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1. Executive Summary

Esso Exploration and Production Guyana Limited (EEPGL), an affiliate of ExxonMobil, has recently
discovered commercial oil and natural gas reserves in the Stabroek block approximately 120 miles
offshore Guyana. EEPGL estimates that 30 to 50 million cubic feet per day (MMscfd) of natural gas
could be available for electricity generation in Guyana. Using the available natural gas for electricity
generation would reduce Guyana’s reliance on imported liquid fuels for electricity generation, thereby
allowing for the diversification of Guyana’s energy matrix. Utilizing the natural gas in this way would
require investment in an offshore natural gas pipeline to bring the natural gas to the Guyanese
mainland, a natural gas liquids INGL) separation plant and LPG production facility, and new natural-
gas-fired electricity generation capacity.

The Government of Guyana has partnered with the Inter-American Development Bank (IDB) to
commission Energy Narrative to conduct a feasibility study of the planned offshore natural gas
pipeline, the NGL separation and LPG production facility, and the natural gas-fired generation plant
and related electricity infrastructure. The primary objective of the study is to determine the overall
feasibility of transporting natural gas from offshore Guyana, building an NGL separation and LPG
production plant to market the liquids from the natural gas stream, and building a new electricity

generation station to use the remaining dry natural gas.

1.1. Project Overview

The proposed natural gas offshore pipeline, NGL separation and LPG production plant, and natural-
gas-fired power plant that comprise the project will exploit natural gas that will be made available for
commercial uses from the Liza-1 deepwater project. Liza-1 is located in the Stabroek block roughly
180 kilometers offshore of Guyana in more than 2,000 meters of water.

Liza-1 is the first of eight hydrocarbon discoveries made by EEPGL in the Stabroek block since 2015.
The most recent discoveries are still being appraised, but ExxonMobil’s most recent estimate, released
on July 23, 2018, estimated more than 4 billion barrels of recoverage oil-equivalent hydrocarbons. This
was a significant increase from the previous 3.2 billion barrel of oil equivalent estimate. Figure 1-1
shows the location of EEPGL’s finds and planned drilling program for 2018.

Figure 1-1: EEPGL Stabroek block discoveries and planned drilling activity (2018)
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Of these discoveries, only the first phase of development of the Liza discovery has been given a final
investment decision. Liza phase 2 is under development and Liza phase 3, which would also produce
oil from the Payara discovery, is being developed with an estimated start date in 2023.

EEPGL’s latest gas production profile information for Liza-1 confirmed the availability of ~50
MMscfd of natural gas for commercial sale over a 15-20 year period. This supply profile, as well as
potential future natural gas production from other nearby discoveries, has led the proposed pipeline
to bring the natural gas onshore to be tentatively sized at 12” diameter. This pipeline size would be
sufficient to transport 145 MMsctd of natural gas.

The offshore natural gas pipeline is planned to land at Woodlands on the Guyana coast roughly 30
kilometers east of Georgetown. This site was selected after an extensive site selection process, led by
a cross-agency team including representatives from the Guyana Energy Agency, Guyana Power &
Light, the Ministry of Natural Resources, the Ministry of Business, the Ministry of Public
Infrastructure, the Guyana Lands & Surveys Commission, and the Maritime Administration
Department. The Woodlands site has the benefit of sufficient area (roughly 476 acres) for the planned
natural-gas-fired power plant, the NGL separation and LPG production plant, and a potential
industrial park. The site is not located near a port, however, and will require extensive site development
work owing to the poor soil conditions at the location.

1.1.1. Expected natural gas volume

The feasibility analysis assumes two natural gas supply cases based on the most recent supply profile
and natural gas composition data provided by EEPGL: a lower case averaging 30 MMscfd from 2022



until 2041, and a higher case averaging 50 MMscfd for the bulk of the study period, including a ramp
up period at the beginning and a ramp down period at the end (see Figure 1-2 below).

In addition to these two main supply cases, a third case was considered to highlight the potential
impact of future additional natural gas availability. Although the currently modeled natural gas supply
from Liza is capped at 50 MMscfd, the potential for additional natural gas supply from future
developments has led EEPGL to size the offshore pipeline to transport a maximum of 145 MMscfd.
The natural gas supply modeled in this third case assumes that the additional volumes begin to come
online in 2028, six years after Liza-1’s initial production. The supply curve rapidly increases to the full
145 MMsctd and then maintains that volume throughout the study period. It should be stressed that
this is a purely conjectural case—the proposed supply curve and duration are not based on any supply
or reservoir data currently available. As a result, the analysis based on this theoretical 145 MMscfd
supply case is presented separately from the two main supply cases noted above.

Figure 1-2: Modeled natural gas supply profiles
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The theoretical 145 MMscfd natural gas supply case highlights the economic and financial implications
of operating the pipeline at maximum capacity. Although Guyana’s power sector is not large enough
to absorb this volume of natural gas, the gas could be used as a feedstock and to support other
industrial development. Most importantly, the capital cost of the offshore pipeline will be spread
across a greater volume of natural gas supply, thereby reducing the cost of gas to the power plant and
other users. Because the pipeline was intentionally oversized to accommodate the potential for
additional volumes of natural gas, this analysis is included to quantify the economic and financial
benefits of operating the pipeline at full capacity.



These two main natural gas supply cases, matched with the two options for new natural-gas-fired
electricity generation capacity developed in the GPL 2018 Expansion Plan, were used for the
economic and financial analysis, and related sensitivity analyses of each of the project components as
described below.

1.2. Offshore natural gas pipeline feasibility

The offshore natural gas pipeline’s economic and financial feasibility were calculated separately, using
a common set of physical, operational, and financial assumptions.

1.2.1. Economic feasibility

The offshore natural gas pipeline’s economic feasibility was determined by comparing the economic
costs of building and operating the infrastructure to produce, prepare, and transport the natural gas
to shore with the economic benefits that the natural gas will bring. The upstream natural gas
production and offshore pipeline’s economic costs include the capital cost of the additional equipment
required to produce the natural gas and the capital cost to build the pipeline, the annual cost to produce
the natural gas and operate the pipeline, and any environmental costs associated with the pipeline’s
operations. The offshore pipeline’s economic benefits include the avoided costs that would have been
incurred if the offshore natural gas pipeline had not been built. The natural gas delivered by the
offshore pipeline will primarily replace heavy fuel oil (HFO) that is currently being imported for
electricity generation. The economic benefits from building the offshore natural gas pipeline therefore
include the avoided cost of importing HFO and the avoided economic cost of carbon dioxide (CO3)
emissions that would result from burning the HFO for electricity generation. This analysis does not
include any economic benefits from increased job creation (both directly from the construction and
operation of the project and indirectly from the greater economic activity associated with the pipeline).
While the pipeline will clearly bring some job creation benefits, this value was not quantified for this

analysis.

This economic cost-benefit analysis (CBA) finds that the offshore natural gas pipeline has an aggregate
net present value (NPV) of approximately US§782 million and an economic rate of return of 30%
percent under the project’s Base Case assumptions. This indicates that the offshore natural gas pipeline

is economically viable.

A sensitivity analysis was performed to estimate how changes in key variables would impact the
offshore natural gas pipeline’s economic feasibility. Three independent variables were included in the
sensitivity analysis: the volume of natural gas shipped by the pipeline, the cost to produce the natural
gas and build and operate the pipeline, and the price of HFO that the natural gas will displace. These
variables were selected based on the likelihood that they could change and their potential to have a
material impact on the offshore natural gas pipeline’s economic feasibility.

Table 1-1 presents the results of changing the three input variables individually as well as a “worst

case” scenario that combined high project costs with a low oil price outlook.

Table 1-1: Natural gas pipeline economic feasibility sensitivity analysis results




Sensitivity Variable Settings Key Results Metrics

Present Value Present Value  Economic Economic
Capital & of Economic  of Economic  Net Present Rate of Economic

NG Flow Opetating HFO and Benefits Costs Value Return Benefit / Cost
Volume Costs LPG Price (US$ million) (US$ million) (US$ million) % Ratio

30 Base Base $1,312 ($531) $782 30% 247

30 High Base $1,312 ($608) $704 26% 2.16

30 Low Base §1,312 (8454) %859 36% 2.89

30 Base H_igh $2,396 ($531) $1,865 48% 451

30 Base Low $630 ($531) $99 13% 1.19

30 High Low 8630 ($608) $22 11% 1.04

50 Base Base $1,827 ($586) $1,241 35% 3.12

50 High Base 81,827 ($663) $1,164 31% 2.76

50 Low Base $1,827 ($509) $1,318 40% 3.59

50 Base High $3,352 ($5806) $2,766 52% 572

50 Base Low %874 ($580) %289 18% 1.49

50 High Low $874 ($663) $212 15% 1.32

145 Base Base $3,798 (8790) $3,008 41% 4.81

Source: Energy Narrative analysis

The table shows that the offshore natural gas pipeline remains economically feasible under each
individual sensitivity case. Under the “worst case” combination of both high project costs and a low
oil price outlook, the project is marginally feasible, showing a US$22 million economic gain over 20
years and an economic rate of return of 11%--just above the 10% hurdle rate. The pipeline shows
the highest economic return under the 50 MMscf per day of natural gas volumes and the high oil
price case, reaching nearly US$2.8 billion in net present value and a 52% economic rate of return.

If natural gas supply were increased to the theoretical 145 MMscfd case, the offshore natural gas
pipeline would have an economic net present value of just over US$3 billion and an economic rate
of return of 41%.

1.2.2. Financial feasibility

The project’s financial feasibility will be determined by the price of natural gas that will be negotiated
between the Government of Guyana and EEPGL In this negotiation, EEPGL’s priority will be to
secure a price for the natural gas and LPG that will provide the greatest return on investment. At the
same time, the Government of Guyana’s priority is to minimize the cost of electricity generated with

the supplied natural gas.

The financial feasibility analysis used two price setting approaches to reflect these different priorities:
a Cost+ approach which added a fixed return to the project costs and then calculated the resulting
electricity price, and a Net Back approach which fixed an average electricity price for the project
timeframe and then calculated the natural gas price and resulting returns on investment that would be
required to provide electricity at the chosen price. In each methodology, the natural gas price is
assumed to be fixed throughout the project timeframe.



For each price setting approaches a high and low value were selected in order to examine the range of
possible outcomes for the natural gas price negotiations. Under the Cost+ approach, both a 10%
internal rate of return (IRR) and a 16% IRR were modeled. Under the Net Back approach, an
electricity price of US$0.09 per kWh and US$0.06 per kWh were modeled.

The financial feasibility analysis for the offshore natural gas pipeline divided the project component
into two parts: the upstream natural gas supply, including the additional investment and equipment
added to the FPSO to allow natural gas to be produced for sale onshore, and the offshore natural gas
pipeline that then transports the produced natural gas to the landing site on the Guyana mainland.

1.2.2.1. Upstream natural gas production financial feasibility

The financial analysis of the upstream segment finds that under the Cost+ approach the produced wet
gas natural gas would be priced at US$1.01 per MMBtu to have a net present value (NPV) of zero and
an internal rate of return of 10% under the Base Case assumptions. Achieving a 16% IRR would
require a price of US$1.48 per MMBtu for the natural gas supply, resulting in a US$40 million NPV
for the upstream investments.

Under the Net Back approach, delivering an average electricity price of US$0.09 per kWh under the
Base Case assumptions would require an upstream gas price of US§1.03 per MMBtu, resulting in an
NPV of approximately US$2 million and an internal rate of return of 10% percent. That is, the
upstream natural gas production would be profitable under this pricing option. An electricity price of
US$0.06 per kWh is not possible at this volume of natural gas production, however, as this electricity
price would require the produced natural gas to be priced at US$0.64 per MMBtu, resulting in a 4%
IRR and a US$32 million loss in net present value terms.

A sensitivity analysis was performed to estimate how changes in key variables would impact the
upstream natural gas production’s financial feasibility under both the Cost+ and Net Back pricing
options. The sensitivity analysis used two of the independent variables that were included in the
economic sensitivity analysis: the volume of natural gas produced, and the cost to produce the natural
gas. Under the Cost+ pricing option, adjusting the variables only affected the natural gas sales price
and net present value, as the internal rate of return was held fixed at 10% and 16%. For the Net Back
pricing option, adjusting the variables affected only the net present value and the internal rate of
return, as the natural gas price was held fixed. The summary results of the sensitivity analysis are
presented in Table 1-2 below.

Table 1-2: Natural gas upstream financial feasibility sensitivity analysis results




Sensitivity Variable Settings Key Resulis Metrics

Capital & NG Wellhead NetPresent Internal Rate
NG Fow  Operating Pricing Price Value of Return
Volume Costs  Mechanism  (US$/MMBtu) (US$ million) (%)
0 Base RR-10% $1.01 0 10%
0 Base IRR-16% $1.48 $40 16%
0 Base Elec - 6 cent $0.64 ($32) &
0 Base Elec - 9 cent $1.03 ® 10%
0 Low RR-10% $0.81 ) 10%
0 Low IRR-16% $1.18 $32 16%
0 Low Elec - 6 cent $0.64 ($14) Po
0 Low Elec - 9 cent $1.03 $19 14%
0 High RR-10% $1.22 0 10%
0 High IRR-16% $1.78 48 16%
0 High Elec - 6 cent $0.64 ($50) 2o
0 High Elec - 9 cent $1.03 ($16) &b
50 Base RR-10% $0.74 0 10%
50 Base IRR-16% $1.12 $45 16%
50 Base Elec - 6 cent $0.50 ($27) Bho
50 Base Elec- 9 cent $0.84 $12 12%
50 Low RR-10% $0.59 0 10%
50 Low IRR-16% $0.89 $36 16%
50 Low Elec - 6 cent $0.51 ($10) &b
50 Low Elec- 9 cent $0.84 $30 15%
50 High RR-10% $0.88 0 10%
50 High IRR-16% $1.34 $54 16%
50 High Elec - 6 cent $0.50 ($45) K7
50 High Elec - 9 cent $0.84 ($5) Pho
145 Base RR-10% $0.36 0 10%
145 Base IRR-16% $0.62 $62 16%
145 Base Elec - 6 cent $0.39 % 11%
145 Base Elec - 9 cent $0.61 $59 16%

Source: Energy Narrative analysis

The table shows that the upstream natural gas production remains financially feasible under every
Cost+ sensitivity case for both the assumed 10% IRR and 16% IRR. The resulting natural gas price
ranges from US$0.59 per MMBtu for the 10% IRR under the 50 MMscfd Low Cost Case to
US$1.78 per MMBtu for the 16% IRR under the 30 MMscfd High Cost Case.

Under the Net Back approach, the upstream natural gas production is financially feasible under the 9
cent electricity level in all sensitivities except the 50 MMscfd High Cost Case where it has a 9% IRR
and a US$5 million loss over the project’s 20 year life. The upstream natural gas production is not



feasible under the 6 cent electricity level for any of the sensitivity cases, suggesting that this average
price for electricity is unobtainable without higher natural gas volumes or subsidization.

If the natural gas production were increased to the theoretical 145 MMscfd supply case, the natural
gas wellhead price could fall as low as US$0.36 per MMBtu under the Cost+ price setting
mechanism and a 10% IRR. Increasing the IRR to 16% would result in a price of US$0.62 per
MMBtu. Under the Net Back price setting methodology, the natural gas wellhead price for 9 cent
electricity and 6 cent electricity both fall within the range set by the Cost+ price setting
methodology. That is, at this volume of natural gas, setting the natural gas price to produce
electricity at an average price of 6 cents per kWh is financially feasible, resulting in a US$5 million
NPV and 11% IRR. Increasing the electricity price to 9 cents per kWh results in an NPV of US$59
million and an IRR of 16%.

1.2.2.2. Natural gas pipeline financial feasibility

The financial analysis for the offshore natural gas pipeline finds that the pipeline tariff under the Cost+
approach would be priced at US$3.91 per MMBtu for the pipeline to have a net present value (NPV)
of zero and an internal rate of return of 10%. Achieving a 16% IRR for the pipeline would require a
tariff of US$5.71 per MMBtu, resulting in a US$155 million NPV.

Under the Net Back approach, delivering an average electricity price of US$0.09 per kWh under the
Base Case assumptions would require a pipeline tariff of US$3.99 per MMBtu, resulting in an NPV of
approximately US$7 million and an internal rate of return of 10% percent. That is, the offshore natural
gas pipeline would be profitable under this option. An electricity price of US$0.06 per kWh is not
possible at this natural gas volume, however, as this electricity price would require the produced natural
gas to be priced at US$2.48 per MMBtu, resulting in a 4% IRR and a US$123 million loss in net present

value terms.

A sensitivity analysis was performed to estimate how changes in key variables would impact the
offshore natural gas pipeline’s financial feasibility under both the Cost+ and Net Back pricing options.
The sensitivity analysis used the independent variables that were included in the upstream natural gas
production financial sensitivity analysis. The summary results of the sensitivity analysis are presented
in Table 1-3 below.

Table 1-3: Natural gas pipeline financial feasibility sensitivity analysis results




Sensitivity Variable Settings Key Results Metrics
Capital & NG Pipeline  NetPresent  Internal Rate
NG Fow  Operating Pricing Tariff Value of Return
Volume Costs  Mechanism  (US$MMBtu) (US$ million) (%)
K] Base RR-10% $3.91 0 10%
0 Base IRR-16% $5.71 $155 16%
K] Base Elec - 6 cent $2.48 ($123) &
0 Base Elec - 9 cent $3.99 $7 10%
0 Low RR-10% $3.13 ) 10%
K] Low IRR-16% $4.57 $124 16%
0 Low Elec - 6 cent $2.48 ($56) o
0 Low Elec - 9 cent $3.99 $74 14%
0 High RR-10% $4.69 0 10%
K] High IRR-16% $6.85 $186 16%
0 High Elec - 6 cent $2.47 ($191) 2o
K] High Elec - 9 cent $3.98 ($61) 7
50 Base RR-10% $2.84 LY 10%
50 Base IRR-16% $4.31 $175 16%
50 Base Elec - 6 cent $1.95 ($105) B
50 Base Elec - 9 cent $3.24 $48 12%
50 Low RR-10% $2.27 0 10%
50 Low IRR-16% $3.45 $140 16%
50 Low Elec - 6 cent $1.95 ($37) 7
50 Low Elec - 9 cent $3.25 $116 15%
50 High RR-10% $3.40 0 10%
50 High IRR-16% $5.17 $210 16%
50 High Elec - 6 cent $1.94 ($174) Fo
50 High Elec - 9 cent $3.24 ($20) Plo
145 Base RR-10% $1.40 0 10%
145 Base IRR-16% $2.41 $240 16%
145 Base Elec - 6 cent $1.50 $22 11%
145 Base Elec - 9 cent $2.37 $232 16%

Source: Energy Narrative analysis

The table shows that the natural gas pipeline remains financially feasible under every Cost+
sensitivity case for both the assumed 10% IRR and 16% IRR. The resulting natural gas
transportation tariffs range from US$2.27 per MMBtu for the 10% IRR under 50 MMscfd Low Cost
Case to US$6.85 per MMBtu for the 16% IRR under 30 MMsctd and High Cost Case.

