochemicals that are needed.

NS HINY Regarding the infrastructure that you

mentioned. Do you think it would be wise to
invest in infrastructure (not clear) small

households to (not clear) the gas?
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:990UN2 D) Yes. As in most other countries in the

developed world. Most of the other countries in
the (not clear) now have gas grids that take the
gas, certainly into the cities. You may not want
or be able to take it to every small village, every
kibbutz, but I think you can take it to Tel Aviv
and other significant towns in Israel without too
much difficulty.

:NNY HINY What do you have to say about the threat

that come from the companies that there would

be no other discoveries if there will be no
export?
:990ON3 P I think they are misunderstanding. | think

that you could give them a price in Israel to
bring the gas to the coast, to the beach in Israel
that would be equal to the price that they could
get elsewhere in the world. | think when you
look, and I’ve seen some reports saying how high
the price is in Asia, you have to understand that

that price included the costs of transportation
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and converting it into LNG and then back into
(not clear) gas. If you take those costs out the
margin is pretty much the same. So | think that
actually, when the companies find how difficult
it is going to be to brake into an export market
that is already quite full, I think they would see
this as quite a creative alternative.

Any other questions or comments? O.K.,

Nick, thank you for your participation.

Goodbye.

(na>v> DY D)



