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From the Editors

Fl‘.li"l Ciuttacnsen
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Fhe Mew Year 12007 ) 15 rapidly approsching and
1T i e e resel our clocks o the new vear, You
will s in this sssuc <everal reférences wothis veirs
1A eomterence. Tndonesi s e Inrlunlllr: Lo have
a long history of hvdrocarbon production and o
matured aodustry. Other Asian nations are notas

fortumate and ook at Indonesia as o cormerstone of

understanding aind knowledee. The suveess of this
vonference 15 on all ol our shauldirs, We seck the
help of the lecal members to make this
o siceess, We have heen approached
by several professional conlerenee
nrganizatnns seekims conference
speakuers and leadership for global
conferences they are hosting, These
organizations are for profin and
individoals make thewrr living by
profiting from others knowledge
which is line. The [PA however, b5 a
volunteer organization and s dedicated
te the individoal zeoscrentist and
rEservont engmes, We are collectively
what e make this organization and the information
that we share profits the envre scientilie amd
CNIOSETINg Community

The bullenn presemted here is an example of tha
spinl ed voluntecrism,. A fow months aeo we wens
psked o And informsation related o] voleamoes,
While there are 2 few experts m the aworld on oiud
voleanoees, vour 1PA volunteer staffs put the
mtormation together which 15 presented in this
bullctin
mfarmation related 1o movement of mud m the
subsurfage from hvdrothernial venss to dinpers-and
muwel volvanees. The purpose 1s:to provide a
technical wverview of the mechamsms mvalvied m
shale mevement i the subsurfice, 10 isan interesting
article with several lechnical references for thase
wishing W éxpand their knowledge. This was o
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We have included a full gambn of

-

Frvan "1-uh

gietnber deiven request from an indradual seekma
adeitiona] knowledge,

Whtle mud velearoes are not commmon 1o Indonesia
it s an example of the ransfer of knowledge, This
bukletin has the ability 10 be o vehicle 1o disseminate
information oo larger andience.. The battom Ime
15 wou are interested in 4 1\..|'IIL SORL LN Count on
athers having similar questions, Thas is7a call for
addinenal eehnical articles from the
IPA dudience. We need a back Tog of
anticley specifically related w Indonestan
Petroleum Systems. Curcurrent backlog
is wern which 1s somewhal of s surprise
biused on the paper responsde we received
from the 2007 conference submattals.
Thie bolletin is an excellent vehicle o
publisha surmmay or campleted arlicle
and weare encouraging the use of it in
this munner, [deatly we wouhd ke 1o
publish two technical documents like
the mud voleano article i each bulletn
W negd cur volunteer base 1o assists ws with this
goul in 2007 and build @ minimum of & six amicle
back tog. This will allow a stronger more
useful bulletn, It starts with you — the [PA
orember subnutting. Artieles con be emaled
g logl GQuliermsen A
Joeb LGutommsenic conocophitlips.com or Bryan
Sob at Bryanosohiahatiburtoncom

indeneilan Petralaum Anecintien
Wisms Kyeul Priney, 17 Floor, Sulte Mo, 1701
I Jand. Sudiimen Hav. 7, Jehaerta 10420
Indenuila

Tulp. (021) 5794984 - 86
Far (021) 570-493%9
E-maik: lpatrcbn.met.id
tipa i ipaeas.id
PO Bex 1173 JKP 10012




President Report

President' Rl.'|:-..-:I for CF- 200K |'_-r Chias B Mewton on behalt of 1PA Board of Direcror:

OVERVIEW

[Hus torme last vear |, onbehalf of the board, presenied
the IPA President’s report, and indicated the board
buelieved that while s lot had been achieved in 2005,
g Lot rernzined o be done in 2000 m terms of cealuang
the full potential contribution of the ol aml gas
mdustry o the Indonesian economy and henee the
welfare of the Indonesian peaple,

We had twe key conclusions this time last year.
S We must never forger that inoa depletion
DUSiNess ot myvesimg is net an option 1
prroduchien 15 o be sustained and that every

day athur countries are Anding new wavs to

secure a disproporionate share of the global
upstream nyvestment dollar for themselves,

S0 a0t reposittoning and enhancing
[nclonesia’s competitiveness is notan aption,

&
4 Indonesis is fortunate i that explorationists
TCMEn very i]l.‘til?'llf‘:Til'.' as ko the nations
undiscovered resource base. The coming
together of this resource potential with the
plobal swing back o producton and resemve
sronwth via explorstion presents Indonesi
with a fremendous opporunity to-secure its
hydrocarbon future by enhancing the

LOVESTITRSIRE &NV Ergmen.