Under the Net Back approach, the natural gas pipeline is financially feasible under the 9 cent
electricity level in all sensitivities except the 50 MMscfd High Cost Case where it has a 9% IRR and a
US$20 million loss over the project’s 20 year life. The natural gas pipeline is not feasible under the 6



cent electricity level for any of the sensitivity cases, suggesting that this average price for electricity is
unobtainable without higher natural gas volumes or subsidization.

If the natural gas production were increased to the theoretical 145 MMscfd supply case, the pipeline
transportation tariff could fall as low as US$1.40 per MMBtu under the Cost+ price setting
mechanism and a 10% IRR. Increasing the IRR to 16% would result in a price of US$2.41 per
MMBtu. Under the Net Back price setting methodology, the natural gas wellhead price for 9 cent
electricity and 6 cent electricity both fall within the range set by the Cost+ price setting
methodology. That is, at this volume of natural gas, setting the natural gas price to produce
electricity at an average price of 6 cents per kWh is financially feasible, resulting in a US$22 million
NPV and 11% IRR. Increasing the electricity price to 9 cents per kWh results in an NPV of US$232
million and an IRR of 16%.

1.2.3. Natural gas delivered price

The price of the natural gas delivered to the Guyana mainland is the sum of the upstream price of the
produced natural gas and the pipeline tariff to transport it to the shore. Figure 1-3 below compares
the delivered price of natural gas under the different natural gas volumes under the Cost+ price setting
methodology for both a 10% IRR and 16% IRR. In both cases, the natural gas price is compared to a
“business as usual” price for the imported HFO that the natural gas replaces.

Figure 1-3: Price of delivered natural gas to achieve a 10% and 16% IRR (2017 US$ per MMBtu)
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Source: Energy Narrative analysis

Under the 30 MMscfd natural gas supply case, a delivered natural gas price of US$4.92 per MMBtu
provides a 10% IRR, rising to US$7.19 per MMBtu for a 16% IRR. Increasing the natural gas
volume to the 50 MMscfd supply case lowers the delivered price to US$3.57 per MMBtu for a 10%
IRR and US$5.42 per MMBtu for a 16% return. If the 145 MMscfd natural gas supply profile is
achieved and the pipeline was fully utilized, the delivered price of natural gas could fall to just
US$1.77 per MMBtu for a 10% return and US$3.03 per MMBtu for a 16% return.



Under all pricing options and natural gas volume cases, the delivered price of natural gas is well
below the projected import parity price for HFO. Under the Base Case price forecast, the HFO
price is expected to increase from roughly US$12 per MMBtu in 2022 to over US$16 per MMBtu in
2041 (in real 2017 USS$), averaging US$14.49 per MMBtu throughout the period. This is more than
double the highest cost natural gas option (16% return on 30 MMscfd supply) and more than eight
times the price of the lowest cost option (10% return on 145 MMsctd supply).

1.3. NGL separation and LPG production plant feasibility

The NGL separation and LPG production plant’s economic and financial feasibility are calculated
separately below, using a common set of physical, operational, and financial assumptions.

1.3.1. Economic feasibility

The NGL separation and LPG production plant’s economic feasibility was determined by comparing
the economic costs of building and operating the plant with the economic benefits that it will bring.
The plant’s economic costs include the capital cost to build the facility, including equipment to
separate the raw NGLs from the natural gas stream, fractionate the NGLs into LPG and other end
products, and prepare the separate products for wholesale or retail sale; the ongoing costs to operate
the plant, and any environmental costs associated with the plant’s operations.

The NGL separation and LPG production plant’s economic benefits include the avoided costs that
would have been incurred if the plant had not been built. The LPG delivered by the plant will replace
LPG that is currently being imported for domestic use, with additional volumes available to support
new LPG demand or for export. The economic benefit of the plant was therefore modeled as the
avoided cost of importing LPG for the volume of expected LPG demand and the economic benefit
of exporting the LPG for the remaining volumes.

This analysis does not include any economic benefits from increased job creation (both directly from
the construction and operation of the plant and indirectly from the greater economic activity
associated with it). While the plant will clearly bring some job creation benefits, this value was not

quantified for this analysis.

This economic cost benefit analysis (CBA) finds that the NGL separation and LPG production plant
has an aggregate net present value (NPV) of approximately US$373 million and an economic rate of
return of 48% percent under the project’s Base Case assumptions. This indicates that the plant is
economically viable.

A sensitivity analysis was performed to estimate how changes in key variables would impact the NGL
separation and LPG production plant’s economic feasibility using the same three independent
variables as for the natural gas pipeline.

Table 1-4 presents the results of changing the input variables individually as well as a “worst case”
scenario that combined high project costs with a low oil price outlook.

Table 1-4: NGL separation and LPG production plant economic feasibility sensitivity analysis
results




Sensitivity Variable Settings Key Results Metrics

Present Value Present Value  Economic Economic
Capital & of Economic  of Economic  Net Present Rate of Economic

NG Flow Opetating HFO and Benefits Costs Value Return Benefit / Cost
Volume Costs LPG Price (US$ million) (US$ million) (US$ million) % Ratio

30 Base Base $461 ($88) $373 48% 5.23

30 High Base $461 ($1006) $355 42% 4.36

30 Low Base 8461 ($71) %390 57% 6.53

30 Base H_igh $796 ($88) $708 69% 9.03

30 Base Low $249 ($88) $161 30% 2.83

30 High Low %249 ($106) %144 26% 236

50 Base Base $634 ($104) $531 48% 6.12

50 High Base 8634 ($124) %510 42% 5.10

50 Low Base $634 ($83) $551 55% 7.65

50 Base High $1,107 ($104) $1,003 67% 10.67

50 Base Low %339 ($104 8236 31% 327

50 High Low $339 (124 $215 27% 2.73

145 Base Base $1,298 (8178) $1,121 41% 4.81

Source: Energy Narrative analysis

The table shows that the NGL separation and LPG production plant remains economically feasible
under each individual sensitivity case. Even under the “worst case” combination of high project costs
and a low oil price outlook, the project is feasible, showing a US$144 million economic net present
value over the project’s 20-year lifespan and an economic rate of return of 26% under the 30 MMsctd
volume Case. The plant shows the highest economic return under the case with 50 MMscf per day of
natural gas and high oil prices, reaching US$1 billion in net present value and a 67% economic rate of
return.

If natural gas supply were increased to the theoretical 145 MMscfd case, the NGL separation and
LPG production plant would have an economic net present value of roughly US$1.1 billion and an
economic rate of return of 41%.

1.3.2. Financial feasibility

The NGL separation and LPG production plant’s financial feasibility was calculated using the Cost+
pricing approach that was used in the offshore natural gas pipeline financial feasibility analysis. Because
the price of LPG does not affect the price of electricity, the Net Back pricing option was not used for
the plant’s financial feasibility analysis.

The financial analysis finds that the LPG produced by the plant would be priced at US$6.72 per
MMBtu to have a net present value (NPV) of zero and an internal rate of return of 10%. The LPG
would have to be priced at US$9.74 per MMBtu to achieve a 16% IRR, resulting in a US$18 million
NPV. This indicates that the NGL separation and LPG production plant is financially viable under
this pricing option.

A sensitivity analysis was performed to estimate how changes in key variables would impact the NGL
separation and LPG production plant’s financial feasibility under the Cost+ pricing options. The



sensitivity analysis used the natural gas volume and cost variables that were included in the economic
sensitivity analysis. Under the Cost+ pricing option, adjusting the variables only affected the LPG
sales price and the net present value as the internal rate of return was held fixed at 10% and 106%,

respectively.
The summary results of the sensitivity analysis are presented in Table 1-5 below.

Table 1-5: NGL separation and LPG production plant financial feasibility sensitivity analysis

results
Sensitivity Variable Settings Key Results Metrics
Capital & Net Present  Internal Rate

NG Fow  Operating Pricing LPG Price Value of Return

Volume Costs  Mechanism  (US$/MMBtu) (USS$ million) (%)
0 Base RR-10% $6.72 0 10%
0 Base IRR-16% $9.74 $18 16%
0 Base Elec - 6 cent $4.26 ($16) K7
0 Base Elec - 9 cent $6.85 $1 10%
0 Low RR-10% $5.38 ) 10%
0 Low IRR-16% $7.79 $15 16%
0 Low Elec - 6 cent $4.27 $7) Po
0 Low Elec - 9 cent $6.86 $10 14%
0 High RR-10% $8.07 0 10%
0 High IRR-16% $11.69 $22 16%
0 High Elec - 6 cent $4.25 ($25) %
0 High Elec - 9 cent $6.84 ($8) Po
50 Base RR-10% $5.38 0 10%
50 Base IRR-16% $8.09 $29 16%
50 Base Elec - 6 cent $3.70 ($19) Bho
50 Base Elec - 9 cent $6.15 o 12%
50 Low RR-10% $4.30 0 10%
50 Low IRR-16% $6.47 $23 16%
50 Low Elec - 6 cent $3.71 ($7) &b
50 Low Elec - 9 cent $6.16 $21 16%
50 High RR-10% $6.46 0 10%
50 High IRR-16% $9.70 $35 16%
50 High Elec - 6 cent $3.69 ($32) K7
50 High Elec - 9 cent $6.14 ($4) Pl
145 Base RR-10% $3.85 %0 10%
145 Base IRR-16% $6.49 $94 16%
145 Base Elec - 6 cent $4.12 $1 11%
145 Base Elec - 9 cent $6.52 $100 16%

Source: Energy Narrative analysis



The table shows that the NGL separation and LPG production plant remains financially feasible for
every individual sensitivity case under the Cost+ pricing approach. The resulting LPG price ranges
from US$4.30 per MMBtu for the 10% IRR under 50 MMsctd Low Cost Case to US$11.69 per
MMBtu for the 16% IRR under 30 MMscfd High Cost Case.

Under the Net Back approach, delivering an average electricity price of US$0.09 per kWh and
holding the NGL separation and LPG production plant to the same return as other project
components under the Base Case assumptions would result in an LPG price of US$6.85 per
MMBtu, resulting in an NPV of approximately US$1 million and an internal rate of return of 10%
percent. That is, the plant would be profitable under this option. An electricity price of US$0.06 per
kWh is not possible at this natural gas volume, however, as this electricity price would require the
LPG to be priced at US$4.26 per MMBtu, resulting in a 3% IRR and a US$16 million loss in net
present value terms.

If the natural gas production were increased to the theoretical 145 MMscfd supply case, the LPG
price could fall as low as US$3.85 per MMBtu under the Cost+ price setting mechanism and a 10%
IRR. Increasing the IRR to 16% would result in a price of US$6.49 per MMBtu. Under the Net
Back price setting methodology, the natural gas wellhead price for 9 cent electricity and 6 cent
electricity both fall within the range set by the Cost+ price setting methodology. That is, at this
volume of natural gas, setting the natural gas price to produce electricity at an average price of 6
cents per kWh is financially feasible, resulting in a US$§11 million NPV and 11% IRR. Increasing the
electricity price to 9 cents per kWh results in an NPV of US$100 million and an IRR of 16%.

1.4. Power plant feasibility

The natural gas power plant’s economic and financial feasibility are calculated separately below, using
a common set of physical, operational, and financial assumptions.

1.4.1. Economic feasibility

The natural-gas-fired power plant’s economic feasibility was determined by comparing the economic
costs of building and operating the power plant with the economic benefits that it will bring. The
power plant’s economic costs include the capital cost to build the power plant, the annual cost to
operate the power plant, and any environmental costs associated with the power plant’s operations.
The power plant’s economic benefits include the avoided costs that would have been incurred if the
power plant had not been built. The proposed natural-gas-fired power plant will replace similar power
plants using heavy fuel oil that is currently being imported for electricity generation. The economic
benefit of the power plant therefore includes the avoided cost of importing heavy fuel oil and the

avoided economic cost of CO2 emissions that would result from burning the HFO for electricity

generation.

This analysis does not include any economic benefits from increased job creation (both directly from
the construction and operation of the plant and indirectly from the greater economic activity



associated with it). While the plant will clearly bring some job creation benefits, this value was not
quantified for this analysis.

The economic cost benefit analysis (CBA) finds that the power plant has an aggregate net present
value (NPV) of approximately US$532 million and an economic rate of return of 24% percent under
the project’s Base Case assumptions. This indicates that the power plant is economically viable.

A sensitivity analysis was performed to estimate how changes in key variables would impact the power
plant’s economic feasibility using the same three independent variables as the natural gas pipeline.

Table 1-6 presents the results of changing the three input variables individually as well as a “worst
case” scenario that combined high project costs with a low oil price outlook. For each combination
of natural gas volume, project cost, and HFO price, the table presents the calculated present value of
the project benefits, costs, and economic net present value, the economic rate of return, and the
economic benefit/cost ratio of the power plant.

Table 1-6: Power plant economic feasibility sensitivity analysis results

Sensitivity Variable Settings Key Results Metrics
Present Value Present Value  Economic Economic
Capital & of Economic  of Economic = Net Present Rate of Economic

NG Flow Opetating HFO and Benefits Costs Value Return Benefit / Cost
Volume Costs LPG Price (US$ million) (US$ million) (US$ million) % Ratio

30 Base Base $1,192 ($661) $532 24% 1.80

30 High Base $1,224 ($765) $459 21% 1.60

30 Low Base $1,160 (8556) 8604 29% 2.09

30 Base H_igh $1,963 ($661) $1,303 37% 2.97

30 Base Low $709 ($661) $49 12% 1.07

30 High Low 8742 ($765) ($23) 9% 0.97

50 Base Base $1,613 ($766) $847 27% 2.11

50 High Base 81,657 ($882) 8775 24% 1.88

50 Low Base $1,569 ($650) $919 31% 2.41

50 Base High $2,671 ($766) $1,905 39% 349

50 Base Low %958 ($7606) %192 15% 1.25

50 High Low $1,002 ($882) $119 13% 1.14

145 Base Base §1,746 (8771) %975 28% 226

Source: Energy Narrative analysis

The table shows that the power plant remains economically feasible under each individual sensitivity
case. Under the “worst case” combination of both high project costs and a low oil price outlook and
the 30 MMsctd natural gas volume, the project is marginally unfeasible, showing a US$23 million
economic loss over 20 years and an economic rate of return of 9%--just below the 10% hurdle rate.
The power plant shows the highest economic return under the 50 MMscf per day of natural gas
volumes and the high oil price case, reaching US$1.9 billion in net present value and a 39%

economic rate of return.



If natural gas supply were increased to the theoretical 145 MMscfd case, the power plant would have
an economic net present value of US$975 million and an economic rate of return of 28%.

1.4.2. Financial feasibility

The natural-gas-fired power plant’s financial feasibility was calculated using the same two pricing
options—Cost+ and Net Back—that were used in the offshore natural gas pipeline financial feasibility

analysis.

The financial analysis described below finds that the electricity generated by the natural-gas-fired
power plant would be priced at US$88 per MWh (8.8 cents per kWh) if the natural gas is priced using
the Cost+ methodology and 10% IRR under the Base Case assumptions. Setting the IRR to 16%
would result in an average electricity price of US$126 per MWh (12.6 cents per kWh).

A sensitivity analysis was performed to estimate how changes in key variables would impact the power
plant’s financial feasibility under both the Cost+ and Net Back natural gas pricing options. The
sensitivity analysis used the same independent variables that were included in the natural gas pipeline
financial sensitivity analysis. The summary results of the sensitivity analysis are presented in Table 1-
7 below.

Table 1-7: Power plant financial feasibility sensitivity analysis results




Sensitivity Variable Settings Key Resulis Metrics

Capital & Electricity =~ NetPresent Internal Rate
NG Fow  Operating Pricing Price Value of Return
Volume Costs  Mechanism (US$/MWh)  (US$ million) (%)
0 Base RR-10°% $88.49 0 10%
0 Base RR-16% $125.53 $88 16%
0 Base Elec - 6 cent $60.00 ($65) 5%
0 Base Elec - 9 cent $90.00 3 10%
0 Low RR-10% $74.30 0 10%
0 Low RR-16% $104.67 $74 16%
0 Low Elec - 6 cent $60.00 ($36) o
0 Low Elec - 9 cent $90.00 $32 13%
0 High RR-10% $102.68 0 10%
0 High RR-16% $146.41 $101 16%
0 High Elec - 6 cent $60.00 ($93) Fo
0 High Elec - 9 cent $90.00 ($25) &
50 Base RR-10% $79.95 0 10%
50 Base RR-16% $110.12 $98 16%
50 Base Elec - 6 cent $60.00 ($71) B%
50 Base Elec - 9 cent $90.00 $39 13%
50 Low RR-10°% $67.73 0 10%
50 Low RR-16% $92.13 $81 16%
50 Low Elec - 6 cent $60.00 ($30) Fho
50 Low Elec - 9 cent $90.00 $80 16%
50 High RR-10% $92.17 0 10%
50 High RR-16% $128.08 $116 16%
50 High Elec - 6 cent $60.00 ($113) 2o
50 High Elec - 9 cent $90.00 ($3) 10%
145 Base RR-10% $56.72 0 10%
145 Base RR-16% $83.09 $107 16%
145 Base Elec - 6 cent $60.00 $16 11%
145 Base Elec - 9 cent $90.00 $157 1%%

Source: Energy Narrative analysis

The table shows that the power plant remains financially feasible under every Cost+ sensitivity case
for both the assumed 10% IRR and 16% IRR. The resulting average cost of electricity generated
range from US$68 per MWh (6.8 cents per kWh) for the 10% IRR under the 50 MMscfd Low Cost

Case to US$128 per MWh (12.8 cents per kWh) for the 16% IRR under the 30 MMscfd High Cost
Case.

Under the Net Back pricing approach, it is financially feasible for the power plant to sell electricity
for 9 cents per kWh under the Base Cases and Low Cost Cases for both natural gas volumes. It is



not financially feasible under the High Cost Cases for either natural gas volume level, with a US$25
million loss in net present value terms for the 30 MMscfd natural gas volume and a US$3 million
NPV loss for the 50 MMscfd natural gas volume. It is not feasible for the power plant to sell
electricity for 6 cents per kWh under any of the sensitivity cases, suggesting that this average price
for electricity is unobtainable without subsidization.

If the natural gas production were increased to the theoretical 145 MMscfd supply case, the average
electricity price could fall as low as US$56.72 per MWh under the Cost+ price setting mechanism
and a 10% IRR. Increasing the IRR to 16% would result in an average electricity price of US$83.09
per MWh. Under the Net Back price setting methodology, the natural gas wellhead price for 9 cent
electricity and 6 cent electricity both fall within the range set by the Cost+ price setting
methodology. That is, at this volume of natural gas, setting the natural gas price to produce
electricity at an average price of 6 cents per kWh is financially feasible, resulting in a US$16 million
NPV and 11% IRR. Increasing the electricity price to 9 cents per kWh results in an NPV of US$157
million and an IRR of 16%.

