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« Economic indicators have been positively
affected.

 Fiscal parameters have significantly improved

* It has the potential to further facilitate prosperity
and sustainability within the province, but this
may require some planning.




Comparison of Nominal GDP per Capita:
Canada, NL and AB
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Between 1999 and 2008 NL's nominal GDP growth exceeded all provinces, including Alberta

Increase in GDP/POP relative to national average is the largest turnaround in Canadian
history
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Oil and Gas Production and Services to """
Mining and Oil and Gas Sectors

Oil sector accounts for nearly 40% of the
economy or 25% when the recent increases in
309,  Price are factored out.

This does not include
209 the impact of investment.
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The oil and gas sector has been a dominant factor in the growth of economic activity within
NL.

It accounts for 40% of nominal GDP in 2008, the last year for which | have data. As well, it
accounts for 25% of real GDP.

This difference illustrates the impact of the recent increase in the price of oil. This also
explains the huge increase in government revenues.
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Provincial Revenue Shares by Sources (2008-09)
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* NL given right to collect taxes and other
revenues

* required a Benefits Plan be submitted before a
Development Plan could be approved

 provided NL with the ability to approve or not
fundamental decisions

+ established in NL the CNLOPB to jointly manage
and regulate of offshore petroleum activities

As 3 result of the Atlantic Accord,the federal government unded 75% and the provincial government funded 25% of a offshore development fund ($300millio). The purpose of the fund was to accelerate infrastructure development and defray social costs to enble the
province to take eated by th of offshore oil and gas resources.

While | could not find a source that lists all of the projects funded, the Government of Newfoundland and Labrador’s website indicates that there were 40 projects funded. These include funding for the CERR building (527 M), Bull Arm Fabrication Facility (595 M), Cow Head
($40 M), Marine Institute Southside Marine Base Training Centre ($3.1 M), Petroleum Technology Program at CNA ($2.6 M) Career Development Awards and Atlantic Accord Scholarships, and an Equity Fund to increase participation of women in offshore petroleum industry.

Most of these investments laid the ground work in terms of both physical and human capital that has facilitated the level and diversity of development that has occurred and is still occurring in NL today.

Section 92A of the Canadian constitution specifies that only natural resources located within a province come under provincial jurisdiction, leaving natural resources located in frontier areas or offshore regions to the federal government’s control.

Even though offshore natural resources are constitutionally under the purview of the federal government, the Atlantic Accord enabled the Government of NL to collect taxes and other revenues from these offshore developments. Otherwise, they would have no right to
collect taxes and royalties from offshore operations. These revenues comprise one-third of provincial government revenues and enabled NL to an equalization non-recipient province for the first time in our history.

The Atlantic Accord required a Benefits Plan be submitted before a Development Plan could be approved. This is important for a number of reasons that we will consider shortly.

The Atlantic Accord provided NL with the ability to approve or not fundamental decisions such as the operator’s development plans as they related to choice of production system, the pace and timing of the implementation of the project if Canada was self sufficient in
energy supply.

While not explicitly considered in the Atlantic Accord, the ability to approve or not fundamental decisions gave NL, if it wished to exercise it, implicit leverage to ensure that an operating consortium would negotiate local benefits with the province prior to submitting its
Benefits Plan as part of its Development Plan. This enabled the province to secure an equity position in the White Rose extension and the Hebron project and a similar position is outlined in the Hibernia South MOU. As well, it has enabled the province to negotiate
commitments that defined which aspects of offshore projects were to be or will be completed within the province.

The Atlantic Accord established the CNLOPB in NL to jointly manage and regulate offshore petroleum activities, with equal board representatives appointed by both levels of government and a jointly agreed upon chair or a mechanism for deciding on the chair when there is
no agreement.

The establishment of a local board with a narrow and specific focus related to NL offshore resources, in my assessment, has been good for the province in that it has enabled the Board to develop the expertise that is necessary to ensure that the resources are managed ina
manner that promotes “economic growth and for the benefit of and Labrador in particular and to Canada as a whole”.

Anillustration of this is how the Board is responding to the need to provide seismic data in truly digital form after the 10 year time period is over. Itis open to interpretation of how such data should be provided by the Board, but the Board appears to be sensitive to local
needs of getting data in a convenient format to facilitate additional research and appraisal in NL’s offshore.
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78] The Atlantic Accord (Key Points) "

Equalization loss protection for offshore
revenues

Full and Fair Opportunity to NL factors

Research and Development and Education
and Training to be conducted within NL

first consideration given to NL residents for
training and employment

The Atlantic Accord protected offshore revenues from dollar-for-dollar losses of provincial
equalization entitlement enabling NL the fiscal wherewithal to kick-start economic development.

