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Property Tax Discussion 

 

Municipal Advisory Gas Project Review Board 

Anchorage, 11 September, 2014 
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Objectives 

▪ Reprise key points of August meeting 

 

▪ Add some numeric illustrations 

 

▪ Opportunity to discuss 

– Methodology of analysis 

– “Missing information” to aid decision making 

 

▪ Set path for next-step analysis to provide further inputs 

– Identify resources from Members to contribute, if applicable 
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Key Reminders 

▪ LNG is different to oil 

 

▪ LNG sales profile is flat 

– Efficiency improvements may provide small changes 

– Expansion projects will provide larger changes 

 

▪ It is sold into international markets on long term contracts 

– 20 years typical 

 

▪ Pricing still mostly linked to oil 

– Producers receive “Net Back” from market 
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Gas vs Oil Projects (Dedicated Facilities) 
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Typical Profile of Pipeline / Process Facility Throughput Over Project Life 

Gas Project Oil Project

Production accelerated and 

declines over time, with periodic 

uplifts  

Production scheduled out over 

extended period, flatter profile  
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Key Considerations 

▪ Very high capital costs (~$45 billion – or more) and long term 
nature of contracts to be signed up front provide strong drivers 
for predictable and stable fiscal structure 

 

▪ System still requires a mechanism to cope with: 

– Project expansion 

– Life extension 

– Significant changes in external environment 

 

▪ PILT mechanism is a suggested format 

– $/Mcf arrangement 

 

▪ Distribution metrics also required 

– Separate this debate from one on defining payment mechanism (eg 
PILT) and amount 
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Typical Profile of Pipeline / Process Facility Throughput Over Project Life 

Gas Project Oil Project As Originally Conceived Gas Expansion

Gas vs Oil Projects (Dedicated Facilities) 

Gas expansion projects too 
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Illustrative Netback 
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Netback Pricing: Gas vs Oil 

Adapted from Enalytica presentation 

House Finance Committee 

28 March 2014 
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Generic Health Warning !! 

 

 

 

▪ All numbers shown at this stage are illustrative only ! 

 

▪ They may be indicative, but are subject to change 

 

▪ There is still A LOT of work to be done 
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Oil Value Chain 
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Gas Price Factors 
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Midstream Factors 
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Gas Value Chain 

GAS VALUE CHAIN 

US$ 100/Oil = $13.50/MMBtu gas 
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Oil and Gas Netback Illustrations 

Midstream 

costs in oil are 

around 20% of 

Netback  

Netback in 

gas is around 

20% of 

Midstream 

costs 
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What Investors Care About 

Can make 

adjustments in 

form and type 

of take without 

impacting 

returns 

$1.50 
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What Investors Care About – (OK) (OK) 

Can make 

adjustments in 

form and type 

of take without 

impacting 

returns 

$1.50 
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What Investors Care About –           (!)  

Can make 

adjustments in 

form and type 

of take without 

impacting 

returns 

$0.40 change in 

Midstream costs 

is ~4% change in 

costs …. 

$1.10 

… but 25%-30% 

change in 

Netback 
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Evaluation Stages 

Member Wants and Needs 
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Evaluation Stages 

▪ The Issue in Principle 

– Agree that PILT of some form is the appropriate way to go 

 

▪ How Big Is The Pie 

– Mechanisms for Translating Modified Status quo to PILT 

 

▪ What Shape Is Required 

– Construction Period 

– Flat 

– Escalating 

– Other Function ? 

 

▪ Distribution amongst the Municipalities 
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Key Parameters 

▪ Initial Design 

– Throughput 

– Costs 

– Assumed Returns 

▪ Debt + Equity = WACC 

– Depreciation 

▪ Modified Status Quo 

– Term 

 

▪ Subsequent Considerations 

– Expansion / extension implications 

– Timing of take 

 

 

 

 

 

 



21 

©
 2

01
4 

G
af

fn
ey

, C
lin

e 
&

 A
ss

oc
ia

te
s.

 A
ll 

R
ig

ht
s 

R
es

er
ve

d.
  

How Might The Midstream Costs Divide ? 

20 Years 30 Years 

All numbers are illustrative. 

Property Tax here ignores ownership considerations, 

and reflects financing assumptions in  

B&V Royalty Study 
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Illustrative Impact of Life Assumptions 

These are average values over assumed project life.   

If an actual PILT were structured it would be slightly different to account for the time 

value of money and that under this model annual payments decline steadily over time.  
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Alternate Profiles of Property Tax Payments Over Project Life 

Original Flat Fixed Inflation

Potential Alternative Property Tax Profiles 

All The Same 
All of these profiles deliver the same Property Tax 

value over the property’s life  

(at given set of assumptions) 
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Member Inputs 

▪ What do Members need/want to know as each of the 

evaluation stages are progressed ? 

 

▪ What risks are Members trying to mitigate ? 

 

▪ What exposure might Members be interested in ? 
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Thank You 