1.5. Overall project feasibility

The overall project’s economic and financial feasibility are calculated separately below, based on the
previous analysis of the project components.

1.5.1. Economic feasibility

The overall project’s economic feasibility was determined by comparing the sum of the economic
costs of the project components with the sum of the component’s economic benefits. The overall
project’s economic costs include the capital cost to build each of the project components, the annual
cost to operate each of the project components, and any environmental costs associated with each
component’s operations. The overall project’s economic benefits include the avoided costs that would
have been incurred if the overall project had not been built. These include the avoided costs of

importing heavy fuel oil and LPG, and the avoided economic cost of CO2 emissions that would result

from burning the HFO for electricity generation.

This analysis does not include any economic benefits from increased job creation (both directly from
the construction and operation of the project components and indirectly from the greater economic
activity associated with it). While the project will clearly bring some job creation benefits, this value
was not quantified for this analysis.

The economic cost benefit analysis found that the overall project has an aggregate economic net
present value (NPV) of approximately US§918 million and an economic rate of return of 30% percent
under the project’s Base Case assumptions. This indicates that the overall project is economically
viable.

Table 1-8 below summarizes the aggregate results under each of the sensitivity variations calculated
for each of the project components. Because the same variables were changed for each of the
component sensitivity analyses (capital costs, oil price, and natural gas volume), the sensitivity analysis



for each component can be directly combined to find the impact of changing each sensitivity variable
on the project as a whole.

Table 1-8: Overall project economic feasibility sensitivity analysis results

Sensitivity Variable Settings Key Results Metrics
Present Value Present Value Economic Economic
Capital & of Economic  of Economic  Net Present Rate of Economic

NG Flow Operating HFO and Benefits Costs Value Return Benefit / Cost
Volume Costs LPG Price (US$ million) (US$ million) (US$ million) % Ratio

30 Base Base $1,715 ($798) $918 30% 2.15

30 High Base 81,747 ($928) %820 26% 1.88

30 Low Base $1,683 ($667) $1,016 36% 2.52

30 Base High $2,867 ($798) $2,070 47% 3.59

30 Base Low $990 (§798) $192 16% 1.24

30 High Low $1,022 ($928) $94 13% 1.10

50 Base Base 82,367 ($925) $1,442 34% 2.56

50 High Base $2.411 ($1,070) $1,341 30% 2.25

50 Low Base $2,323 ($780) $1,543 40% 2.98

50 Base High $3,988 ($925) $3,063 50% 431

50 Base Low $1,356 ($925) $431 20% 147

50 High Low $1,400 ($1,070) $330 17% 1.31

145 Base Base §4,536 $1,141) $3,394 38% 397

Source: Energy Narrative analysis

The table shows that the overall project remains economically feasible under each individual
sensitivity case. Even under the “worst case” combination of both high project costs and a low oil
price outlook with 30 MMscf per day of natural gas volume the project is feasible, showing a US$94
million economic net present value over 20 years and an economic rate of return of 13%. The
overall project shows the highest economic return under the 50 MMscf per day of natural gas
volumes and the high oil price case, reaching just over US$3 billion in net present value and a 50%

economic rate of return.

If natural gas supply were increased to the theoretical 145 MMscfd case, the overall project would

have an economic net present value of nearly US$3.4 billion and an economic rate of return of 38%.

1.5.2. Financial feasibility

The overall project’s financial feasibility was determined by subtracting the sum of the costs of the
project components from the sum of the component’s income. The overall project’s costs include the
capital cost to build each of the project components and the annual cost to operate each of the project
components, interest expense for any debt that is issued to finance the project, and any corporate
income taxes assessed on the project component’s profits. The overall project’s income is the sum of
income from each project component based on the volume of natural gas, LPG, and electricity that is
sold, and the price for which each is sold under both the Cost+ and Net Back price setting
methodologies.



The financial analysis finds that the natural gas would be delivered to the shore for US$4.92 per
MMBtu, the LPG would be priced at US§7.58 per MMBtu, and the electricity generated by the natural-
gas-fired power plant would be priced at US$88 per MWh (8.8 cents per kWh) if the natural gas is
priced using the Cost+ methodology and setting the return at each component to 10%. Increasing
the internal rate of return to 16% would increase the delivered natural gas price to US$7.19 per
MMBtu, the LPG price to US$9.74 per MMBtu, and the electricity generation cost to US$125 per
MWh (12.5 cents per kWh).

Pricing the natural gas to achieve an average electricity price of 9 cents per kWh would result in an
average delivered natural gas price of US$5.02, and an LPG price of US$6.85 per MMBtu. Under this
pricing option, the overall project has a net present value (NPV) of approximately US§11 million and
an internal rate of return of 10% percent under the project’s Base Case assumptions. It is not feasible
to set the electricity price to 6 cents per kWh as this pricing leads to a US$215 million loss in net
present value terms under the Base Case assumptions.

Table 1-9 below summarizes the aggregate results under each of the sensitivity variations calculated
for each of the project components. Because the same variables were changed for each of the
component sensitivity analyses (costs, natural gas volume, rate of return and electricity price), the
sensitivity analysis for each component can be combined to find the impact of changing each
sensitivity variable on the project’s financial feasibility as a whole.

Table 1-9: Overall project financial feasibility sensitivity analysis results




Sensitivity Variable Settings Key Results Metrics

Capital & NG Welhead NG Pipeline NG Delivered LPG Prce Electricity Net Present  Internal Rate
NG Fow  Operating Pricing Price Tariff Price Price Value of Return
Volume Costs  Mechanism  (US$/MMBtu) (USS/MMBtu) (USS/MMBt) (USS/MMBtU) (USEMWhH)  (USS million) (%)
0 Base IRR-10% $1.01 $3.91 $4.92 $6.72 $88.49 0 10%
0 Base IRR-16% $1.48 $5.71 $7.19 $9.74 $125.53 $274 16%
0 Bass  Elec-6cent $0.64 $2.48 $3.12 $4.26 $60.00 (5215) £
0 Base Elec-9 cent $1.03 $3.99 $5.02 $6.85 $90.00 1 16
0 Low IRR-10% $0.81 $3.13 $3.94 $5.38 $74.30 0 10%
0 Low IRR-16% $1.18 $4.57 $5.75 $7.79 $104.67 $223 16%
0 Low Elec- 6 cent $0.64 $2.48 $3.13 $4.27 $60.00 ($103) o
30 Low Elec-9 cent $1.03 $3.99 $5.03 $6.86 $90.00 $123 13%
0 High IRR-10% $1.22 $4.69 $5.91 $8.07 $102.68 S0 1%
0 High IRR-16% $1.78 $6.85 $8.63 $11.69 $146.4 $326 16%
D High  Elec-6 cent $0.64 $247 $3.11 $4.25 $60.00 ($326) P
0 High Elec-9 cent $1.03 $3.98 $5.01 $6.84 $90.00 ($100) B
50 Base IRR-10% $0.74 $2.84 $3.57 $5.38 $79.95 0 10%
50 Base IRR-16% $1.12 $4.31 $5.42 $8.09 $110.12 $316 16%
50 Bass  Elec-6cent $0.50 $1.95 $2.45 $3.70 $60.00 (5203) B
50 Base Elec-9 cent $0.84 $3.24 $4.08 $6.15 $90.00 $98 12%
50 Low IRR-10% $0.59 $2.27 $2.86 $4.30 $67.73 0 10%
50 Low IRR-16% $0.89 $3.45 $4.34 $6.47 $92.13 $254 16%
50 Low Elec- 6 cent $0.51 $1.95 $2.46 $3.71 $60.00 (876) 8o
50 Low Elec-9 cent $0.84 $3.25 $4.09 $6.16 $90.00 $225 15%
50 High IRR-10% $0.88 $3.40 $4.29 $6.46 $92.17 S0 1%
50 High IRR-16% $1.34 $6.17 $6.51 $9.70 $128.08 $377 16%
50 High  Elec-6 cent $0.50 $1.94 $245 $369 $60.00 ($330) P
50 High Elec-9 cent $0.84 $3.24 $4.08 $6.14 $90.00 ($28) P
145 Base IRR-10% $0.36 $1.40 $1.77 $3.85 $56.72 0 10%
145 Base IRR-16% $0.62 $2.41 $3.03 $6.49 $83.09 $458 16%
145 Bass  Elec-6cent $0.39 $1.50 $1.88 $4.12 $60.00 $49 1%
145 Base Elec-9 cent $0.61 $2.37 $2.98 $6.52 $90.00 $498 16%

Source: Energy Narrative analysis

The table shows that the overall project is financially feasible under all sensitivity cases using the
Cost+ price setting methodology. The most profitable case is the High Cost Case under the 50
MMscf per day of natural gas supply and 16% IRR. In this case, the overall project has a net present
value of over US$377 million.

Under the Net Back pricing approach, the project as a whole is financially feasible when the
generated electricity is sold for 9 cents per kWh under the Base Cases and Low Cost Cases for both
natural gas volumes. It is not financially feasible under the High Cost Cases for either natural gas
volume level, with a US§100 million loss in net present value terms for the 30 MMscfd natural gas
volume and a US$28 million NPV loss for the 50 MMscfd natural gas volume. It is not feasible for
the power plant to sell electricity for 6 cents per kWh under any of the sensitivity cases, suggesting
that this average price for electricity is unobtainable without subsidization.

If the natural gas production were increased to the theoretical 145 MMscfd supply case, the overall
project would be financially feasible under all price setting methodologies under the Base Case.
Because this level of natural gas production is only theoretical with the currently available data,
detailed sensitivities were not performed for this supply case.



1.6. Commercial structure framework

The purpose of the commercial structure framework is to identify potential commercial structures and
risk allocation for the project as a whole and implications for each project segment (natural gas
pipeline, NGL separation and LPG production plant, and electricity generation plant).

A review of similar projects delivering offshore natural gas for power generation suggests that the
most common commercial structure for similar offshore natural gas pipeline and power generation
projects integrates the natural gas infrastructure facilities with the upstream natural gas producing
entities while the power plant is owned separately. This structure fits well within Guyana’s institutional
structure, as EEPGL and its partners are well positioned to build and operate the offshore pipeline
and GPL is well positioned to own and operate the power plant, or manage the IPP contract for an
independent company to build and operate it.

This structure simplifies the contracting arrangements as there is a single gas sales agreement (between
the natural gas infrastructure company and the power plant), as well as risk mitigation and coordination
of operations along the natural gas value chain. Avoiding the need to attract a separate company to
build the natural gas pipeline and NGL separation and LPG production plant also avoids potential
project development delays, an important consideration given the tight timeframe before expected
tirst gas production. Furthermore, the income derived from the LPG sales could be used to reduce
the cost of the natural gas sold to the power plant, helping to reduce electricity generation costs. This
can be achieved by allocating a greater share of the upstream and pipeline costs to the LPG stream,
or through direct cross-subsidization.

Although placing all of the natural gas and LPG assets within a single company could limit competition
and market access should other upstream producers wish to use the natural gas pipeline to bring
additional natural gas volumes to Guyana, this can be handled by setting terms and timing for future
open access in the gas contract or in a newly established gas regulatory regime. The LPG plant would
also be a de facto monopoly, as it is large enough to provide for all of Guyana’s current domestic LPG
needs, and so managing its interaction with the current LPG providers will be important.



2. Introduction

Guyana is expected to experience a significant growth in electricity demand, with Guyana Power and
Light (GPL) estimating that Guyana electricity demand will more than double in the coming decade.
The high and volatile cost of electricity supply is an important issue for Guyana. The country’s reliance
on expensive imported liquid fuels, primarily fuel oil and diesel, for electricity generation also places a
heavy burden on Guyana’s balance of payments. GPL is therefore faced with the challenge to produce,
distribute and commercialize the necessary energy to supply that demand under adequate quality
standards and economic conditions, with a further objective of reducing electricity rates, as prices in
Guyana are the third highest in the Caribbean.

Following the recent commercial oil and natural gas discoveries by ExxonMobil’s affiliate, Esso
Exploration and Production Guyana Limited (EEPGL), in the Stabroek block approximately 120
miles offshore Guyana, EEPGL estimates that between 30-50 million cubic feet per day (MMsctd) of
natural gas could be available for electricity generation in Guyana, thereby diversifying the energy
matrix in Guyana. Currently, the Government of Guyana has commissioned an update of the Study
on System Expansion of the Generation and Transmission System of Guyana which aims to consider
the option of natural gas fired power generation facilities utilizing indigenous gas resources as part of
this mix. Using domestically produced natural gas for electricity generation could offer substantial
benefits as lower cost natural gas could reduce the cost of electricity generation, minimize local
environmental impacts of burning liquid fuels, and reduce GHG emissions.

Bearing these factors in mind in the context of the commercial natural gas discoveries, in 2017 the
Government of Guyana undertook a Desk Study on the options, cost, economics, impacts, and key
considerations of transporting and utilizing natural gas from offshore Guyana for electricity
generation. The objective of the study was to determine the feasibility of transporting and utilizing
natural gas produced offshore for electricity generation including the technical and operational
challenges of using natural gas, the costs and benefits of producing electricity with natural gas, and
natural gas’ strategic fit with Guyana’s renewable energy goals.

The Desk Study’s analysis of alternative transportation media showed that a natural gas pipeline is the
preferred transportation technology from offshore to Guyana given the high capital costs and higher
technical risk of floating LNG and seaborne CNG. The Desk Study noted that more data is needed
to assess offshore pipeline technical risks, but process to do so is well established and potential
technical risks will be identified and addressed as data is gathered on the proposed pipeline pathway
and landing site. The Desk Study also noted that ownership, commercial structure, and regulation of
the natural gas pipeline are also important strategic decisions. A public-private partnership (PPP) could
be a useful option to balance the finance, construction, operational, environmental, social, and
competitive complexities of the project. The Desk Study suggested that further analysis is needed to
identify potential PPP options and suitable commercial and regulatory structures for the offshore
pipeline.

For the proposed new electricity generation capacity, the Desk Study suggested that the new capacity
should be dual fuel, and at least part of the new capacity additions should be located at the pipeline



landing site as it noted that distributing the natural gas to each existing power plant could be
challenging given the dense population and infrastructure in the surrounding area.

The Desk Study analyzed the costs and benefits of using natural gas for electricity generation
and suggested that the Clonbrook region was the optimal landing site when compared to
alternative proposed sites at Georgetown and New Amsterdam. The analysis also showed that

natural gas may be significantly cheaper than fuel oil.

In addition, the Desk Study noted that natural gas presents a new transition fuel opportunity that
could reduce electricity costs and promote stronger economic growth. Because the timing and funding
of hydro-electric power is uncertain, natural gas could provide a more immediate cheaper and cleaner
source of electrical power. The Desk Study also concluded that investing in power plants using natural
gas does not prevent future hydropower and renewable energy development. Even in the slowest
electricity demand growth case, the 30 MMscfd natural gas supply would not be sufficient to meet
peak electricity demand.

With new data available on Guyana’s offshore hydrocarbon resources, the potential path and landing
site for the proposed offshore natural gas pipeline, and an updated electricity generation expansion
plan, there is a need to update and expand upon the Desk Study’s analysis and conclusions.

The Government of Guyana has partnered with the Inter-American Development Bank (IDB) to
commission Energy Narrative to conduct a feasibility study of the offshore natural gas pipeline, the
LPG separation facility, and the natural gas-fired generation plant and related electricity infrastructure.
This feasibility study updates and expands upon the previous desk study, taking into account the new
information and data that is now available. The primary objective of the study is to determine the
overall feasibility of transporting natural gas from offshore Guyana, building an NGL separation and
LPG production plant to market the liquids from the natural gas stream, and building a new electricity
generation station to use the remaining dry natural gas. The feasibility analysis will emphasize the
economic and financial feasibility of the project as a whole and provide guidance for more detailed
studies of the individual project components.

This Final Report describes the analysis that Energy Narrative performed in order to determine the
project’s overall economic and financial feasibility, including complementary analysis of the project’s
environmental and social impacts. The analysis is based on the three project components—offshore
natural gas pipeline, NGL separation and LPG production plant, and power plant—and is organized
as follows:

[l Section 3 describes the feasibility study objectives and underlying key questions;

L] Section 4 provides an overview of the project and related upstream oil and gas activity;
L] Section 5 describes the offshore natural gas pipeline economic and financial feasibility;
U

Section 6 describes the NGL separation and LPG production plant economic and financial
feasibility;

L] Section 7 describes the natural-gas-fired power plant economic and financial feasibility;



[l Section 8 describes the total project economic and financial feasibility;

L] Section 9 describes potential commercial structure frameworks for the project components;
and

bl

L] Section 10 describes the complementary analysis of the project’s environmental and social

impact.

In addition to these main report sections, six Appendices provide further detail on the economic and
financial feasibility analysis. Appendix A lists the reference and data sources used in the analysis.
Appendix B (attached to this report) provides details on the methodologies used to estimate the
offshore natural gas pipeline capital costs. The remaining Appendices (C — F) are in Volume II of this
report and contain tables detailing the annual cost and benefit calculations of each sensitivity variation

that was performed.



3. Study Objectives

The objective of this study is: (i) to determine the feasibility of transporting natural gas from offshore
Guyana, building an NGL separation and LPG production plant to market the liquids from the natural
gas stream, and building a new electricity generation station to use the remaining dry natural gas; and,
(if) provide an economic and financial feasibility assessment of the project as a whole and of the
individual project components (natural gas pipeline, LPG separation facility, and electric power plant).

Key elements of the feasibility study

We provide a broad review of the project’s overall economic and financial feasibility by analyzing the
three project components (natural gas upstream and offshore pipeline, NGL separation and LPG
production plant, and electricity generation infrastructure) as described below:

L] Upstream natural gas and offshore pipeline feasibility. The natural gas production and the
offshore pipeline to bring the natural gas to the Guyana mainland must be economically feasible
to justify the required investment and financially feasible to benefit investors and other
stakeholders. For this project component, the economic feasibility assessment reviews natural gas
supply, demand, and related market factors affecting its economic feasibility; reviews the
conceptual pipeline design and proposed project site; and calculates the relevant costs and benefits
accruing to the production of natural gas for sale and the offshore pipeline. This analysis is
described in section 5.1 below.

The pipeline must also be financially feasible to ensure that the resulting revenues are sufficient to
cover debt payment obligations and expected returns on investment. For this project component,
the financial feasibility assessment reviews income, costs, and the expected net present value and
internal rate of return based on the price paid for natural gas delivered by the pipeline. This
analysis is described in section 5.2 below.

