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Investment Decision Metrics

Key metrics are used to quantify the relative attractiveness  
f i t t i d i i kiof an investment in decision making:

• Establish the economic feasibility of an investment 
opportunity

• Weight the relative merits on investment opportunitiesWeight the relative merits on investment opportunities

• Determine the value of an asset

• Assess the feasibility for project expansion or acceleration

Examples of metrics used:Examples of metrics used:

• Value = Net Present Value (NPV), Expected Monetary 
Value (EMV), Value per Barrel

• Profitability = Internal Rate of Return (IRR), Profit 
Investment Ratio (PIR)

• Exposure = Payback Period, Maximum Cash Sink, Cost 
per barrel
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Government Take

Government (generally) wants:
M i i i t f G t Government will• Maximize economic rent for Government

• Attractive enough terms to encourage 
resource development

• Higher Government Take following 
C ’ b k

Company will be able 

Government will 
receive “adequate”
economic rentGovernment Take

C T kCompany’s payback to fully recover its 
investments and 
receive a “fair” return 
on its investment

Company Take

Costs

Company (generally) wants:
• Maximise return on investments
• Attractive enough terms to participate

Hi h C T k d i th

Other factors:

• Perceived prospectivity of the block/lease, 
country, or region

• Higher Company Take during the 
investment period

• Predictable Company’s cash flows with 
changing oil price

• Level of Government’s participation in the industry

• Maturity of the industry

• Contribution of oil industry in the economy 

• Level of competition for upstream investment
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There are a vast array of factors which might be used to identify a ‘peer group’ of 
fiscal regimes.g

Production
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The Alaskan state fiscal system is progressive, meaning the state’s share increases as project 
profitability increases.p y
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Any depiction of fiscal ranking must be used with extreme caution.  Variation in the underlying 
assumptions can cause significantly different outcomes.  The chart below is based on p g y
development economics of a hypothetical onshore high cost oil field under a $100/bbl price 
assumption and fiscal terms as of 2010. 
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Wood Mackenzie Disclaimer

This presentation has been prepared by Wood Mackenzie Limited for delivery to Alaska State 
Legislat re No ember 2011 It has not been prepared for the benefit of an partic larLegislature November 2011. It has not been prepared for the benefit of any particular 
attendee and may not be relied upon by any attendee or other third party.  If, notwithstanding 
the foregoing, this presentation is relied upon by any person, Wood Mackenzie Limited does 
not accept, and disclaims, all liability for loss and damage suffered as a result.

The information contained in these slides may be retained by attendees.  However, these 
slides and the contents of this presentation may not be disclosed to any other person or 
published by any means without Wood Mackenzie Limited's prior written permissionpublished by any means without Wood Mackenzie Limited s prior written permission.
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Global Offices
Australia
Brazil
Canada
China
India

Global Contact Details
Europe +44 (0)131 243 4400
Americas +1 713 470 1600
Asia Pacific +65 6518 0800
Email energy@woodmac.com
Website www woodmac com

Japan
Malaysia
Russia
Singapore
South Korea

United Arab Emirates
United Kingdom
United States

IndiaWebsite www.woodmac.com South Korea

Wood Mackenzie is the most comprehensive source of knowledge about the world’s energy and metals industries. 
We analyse and advise on every stage along the value chain - from discovery to delivery, and beyond - to provide 
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y y g g y y y
clients with the commercial insight that makes them stronger. For more information visit: www.woodmac.com


