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ABSTRACT

The Japanese approach to financing LNG Projects has
been what could be called a combined purchase and finance system
which has been arranged mainly at the initiative of Japan's Sogo
Shosha (general trading companies) with the support of Japanese
governmental financial agencies and a purchase commitment from
Japanese utilities.

In the QATARGAS project, despite it being the first
greenfield LNG project in the decade since North West Shelf
Australia LNG project, financing for the LNG plant phase has been
successfully arranged through Japanese financing.

The structuring of the financial facilities for the
QATARGAS project seems to have lessons for the future
development of the next generation of greenfield LNG projects.
Discharge of the parties' liability, proper sharing of the risk burden
and reconfirmation of the spirit of mutual understanding and trust
among the parties concerned are key factors for the success of any
new LNG project in the future.



The Japanese Approach To Financing LNG Projects

1. Introduction

The theme for today being "The Japanese Approach To Financing LNG

Projects", I would like to review Japan's past financing to LNG projects,

looking at its characteristics; then talk on how the recently structured

Qatargas financing can be placed in this context; and in conclusion give

some personal views on several issues that financing for future new LNG

projects will face.

2. Japan's LNG Financing Experience

(1) A Survey Of Japan's LNG Trade

Japan's natural gas imports all take place in the form of LNG, and

though the quantity of 39 million tons imported in 1992 was less

than 3% of the world's production of natural gas, Japan is the

world's main LNG user, accounting for a little under 70% of the

world's LNG trade.

The LNG business is a capital intensive one, in which all the stages

- the exploration and development of natural gas, and its

liquefaction, shipping and reception - form a chain, and in

organising a project the long-term participation of the numerous

parties concerned and the procurement of enormous amounts of

capital are essential.



The LNG transaction has the unique business characteristic that the

sellers and buyers are connected individually, and that once the

partners join the chain they become a group bound together by a

common fate.

At present the supply of LNG to Japan is carried out from 6

countries and 7 projects. These are, in order of time, Alaska

(imports starting in 1969), Brunei (1972), Abu Dhabi (1977),

Indonesia (Badak and Arun, 1977), Malaysia (1983), and Australia

(1989).

Of these, Japanese financing has been brought into 6 projects, all

except Alaska. Also, as we will see late, the principal source of

Japanese finance is J-EXIM co-financing, of which J-EXIM takes a

70 to 80% share.

(2) Characteristics Of Japanese Financing

I wish briefly to review the particular characteristics of past

Japanese financing to LNG projects targeting Japan.

With regard to financing to LNG projects, discrete financing is

often structured that reflects the separate ownership of the 3 phases

of gas development, liquefaction and shipping. Past Japanese

financing to LNG projects has mainly been to the liquefaction

phase, and partly because of the data's compatibility, I shall limit

my analysis here to financing to the liquefaction phase.
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i) Financing Structure And The Bearing Of Finance Risk

Past LNG financing structures will be grouped into the 3 classes

below to reflect the LNG venture's configuration.

a) Japanese Sponsor (Japanese Trading Company) Loan To A

Joint Venture

Instances include Brunei, Abu Dhabi and Malaysia (initially).

In this class there are instances where the Japanese sponsor

alone provides an additional 3rd party loan (Abu Dhabi,

Malaysia) as well as a loan in accordance with the sponsor's

share (Brunei). In all cases, finance risk was borne by the

sponsors in accordance with their share.

There are also cases where, as in the instance of Malaysia

(initially), J-EXIM has directly financed the gas producing

country's portion of the sponsor loan, with a guarantee from

the country's government.

b) Loan By A Japanese Special Purpose Company To An LNG

Venture Party (Governmental Institution)

Indonesia's case is of this type; a Japanese special purpose

company, JILCO, provided a major portion of the funds

required for the liquefaction phase to the LNG venture party

(owning the gas and liquefaction plant), Pertamina.



JILCO is a finance company whose main shareholders are

Japanese electric power and gas enterprises. This is the only

case in which Japanese LNQ users have participated in the

financing.