L] NGL separation and LPG production plant feasibility. The NGL separation and LPG
production plant must be economically feasible to justify the required investment and financially
feasible to benefit investors and other stakeholders. For this project component, the economic
feasibility assessment reviews the cost to deliver natural gas, LPG demand, and related market
factors affecting its economic feasibility; reviews the conceptual separation plant design and
proposed project site; and calculates the relevant costs and benefits accruing to the NGL
separation and LPG production plant. This analysis is described in section 6.1 below.

The NGL separation and LPG production plant must also be financially feasible to ensure that
the resulting revenues are sufficient to cover debt payment obligations and expected returns on
investment. For this project component, the financial feasibility assessment reviews income, costs,
and the expected net present value and internal rate of return based on the price paid for LPG
produced by the separation plant. This analysis is described in section 6.2 below.

L] Power plant feasibility. The power plant must be economically feasible to justify the required
investment and financially feasible to benefit investors and other stakeholders. In addition, the
power plant aims to reduce the cost of electricity to Guyana’s electricity consumers. For this



project component, the economic feasibility assessment reviews new power generation capacity
additions, power plant operational parameters, the delivered price of natural gas, and the price of
HFO; and calculates the relevant costs and benefits accruing to the power plant. This analysis is

described in section 7.1 below.

The power plant must also be financially feasible to ensure that the resulting revenues are sufficient
to cover debt payment obligations and expected returns on investment. For this project
component, the financial feasibility assessment reviews income, costs based on the price paid for
natural gas delivered to the power plant, and set the expected internal rate of return to 10% in
order to calculate the resulting cost of electricity generated. This analysis is described in section
7.2 below.

[l Overall project feasibility. The overall project must be economically feasible to justify the
required investment and financially feasible to benefit investors and other stakeholders. This
section combines the feasibility assessments for each of the three project components to
determine the overall project feasibility. This analysis is described in section 8 below.

[l Commercial structure framework. This section provides an initial assessment of potential
commercial structures and risk allocation for the entire project and implications for each of the

three project components. This analysis is described in section 9 below.

[l Complementary Analysis. The project must also meet Guyana’s environmental and social laws
and regulations. This analysis includes a review of potential environmental and social impacts of
building and operating the natural gas pipeline, NGL separation and LPG production plant, and
natural gas-fired power plant, identifying potential factors to be considered during the EIA
process for each project component. This analysis is described in section 10 below.

The above analysis ultimately arrives at a set of recommendations regarding the overall feasibility of
transporting and utilizing gas from offshore Guyana to supply LPG and generate electricity.



2. Project Overview

The proposed natural gas offshore pipeline, NGL separation and LPG production plant, and natural-
gas-fired power plant that comprise the project are being developed to exploit natural gas available for
commercials uses from the Liza-1 deepwater project, located in the Stabroek block roughly 180
kilometers offshore of Guyana in more than 2,000 meters of water.

The Stabroek block concession license was awarded to Esso Exploration and Production Guyana
Limited (EEPGL), a local affiliate of ExxonMobil, in consortia with Hess and CNOOC Nexen.
EEPGL is the operator and holds a 45% interest in the block, while Hess holds a 30% interest and
CNOOC Nexen holds the remaining 25%. The Stabroek block, covering 6.6 million acres (26,800
square kilometers), is among the largest of the nearly dozen offshore blocks that have been awarded
by the Government of Guyana to stimulate offshore oil and gas exploration and production.

EEPGL is also the operator of two additional blocks: the Canje block located east of the Stabroek
block (with a 35% interest and in partnership with JHI (40%) and Mid-Atlantic (25%), and the
Kaieteur block to the north and adjacent to the Stabroek and Canje blocks (with a 50% interest in
partnership with Ratio Energy (50% through two holding companies). Other companies currently
exploring in offshore Guyana include Anadarko (Roraima block), CGX (Corentyne and Demerara
blocks), and Repsol and Tullow Oil (jointly exploring the Kanuku block (see Figure 4-1)

Figure 4-1: Guyana offshore exploration blocks
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Liza-1 is the first of eight hydrocarbon discoveries made in the Stabroek block since 2015. Indeed,
EEPGL’s drilling record in the block has been an almost uninterrupted string of significant
discoveries. Major wells that were drilled include:
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May 2015: Liza-1 well, Liza reservoir discovered
July 2016: Liza-2 well drilled and tested
September 2016: Skipjack-1 drilled, no commercial quantities of hydrocarbons

October 2016: Liza-3 well confirming a world-class resource discovery in excess of 1 billion
boe

Appraisal drilling at Liza 3 identified Liza Deep, an additional high quality reservoir directly
below the Liza field, estimated to contain 100-150 million boe

January 2017: Payara-1 well, Payara reservoir discovered with more than 95 feet of high
quality, oil bearing sandstone.



L] March 2017: Liza-4 well encountered more than 197 feet of high-quality, oil-bearing
sandstone, which will underpin a potential Liza Phase 2 development

L] March 2017: Snoek-1 well discovers Snoek reservoir with 82 feet of high-quality, oil-bearing
sandstone.

L) July 2017: Payara-2 well encountered 59 feet of high-quality, oil-bearing sandstone. Payara
discovery estimated at approximately 500 million boe.

[] October 2017: Turbot-1 well discovers Turbot reservoir with approximately 75 feet of high-
quality, oil-bearing sandstone.

L] January 2018: Ranger-1 well discovers Ranger reservoir encountering approximately 230 feet
of high-quality, oil-bearing carbonate.

L] February 2018: Pacora-1 well discovers Pacora reservoir encountering approximately 65 feet
of high-quality, oil-bearing sandstone.

Ll April 2018: Sorubim-1 well drilled, no commercial quantities of hydrocarbons

L) June 2018: Longtail-1 well discovers Longtail reservoir encountering approximately 256 feet
of high-quality, oil-bearing sandstone in close proximity to the previous Turbot discovery.

To date, EEPGL and its partners have found eight commercial oil and gas reservoirs in the Stabroek
block. The most recent discoveries are still being appraised, but EEPGL increased its estimate of total
recoverable hydrocarbons from 3.2 billion oil-equivalent barrels to more than 4 billion oil-equivalent
barrels in July, 2018.

EEPGL plans to continue drilling highly prospective areas of the block, and has recently added a third
drill ship in order to speed up its operations. Figure 4-2 shows the location of ExxonMobil’s finds and
planned drilling program for 2018.

Figure 4-2: ExxonMobil Stabroek block discoveries and planned drilling activity (2018)
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5. Offshore natural gas pipeline feasibility

The purpose of this section is to determine whether the production of natural gas for sale and the
undersea natural gas pipeline that is proposed to deliver the natural gas from EEPGL’s offshore
platform to onshore Guyana is both economically and financially feasible. The upstream natural gas
production and offshore natural gas pipeline will be economically feasible if the net present value of
the economic benefits of the project outweigh the net present value of the economic costs. It will be
financially feasible if the net present value of the pipeline’s annual cash flows (income minus costs) is

positive.

The upstream natural gas production and offshore natural gas pipeline economic and financial
feasibility are calculated separately below, using a common set of physical, operational, and financial

assumptions.

5.1. Natural gas pipeline economic feasibility

The upstream natural gas production and offshore pipeline’s economic feasibility was determined by
comparing the economic costs of building and operating the upstream infrastructure and offshore
natural gas pipeline with the economic benefits that they will bring. The economic costs include the
capital cost to add the natural gas production infrastructure to the offshore facility and build the
pipeline, the annual cost to operate the natural gas production and pipeline, and any environmental
costs associated with the production and pipeline operations. The economic benefits include the
avoided costs that would have been incurred if the natural gas were not produced and the offshore
natural gas pipeline was not built. These benefits are primarily from avoided imports of heavy fuel oil



and avoided CO2 emissions from burning heavy fuel oil. The natural gas delivered by the offshore
pipeline will primarily replace heavy fuel oil that is currently being imported for electricity generation.
The economic benefit of the offshore natural gas pipeline therefore includes the avoided cost of
importing heavy fuel oil and the avoided economic cost of CO, emissions that would result from
burning the HFO for electricity generation.

The economic cost benefit analysis (CBA) described below finds that the offshore natural gas pipeline
has an aggregate net present value (NPV) of approximately US$782 million and an economic rate of
return of 30% percent under the project’s Base Case assumptions. This indicates that the upstream

natural gas production and offshore natural gas pipeline are economically viable.

The analysis to calculate the net present value of the upstream natural gas production and offshore
pipeline is presented as follows:

[l Verification of the projected natural gas supply and composition and timing of natural gas
demand for power generation;

Assessment and review of the landing site;

Validation of the pipeline operational and functional characteristics;

Methodology and assumptions to calculate the pipeline capital and operating costs;
Methodology and assumptions to calculate the pipeline economic benefits;

Economic feasibility analysis; and,

o o o o o 0O

Sensitivity analysis.

5.1.1. Verification of projected natural gas supply and composition and timing of natural as
demand for power generation

This analysis verifies the projected supply and composition of natural gas from EEPGL and estimates
the natural gas required for electric power generation requirements by GPL. The aim is to ensure that
the expecting timing and profile of natural gas production is compatible with the proposed timing and
profile of natural gas demand from Guyana’s electricity sector. This analysis was completed under
Energy Narrative’s previous Desk Study, and has been updated and expanded to reflect new or
additional information that has become available after the completion of that report.

Specific components of the analysis includes:

L] Confirming the volume of natural gas available for electric power generation and the timing
of its availability;

reviewing GPL forecasts for electricity demand growth;

reviewing GPL’s proposed capacity and timing of natural gas-fired electricity generation assets;
estimating GPL’s natural gas consumption; and,

I I O

comparing the available natural gas supply and estimated demand.



The analysis is based on natural gas production and composition data provided by EEPGL and
electricity demand growth and future investment projections of new or converted natural-gas-fired
electricity generation capacity provided by GPL and the Government of Guyana.

Projected supply and composition of natural gas

EEPGL’s latest gas production profile information, provided through a presentation prepared for
August, 2018, confirmed the availability of ~50 MMscf per day for gas sales for approximately 13
years (2027 to 2039) and the availability of ~30 MMscf per day for approximately 20 years (2022-
2041). EEPGL also noted that it was continuing to model the reservoir and production facilities to
evaluate the availability of 50 MMscfd for a longer period as well as the potential to make larger
volumes of natural gas available for commercial sale.

The overall gas production profile for Liza Phase 1 (final investment decision basis) is shown in Figure
5-1 below. The production profile includes natural gas that will be reinjected to support oil production
and natural gas required for FPSO operations, in addition to any volumes that will be made available
for sale.

Figure 5-1: Liza-1 natural gas production profile, final investment decision basis
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Figure 5-2 below shows the latest estimate of natural gas volumes available for sale, based on a
presentation prepared by EEPGL in August, 2018. The profile suggests an initial production level of
roughly 30 MMscfd available from 2022 until 2025 (including a ramp up period in the first year),



followed by production maintained at roughly 50 MMscfd between 2026 and 2039, and then a steady
decline in production from 2039, falling below 30 MMscfd in 2041 and reaching zero in 2046.

Figure 5-2: Liza-1 natural gas available for sales, August 2018 estimate
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This base production profile was used to create two natural gas supply cases for the economic and
financial analysis: a lower case averaging 30 MMscfd from 2022 until 2041, and a higher case averaging
50 MMsctd for the bulk of the study period, including a ramp up period at the beginning and a ramp
down period at the end (see Figure 5-3). These two natural gas supply cases, matched with the two
options for new natural-gas-fired electricity generation capacity developed in the GPL 2018 Expansion
Plan, were used for the economic and financial analysis, and related sensitivity analyses.

In addition to these two main supply cases, a third case was considered to highlight the potential
impact of future additional natural gas availability. Although the currently modeled natural gas supply
from Liza is capped at 50 MMscfd, the potential for additional natural gas supply from future
developments has led EEPGL to size the offshore pipeline to transport a maximum of 145 MMscfd.
This third natural gas supply case highlights the economic and financial implications of operating the
pipeline at maximum capacity. The natural gas supply modeled in this third case assumes that the
additional volumes begin to come online in 2028, six years after Liza-1’s initial production. The supply
curve rapidly increases to the full 145 MMscfd and then maintains that volume throughout the study
period. It should be stressed that this is a purely conjectural case—the proposed supply curve and
duration are not based on any supply or reservoir data currently available. As a result, the analysis



based on this theoretical 145 MMscfd supply case will be presented separately from the two main
supply cases noted above.

Figure 5-3: Modeled natural gas supply profiles
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Composition of the produced natural gas

On June 2, 2017 EEPGL provided an assessment of the composition of the natural gas that will be
produced from the Liza Destiny FPSO for the 2017 Desk Study. As shown in Table 5-1 below, the
gas is primarily methane and ethane (86.4% mole fraction), with significant volumes of propane,
butane, and heavier condensates (12.4% mole fraction), and only small amounts of CO2 (0.8% mole
fraction) and nitrogen (0.4% mole fraction).

Table 5-1: Liza Phase 1 FPSO natural gas composition and resulting NGL streams




Liza Destiny FPSO gas composition

Component Heat Gallons per

Content Volume of each Component Produced (MMcfd) Mecf
Component Mol fraction tu/MMec 30 MMecfd 50 MMcfd 145 MMcfd GPM)
Methane 79.1% 1,011 23.73 39.55 114.70
Ethane 7.3% 1,783 2.19 3.65 10.59 1.95
Propane 6.7% 2572 2,01 3.35 9.72 1.84
i-Butane 1.0% 3,259 0.30 0.50 1.45 0.33
n-Butane 2.8% 3,262 0.84 1.40 4.06 0.88
Condensate (C5+) 1.9% 4,000 0.57 0.95 276 0.70
Water 0.0% 0 0.00 0.00 0.00
co2 0.8% 0 0.24 0.40 1.16
H28 0.0% 672 0.00 0.00 0.00
Nitrogen 0.4% 0 0.12 0.20 0.58
Total 100.0% 1,302 30 50.00 145 5.70
NG stream 87.6% 1,061 26.3 43.8 127.0

(including Methane, Ethane, CO2 and Nitrogen)

NGL Stream 124% 3,002 3.7 6.2 18.0 3.75
(including Propane, i-Butane, n-Butane, Condensate (C5+))

barrels of liquid NGL per day 2,678 4,463 12,942
barrels of liquid NGL per vear 977,366 1,628,943 4,723,934
LPG Stream 10.5% . 2,821 3.2 53 15.2 3.05

(including Propane, i-Butane, n-Butane)

barrels of liquid LPG per day 2,180 3,633 10,535
barrels of liquid LPG per vear 795,570 1,325,949 3,845.253
Condensate Stream 1.9% 4,000 0.6 1.0 2.8 0.70

(Condensate (C5+) only)

barrels of liquid Condensate per day 498 830 2,407
barrels of liquid Condensate per year 181,796 302,993 878,681
Source: Energy Narrative calculations based on data from EEPGL

In industry terms, the Liza Phase I gas is rich (high in liquid content) and sweet (low sulfur). The gas
composition as reported has an average heat content of 1,302 Btu per standard cubic foot. This is
roughly 25% above standard pipeline specifications for natural gas in the United States (where pipeline
gas is roughly 1,035 Btu per standard cubic foot), but still suitable for use in reciprocating engines! for
power generation (which are generally able to handle a wide range of fuel inputs, including liquid fuels,
such as diesel, and LPG) or most industrial applications. The reported levels of CO2 and nitrogen are
also within typical ranges for use in power generation, and so no additional treatment is needed to
remove impurities from the gas stream.

If the ethane is left in the natural gas stream, but the propane, butanes, and heavier condensates are
separated out once the natural gas reaches the shore, the heat content of the remaining dry gas would

! Reciprocating engines were determined to be the preferred technology for new thermal capacity in the GPL 2018 Expansion Study



be reduced to 1,061 as shown in the “NG stream” line in the table above. This is slightly higher than
is typical for pipeline gas in the U.S., but well within the tolerance range for most end uses.

Separating the natural gas liquids (NGLs) from the natural gas would reduce the volume of delivered
natural gas by 12.4%, such that 30 MMscfd of wet gas delivered to the shore would produce 26.3
MMscfd of dry gas and 3.7 MMscfd of NGLs. This NGL stream is equivalent to just under 2,700
barrels of NGLs per day, or nearly 980,000 barrels of NGLs per year. At the higher end, a 145 MMscfd
supply of wet gas would result in 127 MMscfd of dry gas and 18 MMscfd of NGLs, equivalent to
nearly 13,000 barrels of NGLs per day or 4.7 million barrels per year.

Fractioning the NGL stream into LPG (propane and butanes) and condensate (the remaining C5+)
would produce 3.2 MMscfd of LPG and 0.6 MMscfd of condensate from the 30 MMscfd wet gas
volume. This LPG stream is equivalent to just under 2,200 barrels of LPG per day, or nearly 800,000
barrels of LPG per year. At the higher end, a 145 MMscfd supply of wet gas would result in 15.2
MMsctd of LPG and 2.8 MMscfd of condensate, equivalent to 10,500 barrels of LPG per day or 3.8
million barrels per year.

Even the lowest proposed volume of LPG production is significantly higher than Guyana’s current
estimated LPG consumption of roughly 220,000 barrels per year, suggesting that the LPG supplied
from the natural gas stream could replace all current LPG imports and also support additional new
uses or exports. Under the higher natural gas supply range, LPG production could be more than 17x
current consumption levels.

GPL forecasts for electricity demand growth

Guyana’s future electricity consumption determines the amount of power generation capacity is
needed and the volume of electricity that is produced by that capacity. Table 5-2 below shows the base
case electricity demand outlook from GPL’s 2018 Expansion Study.

Table 5-2: Guyana electricity demand outlook, Base Case




Base Case Forecast

Total Electricity Sales
Rate of Growth
New Load - Self-Generation
Losses converted into Sales
Sales from Essequibo region
Essequibo Interconnection
Total Sales DBIS

Total Losses
Technical
Non Technical
Net Exported Units
Auxiliaries & Self-consumption

Gross Generation
Unserved Energy
Unserved Energy

Electricity Demand w/o Linden
Linden Interconnection

DBIS Electricity Demand before EE
EE measures

DBIS Electricity Demand after EE
Electric Vehicles

DBIS Electricity Demand
Load Factor

Maximum Demand

Unit

%o

%
%

GWwh
Mw

(actual)

2014
493.6

3%

0.0

-25.9

467.7

14.0%

15.6%
663.9

684.7

139

2P

69B.6

698.6

69B.6

69B.6

Source: GPL 2018 Expansion Study

2015
518.9

51%
0.0

-38.5

4794

29.2%

14.9%
14.3%

2016
550.9

62%

0.0

416

5098.3

555.3
08%
0.0
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as Guyana’s offshore oil

production comes on line. Total electricity consumption is expected to grow from 775 GWh in 2018
to nearly 2,200 GWh in 2035, while peak demand increases from 117 MW to 330 MW in the same

period.