Againgl this background we noted specifically thas the
IPAS poal remedned sovwork cooperatively and constracmeely
wiath the govermnnwent of Indonesta and ail stakeholders w
comtinuowsty adaps i the chungimg envinanmment and crearg
w sustainable sesbusiny for the long 1erm.
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Ter uchieve this, the 1PA Board and W8 commmttees
mgt 1 Japuary 2006 and establizhed five cheds
ebjectives fo drive imvestment competitiveress and
the longer term sustainability ol the indesiry.

IFA QBIECTIVES

In eseablishing s fong amd shon erm obeetives
carly in 2006 the TPA commenced by reviewing the
vovermment policy Framewark for the oil and gas
sectorand locked at how the TP could support
sovermment objectives, Figure 1 [ Refers o Figures
e the [PA websile ar wwwopiaorid] shows
government objectives for the oil and gas sector are
focused on “Eapandimg ol and gas revenue
cantributeen i the matieal economy™ by

< Ensurirg availabidity of oil amd gas fer energy
anl mdustnal fevilstock
2 Lrgwing  petroleum husiness sciivitiss,
spectfically throwgh growth in:
* The Number of Plavers
* Petroleum Acreage
#* Investment and Operational
Expenditure
* Jtcsorves, Productom & Petraleum
Lidization
* ok Opportunities
* Technalogy
* Value Aabded Achivities

Whitch together all enkanee povermment tax sod non
LaLX TOVEeTINGS
Hegzh Jeved alignment betaeen stakeholder olbyectives
i eritical first sbep wwards success and 1t s clear
frowm the above that gevennment and the 1PA 7 ridusiny
are abigned and there 15 a sohd foundation for
CORSIILCTIYE CoaperaliL.
Based on the 1BA charter, the TPA Board and
Commiltees confirmed the TPA Long Term
(hjective as o "Work collabaratively with afl
stakeholders i enfarree fnvestment in and hence
thie eowrramic health of the petroleum industry o
defiver greater bepefied fo governmen:, investors,
SOmpunIies, employecs, customers and the
eavirgnment,”
he Board cstablished fve focused abjectives lor
2006 sumimanzed as:
#* smengthen [IPA partoership with government
o suppent debivery on national production
atid trvestment ehijgctives,
* Promaste explomation myestment
* Support national endrgy ohbjectives by
enhancing passupply through prommotuen
af gas exploration, development &
infrastruciure invesiment,
* Improve Indonesia’s investment
competitiveness with respect 1o taxanoen by

revsletter | fa

taking opporimities presented i the new
ax Jaw Lo harmonize existing lows and
regiations.

#* Enhance investment efficiency by
streamlining the complex VAT and Duties
regime wher: different procedures apply to
different vintages of PSCs,

[ wall repont later on delivery aganst these objectives,
Floowever, it is notewaoerthy thiat throogh the vear there
wias escalating recopmtion among all stakeholders
on the need to improve the investment environment
by enhoneing repulatery elarity, consistency,
predictabihity and certainty along with THE
URGEMNCY 0 F BUILDINCG
COMPETITIVENESS TO ATTRACT OIL AND
GAS INVESTMENT IN INDONESIA, the theme
in faet of the 2005 TPA annual convention,

The fist & months of 2006 recorded rapidly
mereasing o1l prices peaking in July when WTI
clissecd at upew nommingl record o USET77.03 Cbbl,
Swmee then we huve seen s pull back wiath a floor
apparent i the WTI LISS55-60 ( bhl range. This
transhites o i 2006 Y TD average WTL spot ol
price of LISE67.15 1 bbl which compares with the
significantly fugher T9S0 (paoy ious peak) nomanasl
vear average of LISSA5.69 [hil, [n 2006 doller terms
however, thes 2006 YT average 18500l less than
the T80 average of over TSR0 BRI,

Ansindusiry report 2006 Globa]l Upstream
Performance Resveew, J 5 Herolil Ing and Hamson
Loweprove & Corecently rephrased Charles Dickens”
ppening paragraph to A tale of two Citics by saying
“For the global i1l industry it is both the best of
times and the worst of fimes™ citing rising costs,
falling reserves replacement ratios and declining
quadity of the upstream mvestment apporiumity set.
This cost - price and access — opporhumily Squeeses
15 increasingly challenging the mdusty’s abiliby 1o
srony and generute economic telums, As @ result,
the industry as s whele 35 giving more money back
tir shareholders than i1 s investing in exploration
lor example. Caught in the vice of fixed prices and
rising costs, non ail priced linked upstream gas
businesses around the world are facing even more
chalenging times,

All around the world, politcians inoil preducing
countries started 10 fhous on securing a larger share
of el and gas reverues for host govermments and
aome moved aggressively 1o doso, Some countrics
that bad started diwn the road of structural and fiscal
reform 1o enhance investment competitiveness
contmed o stimulste investment. However, some
stepped sideways towards resource nationalism
despite the histony of underinvestment and declining
production that normally follows such steps.



