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MULTIPLIER EFFECT

Upstream oil and gas sector has a multiplier effect on the growth of the
national economy, ranging from the use of local products to transactions
through national banking. This sector is one of the major contributors to the
national economic growth reaching US$ 23.7 billion in 2016.
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OIL AND GAS INVESTMENT DECREASES = p—

REGIONAL ECONOMIES SLOW DOWN

Oil and gas sector has caused an economic slowdown in a number of producing
regions in which this sector is a major contributor to the economic growth.
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OIL AND GAS EXPLORATION

SHIFTS TO DEEPWATER AREAS NNNNNNNNNNNNNNNNNNNNNNN

Upstream oil and gas activities in Indonesia have begun to shift from old
onshore fields to offshore and deepwater areas. Most oil and gas reserves
potential is still largely unexplored, although over the last three years, offshore
oil and gas working areas (WK) have always dominated the Government auction.
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SOURCE: MEMR, WOOD MACKENZIE, REUTERS, KATADATA
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LICENSING ISSUES HAMPER O™
OIL AND GAS INVESTMENT

Licensing is one of the major barriers to investment in the upstream oil and gas sector.
In addition to the large number of licences required, the procedures to obtain them
take a long time. Data from The Coordinating Ministry for The Economy, as of February
2017, indicates 373 types of licences needed from 19 central and regional institutions.
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SOURCE: THE COORDINATING MINISTRY FOR THE ECONOMY, SKK MIGAS
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INVESTMENT DECREASES,
OIL AND GAS RESERVES SHRINK

The fall in crude oil prices occurring since mid-2014 caused oil
and gas contractors to improve efficiency, including by reducing
investment spending. As a result, the national oil and gas reserves
decreased due to the lack of exploration activities.

EXPLORATION AREA AND RESERVES DECREASE 110
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INDONESIAN OIL AND GAS INVESTMENT CLIMATE

RANKS THE LOWEST IN ASEAN

The 2016 Policy Perception Index Survey released by the Fraser Institute shows the oil and gas
investment climate in the country is less competitive compared to neighbouring countries. The
declining attractiveness of the investment climate can be seen from the reducing number of parties
interested in the auction of oil and gas working areas (WK) in the last two years.
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SOURCE: MEMR, WOOD MACKENZIE, FRASER INSTITUTE, SKK MIGAS, MEDIA COVERAGE \ J
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TO MAINTAIN PRODUCTION

The Ministry of Energy and Mineral Resources has handed over to Pertamina
the management of eight oil and gas Blocks of which contract period expires in
2017-2018 and these eight Blocks require a lot of funds. Up until 2021, there are

17 other Blocks that will be terminated.

7. North Sumatra Offshore 2. Ogan Komering 8. East Kalimantan Funds Needed (uss miLLION)
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SOURCE: MEMR, WOOD MACKENZIE, KATADATA
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THREATENED BY FURTHER DECLINE

In the next 5 years, as many as 25 oil and gas blocks will end their contract
period. If the transfer process for the Blocks is not prepared now, this situation
has the potential to decrease the national oil and gas daily lifting rates.

POTENTIAL DECLINE IN OIL & GAS LIFTING LIFTING PORTION
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.............. i A 82 A B A s

4 oil and gas blocks 4 oil and gas blocks 3 oil and gas blocks

374
- Offshore North West Java * Jambi-Merang * Bentu Segat
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SOURCE: MEMR, SKK MIGAS
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OPPORTUNITIES ARE SCARCE

The declining interest in oil and gas investment in Indonesia has resulted in a decrease
in the recruitment of new workers in the sector. As a result, graduates with technical
qualifications in the field of oil and gas have slim chance to work and fulfill their
potential. The same situation has also occurred overseas as many global oil and gas
companies have been carrying out efficiency measures.

INDONESIA'S MINING STUDENTS 2016 Reduced Investment,

Limited Employment

Petroleum Geophysical Geological Mining 20,4 15,6 10,4

Engineering Engineering Engineering Engineering 32.292 31.745 ?
14,170 k' O

students 2014 2015 2016

5,469
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2,644

students

8,074

students

Students in 9 universities | in 16 universities |in 31 universities |in 3 7 universities W Investment (US$ billion) M Work Force
GLOBAL DRILLING fc - D
auses or Investment
ACTIVITIES DROP Reduction
O Efficiency
3,657 rig O Low oil prices
(October 2014) .
O Less attractive investment
1 620 r|g climate
October 2016) O Selective investing
\ )

SOURCE: MINISTRY OF TECHNOLOGY RESEARCH AND HIGHER EDUCATION, SKK MIGAS, BAKER HUGHES
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INDONESIA'S FISCAL INCENTIVES

LESS COMPETITIVE

Oil and gas exploration targets in Indonesia have been shifting from onshore to deepwater
offshore locations which are much more expensive. Oil and gas producing countries must offer
fiscal incentives to attract investment in a low oil price environment. From a global investors
perspective, Indonesian deepwater prospects are less attractive compared to other countries.

INDONESIA LESS ATTRACTIVE Top 10 Deepwater
Destinations*
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*Since 2016, only BP, Chevron, Eni,

Government share pre-NPV ExxonMobil, Shell, Statoil, Total

SOURCE: WOOD MACKENZIE

y @KATADATAnews @ katadatanews katadatanews www.katadata.co.id @ @ @






