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Abstract

There is more exploration acreage available today than ever before in the history of the international petroleur
industry, and there is intense competition among host governments for the finite amount of risk capital which th
international oil companies (“IOCs”) have for E&P investments. New Zealand is remarkably attractive to foreign
investor IOCs for the following reasons:

. increasing number of explorations successes;

. some of the most attractive fiscal terms in the world (including both “profit split” and “effective royalty rate”);
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3. gas infrastructure;

4. “area-wide leasing” policy permits “direct negotiations” for available acreage at the discretion of the IOC; and
5

. licensing policy permits expedited contracting process which eliminates transactional time, expense and ris
associated with the negotiation of a PSC or other “host government contract”.

Intense competition among host Relative attractiveness of New
Governments for IOC risk capital Zealand - general

We see more competition today among host governmentSew Zealand is very competitive in the worldwide
for foreign investor international oil company (“IOC” or marketplace of host government petroleum regimes for the
“Company”) risk capital for E&P than ever before in the following reasons:

history of our international petroleum industry. This

competition is the result of the following factors: some of the most attractive fiscal terms in the world;

1. nationalization of national oil companies (“NOCs"); geological prospectivity and exploration successes;
2. the low price “scare” of 1998 and early 1999, which

resulted in: gas infrastructure; and

1.
2.
3. stability;
4.
(a) “merger-mania” among IOCs — resulting in fewer 5. permitting policy - “area-wide” policy allows “direct
IOCs; and negotiations” for available acreage at the discretion of
the 10C, as well as an expedited contracting process
(similar to the UK North Sea) which eliminates
transactional time, expense and risk associated with the
negotiation of a PSC or other host government contract
(“HGC”: inclusive of the full range of production sharing
agreements, tax and royalty contracts and service
3. the fact that there is more exploration acreage available contracts).
today than ever before in the history of the international
petroleum industry (including more countries as well asThese features make New Zealand attractive to |OC foreign
more areas - such as deep water environments). investment.

(b) IOCs using lower price assumptions upon which to
run economics in order to assess E&P opportunities,
thereby requiring generally greater financial
concessions on the part of host governments in order
to attract foreign investment;
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Attractive fiscal terms The current fiscal system has been in place since 1995. It
provides for no production sharing or government participation.
When we compare the fiscal/leconomic regimes of hostnstead, there is only a royalty payment calculated as a 5% of
governments in the worldwide marketplace the two mostrevenue (ad valorem royalty or “AVR”) or 20% of profit
important elements are: (“Accounting Profits Royalty or “APR”) whichever is higher.
The Accounting Profits Royalty allows the deduction of all costs,
1. Company’s “Access to Gross Revenue” (for purposes oinclusive of exploration costs, an abandonment allowance and
IOC recovery of investment); and an allowance for overhead of 2.5% for the onshore and 1.5%
for the offshore. Excess deductions may be carried forward.
Exploration costs are expensed, and development costs are
Basically, what we want to know, assuming that the IOC_(:iepreciated Over seven years on a straight—lir_le basis. _Interest
makes a commercial discovery, is: () what percentage J8 recoverable. TheAccountmg Profits Royalty is not e_tpphcable
hen net sales revenue is less than the equivalent of

the revenue in any given accounting period is available t .
the 10C for purposes of recovery of costs; and (b) what SD700,000 per year, when only the AVR would be applicable.

percentage of profit goes to the 10C.

2. “Company Take” of profit.

The result, as indicated above, is about a 50/50 split between

From an 10C foreign investor point of view, New Zealand New Zealand and the IOC. Very generous by world standards.

ranks very high, in both of these categories, in the worldwid%

marketplace of HGCs. s we all know, not all international barrels are created equal.

The extremely attractive New Zealand fiscal system means

In New Zealand, the Company'’s “Access to Gross Revenue'any more do”"?‘fs per barrel to the 10C fore?gn investor
is 95%. In other words, up to 95% of revenue goes to thgan what is available under the petroleum regimes of most
IOC until the IOC has recovered its costs. This means that th ost governments.