The background to the construction of this special finance

scheme was that the development was considered at the

height of the first oil shock, and promoted at the Japanese

initiative to secure alternative energy to oil.

In the financing to Indonesia's projects, finance risk was

covered in Japan by users and governmental institution

guarantees. Two loans - off shore and on shore, differing in

the placement of finance risk, have been implemented based

on the mediation of a special purpose company, JILCO.

c) The Provision Of Funds By Share Portion In An

Unincorporated Joint Venture

This is the case of the North West Shelf Australia LNG

project; each sponsor bore 1/6 of the funding required for

each of the phases - gas development, liquefaction plant and

shipping. Project finance by J-EXIM itself was introduced

for the first time, in the financing for the Japanese sponsor

portion.

ii) Japanese Governmental Financing As The Main Source Of

Finance
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In almost every financing to LNG projects targeting Japan (the

only exception being Indonesia's Train F), J-EXIM co-financing

has been the principal funding source.

Government-sector backup systems, such as guarantees by

JNOC (Japan National Oil Corporation) and insurance from

MITI (Japan's Ministry of International Trade and Industry), in

addition to financial support through J-EXIM, have also played

an important role in promoting the participation of Japan's

commercial banks in the financing of resource development.

These systems have been implemented as part of the

government's policy to secure energy resources for Japan.

iii) The 2 Big Players In The Structuring Of Japanese Finance

The parties that have constantly taken the initiative in the

structuring of finance from Japan are the Japanese trading

companies and LNG users.

The starting point for structuring the finance is a purchase

commitment based on a long-term contract by Japan's public

utility corporations, which are responsible for supplying electric

power and gas. They have great credit strength and influence

with regard to Japan's trading companies and financial

institutions.



Next, Japans trading companies have played an important

organising role in every case, and after perform themselves the

role of project sponsor, financier, and organizer.

It can be said that the relationship of trust between the public

utility corporations, the trading companies and the banks, which

has been established as a result of their extensive business

relations within Japan, has been a big factor in making possible

the procurement of enormous amounts of capital from Japan.

3. The Significance Of Qatargas Financing

I would like briefly to list its particular characteristics and significance.

(1) The Realization Of The First Middle East Greenfield Project In 20

Years

If the Abu Dhabi project, started before the fust oil shock, is

excluded, the Asia-Pacific region has been the main LNG supply

source to Japan (about 85%). Realization of the Qatargas project

has landmark significance in the history of the LNG trade; in the

sense that Japan has secured a new LNG source in the Middle East,

and that, for Qatar, it is the country's first move into the LNG

business, and the country has built a bridgehead to the Japanese

market.

It is true that, from a financier's perspective, it was a time of great

concern about the treatment of political risk in the Gulf region,



which went through the Gulf War. But it can be said that the

overcoming of this to achieve the project's realization has had a big

effect in raising the value in the international finance world of

business in the Middle East.

In addition, the realization of a greenfield project is the first in

almost 10 years, since the North West Shelf Australia LNG project,

which started in the mid-1980's.

The commitment to depend on a new supply source was a big step

for the Japanese user industry, which has responded principally

through the expansion of, and volume increases from, gas resources

comparatively close to market, such as Indonesia and Malaysia.

(2) Primary Factors In Realizing Project Finance For The Qatargas

Project

From a financing perspective, this case, in which the entire amount

of the 70% debt portion of the total funds required for the

liquefaction phase was provided by J-EXIM co-financing, is,

amongst past cases, close to that of Indonesia. As already touched

upon, Indonesia's case was realized at the height of the first oil

shock in the context of Japan's national policy to urgently secure

alternative energy sources - this is the first all-Japanese financing

since then.