The 2017 Expansion Study also considered two demand growth alternatives: a High Demand Case,

in which long-term electricity demand remains above 4% per year, driven by faster economic growth;

and a Low Demand Case, in which the expected boost from oil development does not materialize and

long-term demand growth remains below 2%. Table 5-3 below shows the electricity demand outlook
for the High Demand Case.

Table 5-3: Guyana electricity demand outlook, High Demand Case




High Case Forecast

Total Electricity Sales
Rate of Growth
New Load - Self-Generation
Losses converted into Sales
Sales from Essequibo
Essequibo interconnectino
Total Sales DBIS

Total Losses
Technical
Non Technical
Net Exported Units
Auxiliaries & Self-
consumption
Gross Generation
Unserved Energy
Unserved Energy
Electricity Demand wfo Linden
Linden Interconnection
DBIS Electricity Demand before EE
EE measures
DBIS Electricity Demand after EE
Electric Vehicles
DBIS Electricity Demand
Load Factor
Maximum Demand

Mw

(actual)
2014 2015 2016 2017
4936 5189 5509 5553
3% 51% 6.2% 08%
0.0 0.0 0.0 0.0
268 385 416 417
4677 4794 5093 5136
206% 202% 29 208%
1400 149% 145% 145%
156% 14.3% 147% 15.1%
6639 6767 TI191 7299
20.8 20 218 211
6847 6967 7409 7509
139 106 12 1.3
2% 15% 15% 15%
6986 7073 7521 7622
6986 7073 7521 7622
6986 7073 7521 7622
6986 7073 7521 7622
T32% 740% 755%
1103 1161 1153

Source: GPL 2018 Expansion Study
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Under this Case, electricity consumption is expected to reach more than 3,000 GWh in 2035, while
peak demand increases to almost 460 MW in the same period.
Table 5-4 shows the outlook for electricity demand under the Low Demand Case.
Table 5-4: Guyana electricity demand outlook, Low Demand Case
Low Case Forecast (actual) (forecast from 2018 on)
Unit 2014 2015 2016 2017 2ns 2018 2020 2021 2022 2023 2024 2025 2030 2035
Total Electricity Sales GWwh 4936 5188 5509 5553 5781 6036 630.1 6591 6894 6994 7095 7197 7823 B398
Rate of Growth Yo 37% 51% 62%  08% 4.1% 44% 44% 46% 46% 15% 15% 14% 17% 14%
New Load - Self-Generation GWwh 00 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 64.3 3080 3673
Losses converted into Sales GWh 12 33 34 49 6.5 78 94 1 186 293
Sales from Essequibo region Gwh 268 385 416 417 -43.4  -453 -47.3 <4985 517 526 -633 540 -58.7 -63
Essequibo interconnection GWh
Total Sales DBIS GWh 4677 4794 5093 5136 5359 5616 5862 6145 6442 6548 6656 7410 10512 11734
Totd Losses Yo 06% 202 202% 296% 28T 2B1% 281% 27 2H66% 2B59% HB1% Al% D% 171%
Technical Yo 140% 149% 145% 145% 141% 141% 141% 1376 134% 130% 12T% 124% 106% 90%
MNon Technical Yo 1568% 143% 147% 151% 14T 140% 140% 136% 132% 128% 124% 120% 101% 81%
Net Exported Units GWh 6639 6767 7191 7209 7519 7806 8149 8456 8776 B833 8892 9803 13262 14153
208 20 218 211 215 21.2 213 213 212 213 213 21.3 213 213
Auxiliaries & Self-consumption  GWh
Gross Generation GWh 6847 6967 7409 75089 7733 B01.8 B362 8669 B98O 9046 9105 10017 13476 14366
Unserved Energy Gwh 139 10.6 1nz 13 10.8 1.2 "7 121 126 127 127 14.0 1889 201
Unserved Energy Yo 20% 15% 15% 15% 14% 14% 14% 14% 14% 14% 14% 14% 14% 14%
Electricity Demand w/o Linden Gwh 6986 7073 7521 7622 7842 8130 8479 8790 9115 9173 9232 10157 13664 14567
Linden Interconnection Gwh 1689 1722 1882 2028
DBIS Electricity Demand before EE GWh 6986 T073 7521 7622 7842 8130 8479 8790 9115 9173 10921 11879 15546 16595
EE measures GWh 128 176 229 315 39.8 485 618 748 1372 2037
DBIS Electricity Demand after EE GWh 6986 TO73 7521 7622 7714 7954 8250 8475 B7TI7 BG6BE 10303 11130 14174 14558
Electric Vehicles GWh 0.0 00 0.0 0.0 0.0 0.0 0.0 0.0 00 0.0
DBIS Electricity Demand GWh 6986 T073 7521 7622 TM.4 7954 B250 8475 8717 BG6BB 10303 11130 14174 14558
Load Factor GwWh T32% 740% 755% Th5% TVhS% 755% T55% 7BE% TV55% Th4% Th4%  T54%  755%
Maximum Demand Mw 1103 1161 1153 M67 1203 1248 1282 1318 1314 1559 1684 2145 2202

Source: GPL 2018 Expansion Study



Under this Case, electricity consumption is expected to reach just under 1,500 GWh in 2035, while
peak demand increases to 220 MW in the same period.

GPL’s proposed capacity and timing of natural gas-fired electricity generation assets

Using the Base Case electricity demand forecast, the 2018 Expansion Study created for outlooks for
new electricity generation capacity additions: a “Business as Usual” case without natural gas and using
HFO as the main fuel, one based on 30 MMscf per day of natural gas supply, one based on 50 MMscf
per day of natural gas, and one “Green” scenario without natural gas and using hydropower and other
renewable energy sources for the main electricity supply. Tables 5-5 and 5-6 below show the proposed
schedule for new dual-fuel engines under the two natural gas Cases.

Table 5-5: GPL forecast new electricity generation capacity additions, 30 MMscf per day
natural gas supply Case

Capacty
Year Added (MW) Technology Fuel

2019 174 Engine Dual
2021 ) Engine Dual
2023 ) Engine Dual
2024 A Engine Dual
2025 17 Engine Dual
Total 187.4

Source: GPL 2018 Expansion Study

Table 5-6: GPL forecast new electricity generation capacity additions, 50 MMscf per day
natural gas supply Case

Capacity
Year Added (MW) Technology Fuel

2019 87 Engine Dual
2021 34 Engine Dual
2023 7 68 Engine Dual
2024 3 Engine Dual
2025 ) Engine Dual
2026 34 Engine Dual
2027 4 Engine Dual
2028 3 Engine Dual
Total 280.7

Source: GPL 2018 Expansion Study

The total amount of new dual-fuel capacity in each Case is set to maximize the use of available natural
gas, while the pace of new capacity additions is determined by the pace of electricity demand growth



under the Base Case. For both tables, the engines added in 2019 and 2021 are assumed to run on HFO
until natural gas become available in 2022.

Estimated natural gas consumption for power generation

The volume of natural gas consumed for power generation is determined by the amount of electricity
that is generated from natural gas and the efficiency at which that electricity is generated (that is, the
amount of natural gas consumed per unit of electricity produced. The amount of electricity generated
with natural gas is the product of the available natural gas fired electricity generation capacity and the
utilization rate of that capacity.

Table 5-7 below shows the assumed availability and heat rate for each type of power plant technology
added in the various GPL 2018 Expansion Study cases. The availability sets the maximum utilization
rate for a particular power generation technology, taking into account required down time for
maintenance. The actual utilization rate for any particular unit can be lower than this maximum,
depending on the system’s electricity consumption and load shape, the total amount of generation
capacity that is available, and the relative efficiency of the unit in question.

Table 5-7: Power plant operational assumptions

Estimated Availability by plant type

Technology Unit Value
Gas Turbine, LFO % 90%
Engine, HFO % 90%
Engine, NG %o 90%

Heat rate by plant type
Technology Unit Value

Gas Turbine, LFO Btu/kWh 10,200
Engine, HFO Btu/kWh 9,000
Engine, NG Btu/kWh 8,500

Source: GPL 2018 Expansion Study

As shown in the Table, engines running on natural gas are expected to be more efficient than engines
running on HFO (the lower heat rate indicates less fuel consumed per unit of electricity produced).
As a result, an engine using natural gas would produce less expensive electricity than an engine using
HFO even if the price of the two fuels on a US§ per MMBtu basis was the same.

Estimated natural gas demand and available excess supply

GPL’s 2018 Expansion Study calculated the amount of natural gas required for electricity generation
under the two natural gas scenarios based on the previously described parameters. In addition, the
table shows the potential available excess natural gas supply under a 145 MMscfd production profile
and the 50 MMscfd power plant expansion plan. As shown in Table 5-8, both main natural gas volume
cases assume that virtually all of the available natural gas is used for power generation once all of the
planned dual fuel engines are built. The 145 MMscfd supply case has substantial volumes of natural



gas available for non-power generation uses as the proposed electricity generation capacity additions
under the 50 MMscfd supply case are sufficient to provide virtually all of Guyana’s electricity needs.

Table 5-8: Natural gas availability in excess of requirements for electricity generation (MMscf
per day)

30 MMecf per day Supply and Expansion Plan
2022 2023 2024 2025 2026 2027 2028 2029 2030 2031 2032 2033 2034 2035 2036 2037 2038 2039 2040 2041

NG Pipeline capacity 145 145 145 145 145 145 145 145 145 145 145 145 145 145 145 145 145 145 145 145
NG Flow rate 2 29 30 29 30 30 30 a0 a0 30 30 30 30 30 30 30 30 30 30 28
Utilization Rate 15 20%  21%  20% 21% 21%  21%  21% 2% 21% 21% 21% 21% 21% 21% 21% 21% 21 21% 1%
LPG stream 23 30 32 30 32 iz 32 32 32 32 32 32 32 32 32 32 32 32 32 3
Condensate stream 0.4 0.6 0.6 0.6 0.6 0.6 X33 LG 41 6 6 6 .G DG 0.6 0.6 0.6 04 0.6 0.5
Dy pras strearn 193 254 263 254 263 263 263 263 263 263 263 263 26.3 263 263 263 265 263 263 245

Dy pras consumption for
electrdeity peneration 67 208 283 254 263 263 263 263 258 258 261 261 263 263 263 263 263 263 263 245
Available excess dry gas 125 45 0.0 a0 0o 0.0 0.0 0.0 05 0.5 02 02 00 00 0.0 0.0 0.0 a0 00 0.0

50 MMef per day Supply and Expansion Plan
2022 2023 2024 2025 2026 2027 2028 2029 2030 2031 2032 2033 2034 2035 2036 2037 2038 2039 2040 2041

NG Pipeline capacity 145 145 145 145 145 145 145 145 145 145 145 145 145 145 145 145 145 145 145 145
NG Flow rate 2 29 30 29 e 49 49 49 49 49 49 49 50 49 49 49 49 44 36 28
Utilization Rate 15 20%  21%  20% 30% 3d4% A% 4% 3% MW 3% MW MY 3% 3% 3% MW 32 25% 1%

LPG stream 23 30 32 30 4.6 51 51 51 51 51 51 51 53 51 51 51 51 48 38 29
Condensate stream 0.4 0.6 0.6 0.6 08 0.9 09 09 08 09 09 iR 10 09 0.9 0.9 09 09 07 0.5
Dy pras strearn 193 254 263 254 385 420 429 429 425 425 429 420 438 429 429 429 429 403 315 245

Dy pras consumption for
electrdeity peneration 25 177 2 254 331 384 420 429 428 429 428 428 437 428 429 429 429 403 IS5 245
Available excess dry gas 167 7 32 a0 54 45 0.0 0.0 00 0.0 0.0 0.0 o1 00 0.0 0.0 0.0 a0 00 0.0

145 MMecf per day Supply and 50 MMcf per day Expansion Plan
2022 2023 2024 2025 2026 2027 2028 2029 2030 2031 2032 2033 2034 2035 2036 2037 2038 2039 2040 2041

NG Pipeline capacity 145 145 145 145 145 145 145 145 145 145 145 145 145 145 145 145 145 145 145 145
NG Flow rate 2 29 30 29 e 49 49 130 140 145 145 145 145 145 145 145 145 145 145 145
Utilization Rate 15 20%  21%  20% 30%  34% A% 90% 97% 1008 10(%e  100%  100%q  100% 1008 10(Re  100%  100%  100%  100%
LPG stream 23 30 32 30 4.6 51 51 137 147 15.2 15.2 15.2 152 152 152 152 152 152 152 152
Condensate stream 0.4 0.6 0.6 0.6 08 0.9 09 25 27 28 28 28 28 28 28 28 28 28 28 28
Diry pras strearm 193 254 263 354 385 420 429 11590 1226 1270 1270 1270 12700 12700 12700 1270 12R00 12700 12700 1270

Dy pras consumption for
electrdeity peneration 25 177 2 254 331 384 420 442 442 442 442 437 437 432 432 432 432 432 432 432
Available excess dry gas 167 7 32 a0 54 45 0.0 696 784 828 828 833 B33 838 B39 839 839 B39 B39 8IS

Source: Energy Narrative analysis

In the 30 MMscfd case, just over 12 MMscfd of excess gas is available in 2022, the first year of the
pipeline’s operations, but this excess is cut to just 4.5 MMscfd in 2023. After 2023 all available natural
gas is absorbed by the power sector (assuming the wet gas NGLs are removed and dry gas is provided

to the power plant). In this case only 21% of the pipeline’s capacity is used during the peak period
from 2023 to 2040.

In the 50 MMscfd case, over 16 MMsctd is available during the pipeline’s first year of operation, falling
to 7.7 MMsctd in 2023 and 3.2 MMscfd the following year. There is a short period with excess gas
volume 2026 and 2027, but otherwise all natural gas is used for power generation for the rest of the
study period. In this case, 34% of the pipeline’s capacity is used during the peak period from 2027 to
2038.

In the 145 MMscfd case, natural gas demand for power generation is the same as the 50 MMscfd case,
allowing for a substantial amount of excess natural gas to be available for other uses once the additional
supply volumes come on line in 2029. Between 2022 and 2028 the supply profile and availability of
excess gas is the same as the 50 MMscfd case. In 2029 nearly 70 MMscfd of excess supply is available,



ramping up to roughly 83 MMsctd by 2031, a volume of excess supply that is then maintained through
2041. In this case, the pipeline reaches full capacity in 2031 and is fully utilized for the following
decade.

5.1.2. Assessment and review of landing site

The purpose of this section is to review the physical characteristics of the selected landing site and
industrial development location (Woodlands) and validate the findings of the site selection committee.

Site selection

The Woodlands site was selected after an extensive site selection process, led by cross-agency team
including representatives from the Guyana Energy Agency, Guyana Power & Light, the Ministry of
Natural Resources, the Ministry of Business, the Ministry of Public Infrastructure, the Guyana Lands
& Surveys Commission, and the Maritime Administration Department.

The selection process had seven stages:

L] Stage 1: Identification of Criteria. Ten sites were initially identified based on five criteria: land
size (minimum 200 acres for future expansion and an industrial park; site development cost;
accessibility to utilities, infrastructure, and port; distance and accessibility to the FPSO; and, socio-
economic and environmental impact.

[l Stage 2: Evaluation of Sites. The five criteria were given even weighting and rated on a scale of
0-20 with 0 being unacceptable and 20 denoting excellent conditions. This ranking evaluation
resulted in three shortlisted sites for further consideration: Crab Island, Right Bank Berbice River;
Woodlands, Right Bank Mahaica River, East Coast Demerara; and, Patentia, West Bank Demerara.

[l Stage 3: Further Review and Consideration. After further consideration, Crab Island was
dropped from consideration owing to possible conflicting interests at the location, and Vreed en
Hoop was added as a possible location for power generation in conjunction with an industrial
park in Patentia (both on the West Bank, Demerara).

[l Stage 4: EEPGL technical pre-screening report. EEPGL conducted a preliminary
environmental scoping report for both the Woodlands and Vreed-en-Hoop locations using basic
geospatial analysis for four potential constraints: surrounding land use, biodiversity,
social/cultural, and technical. This assessment led to a firm preference for the Woodlands site
owing to lower technical issues with the pipeline landing; better ground elevation and lower overall
impact on surround communities; and, potential challenges landing a high pressure natural gas
pipeline in Vreed-en-Hoop owing to higher population density and the active river waterway.

[l Stage 5: Internal Validation of Findings (GoG entities). The Site Selection Team conducted
its own review of the two proposed sites and validated the preference for Woodlands based on

specific considerations evaluated by GPL, MARAD, GL&SC, WSG and other members of the
selection committee.



[l Stage 6: Field Assessments (EEPGL). EEPGL also conducted physical field assessments of
both sites to affirm the pre-screening report. This physical assessment found the Vreed-en-Hoop
location had greater constraints to the proposed development than the Woodlands site,
particularly related to surrounding land use.

[l Stage 7: Evaluation of Site Capital Cost Comparisons. An initial estimation of pipeline capital
costs for the two proposed sites suggested that offshore pipeline to Vreed-en-Hoop would cost
roughly US$12 million more than the pipeline, and the Vreed-en-Hoop location would also incur
the additional cost of a US$60 million onshore pipeline to connect the power plant location with
the industrial park location. This additional cost of US$72 million implied that the Vreed-en-Hoop
location would be roughly 15% more expensive than the Woodlands location.

Based on this analysis, the Woodlands location was deemed the recommended landing site for the
offshore natural gas pipeline and the development of the natural-gas-fired power plant with associated
industries.

Landing site characteristics

The Woodlands landing site is located along the Atlantic coast, east of Georgetown in a relatively
sparsely populated region. Figure 5-4 shows the proposed site on a regional map and satellite view.

Figure 5-4: Woodlands landing site map and satellite view
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Source: NG presentation to Cabinet, March 20, 2018

The site selection group noted the pros and cons of the Woodlands landing site across five criteria:
the available land size, cost to develop the site, accessibility to utilities, infrastructure and port, distance
and accessibility to the FPSO, and socio-economic and environmental impact. These characteristics
are described in Table 5-9.

Table 5-9: Woodlands characteristics




Criteria

Land size, future
expansion

Pros

1. 476 Actes of land available for development.

2. Adequate size and allows for future
expansions and development.

Cons

1. Nil

Site Development
Cost

(soil characteristics
and conditions,
topography and
vulnerabilities to
natural disastets)

In close proximity to the Mahaica River on the
west and facade drainage canal to the South.

2. Internal drainage from facility can be
discharged into the Mahaica River.

1. Poor soil conditions — soft saturated clays
necessitating extensive foundation and soil
stabilization works.

2. Low site elevation, area prone to soil
erosion and flooding — flood protection
infrastructure works would require (US$3,500
— US$4,500/m.)

3. Filling of site to achieve acceptable
elevation and ground stability — retaining
structures may be required.

Accessibility to
utilities,
infrastructure, and
pott.