Indonesia has largely recognneed that high oll prices
apply toall countries and artracting an increased
share of the highly mobile upstream investnent
dallar means increasiog lndonesia's relative
imvesiment atractiveness, O lantication of the process
For offer and awand vl working areas by revision 1o
BopMen L4802004 15 an example, The Menko
Feomomy (KEP-37) decree in October 2006
establishing a ceoss mmisterial team w look a
“harmetisation ind synehronization™ of Gscal and
otheer issues impacting mvestors i the otl and gas
stctior 1= a pood example of the recognition of the
need w resolve long-standing (ssues, particularly
for existmg investors who e te Tuture of the
tnelustey. Turming this recognition into fimely
cunstrgetive reselution of the multiple remaining
issirgs bs the nexe challenge

INDUSTRY MILESTONES

Betore diving mito detals, lets step back, like lyst
yearsand review 2006 industry milesiones

This is hoow the P Board sees | forecasts them al

the time of writmg,

& il Prices reached record levels in nominal terms
with Sumatra Light Crode (1CP Minas) averaging
LISSih s bbl YT v, LISS33.94 bbl over 20075,

o Oil amd Condensate Production continued the
decline from its peak of’ 12 years ago, averaging
approximarcly 103 mosthid. compared with | 06
msthid in 20035 despite all eperators highly
eentivised by strong prices o maximize
perocluction

= Theslow Gas Produetion decline from it 19090
peak of 8.7 bofil appears to have continoed with
2006 production cxpected 1 be around 7.7 belid
ar 2% below 2005 Jey,

e Cas Exports as LNG or via the three export
pipelines look set 1o decline by some 4.5% larsely
due we the natural decling of some major fields,
Dromiestic pas sales however ook set o increase
sooree 34 m ling with covernment ohjectives.

Fhe slump i Consumption of Petroleam
Products that began post the 1 Octeber 2003
subsuly reductions continued for the first fow
raanths of the vear however Laest dia shows a
sirong demand recovery suppestine an-overall 4%
Inerease in consumption of petroleum progducts
will be recorded by vear @ml, Tetdal 2004
cansumpiion 1 mow expected o be around 67.6
million kL or some |16 mmsib/d, sigmficantly
above crade oil and condensate production fevels.

® [reapiee reduced export velumes, high prives are
peojected to result in ol and gas retaining s CY

2{H02 shiare of wial Exports a1 22%. 0il and Gas
Impaorts are projected to increase in absolute
teris wath the share of total fmports remaining
segady al MG

The resulting Ofl and Gas Trade Balance will
record i further dechne and oil and gas revenues
s percentage of GDP and Budget revenues will
likely decline shightly in 2004,

Proven Ol Reserves continued a slow decline
s pronduclion yet again exceeded proven reserves
acdehitioms

Gas Reserves growth appears 1o have stalled as
produciion exceedel the modest exploration
adiditions.

Aol of 5 Confracts were Stgned in 2006, as
a carry over Tram the delaved award of the 2005
leensang round, More contracts may however he
sigrl before vear end.

20 and 3D Seismic Activity ure expected 1o
exieed 2005 levels by vear end (3D already has)
and witl seisioie activity being o leading indicator
of drilling. there is couse Tor optimism here,
Seismic Acquisition Costs contimued (0 inorease
and are now upesome 23% over the last year and
the order ook has éxtended oul 6-9 months.
New Field Wildcat Exploration Drilling may
Just regch 2005 levels ot year end and be some
20w above the 3% year lows recorded in 2004 bt
well Below levels nevessary 1o replace reserves,
Appratsal deilling activity: loveis are however
expacted o be well down on 2005 |evels al year
end suppestng total E&A drilling activily levels
could reach lows not seeh ina couple of decades.
Reserve Additions from this exploration drilling
activity have 1o date been extremely disappointing
wilh soime modest gas discoveries in the Natung
Sea, Madura and Makassar Straits the only
diseoverics ol note, These discoveries represent
a very small fraction of reserves produced. The
appritsal drilling was equally as disappointing
with hagh profile discoveries such as Jeruk being
tovwngraded as a result Indusiry finding costs
will not b good.

Total Expenditures by production sharing
contractors mav, by vear end, reach the record of
LSS0 Bilbion fmoo.d. ) level set in 2005 iFihcre
is the uwswal 2H increase i investment and
expenditurg

Exploration and Development Investment levels
are however unlikely 1 exceed 2005 levels, the
former being disappointing given that last year
we predected Indonesia would benefit from a
global swing back to growth through exploration
mvestment, Some of this under investment is due
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