Why has this finance been possible to structure during a period of

low oil prices?



i) First, the existence was confirmed of an abundant and high

quality gas resource in Qatar. Also can be mentioned the Qatari

government's policy of strongly supporting the development

and supply of the gas resource.

ii) Next, a bulk purchase commitment was obtained at an early

stage, the project being matched to the LNG needs from a long-

term perspective of a specific Japanese user, an electric power

company. The company's credit strength and influence within

Japan was then of great assistance in putting together the

finance.

iii) The Japanese trading companies that were members of the

development party provided effective arrangements, standing

between the sponsors, user and financial institutions, and took

the initiative in financing.

iv) Strong governmental support from Japan was obtained with a

view to diversifying LNG sources and ensuring a new long-term

supply source. In particular, when the MITI insurance system

and JNOC guarantee system were expanded, the untied direct

loan from J-EXIM was included in the context of implementing

the Japanese government's new fund cooperation plan for

returning the country's trade surplus.

There are no past examples of a scheme where this degree of

Japanese governmental support has been mobilised.
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v) In realizing the project finance, the resourceful efforts of the

Japanese arranging banks, have been a vital factor.

(3) A Symbol Of Strengthening Economic Cooperation Between Japan

And Qatar

It is obvious that giving effect to the national interest in securing the

important overseas resources required by Japan was the main

reason that strong Japanese governmental support was obtained but

it is also a fact that the policy aim of promoting more extensive

economic cooperation between Japan and Qatar came into play as

well.

The new project, which is based on an enormous amounts of

capital (a sum exceeding half of Qatar's GNP if upstream,

downstream and infrastructure are combined), holds the future fate

of Qatar's economy.

The view clearly exists in Japan's governmental agencies that

support for such a project has great significance for both Japan-

Qatar and Japan-Middle East economic cooperation.

(4) Qatari Government Support - The Key To The Project's Success

The world's energy industry is watching to see whether or not this

project achieves completion and operation on schedule. The strong

support of Qatar's government and QGPC, which has the majority

share, remains indispensable for the project's success.



LNG projects targeting Japan have in the past all achieved smooth

business records. I earnestly hope that, with the players all flexibly

responding, on Qatar's initiative, to problems on the basis of trust

and cooperation, this project will achieve results similar to past

projects.

4. Various Problems LNG Projects In The 21st Century Will Face - From

The Financier's Standpoint

(1) Changes In The Environment For LNG Development And Their

Impact

Abu Dhabi being the exception, past LNG projects for the Japanese

market have been developed with comparatively short-distance gas

producing countries around Southeast Asia and Oceania, where

economic relations with Japan are also close, as their source of

supply. Expansion projects that are based on already established

trading relations, such as those in Indonesia and Malaysia, then

hold considerable weight as supply sources.

But from a long-term perspective it is increasingly necessary to

consider widely spread sources of supply, limits being feared to the

expansion of existing projects, and it becoming harder to secure

existing supply sources that are blessed in their development

environment.

The environment is expected to deteriorate for developing new

projects in the future; factors will include harsh natural conditions,
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the worsening geological condition of the gas source, the

increasing distance of the supply source, and a lack of

infrastructure.

Moreover, circumstances are expected in the market environment

as well that will compel a new response: the multinationalisation of

purchasing countries. The problems faced by project participants

will be extremely big; including a further increase in the enormous

sum of capital required for development, the difficulty of ensuring

project economics, the difficulty of suitably distributing the

swelling project risk, and the response to the country and regional

risk that will accompany the widening spread of supply sources.

At present, there are numerous racers - in the Middle East, Russia,

Alaska, Asia and elsewhere - that have revealed their identity in the

grass-roots LNG development race directed at the Asia market.

Which amongst these will make the finish will be the result of a

complicated race, but it seems to me that the financing for Qatargas

has many lessons for them.

I would like here to limit my comments on financial matters to the

next 2 points. The first is the multinationalisation of buyers, and the

second is the increase in the enormous amount of capital required.

(2) Projects With Multinational Buyers and Japanese Financing
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Past Japanese LNG financing has been to LNG development

projects that plan to supply the entire quantity to Japan.