The Atlantic Accord mandated that full and fair opportunity be given to NL factors in terms of
benefit opportunities created by offshore development. Specifically, first consideration be given to
both services provided within NL and goods manufactured in NL subject to being competitive on
the basis of fair market price, quality and deliverability

The Atlantic Accord specified that expenditures shall be made for Research and Development and
Education and Training to be conducted within NL

The Atlantic Accord required that, subject to the Charter of Rights and Freedomes, first
consideration are given to NL residents for training and employment

13



The Atlantic Accord (Key Points)

managed in a manner that promotes
economic growth and development

NL to be the principal beneficiary

Public input in development application
process

Local office for operators

The Atlantic Accord specified that the offshore oil and gas activities were to be managed in
a manner that promoted economic growth and development for the benefit of
Newfoundland and Labrador in particular and to Canada as a whole.

The Atlantic Accord explicitly recognized the right of Newfoundland and Labrador to be
the principal beneficiary of the oil and gas resources off its shores, consistent with the
requirements for a strong and united Canada.

The Atlantic Accord specified that in relation to any prospective development, the Board
shall conduct a public review.

The Board shall seek to ensure that all companies which operate in the offshore area
establish offices in the province with appropriate levels of decision-making.

14



Equalization Offset Provision

With equalization calculated using the 5-province standard in
1985, NL would have loss 100% of offshore revenues through
reduced equalization. That is, a zero net gain, unless a non-
recipient province.

The Atlantic Accord provided offset payments to mitigate
equalization claw back for 12 years from 1999-00 to 2010-11
. \é\g;ll'll t?g 2005 Accord, the 1985 provisions were extended one year to

Part | — ensures that ecwvalization plus Part | payments do not
fall dramatically from between adjacent years (percentage
protection determined by relative fiscal capacity)

Part Il — ensures province is compensated for Bercentage of
any decrease in equalization entitlements plus Part | payments
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Original 1985 Accord worth $2.5 B to NL.
2005 Accord worth $2.5 B to NL, consisting of the $2 B upfront
and an extra $540 M under the 1985 Accord

$400 NL has lost approximately $4 B in equalization over this
and received $5 B in accord payments

1997-98
1998-99
1999-00
2000-01
2001-02
2002-03
2003-04
2004-05
2005-06
2006-07
2007-08
2008-09
2009-10
2010-11
2011-12

85 Atlantic Accord (Fixed Framework) —85 Atlantic Accord (O'Brien 2010)
2005 Accord Credits —Generic Solution

If NL stays with the Fixed Framework and does not switch to the O’Brien formula in 2010-11, then
cumulative payments under the 1985 Accord will be $2.6 B.

If NL switches to the O’Brien formula in 2010-11, then cumulative payments under the 1985 Accord
will be $3.1 B.

By switching in 2010-11, the province will receive an extra $450 M. Hence, when given the chance
to switch next year, the province will opt for the O’Brien formula and be ahead by $450 M.

The original 1985 Accord would have provided $2.5 B in cash payments. With the signing of the
2005 Accord, NL will receive an extra year of payment under the 1985 Accord. This extra payment
would be worth $540 M if NL switches next year.

Therefore, the original 1985 Accord has provided and will continue to provide to the province a
cumulative $2.5 B to 2010-11. The 2005 Accord paid $2 B up front and extended the payments
under the 1985 Accord by one year, which will be worth $540 M in 2011-12 or the net value under
the 2005 Accord is $2.5 B. Note, only $850 M of the original $2 B was accounted for by notional
payments in the budget.

In addition, in 2000-01, we could have chosen the 1985 Accord offsets, but instead went with the
generic solution. This caused payments to be $38 M lower than they could have been. The reason
for this was at that time the option had to be chosen before data was finalized.

The final point to note is that to 2009-10, offshore oil revenues to the province has total slightly less
than $8.0 B. Approximately $4.0 B of this has occurred since 2008-09 or we have received $5 B in
combined accord payments and lost approximately $4 B in equalization payments prior to 2009-10.
Effectively, we have more than 100% offset protection over this period from the Accords.
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Full and Fair Opportunity

The Atlantic Accord Benefit Guidelines outline a process for domestic
workers and businesses to have the opportunity to participate on a
competitive basis in the economic opportunities generated by

offshore oil and gas activity in the offshore area.