IOC's recapture of expenditures is greatly accelerated, compared . . -
; A Daniel Johnston Company Inc. study, using a 100 million
to terms offered by most competing host governments. . . e :
y peting 9 barrel case with a 10% discount rate, yielded an estimated NPV
The complement of the Company’s “Access to Grossin New of Zealand of USD322, compared to a NPV of USD 56
Revenue”, from the host government’s point of view, is Whatin Indon(_asia for the same r!“mber of barrels (see the “Country
Daniel Johnston refers to as the “Effective Royalty Rate,,_chlimp.arlson by th1e_hDan|eI Jortmjton' gl‘dcg' Inci.éf?n tt.he
The “Effective Royalty Rate” is thminimumpercentage of ollowing pages). € same study yielded an ective

” " (il _ H 0 H HH
revenue which the host government will receive in any givenMonetary Value” (EMV” — assuming a 15% possibility of

0 L ;
accounting period (assuming, for this purpose, infinite SUCCess and an 85% possibility of failure) on the same number

expenditures in the context of tax deductions and/or cos?f barrels of USD48 for New Zealand and USD8 for Indonesia.

recovery). In New Zealand, the “Effective Royalty Rate” is . ..
only 5%. Again, this is one of the lowest in the world. Geologlcal prospectivity and

exploratlon sSuccesses
By way of contrast, in Syria (1994 Model) Company'’s “Access
to Gross Revenue” is only 41% (and the “Effective RoyaltyOther presentations/papers at this conference will best address
Rate” is a comparatively large 59%). In Egypt and Vietnamthe long history of the oil and gas industry of New Zealand,
“Company’s Access to Gross Revenue” is only about 53% (angvhich dates back to the first oil strike in 1866 when oil was
the “Effective Royalty Rate” is a comparatively large 47%). discovered in the Taranaki Basin, includes the 1959 Kapuni
gas-condensate field discovery in 1959, the Maui gas-
In fact, in the worldwide marketplace of petroleum regimescondensate field in offshore Taranaki in 1969, and continues
only a handful give the 10C a greater “Access to Grosdoday with the recent oil/gas discovery by Swift Energy
Revenue” (and a commensurately lower “Effective RoyaltyCompany in the onshore Taranaki Basin (Rimu-A1l).
Rate”), and they include countries such as Ireland, the UK,
and the U.S. Gulf of Mexico — all of which offer 100% of the Stability
revenue to the IOC for this purpose (see the “Comparison of
Fiscal Terms For Oil” by the Daniel Johnston & Co. Inc, onEspecially when compared to many of the places where |
the following pages). have worked during my 23 year career, New Zealand is
particularly stable, in terms of political risk, with none of the
The Daniel Johnston Company Inc. calculates New Zealangroblems with wars, insurrection and terrorism which we note
“Company Take” of profit (the IOC share of profit after all as an unfortunate fact of life in many areas of the world where
royalties, taxes and government participation) in New Zealanthe international petroleum industry is active.
is about 53% (and the complement, “State Take”, is about
47%). Again, this is one of the most attractive in the worldin terms of fiscal term stability, the corporate income tax
(see the “Comparison of Fiscal Terms For Oil”, and the(currently 33%) is subject to change. However, IOCs face
“Country Comparison”, both by the Daniel Johnston & Co.the same prospect in other areas of the world which enjoy
Inc., on the following pages — both showing “State Take”,heavy industry activity, such as the North Sea (United
the complement of “Company Take"). Kingdom) and the Gulf Coast (United States).
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CoMPARISON OF FISCAL TERMS FOR DIL
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Gas infrastructure New Zealand’s current permitting system, which they call

the “Acceptable Frontier Offers”, amounts to “area-wide”
Unlike many countries in the world, there is an established?®'Mitting which permits the I0C access to almost any area
gas market in New Zealand. Although limited in size, the!n New Zealand not already under permit.
New Zealand gas market boasts an infrastructure on th
North Island, along with a deregulated gas transmissio
market.

FOC’S can initiate the dialogue with the government in regard
o any such area and do not have to wait for a “bid round”
(although it is rumored that New Zealand may in the near
. . future emphasise more of a “bid round” approach).
Permitting policy

IOCs are also afforded great flexibility in regard to the
New Zealand’s terms and conditions for IOC E&P activity delimitation of the exploration permit — as the work program
are some of the most attractive in the world. can be tailored to permit size.
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COUNTRY COMPARISON
On-Line Summary