1. Easy integration with GPL’s Infrastructure at

Sophia, Berbice and in proximity of plant.

2. Operating and maintaining Overhead
Transmission Lines are easier.

3. Greater flexibility (2 load centers being

powered directly) and more efficient dispatch of

powet by way of higher primary voltage
transmission (230kv standard).

4. Access to major roadway.

5. Possibility of use of access through port
Georgetown.

1. Longer Transmission Lines required to
connect to Sophia.

2. More costly to interconnect Regions 2,3,7
& 10 to the DBIS.

3. Greater dependability on SCADA for
ensuring efficient operation of network
during power interruptions.

4. Acquiring easements would be challenging.

5. No natural channel large shipping vessels
making the development of a port difficult.

Distance and
Accessibility to
FPSO

1. Shorter distance to FPSO (approx. 166 km)

2.Away from major shipping lanes and natural
channels.

3. Reduction in cost — build and maintain port

1. Onshore pipeline transmission required.
2. Delays in accessing neatby port facility.

3. Increase operation cost to provide and
maintain storage of gas and other products at
site.

environmental
impact

Socio-economic and | Epyironmental impact of facility will be at a

minimum, since surrounding area mainly
comprises of farmlands.

1. Some cattle—farmers may be displaced.

2. Mangroves as the natural protection for
shoreline would be disturbed.

Source: NG presentation to Cabinet, March 20, 2018

The Woodlands site as described has sufficient area to accommodate the planned power plant, NGL

plant, and supporting infrastructure. Natural-gas-fired power plants have a relatively small footprint,

averaging 20-40 acres in the United States. The NGL separation and LPG production plant will also

have a relatively small footprint, estimated to be similar in size to the power plant, or roughly 20-30




acres depending on the volume of on-site storage that is required. The main potential constraint on
the available space at the site will be the size of the required shoreline buffer. A large buffer zone will
greatly reduce the space available for industrial development as the site stretches along the coast.

The lack of a local port will require the construction of a jetty or buoy system to allow seaborne
deliveries of HFO as a backup fuel for the power plant. This same infrastructure could potentially also
be used to load LPG carriers to export the LPG product if desired, or other liquids that are produced
in the industrial park. Other solid products, such as urea, must be transported by road. This
requirement could put additional pressure on regional road infrastructure from increased heavy truck
traffic.

5.1.3. Validation of the pipeline operational and functional characteristics

The proposed pipeline is unusual in its small size, placing it outside of typical construction and
installation practice in deep-water. Preliminary engineering by ExxonMobil indicates that the depth of
the water combined with the internal pressure of the gas leads to a minimum wall thickness of 1-in.

Based on the water depths encountered, 1,800m / 5,900-ft water depth to shore, J-lay / S-lay / barge
may all be required for installation of the offshore pipeline. The deep water installation methods, J-lay
and S-lay, typically use larger diameter and wall thickness pipe. The installation methods and
equipment therefore may need to be modified to accommodate the smaller pipeline diameter,
especially concerning bending and fatigue during installation. Manufacturing considerations regarding
the minimum wall thickness of 1-in are less important.

The major constraints to natural gas pipeline design include geological, geotechnical, ecological and
cultural risks. In order to evaluate these risks, geophysical data, geological investigations, and
geological studies are required.

[l Geophysical Data. This includes detailed information of the physical characteristics of the
pipeline path. Data gathering options include:

o 3D Seismic identifying faults, landslides, mass transport deposits, fluid expulsion
systems, buried faults and folds, buried stratigraphy, and buried free-phase gas or gas
hydrates.

o High Resolution or Ultra High Resolution 2D Seismic reflection identifying
shallow seafloor features, buried structures (faults and folds), buried stratigraphy, and
buried free-phase gas or gas hydrates.

o Sub-Bottom Profiler identifying man-made objects, faults, fluid expulsion features,
shallow buried faults and folds, and shallow buried stratigraphy.

o0 Multibeam Echo-sounder identifying faults, landslides, mass transport deposits,
fluid expulsion features, and channel systems at the seafloor.

o Side Scan Sonar identifying man-made objects, fluid expulsion features, and channel

systems at the seafloor.



[l Geological Investigations. Geotechnical cores and in-situ tests are used to obtain design-
level information once a preliminary route has been determined to provide an eatly indication
of soil conditions that may be necessary for conceptual design.

[l Geological Studies. These studies are conducted on either a regional scale using generalized
data, on a project-specific scale using more localized high-resolution data, or specifically along
a proposed pipeline route with high-resolution geophysical data, geotechnical data, and
geological cores.

The primary source of these data and their interpretation is Esso Exploration and Production Guyana,
their partners, Hess Guyana Exploration and CNOOC Nexen Petroleum Guyana, and oilfield service
and data companies such as Schlumberger, Halliburton and Core Labs.

Mechanical and integrity risks are designed out through engineering design, physical properties such
as metallurgy, material strength, and wall thickness, and operating procedures. A third party review of
the design and engineering documents accompanied by a third-party certification and inspection
program during construction from companies such as the American Bureau of Shipping should satisfy
this requirement.

5.1.4. Methodology and assumptions to calculate the upstream natural gas and offshore
pipeline economic costs

The purpose of this section is to estimate the economic costs related to the proposed upstream natural
gas production and offshore pipeline. The economic costs include the capital cost to add the
infrastructure required to produce the natural gas for sale and to build the pipeline, the ongoing costs
to produce the natural gas and operate the pipeline, and any environmental costs associated with the
pipeline’s operations.

The capital cost of modifying the FPSO to produce natural gas and of building and installing the
pipeline is a major contributor to the cost of delivering natural gas from the offshore production
platform to Guyana. EEPGL has provided an initial rough estimate of the associated capital costs.

The estimated costs from EEPGL were validated using three different comparison methodologies:
reported costs from a sample of comparable projects, industry reported average pipeline costs, and an
estimated built up from materials and services costs. Each of these methodologies are inexact given
this project’s unique circumstances, but can provide valuable context to the initial cost estimates
provided by ExxonMobil.

The detailed capital cost comparison analysis can be found in Appendix B. Table 5-10 below
summarizes the offshore natural gas pipeline estimated capital costs under each of the three
methodologies with a 20% contingency added to each and compares the results with the reported
figure from ExxonMobil.

Table 5-10: Estimated capital cost to install a 180 km, 12-inch pipeline offshore Guyana with
a 20% contingency added




Cost estimation Unit Cost (US$  Total Cost

basis per km-in) (US$ million)

Comparable Projects $159,600 $344
Indusry Average $171,240 $370
Materials cost $162,840 $352
Average Estimate $164,560 $355
ExxonMobil
Estimate $184,700 $399

Source: ExxonMobil, Energy Narrative estimates and calculations

Based on this analysis, a capital cost of US$355 million for the offshore natural gas pipeline was used
in the economic and financial models. This amount was added to the US$92 million required to
produce the natural gas for export from the FPSO as reported by ExxonMobil. The total capital cost
to deliver the natural gas to shore is therefore US$447 million. This capital cost is the figure used to
calculate the economic feasibility of the pipeline project.

Operational costs

Operational costs include ongoing operations and maintenance to ensure the natural gas production
facility and pipeline operate in an efficient and safe manner and the cost of fuel and other consumables
used when producing and transporting the natural gas. These operational costs are related to the size
and length of the pipeline, and so can be linked to the capital cost required to build the pipeline. While
these costs can vary substantially for different geographies and operational characteristics, industry
standard estimates place the annual operational costs at roughly 2% of the pipeline’s capital cost.

Given the lack of detailed operational data for natural gas pipelines in Guyana, this general industry
value was used to estimate the annual operating costs for the offshore natural gas pipeline. Because
the operational cost is linked to the pipeline capital cost, changing the pipeline’s assumed capital cost
will also change the assumed operational cost. In this way, sensitivity variations for the pipeline capital
cost will also capture a range of sensitivities for the pipeline operational costs.

Based on this methodology, the estimated annual operating cost is US$7.1 million. The annual
operating cost per volume of natural gas that is transported is then calculated as the total annual
operating cost divided by the volume of transported natural gas.

Environmental costs



The main ongoing environmental cost from operating the offshore natural gas pipeline is the potential
impact from CO2 emissions from the use of the natural gas that is transported. The economic cost of
CO; emissions from natural gas consumption is calculated as the product of the expected CO,
emissions and the social cost of CO, emissions. The expected CO, emissions is the product of the
CO; emissions per unit of natural gas consumed and the volume of natural gas transported through
the pipeline. The social cost of CO, emissions is assumed to be US$30 per ton. This value was used
in order to align the economic analysis of the offshore pipeline with the economic analysis of Guyana’s
electric power sector that was conducted in the GPL 2018 Expansion Study.

5.1.5. Methodology and assumptions to calculate the upstream natural gas and pipeline
economic benefits;

The purpose of this section is to calculate the economic benefits that will accrue from producing
natural gas for sale and building and operating the offshore natural gas pipeline. The economic benefits
include the savings that are obtained by reducing imports of liquid fuels (in particular, heavy fuel oil
for electricity generation) and from avoided CO; emissions from burning HFO for electricity
generation.

This analysis does not include any economic benefits from increased job creation (both directly from
the construction and operation of the upstream production facility and indirectly from the greater
economic activity associated with it). While the project will clearly bring some job creation benefits,
this value was not quantified for this analysis.

Avoided fuel import costs

The value of the fuel imports that are avoided by producing the natural gas and building the offshore
natural gas pipeline is the product of the volume of heavy fuel oil imports that are avoided and the
imported heavy fuel oil’s unit value. The heavy fuel oil that will be displaced by the natural gas will be
primarily used for electricity generation. However, only the cost of HFO and displaced volume are
included in the cost analysis for this segment of the overall project. Avoided costs related to building
and operating HFO power plants is captured in the natural-gas-fired power plant economic feasibility
analysis in section 7.

Even so, the volume of avoided heavy fuel oil imports is not equal to the volume of natural gas
transported via the pipeline, even on an equivalent MMBtu basis. This is because the operational
efficiency (as measured by the power plant’s heat rate) of HFO-fired engines is less than the efficiency
of natural-gas-fired engines. This difference is shown in Table 5-11 below, using the assumed heat
rate values presented in the GPL 2018 Expansion Study.

Table 5-11: Power plant efficiency assumptions by technology and fuel




Heat rate by plant type
Technology Unit Value

Gas Turbine, LFO Btu/kWh 10,200
Engine, HFO Btu/kWh 9,000
Engine, NG Btu/kWh 8,500

Source: GPL 2018 Expansion Study

As a result, the energy volume of avoided HFO imports in MMBtu per year will be 9/8.5 or roughly
5.9% higher than the energy volume of natural gas transported by the pipeline, also reported in
MMBtu per year.

The value of the avoided heavy fuel oil imports was calculated using the same methodology that was
used in the GPL 2018 Expansion Study. In this methodology, the historical price of HFO imports in
Guyana was linked to the historical price of the West Texas Intermediate (WTTI) crude oil index using
a linear regression. This linear equation was then applied to the forecast WTTI price reported in the
EIA Annual Energy Outlook Reference Case (in real 2017 US dollars). Figure 5-5 below shows the
forecast price for WTT under the Reference Case as well as two sensitivity cases: High Oil Price and
Low Oil Price. These sensitivities were used to calculate high and low HFO price outlooks for the
sensitivity analysis of the economic feasibility assessment as described in section 5.1.7.

Figure 5-5: WTI price forecast under three scenarios (2017 US$ per barrel)
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Using the linear relationship between WTI and Guyana’s price for imported HFO, the future price
for Guyana’s HFO imports was calculated under the three price scenarios. These outlooks are shown
in Figure 5-6 below.

Figure 5-6: Guyana HFO price forecast under three scenarios (2017 US$ per MMBtu)




35
N /
25
2017 /

20

uss$ /
MMBtu / //"
10 4
5
0 T T T T

T
2015 2020 2025 2030 2035 2040

—Reference  =——High Qil $ Low Qil §

Source: Energy Narrative

The economic benefit of avoided HFO imports for each year of the forecast period was then
calculated as the product of the forecast HFO price per MMBtu in that year and the calculated volume
of HFO that would have been consumed under the Business as Usual Case for the same year. The
sum of the future annual economic benefits from avoided HFO imports was then discounted to a
present value in 2018 using a 10% real discount rate.

Avoided environmental costs

The main avoided environmental cost from operating the offshore natural gas pipeline is the potential
impact from CO; emissions from the use of HFO for electricity generation. The economic cost of
CO3 emissions from HFO-fired electricity generation is calculated as the product of the expected
CO; emissions and the social cost of CO, emissions. The expected CO, emissions is the product of
the CO emissions per unit of HFO consumed and the volume of HFO consumed each year. The
social cost of CO, emissions is assumed to be US$30 per ton. This value was used in order to align
the economic analysis of the offshore pipeline with the economic analysis of Guyana’s electric power
sector that was conducted in the GPL 2018 Expansion Study.

5.1.6. Economic feasibility analysis

The economic costs and benefits described above were calculated for each year between 2018 and
2041. This timeframe is based on EEPGL’s project development timeline projecting first gas
availability in 2022 and a 20-year period of natural gas availability from the Liza-1 development. The
annual results were then discounted to 2018 using a 10% real discount rate in order to determine the
economic net present value. Based on this analysis, the upstream natural gas production and offshore
natural gas pipeline have an aggregate economic net present value (NPV) of approximately US$782
million and an economic rate of return of 30% percent under the project’s Base Case assumptions.
This indicates that the offshore natural gas pipeline is economically viable. The summary results of
the economic feasibility analysis are presented in Table 5-12 below.



Table 5-12: Natural gas pipeline economic feasibility analysis results

Sensitivity Variable Settings Key Results Metrics
Present Value Present Value Economic Economic
Capital & of Economic  of Economic  Net Present Rate of Economic
NG Flow Operating HFO and Benefits Costs Value Return Benefit / Cost
Volume Costs LPG Price (US$ million) (US$ million) (US$ million) % Ratio
30 Base Base $1,312 (§531) §782 30% 247

Source: Energy Narrative analysis

A detailed schedule of the annual economic benefits and costs for the offshore natural gas pipeline
is included in Appendix C.

5.1.7. Sensitivity analysis

A sensitivity analysis was performed to estimate how changes in key variables would impact the
offshore natural gas pipeline’s economic feasibility. Three independent variables were included in
the sensitivity analysis: the volume of natural gas shipped by the pipeline, the capital cost to build the
pipeline, and the price of HFO that the natural gas will displace. These variables were selected based
on the likelihood that they could change and their potential to have a material impact on the

offshore natural gas pipeline’s economic feasibility.

Other variables that could potentially affect the economic feasibility include the discount rate and
the price of CO2. The base real discount rate was set at 10% to match the discount rate used in
GPL’s 2018 Expansion Study, although many institutions use a 12% discount rate.

Table 5-13 below shows the impact on the natural gas pipeline economic feasibility by increasing the
discount rate to 12%.

Table 5-13: Offshore natural gas pipeline economic feasibility sensitivity to discount rate

Sensitivity Variable
Settings Key Results Metrics
Present Value Present Value Economic Economic
of Economic  of Economic  Net Present Rate of Economic
NG Flow Discount Benefits Costs Value Retutn Benefit / Cost
Volume Rate (US$ million) (USY¥ million) (US$ million) %0) Ratio
30 10% $1,312 ($531) $782 30% 2.47
30 12% $1,061 ($4706) $584 30% 2.23

Source: Energy Narrative calculations

Increasing the discount rate to 12% reduces the net present value of both the economic benefits and
costs of the offshore natural gas pipeline. Because the costs tend to be front-weighted and the benefits
more spread over time, the benefits are more affected by the change in discount rate than the costs,
resulting in a lower economic net present value. The economic rate of return was unaffected (as it is
well above the discount rate) and the economic benefit/cost ratio was only matginally affected.



Because the economic rate of return metric is unaffected by the change in discount rate, it was deemed
to be less important as a sensitivity variable than other factors.

In addition to the discount rate, the value of the reduction in CO2 emissions could also be a factor
for the sensitivity analysis. Although natural gas does produce CO2 when it is burned for electricity
generation, it produces much less CO2 than burning HFO. Each MMBtu of natural gas produces
roughly 117 pounds of CO2 when burned, while each MMBtu of HFO produces 174 pounds of
CO2, or roughly 49% more CO2 than natural gas. In addition, a natural-gas-fired power plant is
more fuel efficient than a similar HFO-fired one (see Table 7-1). This means that more electricity is
produced per unit of natural gas consumed than per unit of HFO, further reducing COZ2 emissions
per unit of electricity produced.

Table 5-14 below shows the impact on the natural gas pipeline economic feasibility by reducing the
value of CO2 emission to zero.

Table 5-14: Offshore natural gas pipeline economic feasibility sensitivity to CO2 price

Sensitivity Variable
Settings Key Results Metrics
Present Value Present Value Economic Economic
of Economic  of Economic  Net Present Rate of Economic
NG Flow Benefits Costs Value Return Benefit / Cost
Volume CO2 Price (US$ million) (US$ million) (US$ million) (%) Ratio
30 $30 $1,312 ($531) $782 30% 247
30 $0 $891 ($358) $533 29% 2.49

Source: Energy Narrative calculations

Removing the economic cost of CO2 reduces both the project benefits (accruing from the avoided
CO2 emissions from burning HFO) and the project costs (accruing from the CO2 emissions from
burning the natural gas). Because natural gas emits less CO2 per unit of energy than HFO, the
economic benefits were more affected by removing the value of CO2 emissions than the project costs.
This reduced the offshore natural gas pipeline’s economic net present value, but had a minimal effect
on the economic rate of return and actually increased the economic benefit/cost ratio slightly. Because
removing the value of CO2 had a minimal effect on these metrics, the CO2 price was deemed to be
less important as a sensitivity variable than other factors.

Each of the three selected sensitivity variables was adjusted as follows:

L] Natural gas volume. The Base Case analysis assumes that 30 MMscf per day of natural gas
will be made available for transportation to the shore from Liza-1 production. However, the
most recent information from EEPGL confirmed that 50 MMscf per day could be made
available for much of the 20-year period. This sensitivity analysis examined the effect of
increasing the natural gas volume to 50 MMscf per day.



[l Pipeline cost. As noted above, there is a high degree of uncertainty in the actual cost to
build the proposed pipeline owing to the limited number of similar projects worldwide and
the frontier nature of Guyana’s hydrocarbon industry. Although a 20% contingency factor
was added to the Base Case capital cost estimate, it is plausible that costs could be
substantially higher. In order to capture this uncertainty, the sensitivity analysis considered
capital costs that were 20% higher and 20% lower than the Base Case. Because operating
costs are calculated as a percentage of capital costs, changing the capital cost for each
sensitivity case also changes the operating costs by +/- 20%.