Moreover, these local benefits are expected to show an increasingly
positive trend of continuous improvement as the industry and the
local supply community evolves and matures.

Furthermore, any slippage or deterioration in these measurements
from benchmarks and achievements established by previous
projects of similar scope, or similar concepts and technologies will
require significant explanatory documentation.
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Already large investment in NL's offshore ($24.6 B to 2008), with

more to follow shortly from White Rose Extension, Hebron &
1600 Hibernia South.
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Millions of CDN $

apital Expenditure by Source
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Millions of CDN $

Source: CNLOPB
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First Consideration If Competitive on
4 5 Price, Quality & Delivery (Full & Fair T

Opportunity)

Price

International

Supply

i Goods and Services

With the development and operation of petroleum projects in NL's offshore, there will be a
demand for numerous goods and services. The higher the price for these goods and
services, the smaller will the demand for these goods and services. This is reflected by a
downward sloping demand curve, indicated by the blue line in the diagram.

There will be some international ability to supply these goods and services to the projects
being developed and operated in offshore NL. Since the NL industry is not large by world
standards (currently representing less than 0.4 of one percent of daily world production), it
is not likely that the NL requirements will be sufficient to have any perceptible effect on
prices in the international market. This is reflected by the horizontal red line in the
diagram.

Even in the early stages of the industry, there will be some capacity of local firms and
labour to satisfy some of the needs of the local industry. As well, this will grow as the
industry matures and local firms gain experience. The higher is the price that can be
commanded for supplying goods and services to the offshore industry, the greater will be
the ability and willingness of local firms and labour to supply the local industry. This is
represented by an upward sloping supply curve or the green line in the diagram.

Based on the ability to compete fairly on the basis of price, quality and deliverability, we
would expect local firms to provide OB of the goods and services needed and the
international market place to supply the remaining BC of the goods and services.
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First Consideration If Competitive on
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However, Brown et al (2000, p.21) note that “where investors...have successfully won tenders to develop oil /gas field
projects in foreign markets, they often bring their Scottish suppliers with them, resulting in ‘pull through’ of suppliers into
markets they might not have entered independently.” Additionally, Brown et al (2000, p 24-5) go on to further note that
“North Sea subsidiaries are procuring not just for the North Sea markets, but often for other oil and gas markets and
...make use of regular suppliers in the North Sea.”

Cameron (1986, 17) warned that “unless the involvement of supplies companies is subject to a measure of supervision,
there is a risk that industry in the host country will not benefit from spinoff activities associated with field development.”

Because of the uncertainty of doing business with new firms or because of the comfort level associated with utilizing
known firms or because of habit-persistence, the bureaucrats in the oil and gas industry might choose to go with a
supplier that they have dealt with in the past, rather than risk going with a new supplier. In this circumstance, the oil and
gas companies might assign an additional risk premium to dealing with new Atlantic Canadian suppliers that they do not
know.

This was recognized in Atlantic Energy Roundtable (2002, p.15), where it was suggested that “when a major contractor
has not dealt with the local service and supply industry and must assess the experience of a local bidder, it [lack of
experience] may be seen as a risk...”

As well, Weatherill (2003) noted that “using local suppliers and contractors usually entails some cost and delay in the
short term...”

Brown et al. (2000, p.21) “investors may find ...that there are advantages to working...with firms where a long-term
working relationship has already been established.

Ramm (2002) notes that Norwegian suppliers “piggy back” on oil companies and enter other markets through their past
association with oil and gas companies.

Cameron (1986, p. 10) suggested that oil companies use firms that they know because of the potential cost implications
for the oil companies that could be associated with going with a supply firm that they do not know.

Adding a risk premium for dealing with unknown local firms, the oil and gas developers and operators would see the
dashed purple line as reflecting the risk-adjusted local capabilities and as such, local supply will be OA and the rest, AC
will be imported.

Full and fair opportunity makes it difficult to discriminate against competitive local firms. It ensures that the green supply
curve will be appropriately considered and NL workers and business full and fair opportunity to bid on offshore tenders,
resulting in OB of the goods and services being supplied locally and BC being imported.
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While the full and fair opportunity, if properly administered and reacted to, should ensure that local companies and
workers supply 0B of the goods and services and international firms will supply BC of the goods and services needed to
develop and operate the offshore, the right of the Government of NL under the Atlantic Accord to not approve
fundamental decisions of the CNLOPB, which included the operator’s development plans as they related to choice of
production system, the pace and timing of the implementation of the project, etc., gives the government of NL another
tool for enhancing local benefits.