Net Present Value Rank

State
Bonus Gvt. Royalty C/R Ring- Take NPV  RMV
COUNTRY $MM  Part. % Limit fence ERR % $MM  $MM
52 UK RIT 0 No 0.0 31 433 65
22 Gulf of Mexico - Deepwater R/T 1.0 H No 0.0 37 400 59
16 Falkland Islands RIT 9 9.0 41 373 56
1 Argentina RIT 14.6 No 14.6 46 329 49
5 Belize PSC 5 7.5 100 No 7.5 48 324 49
—+37 New Zealand RIT 5 5.0 47 322 48
23 Gulf of Mexico - Standard  R/T 3.0 16.7 No 16.7 50 299 42
49 Trinidad & T - Deepwater PSC 0 35 32.5 53 293 44
38 Newfoundland RIT 2.5 No 2.0 54 290 44
51 Turkey RIT 12.5 No 12.5 51 290 44
15 Ethiopia PSC 10 5 50 No 10.0 57 275 41
45 Philippines S/A 0 70 13.5 54 274 41
18 Gabon - Deepwater PSC 1.0 5 6 77 12.8 53 273 41
6 Bolivia - 1996 S/IA 18 18.0 55 267 40
44 Peru - Peru RIT 24 24.0 65 263 40
42 Pakistan - Zone 2 RIT 20 12.5 No 12.5 56 260 39
13 Ecuador - Triton PSC 2.0 27 100 25.0 58 246 37
2 Australia - Offshore RIT 0 No 0.0 62 241 36
17 France RIT 7 No 2.0 58 236 35
35 Namibia R/IT 12.5 12.5 61 231 35
50 Trinidad & T - Offshore PSC 0 55 28.0 65 217 33
47 Thailand Gulf RIT 9 9.0 63 215 33
36 Nepal - 1995 Model RIT 12.5 100 12.5 65 210 32
20 Gambia RIT 20 12.5 No 12.5 67 201 30
31 Malaysia - Deepwater PSC 15 10.5 75 14.6 67 200 30
12 Congo Z PSC 20 12.5 No 12.5 67 195 29
29 Laos-1991 PSC 0 33 43.6 68 193 29
8 Cambodia PSC 5 12.5 70 21.0 67 190 28
24 India PSC 40 0 90 0.9 71 180 27
11 Congo Br - Standard RIT 1.0 15 12 65 20.0 70 170 25
19 Gabon - Standard PSC 1.0 10 7 65 21.0 68 170 25
33 Morocco - 1989 RIT 35 8 No 8.0 74 162 24
43 Papua New Guinea RIT 225 2 2.0 72 160 24
25 Indonesia - Frontier PSC 1.0 10 0 85 14.6 74 159 23
30 Libya - 1990 Model PSC 65 0 35 17.0 82 152 23
9 China Offshore PSC 1.0 51 7 60 No 9.0 76 145 21
48 Timor Gap - ZOCA PSC 0 85 5.0 74 145 21
3 Azerbaijan - AIOC PSC 10 0 65 No 23.8 76 144 22
34 Myanmar - 1994 Model PSC 1.0 15 10 40 39.0 77 128 18
10 Colombia RIT 51+ 20 No 20.0 82 120 18
39 Nigeria - Deepwater PSC 30.0 2.0 100 No 2.0 78 115 (8)
55 Yemen 1995 PSC 2.0 3 50 38.5 78 110 17
14 Egypt - Standard PSC 0 35 47.0 79 108 15
7 Brunei RIT 50 10 No 10.0 82 107 16
21 Ghana R/IT 25 10 No 10.0 77 107 16
54 Vietnam PSC PSC 2.5 30 0 35 46.8 81 106 14
41 Oman - 1992 PSC 0.2 0 45 44.0 82 94 14
4  Babhrain - 1990 PSC 0 70 22.0 85 76 11
40 Norway RIT 30 0 No 0.0 83 68 10
46 Syria - 1994 Model PSC 13 29 59.0 83 66 10
28 Kazakhstan PSC 50 6 100 9.0 85 64 11
26 Indonesia - Standard PSC 1.0 10 0 80 5.0 89 56 8
32 Malaysia - Standard PSC 15 10.8 50 35.0 86 52 8
53 Venezuela 3rd Round S/A 10.0 35 16.7 16.7 93 34 (3)
27 lrag PSC 10.0 28 0 40 54.2 93 11 2
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An 10C has 30 months in which to undertake explorationConclusion
activities preliminary to drilling. Atthe end of such 30 month
period the IOC must either “drill or drop”. If the IOC chooses New Zealand offers a rare combination of:
to drill the IOC must commit to spud a well within 6 months.

1. some of the most attractive fiscal terms in the world;
If one well is drilled the IOC may hold the permit for an
additional 24 months (a total of 5 years). A permit may be

renewed for an additional 5 years upon surrender of one haf. stability;
of the permit area.

geological prospectivity and exploration successes;

4. gas infrastructure; and

All data is held confidential for 5 years or upon surrender of5, an expedited licensing policy implemented in a fashion
the permit, whichever occurs first. which is extremely flexible for the 10C.

If the IOC makes a discovery it has a right to a mining permiffhe sum of these elements is a very competitive petroleum
for up to 40 years, longer if necessary to deplete the field. regime in terms of the worldwide marketplace.
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