L} HFO price. The main economic benefit from developing the natural gas pipeline project is
displacing high cost HFO imports with the domestically produced natural gas. Therefore,
the value of the displaced HFO has a direct impact on the economic feasibility of the
project. The sensitivity analysis used the forecast WTI price under the EIA’s High Oil Price
and Low Oil Price scenarios (from the 2018 Annual Energy Outlook) to adjust the
calculated price for Guyana’s imported HFO.

Table 5-15 presents the results of changing the three input variables individually as well as a “worst
case” scenario that combined high project costs with a low oil price outlook. For each combination
of natural gas volume, project cost, and HFO price, the table presents the calculated present value of
the project benefits, costs, and economic net present value, the economic rate of return, and the
economic benefit/cost ratio of the offshore natural gas pipeline.

Table 5-15: Natural gas pipeline economic feasibility sensitivity analysis results

Sensitivity Variable Settings Key Results Metrics
Present Value Present Value  Economic Economic
Capital & of Economic  of Economic  Net Present Rate of Economic

NG Flow Operating HFO and Benefits Costs Value Return Benefit / Cost
Volume Costs LPG Price (US$ million) (US$ million) (US$ million) % Ratio

30 Base Base $1,312 ($531) $782 30% 247

30 High Base 81,312 ($608) 8704 26% 2.16

30 Low Base $1,312 (5454) $859 36% 2.89

30 Base High $2,396 ($531) $1,865 48% 4.51

30 Base Low 8630 (8531) $99 13% 1.19

30 High Low $630 ($608) $22 11% 1.04

50 Base Base $1,827 ($586) $1,241 35% 312

50 High Base $1,827 ($663) $1,164 31% 2.76

50 Low Base $1,827 ($509) $1,318 40% 3.59

50 Base High §3,352 ($586) $2,766 52% 572

50 Base Low $874 ($580) $289 18% 1.49

50 High Low $874 ($663) $212 15% 1.32

145 Base Base $3.798 ($790) $3,008 41% 4.81

Source: Energy Narrative analysis



The table shows that the offshore natural gas pipeline remains economically feasible under each
individual sensitivity case. Under the “worst case” combination of both high project costs and a low
oil price outlook, the project remains economically feasible, showing a US$22 million economic gain
over 20 years and an economic rate of return of 11%--just above the 10% hurdle rate. The pipeline
shows the highest economic return under the 50 MMscf per day of natural gas volumes and the high
oil price case, reaching nearly US$2.8 billion in net present value and a 52% economic rate of return.

If natural gas supply were increased to the theoretical 145 MMscfd case, the offshore natural gas
pipeline would have an economic net present value of just over US$3 billion and an economic rate
of return of 41%.

A detailed schedule of the annual economic benefits and costs for each of the sensitivity analysis
noted above is included in Appendix C.

5.2. Natural gas upstream financial feasibility

The purpose of this section is to determine whether it is financially feasible to produce the natural gas
for delivery to onshore Guyana. It will be financially feasible if the net present value of the annual
cash flows (income minus costs) from selling the natural gas at the wellhead (that is, at the delivery
point on the FPSO linked to the offshore pipeline) is positive. The upstream financial analysis is
separated from the offshore pipeline analysis to highlight the range of prices for natural gas delivered
to the pipeline in the event the ownership of the offshore pipeline is different from the upstream
consortium operating the FPSO.

The financial costs to produce the natural gas include the capital cost to build the additions to the
FPSO to produce the gas for sale, the annual cost to produce the natural gas, interest expense for any
debt that is issued to finance the project, and any corporate income taxes assessed on the profits. The
upstream gas income is calculated from the volume of natural gas sold at the wellhead and the price
paid for the natural gas. Because there is currently no market for natural gas in Guyana, the price paid
for the natural gas will be negotiated between the Government of Guyana and EEPGL. In this
negotiation, EEPGL’s priority will be to secure a price for the natural gas and LPG that will provide
the greatest return on investment. At the same time, the Government of Guyana’s priority is to
minimize the cost of electricity generated with the supplied natural gas.

The financial feasibility analysis used two price setting approaches to reflect these different priorities:
a Cost+ approach which added a fixed return to the project costs and then calculated the resulting
electricity price, and a Net Back approach which fixed an average electricity price for the project
timeframe and then calculated the natural gas price and resulting returns on investment that would be
required to provide electricity at the chosen price.

For each price setting approaches a high and low value were selected in order to examine the range of
possible outcomes for the natural gas price negotiations. Under the Cost+ approach, both a 10%
internal rate of return (IRR) and a 16% IRR were modeled. Under the Net Back approach, an
electricity price of US$0.09 per kWh and US$0.06 per kWh were modeled.



The upstream natural gas production’s financial feasibility was calculated using both pricing
mechanisms. The actual price for the natural gas will be negotiated between EEPGL and the
Government of Guyana or other buyers. This approach establishes the financial feasibility under a
range of preferred outcomes for each negotiating party, effectively placing bookends around the likely
band for any negotiated natural gas price.

The financial analysis described below finds that the natural gas delivered by the offshore natural gas
pipeline would be priced at US$1.01 per MMBtu to have a net present value (NPV) of zero and an
IRR of 10%. Pricing the natural gas to achieve a 16% IRR would result in a natural gas price of
US$1.48 per MMBtu, and a net present value of approximately US$40 million. That is, the offshore
natural gas pipeline would be profitable under the range of pricing levels using the Cost+
methodology.

Pricing the natural gas to achieve an electricity price of 9 US cents per kWh would result in a natural
gas price of US$1.03 per MMBtu, a net present value of approximately US$2 million and an IRR of
10% percent. Pricing the natural gas to achieve an electricity price of 6 US cents per kWh would result
in a natural gas price of US$0.64 per MMBtu, a loss of approximately US$32 million in NPV terms
and an IRR of 4% percent. That is, the offshore natural gas pipeline would be profitable for an average
electricity price of 9 cents per kWh, but would not be profitable for an electricity price of 6 cents per
kWh at the assumed volume of natural gas production.

The analysis to calculate the financial feasibility of the natural gas pipeline is presented as follows:
[l Financial analysis assumptions
[l Financial feasibility analysis
[l Sensitivity analysis

5.2.1. Financial analysis assumptions

Key financial assumptions include the project component’s taxation rate, depreciation period and
calculation methodology, the share of debt and equity financing used and the interest rate and loan
tenor for the debt component.

Table 5-16 shows the specific assumptions that were used in the financial analysis. The upstream
natural gas producer is assumed to pay no income tax on its profits as it is considered part of the
production-related investments incurred by EEPGL under its petroleum production license. Capital
depreciation is assumed to be 20 years to match the project lifespan and is calculated as a straight line.
The natural gas production is also assumed to be equity financed (no project debt). This assumption
is in line with the financial assumptions made for Guyana’s power sector in the 2018 Expansion Study.

Table 5-16: Upstream Natural Gas Financial Analysis Assumptions




Base
Financial variables Unit Case Notes
Assumed no income tax per EEPGL

Upstream Tax rate % 0% i )

production license agreement
Upstrea’m’ . 20 year project lifespan based on natural gas
Depreciation period years 20 supnly availabili
(straight line) PP v
Upstream Debt % of o 0 Set to match assumptions in GPL 2018
total capital cost ’ ’ Expansion Plan Update

Source: Energy Narrative

These factors were applied to calculate the natural gas production’s earnings and net cash flow for
each of the 20 years included in the analysis. This series of future cash flows was discounted to the
present value using a 10% discount rate to calculate the natural gas production’s NPV and the internal
rate of return (IRR).

5.2.2. Financial feasibility analysis

The natural gas production income and expenditures described above were calculated for each year
between 2018 and 2041. This timeframe is based on EEPGL’s project development timeline
projecting first gas availability in 2022 and a 20-year period of natural gas availability from the Liza-1
development. The annual results were then discounted to 2018 using a 10% real discount rate in order
to determine the natural gas production’s net present value, internal rate of return, and the average
price of natural gas at the wellhead under each of the natural gas pricing options.

Based on this analysis, natural gas could be priced at the wellhead for US$1.01 per MMBtu under the
Cost+ pricing option to achieve a 10% IRR or for US$1.48 per MMBtu to achieve a 16% IRR and a
US$40 million NPV. Under the Net Back pricing option, the upstream natural gas production has a
net present value (NPV) of approximately US$2 million and an internal rate of return of 10% under
the project’s Base Case assumptions for electricity priced at 9 cents per kWh. This indicates that the
offshore natural gas pipeline is financially viable under this pricing option. However, the natural gas
production is not financially feasible for electricity priced at 6 cents per kWh as this price level
(US$0.64 per MMBtu for the natural gas delivered to the pipeline) results in a US$32 million loss and
a 4% IRR. The summary results of the financial feasibility analysis are presented in Table 5-17 below.

Table 5-17: Upstream natural gas financial feasibility analysis results

Sensitivity Variable Settings Key Results Metrics
Capital & NG Wellhead NetPresent Internal Rate

NG Fow  Operating Pricing Price Value of Return
Volume Costs  Mechanism  (US$/MMBtu) (US$ million) (%)

0 Base IRR-10% $1.01 0 10%

0 Base IRR-16% $1.48 $40 16%

0 Base Elec - 6 cent $0.64 ($32) L7

0 Base Elec - 9 cent $1.03 ® 10%




Source: Energy Narrative analysis

A detailed schedule of the annual cash flows for the offshore natural gas pipeline is included in
Appendix C.

5.2.3. Sensitivity analysis

A sensitivity analysis was performed to estimate how changes in key variables would impact the natural
gas production’s financial feasibility under both the Cost+ and Net Back pricing options. The
sensitivity analysis used the same independent variables that were included in the economic sensitivity
analysis: the volume of natural gas shipped by the pipeline, and the capital and operating cost to
produce the natural gas. These variables were selected based on the likelihood that they could change
and their potential to have a material impact on the financial feasibility. The summary results of the
sensitivity analysis are presented in Table 5-18 below.

Table 5-18: Natural gas pipeline financial feasibility sensitivity analysis results




Sensitivity Variable Settings Key Resulis Metrics

Capital & NG Wellhead NetPresent Internal Rate
NG Fow  Operating Pricing Price Value of Return
Volume Costs  Mechanism  (US$/MMBtu) (US$ million) (%)
0 Base RR-10% $1.01 0 10%
0 Base IRR-16% $1.48 $40 16%
0 Base Elec - 6 cent $0.64 ($32) &
0 Base Elec - 9 cent $1.03 ® 10%
0 Low RR-10% $0.81 ) 10%
0 Low IRR-16% $1.18 $32 16%
0 Low Elec - 6 cent $0.64 ($14) Po
0 Low Elec - 9 cent $1.03 $19 14%
0 High RR-10% $1.22 0 10%
0 High IRR-16% $1.78 48 16%
0 High Elec - 6 cent $0.64 ($50) 2o
0 High Elec - 9 cent $1.03 ($16) &b
50 Base RR-10% $0.74 0 10%
50 Base IRR-16% $1.12 $45 16%
50 Base Elec - 6 cent $0.50 ($27) Bho
50 Base Elec- 9 cent $0.84 $12 12%
50 Low RR-10% $0.59 0 10%
50 Low IRR-16% $0.89 $36 16%
50 Low Elec - 6 cent $0.51 ($10) &b
50 Low Elec- 9 cent $0.84 $30 15%
50 High RR-10% $0.88 0 10%
50 High IRR-16% $1.34 $54 16%
50 High Elec - 6 cent $0.50 ($45) K7
50 High Elec - 9 cent $0.84 ($5) Pho
145 Base RR-10% $0.36 0 10%
145 Base IRR-16% $0.62 $62 16%
145 Base Elec - 6 cent $0.39 % 11%
145 Base Elec - 9 cent $0.61 $59 16%

Source: Energy Narrative analysis

The table shows that the upstream natural gas production remains financially feasible under every
Cost+ sensitivity case for both the assumed 10% IRR and 16% IRR. The resulting natural gas price
ranges from US$0.59 per MMBtu for the 10% IRR under the 50 MMscfd Low Cost Case to
US$1.78 per MMBtu for the 16% IRR under the 30 MMscfd High Cost Case.

Under the Net Back approach, the upstream natural gas production is financially feasible under the 9
cent electricity level in all sensitivities except the 50 MMscfd High Cost Case where it has a 9% IRR
and a US$5 million loss over the project’s 20 year life. The upstream natural gas production is not



feasible under the 6 cent electricity level for any of the sensitivity cases, suggesting that this average
price for electricity is unobtainable without subsidization.

If the natural gas production were increased to the theoretical 145 MMscfd supply case, the natural
gas wellhead price could fall as low as US$0.36 per MMBtu under the Cost+ price setting
mechanism and a 10% IRR. Increasing the IRR to 16% would result in a price of US$0.62 per
MMBtu. Under the Net Back price setting methodology, the natural gas wellhead price for 9 cent
electricity and 6 cent electricity both fall within the range set by the Cost+ price setting
methodology. That is, at this volume of natural gas, setting the natural gas price to produce
electricity at an average price of 6 cents per kWh is financially feasible, resulting in a US$5 million
NPV and 11% IRR. Increasing the electricity price to 9 cents per kWh results in an NPV of US$59
million and an IRR of 16%.

A detailed schedule of the annual cash flows for the upstream natural gas production is included in

Appendix C.

5.3. Natural gas pipeline financial feasibility

The purpose of this section is to determine whether the undersea natural gas pipeline used to deliver
natural gas from EEPGL’s offshore platform to onshore Guyana is financially feasible. It will be
financially feasible if the net present value of the offshore natural gas pipeline’s annual cash flows
(income minus costs) is positive. The upstream financial analysis is separated from the offshore
pipeline analysis to highlight the range of pipeline tariffs separate from the price of the natural gas
molecule in the event the ownership of the offshore pipeline is different from the upstream
consortium operating the FPSO.

The financial feasibility analysis used two price setting approaches to reflect these different priorities:
a Cost+ approach which added a fixed return to the project costs and then calculated the resulting
electricity price, and a Net Back approach which fixed an average electricity price for the project
timeframe and then calculated the natural gas price and resulting returns on investment that would be
required to provide electricity at the chosen price.

For each price setting approaches a high and low value were selected in order to examine the range of
possible outcomes for the natural gas price negotiations. Under the Cost+ approach, both a 10%
internal rate of return (IRR) and a 16% IRR were modeled. Under the Net Back approach, an
electricity price of US$0.09 per kWh and US$0.06 per kWh were modeled.

The financial analysis described below finds that the offshore natural gas pipeline tariff would be
priced at US$3.91 per MMBtu to have a net present value (NPV) of zero and an internal rate of return
of 10% under the 30 MMscfd volume case. Pricing the natural gas to achieve a 16% rate of return
would result in a pipeline tariff price of US$5.71 per MMBtu, and a net present value of approximately
US$155 million. That is, the offshore natural gas pipeline would be profitable under the range of tariff
levels using this methodology.



Pricing the natural gas to achieve an electricity price of 9 US cents per kWh would result in a pipeline
tariff of US$3.99 per MMBtu, a net present value of approximately US$7 million and an internal rate
of return of 10% percent. That is, the offshore natural gas pipeline would be profitable under the
range of pricing levels using this methodology as well. Pricing the natural gas to achieve an electricity
price of 6 US cents per kWh, however, would result in a pipeline tariff of US$2.48 per MMBtu, a loss
of US$123 million in net present value terms and IRR of 4% percent. The pipeline would not be
feasible at this tariff rate, suggesting that a 6 cent per kWh electricity price cannot be achieved without
higher natural gas volumes or subsidies.

The analysis to calculate the financial feasibility of the natural gas pipeline is presented as follows:
[l Financial analysis assumptions
[l Financial feasibility analysis
[l Sensitivity analysis

5.3.1. Financial analysis assumptions

Key financial assumptions include the project component’s taxation rate, depreciation period and
calculation methodology, the share of debt and equity financing used and the interest rate and loan
tenor for the debt component.

Table 5-19 shows the specific assumptions that were used in the natural gas pipeline financial analysis.
The natural gas pipeline is assumed to pay no income tax on its profits as it is considered part of the
production related investments incurred by EEPGL under its petroleum production license. Capital
depreciation is assumed to be 20 years to match the project lifespan and is calculated as a straight line.
The pipeline is also assumed to be equity financed (no project debt). This assumption is in line with
the financial assumptions made for Guyana’s power sector in the 2018 Expansion Study.

Table 5-19: Offshore Natural Gas Pipeline Financial Analysis Assumptions

Base

Financial variables Unit Case Notes
Assumed no income tax per EEPGL

Pipeline Tax rate % 0%

production license agreement

Pipeline Depreciation
period (straight line)

20 year project lifespan based on natural gas

years 20 supply availability

Pipeline Debt % of o 0 Set to match assumptions in GPL 2018
total capital cost ’ ’ Expansion Plan Update

Source: Energy Narrative

These factors were applied to calculate the natural gas pipeline’s earnings and net cash flow for each
of the 20 years included in the analysis. This series of future cash flows was discounted to the present
value using a 10% discount rate to calculate the natural gas pipeline’s NPV and the internal rate of
return (IRR).



5.3.2. Financial feasibility analysis

The natural gas pipeline income and expenditures described above were calculated for each year
between 2018 and 2041. This timeframe is based on EEPGL’s project development timeline
projecting first gas availability in 2022 and a 20-year period of natural gas availability from the Liza-1
development. The annual results were then discounted to 2018 using a 10% real discount rate in order
to determine the offshore natural gas pipeline’s net present value, internal rate of return, and the

average pipeline tariff under each of the natural gas pricing options.

Based on this analysis, the pipeline tariff of US$3.91 per MMBtu natural gas would allow a 10% IRR
under the 30 MMscfd supply case under the Cost+ pricing option. Increasing the IRR to 16% results
in a pipeline tariff of US$5.71 per MMBtu. Under the Net Back pricing option for 9 cent per kWh
electricity, the offshore natural gas pipeline tariff would be US$3.99, resulting in a net present value
(NPV) of approximately US§7 million and an IRR of 10% percent. The summary results of the
financial feasibility analysis are presented in Table 5-20 below.

Table 5-20: Natural gas pipeline financial feasibility analysis results

Sensitivity Variable Settings Key Results Metrics
Capital & NG Pipeline  NetPresent Internal Rate

NG Fow  Operating Pricing Tariff Value of Return
Volume Costs Mechanism  (US$/MMBtu) (US$ million) (%)

K] Base IRR-10% $3.91 0 10%

0 Base IRR-16% $5.71 $155 16%

K] Base Elec - 6 cent $2.48 ($123) &l

0 Base Elec - 9 cent $3.99 $7 10%

Source: Energy Narrative analysis

A detailed schedule of the annual cash flows for the offshore natural gas pipeline is included in

Appendix C.