Without this NL approval of the Development Plan and the Benefits Plan, no project could proceed and, as such, it
provides a strong incentive for operators to ensure that they have a on the same page with the NL Government when it
comes to local benefits that will fall to the province in both the development and operating stages.

This is represented by a local benefit premium (the orange dashed line in the above diagram) that can be extracted from
these developments to ensure that extra benefits occur locally. By way of illustration, this commitment could be in terms
of engineering, the fabrication of specific modules, an equity position that involves a working interest for the government
at some specific and agreed on price or enhanced royalties.

If local activities are not too costly (on or below the orange line), then local supply capability will increase to 0D.

But, local firms and businesses will learn-by-doing and increase their productivity and be more cost competitive, which is
reflected by the grey supply curve that is lower than the green curve. With the local improved competitiveness, NL
businesses and labour will increase their penetration of the oil and gas industry and will supply OE, leaving only EC to be
supplied by international firms.

As the industry continues to mature and learn and/or as supplier development initiatives are undertaken, local firms will
be competitive with international firms and will supply OF. Moreover, some local firms will be able to exports their skills
and technology internationally.

The caveat here is that if we push the economy past its capacity to absorb additional industrial activity, costs will rise and
some of the rents that would be collected through royalties will be dissipated. Example of this can be found in Alberta
and Australia where cost escalation of oil and gas projects is a concern.

It is a balancing act — you want to optimize local benefits without dissipating rents.
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October 19, 2009 report entitled: Arctic Oil an

Natural Gas Potential, noted that:

“the Arctic holds about 22 percent of the world’s
undiscovered conventional oil and natural gas
resource base, about 30 percent of the world’s
undiscovered natural gas resources, about 13
percent of the world’s undiscovered oil resources,

and about 20 percent of the world NGL resources.”

Big prize for those who unlock the Arctic puzzle
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V48| NL as a Gateway to Arctic Resources

.

Given:

* NL’s proximity to the Arctic;

* how we have met the challenges for ice, icebergs and harsh
ocean environments on the Grand Banks;

 the harsh climate challenges that it will face in developing its
gas fields off Labrador and the lessons we will learn;

» the research expertise currently resident at C-CORE and
MUN’s Faculty of Engineering

Newfoundland and Labrador is the natural gateway for

the exploitation of resources in the Arctic

It can also act as a conduit for the research and

development needed to overcome the Arctic challenges.
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Cumulative R&D Expenditures
will be between $0.7 B and $1.0

Millions of Dollars Per Year
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B Cum R&D Requirements == Annual R&D Requirements
Source: Locke Presentation to NOIA 2009
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R&D, E&T and Knowledge "

» Exploiting knowledge and innovation are crucial to ensuring sustained
prosperity

» The province’s Research Development Council will help

»  Memorial University and the College of the North Atlantic will be integral
components

» MUN has recently been recognized “as the top Canadian medical/doctoral
university for growth in research funding over the period 2002-2007."

» The enhanced research funding resulting from CNLOPB guidelines will be
an impetuous for expanded benefits and enhanced growth in innovative
capacity

* Anywhere from $500 M to $1 B, depending on assumptions

* R&D, E&T and Knowledge transfer will effectively expand our economic
natural resource base
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48 Concerns with the Accord

It is not easy to change so difficult to have quick response to changing
needs of a maturing and evolving industry

+ Alignment between 3 governments (NL, NS and Fed) not easy

Access to infrastructure under reasonable financial terms is not guaranteed,
but the White Rose extension and the Hibernia South MOU do indicated that
when commercial interest are aligned, this can happen.

» No requirement under the Accord that this occur if there is capacity and it may
impede the development of some of the smaller fields if acceptable commercial
terms can not be arranged.

Infinitely-lived SDLs is an issue. While the accelerating rental rate for new
SDLs will take care of land banking incentives, it does nothing to the
incentives for grandfathered SDLs.

To facilitate public input, the CNLOPB should make available an historic
series of benefit shares on their website and include R&D/E&T requirements
and what has been met to date

29



The Atlantic Accord has been one of the most significant
documents in NL since the Terms of Union with Canada.

It has enabled the economic and fiscal transformation of
NL to occur.

It provides an opportunity for NL to continue to prosper
from the offshore oil and gas resources adjacent to its
shores and to develop knowledge and expertise that can
be exported to other areas of the world.

Whatever concerns or changes one might consider, it is
clear that these would be fine tuning . We got this rlght
and we should celebrate its 25" anniversary!

Thank you for letting me share my thoughts
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