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LNG Finance in World Markets

Tangguh LNG Train 3 Financing Advances

Financing for Tangguh’s third liquefaction train progressed in late January when sponsors, advised by Societe
Generale, sent out an information memorandum to banks. Financing proposals are due March 31 and financial close is
expected June 30, 2016. Sponsors are preparing the financing to lay the ground for train 3's final investment decision,
expected late this year.
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contract underpinning expansion of the liquefaction scheme,

as approved earlier by Indonesian upstream oil and gas regulator SKK Migas.

Lenders would have the option to choose between tenors of 10 years and 13 years because some banks would not

be able to lend beyond 10 years. The breakeven oil price for the 10-year tenor is estimated at $44 a barrel, while the 13-
year tenor is said to be $30.50/bbl. Given the current cost of funding and risk profile of this guaranteed deal, bankers
expect the loan to be priced around 175 basis points (bps) to 200 bps over the London interbank offered rate (Libor).
The cleared price, which will reflect bank appetite for the deal, will only emerge once banks make their proposals on
commitment amounts and margins. However, lender appetite for Tangguh could be strong given that banks have
capital to commit and may be expecting fewer deals to hit the market because of low oil and gas prices. With Japanese
project sponsors and offtake agreements, Japanese commercial banks could be the most aggressive and propose the
lowest pricing, said banking sources.

The suggested margin of 175 to 200 bps would be significantly higher than pricing on the loans raised for the first
two trains in 2006 and 2007. It could reflect the fact that the earlier deals were done during the boom years of bank



lending before the 2008-2009 global financial crisis. As such, attempts to refinance them in 2014 showed that pricing
was higher.

The new loan is expected to have a structure similar to the original Tangguh train 1 and 2 loans. The financing
carries sponsor guarantees across the full loan repayment horizon in a trustee borrowing scheme (TBS) where an
offshore trustee acts as the borrower and is paid by the offtaker, ensuring that debt repayment is prioritized over other
expenses. HSBC is the trustee for Tangguh.

A $1.066-billion commercial bank loan for Tangguh was signed in 2006 with lenders including Bank of Tokyo
Mitsubishi UFJ (BTMU), BNP Paribas, Fortis Bank, ING Bank, Mizuho, Sumitomo Mitsui Banking Corp. and Standard
Chartered Bank. The structure for the 15-year loan included a TBS. The JBIC tranche was $1.2 billion while ADB's was
$350 million. An $880-million club deal was also concluded in October 2007 for a tranche of debt with a maturity of
13.5 years, supporting Tangguh offtake going to China’s Fujian import terminal. Lenders included Bank of China, BTMU,
DNB, Intesa San Paulo, Mizuho and Royal Bank of Scotland.

The commercial and ADB tranches for the first two trains — part of a total $3.5-billion financing package — were
repaid by the sponsors in January 2014. Lenders exercised the option to seek early repayment in 2014 because margins
had trended higher and they believed they could book loans with higher pricing elsewhere. The commercial bank loans
of $1 billion and $880 million were priced at around Libor plus 22 bps and 34 bps, respectively, and refinancing was
offered around 90-100 bps higher. The sponsors were forced to repay the loans because the Indonesian government
rejected the higher margins. To get approved by SKK Migas this time around, Tangguh partners will need to show that
train 3 bank debt is the lowest-cost financing source.

Tangguh close to another 1-MMt/y deal

Tangguh is close to finalizing a 1-MMt/y long-term supply deal with a Chinese buyer, said to be a power utility,
bringing it closer to making FID for train 3, according to industry sources. BP and partners delayed the FID from the
second half of 2015 as they worked to reduce the cost of construction to compete globally in a well-supplied market, as
well as selling down the volumes of train 3.
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end of the contract in 2035. PLN is taking

the 40% of train 3 capacity allocated to the
domestic market. In its 20-year contract, that would eventually increase to 1.5 MMt/y of train 3's 3.8-MMt/y output.
Kansai's contract went into effect in 2014 while PLN’s started in January 2015. Both are supplied by the existing two
trains and will shift to the third train. Train 3 was originally scheduled to come on stream in 2019 but it is now expected
in July 2020 after 48 months of construction to first LNG. Revenues from the expansion project’s condensate
production will not be part of debt servicing.



Tangguh volumes are being marketed at a slope above 13% linked to JCC for 10 years on an X-ship basis with a
constant, making it difficult to compete with other supply projects in the current environment, since its lean volumes
are in the same quality category as coal bed methane-to-LNG. Major buyers in Asia already have substantial CBM
offtake and are less willing to buy additional lean volume. PLN was scheduled to take 0.5 MMt in 2015, rising to 0.75
MMt/y in 2016 to 2018 and 1.5 MMt/y from 2019 until the end of the contract. The electric utility is paying 13% of the
realized export price for Indonesian crude oil plus $1/MMBtu. That would be the floor price for any supply agreements
for Tangguh as it is politically difficult to sell below domestic prices. With a most-favored-nation clause, PLN's contract
price would be adjusted accordingly whenever Tangguh gives another buyer more favorable pricing, if a new deal is
longer than five years and larger than 0.5 MMt/y. As such, Tangguh needs future export buyers to match PLN’s pricing.

Sempra Energy originally had a contract for 3.2 MMt/y from the first two trains for delivery to its Energia Costa Azul
terminal on Mexico's Pacific Coast through 2015. But the US utility agreed to allow those volumes to be diverted to
Asian customers willing to pay much higher prices. Sempra gets a portion of the profits from those higher-priced sales
to Asia. Those short-term sales ramp down 2016 through 2018, however, and the 3.2 MMt/y is fully available beginning
in 2019. Tangguh hasn't been allowed to place that volume in long-term export deals because the Indonesian
government reneged on a high-level gas allocation agreement reached in 2012 with BP. It set the volume split between
the domestic sector and the export market
for both train 3 and the Sempra diversion

Tangguh Sales and Purchase Agreements (MMt/y)
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