


[

3 3755 001 27690 6

gEl
Ay

PREFACE ‘ 1579

During the 1977 legislative session the legislature and administration
in the State of Alaska were approached by the sponsors of the Alaska
Highway Gas Transportation System with the request that the state par-
ticipate in the equity fimancing of that project. It is expected this
proposal will be an important issue before the legislature during the
1979 session.

In order to provide the legislature with information on the financial
feasibility of the project and other pertinent factors, the Research
Division of ﬁﬁé‘LegisZative Affairs Agency contracted with the Univer-
sity of Alaska's Institute of Soctial and Economic Research for the
preparation of the first part of this report. Subsequent reports to be
prepared by these authors under this contract will discuss: (1) the
federal interest in the Alaska Natural Gas Transportation System, (2) a
more detailed analysis of the recently passed federal natural gas legis-
lation, (3) an analysis of alternative federal policies that may be
avatlable i1f the "private financing arrangements' now discussed for the
system fail to materialize, and (4) a detailed list of the contractual,
financeial, regulatory, and other pre-conditions that must be satisfied
before the project can be constructed and gas flow through it. A final
report integrating these preliminary studies will be submitted to the
Agency in March of 1979 and will be made available to the public shortly
thereafter.

In addition, studies related to the management of the Prudhoe Bay Reser-
voir under conditions of gas withdrawal for sale are being prepared for
the Agency by others.

The second part of this volume was not prepared under contract with the
Agency, but it is included here because of its obvious relevance to the
issue at hand.

Gregg K. Erickson
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Director of Research & Analysis

Legislative Affairs Agency

Juneau, Alaska
November, 1978
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Alaska Resources Library & Information Serviced
Library Building, Suite 111
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FIGURE 1

ILLUSTRATION OF THE ELEMENTS OF

PROJECT FINANCING
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banks and insurance
companies contr{bute $750

milljon debt during
constructlon DERT 4

INTEREST
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During the 1ife of the
project it pays back
lenders $750 million
debt plus annual inter-
est of 10T on outetand~

ing debt.
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INTEREST

Note: operating costs and tares
are omitted,
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During the life of the project
(eg. 20 ycars) purchasera pay
back $750 million debt plus 10%
annual interest or outstanding
debt, snd $250 million equity
plus a 152 snnual return.
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§1 billion at 75X debt . —
and 25% equity

EQUITY EQUITY + PROFIT

$250 million equity plus = 15%
snnual rate of return allowed
by regulators on outstanding
equity.
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During the life of the project
it pays back parent companies .
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PARENT CONTANLES

contribute $250
million equity during
construction






























































































































































































































































































TABLE 6 CONVENTIONAL TARIFF PROFILE:
OF FIXED COSTS .

STRAIGHT-LINE DEPRECIATION

(1) (2) (3) (4) (5) (6) (7) (8) (9)
YEAR OF CONST- 12 % YEAR ANNUAL 12 % TOTAL  FIXED VARIA- TOTAY
SERVICE RUCTION RETURN END STRAIGHT RETURN FIXED COSTS BLE GAS
COSTS 'DURING RATE LINE DE- ON RATE COSTS PER COSTS  PRICE
CONST- BASE PRECIA-  BASE (5 + 6) MMBTU PER PER
RUCTION © TION —-- - MMBTU MMBTU
20 YEARS . :
$mil $Smil $mil Smil $mil $mil (56.7 (6% in-
trillion flation)
-5 200 btu per
-4 200 24.0 ' year)
-3 200 50.0
-2 200 81.0
-1 200 114.7 1270.6
1 1207.1 63.5 152.5 216.0 $3.81 $1.00 $4.81
2 1143.5 63.5 144.8 208.4 3.68 1.06 4,74
3 1080.0 63.5 137.2  200.8 3.54 1.12 4.66
4 1016.5 63.5 129.5 193.1 3.41 1.19 4.60
5 953.0 63.5 122.0 185.5 3.27. 1.26 4.53
6 889.4 63.5 114.3  177.9 3.14 1.34 4,48
7 825.9 63.5 106.7 170.3 3.00 1.42 4.42°
8 ' 762.4 63.5 99.1 162.6 2.87 1.50 4.37
9 698.8 63.5 91.5 155.0 2.73 1.59 4.32
10 635.3 63.5 93.8 147.4 2.60 1.68 4.28 "
11 571.8 63.5 76.2 139.8 2.47 1.79 4.26
12 508. 2 63.5 68.6 132.1 2.33 1.90 4.23
13 444.7 63.5 61.0 124.5 2.20 2.01 4.21
14 381.2 63.5 53.4 116.9 2.06 2.13 4.29
15 317.7 63.5 45.7 109.3 1.93 2.26 4.29
16 254.1 63.5 38.1 101.6 1.70 2.40 4,20
17 190. 6 63.5. 30.5 94.0 1.66 2.54 4.20
18 217.1 63.5 22.9 86.4 1.52 2.69 4.21
19 63.5 63.5 15.3 78.8 1.39 2.85 4.24
20 0.0 63.5 7.6 71.2 1.26 3.03 4.29
21 0.0 0.0 0.0 0.0 $0.00 $3.21 $3.21
Costs are current nominal dollars.
IT-128

L1

C] M X3 ¢ —_

O &3 & |3

n)

































































































