Such financing has been implemented as part of the so-called

"combined purchase and finance system", backed by governmental

financial support system.

But it can be expected that new large-scale projects of the future

will be projects in which multinational buyers are incorporated

from the outset.

It will become increasingly necessary for the Japanese users to

avoid excessive dependence on a specific source. On the other

hand, high growth being predicted in LNG demand in East Asian

countries other than Japan, it is expected that buyers will become

increasingly multinational.

How far the participation of Japanese financing can be counted

upon in projects where the Japanese user is no more than one of

the buyers and who in these cases will take the initiative in

financing arrangements will be new issues.

Responses to future instances of multinational buyers will probably

be considered case-by-case, and be discussed according to the 2

viewpoints below. One is the view based on the national interest in

providing an appropriate portion of the funds considering the

offtake share; the other is the view that positive support ought to be

provided beyond Japan's offtake, the development of new supply



sources being important also for maintaining the demand-supply

balance for the entire Asia region.

In circumstances where it is expected that the rapid growth of

Asia's economies will continue in the future, and that the degree of

interdependence between Japan's enterprises and Asia's markets

will heighten further, the importance is indicated of maintaining the

energy balance for the entire Asia region, preserving the

environment and securing clean energy sources. The necessity will

probably be urged for changing Japan's support system for

securing overseas resources from a single country system to a

regional system that takes into account all Asia.

(3) The Difficulty Of Procuring Enormous Amounts Of Capital

(The Diversification Of Funding Sources)

In the realization of new large-scale projects, how to procure the

enormous amounts of capita) necessary will be a key point, and the

diversification of financing sources will be required.

With the wide variety of financing sources, it is possible that

financing from buyer countries other than Japan will also become

an important funding source. If the developer state is a country in

the progress of development, the introduction of government-based

funds for the construction of infrastructure can be considered.

But in these cases of mixed financing, much more complicated

negotiations will be necessary for the construction of the security



package and intercreditor's agreement, and a stronger initiative will

be required from the sponsors.

(Expectations Concerning Project Finance)

Who will bear the finance risk, and how a credible guarantee

package will be constructed are key factors for attracting finance.

From the beginning, risk sharing has been carried out case-by-case

between the seller side, the buyer side and the banks that permit

high risk /high return.

As the amount of funding becomes increasingly huge, the

expectations increase for project finance, in which repayment

credibility is found in the project itself.

The risk analysis of LNG projects does not particularly differ from

that of other resource projects, it being proven that LNG projects

are technically sound and feasible. However, these projects have

the special characteristic that investments are to a linked system,

called a chain, that is composed of several sectors in which the

sponsors or jurisdictions differ. The lender must confirm that each

sector is well designed and engineered, and that a perfect

agreement has been effected between all the parties. Should these

conditions be confirmed it can be said that the venture is qualified

for project finance.

Accordingly there is a decisive difference in the evaluation of

project risk, depending on whether it is an expansion project in

regions and by parties with an established record, or a new project

71



in new regions and by new participants. The financier's evaluation

of the risks differs even for projects that have the same economics,

depending on who will do the project and on what the records are

like of the participants, all the way to that of the buyer.

In the future, additional support from the sponsors will be required

for new projects. In particular, it being expected that a response

will be difficult to the political risk in new regions, the support of

the government in the gas producing country will be vital.

In the financing of giant LNG projects in the future, however the

technical coordination of the banking sector will increasingly play

an important role, and it will be expected that banks with an

expertise in project financing will participate in an innovative way

in project risk sharing.

To conclude, the characteristics of the LNG trade - that both the

seller and the buyer as well as the financier are incorporated over

the long-term in an LNG chain, and that once they embark on the

same boat they are obliged to entrust their fate to it - will probably

not change in the future. I believe mutual understanding, trust and

cooperation are essential between the suppliers and consumers of

LNG.

On that basis, it will be possible for the banking sector to take part

as the third important player, in promoting the development and

use of valuable LNG resources kind to the earth's environment.


