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Baseline scenario: Cash flows to the state 
In our models, we have shown cash flows to the State of Alaska as a whole; these 
flows can be divided in two parts: (a) cash that the state earns by being a project 
owner and (b) cash that the state generates through its sovereign functions. The 
components that are summed (+) or subtracted (-) to produce these cash flows are 
shown below: !
Project ownership	 Sovereign functions                                               

(+) revenue = volume x price	 (+) state income tax                                  

(-) capital expenditures	 (+) property tax                                           

(-) operations and maintenance expenses	               

(-) debt service (principal and interest) 

(-) tariff paid to TransCanada  !
We have modeled four cash flow scenarios: 

- No debt and no TransCanada partnership (state takes 25% across the chain 
from the gas treatment plant to the pipeline to the liquefaction plant) 

- No TransCanada partnership but the state finances 70% of its share with debt 

- TransCanada is a partner and the state exercises its buyback option 

- TransCanada is a partner and the state does not exercise its buyback option 

In order to better understand unrestricted flows to the treasury, we can re-arrange 
the cash flows in a different way: 

Cash flows = permanent fund + property tax + state unrestricted 

The chart below shows the state’s cash flows broken down in three cases: 

- Total cash flows (SOA total, far left) 

- Total minus the permanent fund contribution (middle) 
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- Total minus the permanent fund contribution minus 80% of the property tax (far 
right). The 80% represents the fact that while some of the infrastructure will 
traverse state or federal land, much of the property tax will accrue to 
municipalities, in particular the North Slope and Kenai boroughs. The 80% is an 
assumption; in reality, many of the details of how property taxes would be 
assessed and levied on this project are yet to be determined. 

The contributions to the permanent fund are estimated at ~$168 million while 
property taxes vary over time but average $370 million a year. As a result, 
unrestricted revenue is $540 million less than the total revenue to the state as a 
whole.  

Stress case scenario: Cash flows to the state 
Our “stress case” estimates the financial implications of three combined risks: 

• Higher capital costs by 25% (versus a baseline of $49 billion). enalytica’s survey 
of cost-overruns in a sample of sixteen LNG projects over the last decade 
showed an average cost overrun of 25%, although the number ranged from 0% 
(on budget) to 120% (more than double the cost). We thus selected 25% for our 
stress-case scenario.  

• Lower sales price at $7/mmbtu versus the baseline of $15/mmbtu. This is 
an aggressive downside stress case—given today’s market conditions, oil prices 
would have to fall to $50-$60/bbl in order for oil-linked LNG prices in Asia to fall to 
$7/mmbtu. Also, given the cost of delivering LNG from the Lower 48 to Asia, 
Henry Hub prices would need to be below $3/mmbtu in order for hub-linked LNG 
prices in Asia to average $7/mmbtu—and Henry Hub prices below $3/mmbtu 
have proved unsustainable. Moreover, most proposed LNG projects (for example 
in Western Canada or East Africa) would struggle to make a sufficient return if 
prices in Asia were at $7/mmbtu—meaning that not enough new supply would hit 
the market and thus prices would rise.  Note that in all cases, prices and resulting 
cash flows are expressed in real (constant current dollar value) rather than nominal 
(after assumed inflation) terms. 
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• Utilization at 80% rather than 100%. On average, utilization is in the high 80s 
across the entire word, although this is an average—newer projects without 
technical challenges run very close to 100% of their nameplate capacity. While 
there are projects with utilization rates below 80%, these usually suffer from 
severe gas shortages and/or antiquated infrastructure.  

The stress case shows how cash flows will be affected if all three of these events 
transpired. Only in the case where TransCanada owns 25% of the GTP and the 
pipeline (and the state owns no interest in either), would the state turn cash 
negative and require cash to cover its financial obligations in the project. In all other 
scenarios defined here, the state remains cash positive, albeit with limited 
unrestricted revenue.  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about us  
Janak Mayer. Before co-founding enalytica, Janak led the Upstream Analytics 
team at PFC Energy, focusing on fiscal terms analysis and project economic and 
financial evaluation, data management and data visualization. 

Janak has modeled upstream fiscal terms in all of the world’s major hydrocarbon 
regions, and has built economic and financial models to value prospective 
acquisition targets and develop strategic portfolio options for a wide range of 
international and national oil company clients. He has advised Alaska State 
Legislature for multiple years on reform of oil and gas taxation, providing many 
hours of expert testimony to Alaska’s Senate and House Finance and Resources 
Committees. 

Prior to his work as an energy consultant, Janak advised major minerals industry 
clients on a range of controversial environmental and social risk issues, from 
uranium mining through to human rights and climate change. He has advised 
bankers at Citigroup and policy-makers at the US Treasury Department on the 
management and mitigation of environmental and social impacts in major projects 
around the world, and has undertaken macroeconomic research with senior 
development economists at the World Bank and the Peterson Institute for 
International Economics. 

Janak holds a BA with first-class honors from the University of Adelaide, Australia 
and an MA with distinction in international relations and economics from the Johns 
Hopkins School of Advanced International Studies (SAIS). 

Nikos Tsafos. Nikos Tsafos has a diverse background in the private, public and 
non-profit sectors. He is currently a founding partner at enalytica. He previously 
spent 7 ½ years at PFC Energy, where he advised the world’s largest oil and gas 
companies on some of their most complex and challenging projects; he also played 
a pivotal role in turning the firm into one of the top natural gas consultancies in the 
world, with responsibilities that included product design, business development, 
consulting oversight and research direction.  

Prior to PFC Energy, Nikos was at the Center for Strategic and International Studies 
(CSIS) in Washington, DC where he covered political, economic, and military issues 
in the Gulf, focused on oil wealth, regime stability and foreign affairs. Before CSIS, 
he was in the Greek Air Force, and prior to his military service, Nikos worked on 
channeling investment from Greek ship-owners to Chinese shipyards.  

Nikos has also written extensively on the domestic and international dimensions of 
the Greek debt crisis. His blog (Greek Default Watch) was listed as one of “Europe’s 
Top Economic Blogs” by the Social Europe Journal, and his book “Beyond Debt: 
The Greek Crisis in Context” was published in March 2013. 

Nikos holds a BA with distinction in international relations and economics from 
Boston University and an MA with distinction in international relations from the 
Johns Hopkins School of Advanced International Studies (SAIS). 



http://enalytica.info Data. Analytics. Solutions. in Energy

Memorandum: Senator French enalytica                                              "5

enalytica