5.3.3. Sensitivity analysis

A sensitivity analysis was performed to estimate how changes in key variables would impact the
offshore natural gas pipeline’s financial feasibility under both the Cost+ and Net Back pricing options.
The sensitivity analysis used the same independent variables that were included in the economic
sensitivity analysis: the volume of natural gas shipped by the pipeline and the capital cost to build the
pipeline. These variables were selected based on the likelihood that they could change and their
potential to have a material impact on the offshore natural gas pipeline’s financial feasibility. The
summary results of the sensitivity analysis are presented in Table 5-21 below.

Table 5-21: Natural gas pipeline financial feasibility sensitivity analysis results




Sensitivity Variable Settings Key Results Metrics
Capital & NG Pipeline  NetPresent  Internal Rate
NG Fow  Operating Pricing Tariff Value of Return
Volume Costs  Mechanism  (US$MMBtu) (US$ million) (%)
K] Base RR-10% $3.91 0 10%
0 Base IRR-16% $5.71 $155 16%
K] Base Elec - 6 cent $2.48 ($123) &
0 Base Elec - 9 cent $3.99 $7 10%
0 Low RR-10% $3.13 ) 10%
K] Low IRR-16% $4.57 $124 16%
0 Low Elec - 6 cent $2.48 ($56) o
0 Low Elec - 9 cent $3.99 $74 14%
0 High RR-10% $4.69 0 10%
K] High IRR-16% $6.85 $186 16%
0 High Elec - 6 cent $2.47 ($191) 2o
K] High Elec - 9 cent $3.98 ($61) 7
50 Base RR-10% $2.84 LY 10%
50 Base IRR-16% $4.31 $175 16%
50 Base Elec - 6 cent $1.95 ($105) B
50 Base Elec - 9 cent $3.24 $48 12%
50 Low RR-10% $2.27 0 10%
50 Low IRR-16% $3.45 $140 16%
50 Low Elec - 6 cent $1.95 ($37) 7
50 Low Elec - 9 cent $3.25 $116 15%
50 High RR-10% $3.40 0 10%
50 High IRR-16% $5.17 $210 16%
50 High Elec - 6 cent $1.94 ($174) Fo
50 High Elec - 9 cent $3.24 ($20) Plo
145 Base RR-10% $1.40 0 10%
145 Base IRR-16% $2.41 $240 16%
145 Base Elec - 6 cent $1.50 $22 11%
145 Base Elec - 9 cent $2.37 $232 16%

Source: Energy Narrative analysis

The table shows that the natural gas pipeline remains financially feasible under every Cost+
sensitivity case for both the assumed 10% IRR and 16% IRR. The resulting natural gas
transportation tariffs range from US$2.27 per MMBtu for the 10% IRR under 50 MMscfd Low Cost
Case to US$6.85 per MMBtu for the 16% IRR under 30 MMsctd and High Cost Case.

Under the Net Back approach, the natural gas pipeline is financially feasible under the 9 cent
electricity level in all sensitivities except the 50 MMscfd High Cost Case where it has a 9% IRR and a
US$20 million loss over the project’s 20 year life. The natural gas pipeline is not feasible under the 6



cent electricity level for any of the sensitivity cases, suggesting that this average price for electricity is
unobtainable without higher natural gas volumes or subsidization.

If the natural gas production were increased to the theoretical 145 MMscfd supply case, the pipeline
transportation tariff could fall as low as US$1.40 per MMBtu under the Cost+ price setting
mechanism and a 10% IRR. Increasing the IRR to 16% would result in a price of US$2.41 per
MMBtu. Under the Net Back price setting methodology, the natural gas wellhead price for 9 cent
electricity and 6 cent electricity both fall within the range set by the Cost+ price setting
methodology. That is, at this volume of natural gas, setting the natural gas price to produce
electricity at an average price of 6 cents per kWh is financially feasible, resulting in a US$22 million
NPV and 11% IRR. Increasing the electricity price to 9 cents per kWh results in an NPV of US$232
million and an IRR of 16%.

A detailed schedule of the annual cash flows for the offshore natural gas pipeline is included in

Appendix C.

5.4. Natural gas delivered price

The price of the natural gas delivered to the Guayana mainland is the sum of the upstream price of
the produced natural gas and the pipeline tariff to transport it to the shore. Figure 5-7 below compares
the delivered price of natural gas under the different natural gas volumes under the Cost+ price setting
methodology for both a 10% IRR and 16% IRR. In both cases, the natural gas price is compared to a
“business as usual” price for the imported HFO that the natural gas replaces.

Figure 5-7: Price of delivered natural gas to achieve a 10% and 16% IRR (2017 US$ per
MMBtu)

16 10% IRR % 16% IRR
14 14 /
Delivered 12 / 12
Natural
Gas 10 10
Price 8 8
(Uss 6 6
per
MMBtu) 4 4
2 2
0 T T T 1 0 T T T 1
2022 2027 2032 2037 2042 2022 2027 2032 2037 2042
. . ) =——BAU - HFO import price =30 MMcfd NG supply
—BAU - HFO import price ——30 MMcfd NG supply ’
50 MMcfd NG supply 145 MMcfd NG supply

——50 MMcfd NG supply 145 MMcfd NG supply

Source: Energy Narrative analysis

Under the 30 MMscfd natural gas supply case, a delivered natural gas price of US$4.92 per MMBtu
provides a 10% IRR, rising to US$7.19 per MMBtu for a 16% IRR. Increasing the natural gas
volume to the 50 MMscfd supply case lowers the delivered price to US$3.57 per MMBtu for a 10%
IRR and US$5.42 per MMBtu for a 16% return. If the 145 MMscfd natural gas supply profile is



achieved and the pipeline was fully utilized, the delivered price of natural gas could fall to just
US$1.77 per MMBtu for a 10% return and US$3.03 per MMBtu for a 16% return.

Under all pricing options and natural gas volume cases, the delivered price of natural gas is well
below the projected import parity price for HFO. Under the Base Case price forecast, the HFO
price is expected to increase from roughly US$12 per MMBtu in 2022 to over US$16 per MMBtu in
2041 (in real 2017 USS$), averaging US$14.49 per MMBtu throughout the period. This is more than
double the highest cost natural gas option (16% return on 30 MMscfd supply) and more than eight
times the price of the lowest cost option (10% return on 145 MMscfd supply).

In addition, setting the natural gas to a fixed price removes the risk of price volatility that could
come from linking the natural gas price to international oil prices. Figure 5-3 demonstrates the very
wide range of potential future oil prices. Switching to domestically produced natural gas therefore
has the additional benefit of removing the potential economic costs and dislocations from rapidly

changing international oil prices.



6. NGL separation and LPG production plant feasibility

The purpose of this section is to determine whether the NGL separation and LPG production plant
that is proposed to remove and monetize the natural gas liquids from the natural gas from EEPGL’s
offshore production is both economically and financially feasible. The NGL separation and LPG
production plant will be economically feasible if the net present value of the economic benefits of the
project outweigh the net present value of the economic costs. It will be financially feasible if the net
present value of the NGL separation and LPG production plant’s annual cash flows (income minus
costs) is positive.

The NGL separation and LPG production plant’s economic and financial feasibility are calculated
separately below, using a common set of physical, operational, and financial assumptions.

6.1. NGL separation and LPG production plant economic feasibility

The purpose of this section is to estimate the economic feasibility of the proposed NGL separation
and LPG production plant. The NGL separation and LPG production plant’s economic feasibility
was determined by comparing the economic costs of building and operating the NGL separation and
LPG production plant with the economic benefits that it will bring.

The NGL separation and LPG production plant’s economic costs include the capital cost to build the
facility, including equipment to separate the raw NGLs from the natural gas stream, fractionate the
NGLs into LPG and other end products, and prepare the separate products for wholesale or retail
sale; the ongoing costs to operate the NGL separation and LPG production plant, and any
environmental costs associated with the NGL separation and LPG production plant’s operations.

The NGL separation and LPG production plant’s economic benefits include the avoided costs that
would have been incurred if the NGL separation and LPG production plant had not been built. The
LPG delivered by the NGL separation and LPG production plant will primarily replace LPG that is
currently being imported for domestic use. The economic benefit of the NGL separation and LPG
production plant is therefore the avoided cost of importing LPG. Because the domestically produced

LPG would generate the same CO2 emissions as imported LPG, there is no additional environmental

benefit or cost from building the NGL separation and LPG production plant.

The economic cost benefit analysis (CBA) described below finds that the NGL separation and LPG
production plant has an aggregate net present value (NPV) of approximately US$373 million and an
economic rate of return of 48% percent under the project’s Base Case assumptions. This indicates
that the NGL separation and LPG production plant is economically viable.

The analysis to calculate the net present value of the NGL separation and LPG production plant is

presented as follows:
[l Verification of LPG supply and potential demand

Ll Conceptual design parameters.



L] Methodology and assumptions to calculate the NGL separation and LPG production plant

capital and operating costs;
L] Methodology and assumptions to calculate the LPG plant economic benefits;
[l Economic feasibility analysis; and,
[l Sensitivity analysis.

6.1.1. Verification of LPG supply and potential demand

As shown in the natural gas composition analysis in section 5.1.1, the production of 30 MMscfd of
wet gas could provide up to 795,570 barrels per year of LPG, or roughly 2,200 barrels per day. This
volume is far in excess of Guyana’s current LPG consumption of roughly 220,000 barrels per year.

Figure 6-1 below shows Guyana’s historical LPG consumption.

Figure 6-1: Guyana historical LPG demand (thousand barrels per year)
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Source: Energy Narrative based on data from GEA

Roughly 90% of Guyana’s LPG consumption is sold to residential consumers, primarily for cooking
in the form of small cylinders. Industrial customers account for half of the remaining demand, and
commercial and public sector consumers the rest. Table 6-1 shows the share of annual demand for

each sector.

Table 6-1: Guyana historical LPG demand by sector (thousand barrels per year)




3.39 68.45 3.86 75.70
2001 4.81 81.22 3.98 90.00
2002 3.98 90.26 5.06 99.30
2003 5.89 110.31 6.50 122.70
2004 6.10 117.84 6.66 130.60
2005 5.88 110.00 6.23 122.10
2006 6.54 115.30 6.26 128.10
2007 4.73 98.90 5.57 109.20
2008 6.51 120.06 6.80 133.37
2009 7.14 136.73 7.73 151.60
2010 7.89 149.67 9.04 166.60
2011 8.01 156.99 8.87 173.87
2012 8.30 164.82 7.44 180.56
2013 9.46 174.92 9.91 194.30
2014 9.47 177.60 10.05 197.12
2015 9.37 180.81 11.27 201.45
2016 9.94 201.18 11.35 22247
2017 9.77 198.25 10.65 218.67

Source: GEA

If the average historical growth rate was maintained until 2040, Guyana’s LPG demand would reach
roughly 410,000 barrels per year. This is still just over half of the LPG volume available from the Liza-
1 natural gas stream, and shown in Figure 6-2 below.

Figure 6-2: Guyana LPG demand outlook and potential domestic supply (thousand barrels
per year)
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This large volume of excess supply suggests Guyana could develop new industries to take advantage
of the available LPG volumes. Alternatively, the LPG could be exported to neighboring consumers
via small scale LPG vessels.

6.1.2. Conceptual design parameters

The functional requirements of the NGL separation and LPG production plant include removing the
NGLs from the wet gas stream, converting them into useable products, and bringing those products
to market. At the conceptual level, these functions require:

L] an NGL separation unit to remove the NGLs from the wet gas stream,

[l an LPG fractionation unit to separate the component liquids and make them available as
individual end products,

[ a storage facility to store the produce LPG and other products

L an offloading facility to move them from the separation plant to the end market.
Each of these steps is described below.
NGL separation unit

The NGL separation unit will be scaled to process 30 MMsct per day of natural gas under the Base
Case. There were just under 500 operating natural gas processing plants in the United States in 2012,
the latest available plant level data from the US Energy Information Agency. These processing plants
ranged in size from 1 MMscf per day of capacity to 2,100 MMscf per day (the Aux Sable plant owned
by Enbridge in Grundy county, Illinois). Table 6-2 below shows the variation in average processing



plant size, actual throughput (in 2012) and utilization rate for different size categories of processing
plant.

Table 6-2: United States operating natural gas processing plants by size, 2012

Range Average  Average
(MMcfd Capacity Processed Utilization
capacity) Count (MMcfd) (MMcfd) Rate (%)
0-9 93 4 2 52%
10-29 91 17 10 58%
30-99 134 55 38 68%
100-299 124 163 127 7%
300-999 43 513 322 62%
1,000-2,999 8 1254 937 66%
Total 493 127 88 65%

Source: US EIA, Energy Narrative calculations

The proposed scale for the Guyana separation plant (30-50 MMscfd) is in the mid-range of existing
units in the United States.

Current NGL extraction technologies typically separate the liquids by rapidly lowering the natural gas
stream temperature to cause the NGLs to come out of phase and liquefy. This can be accomplished
using various technologies, such as external refrigeration, Joule-Thompson expansion valves (J-T
expansion), or turbo expanders. Refrigeration tends to have lower capital costs but higher operational
costs and has lower recovery rates for the lighter hydrocarbons, particular ethane. J-T expansion and
turbo expanders both use rapid expansion of the gas to cause it cool rapidly. J-T expanders use a
specialized nozzle shape to create the expansion, while turbo expanders force the expansion process
much like a compressor operating in reverse. Although they have higher capital and operating costs,
turbo expanders obtain the highest NGL recovery rates, reaching essentially 100% recovery of the
propane and heavier liquids and more than 95% of the ethane.

The high exit pressure that is expected in the proposed natural gas pipeline can be exploited through
a J-T expander, or to reduce the compression costs for a turbo expander, potentially resulting in lower
capital and operational costs than the assumed industry averages used in this analysis.

In addition, the flexible nature of the dual fuel power generation engines, and the need to maintain
sufficient energy content in the dry gas stream suggests the majority of the ethane can be left in the
stteam. This also simplifies the plant design by removing the need for a de-ethanizer in the
fractionation stage as well as ethane storage and handling infrastructure. Table 6-3 presents the
assumed recovery rates for the NGL separation and LPG production plant to achieve the required
energy content for the dry gas stream while maximizing the potential value of the separated LPG.

Table 6-3: Assumed NGL recovery rates from NGL separation and LPG production plant




Ethane recovery rate (C2) 0%

Propane recovery rate (C3) 100%
Butane recovery rate (C4) 100%
Condensate recovery rate (C5+)  100%

Source: Energy Narrative calculated based on EEPGL gas composition data and estimated NGL recovery rates

LPG fractionation unit

Once the liquids are removed from the natural gas stream, they must be separated from each other to
produce useable products. This process generally uses a series of boilers, known as trays, which heat
the NGL stream to the respective boiling points of each successively higher hydrocarbon. Since the
ethane is expected to be left in the natural gas stream, the NGLs would first pass through a
depropanizer to remove the propane followed by a debutanizer to remove the butanes. The propane
and butane streams would then be combined as LPG, and the remaining NGLs (C5+ condensates)
would be left as a separate product.

The energy content of each resulting stream can be calculated from the heat content of each
component hydrocarbon and that hydrocarbon’s share of the total stream. Table 6-4 shows the
standard energy content

Table 6-4: Hydrocarbon energy content

Fuel characteristics Unit Value
Calotific Value HFO MMBTU/BBL 6.287
Calorific Value Diesel MMBTU/BBL 5.551
Calorific Value C1 BTU/scf 1,011
Calorific Value C2 BTU/scf 1,783
Calorific Value C3 BTU/scf 2,572
Calorific Value C4 BTU/scf 3,260
Calorific Value C5+ BTU/scf 4,000

Source: United States Energy Information Agency

Multiplying these values by the percent share of each hydrocarbon in the various streams results in
the energy content for each stream shown in Table 6-5.

Table 6-5: Estimated energy content of produced natural gas and processed outputs




Fuel characteristics Unit Value

Calorific Value wet NG (source) BTU/scf 1,302
Calorific Value dry NG (to power plant) BTU/scf 1,061
Calorific Value NGL (taw from separation plant) BTU/scf 3,002
Calorific Value LPG (post fractionation) BTU/scf 2,821
Calorific Value Condensate (post fractionation) BTU/scf 4,000

Source: Energy Narrative calculated based on EEPGL gas composition data and estimated NGL recovery rates

These values are used to calculate the capital and operational costs of the various process stages (which
are scaled based on the volume of BTUs that are processed).

Storage facility

The separation plant must also store the LPG products that are produced before they are sent on to
the market. There are two general types of LPG storage tank:

L] Spherical storage tanks. This style of LPG storage tank typically range from 10,000-75,000
barrels in size. Their spherical shape reduces the footprint required for storage, but their
greater size requires each tank to be constructed on site. These tanks are generally used for
large scale storage, particularly at refineries and other major LPG production centers.

[J  Cylindrical “bullet” tanks. This style of LPG storage tank can range in size from a few
hundred gallons to up to 120,000 gallons (2,860 barrels). Their smaller size means a larger
volume of steel is needed relative to the volume of LPG stored, but also allows them to be
manufactured at a facility rather than on site and installed in a modular fashion. These tanks
tend to be used for onsite storage for large LPG users or for smaller production facilities,
often with multiple tanks connected to achieve the required total storage volume.

The proposed NGL separation and LPG production plant’s storage requirements would depend on
the markets it served. If additional large scale LPG consumption centers were developed near the
NGL separation and LPG production plant, relatively limited storage would be needed at the plant
itself. If the majority of the current excess LPG were exported, the storage capacity would have to be
slightly larger than the size of the vessel used for export.

Offloading facility

Finally, the LPG that is produced must be sent from the production facility to the market. For
domestic use, this will mostly likely be a truck loading facility to send bulk LPG to Guyana’s existing
LPG bottling facilities to package it for residential consumption or to deliver it directly in bulk to
industrial and commercial customers. Alternatively, the LPG plant could include its own LPG bottling
facility and sell the LPG directly to residential consumers, or to an LPG distribution company to
manage the final delivery.



For export, an offshore buoy and supply line would be required to load the LPG onto small scale gas
carriers (generally 3,500-20,000 cubic meters, or 22,000 to 125,000 barrels in capacity). For example,
all of the LPG produced in excess of domestic demand (580,000 barrels per year in 2023, falling to
390,000 barrels per year by 2037) could be exported with a 7,500 cubic meter ship (roughly 50,000
barrels) receiving roughly one cargo per month. This arrangement could potentially use the same buoy
structure as the HFO imports for back up fuel for the power plant, with a separate fuel line dedicated
to the LPG plant. The cost for this export infrastructure was not included in the LPG plant cost
estimations.

6.1.3. Methodology and assumptions to calculate the NGL separation and LPG production
plant economic costs

The purpose of this section is to estimate the economic costs related to the proposed NGL separation
and LPG production plant. The NGL separation and LPG production plant’s economic costs include
the capital cost to build the facility, including equipment to separate the raw NGLs from the natural
gas stream, fractionate the NGLs into LPG and other end products, and prepare the separate products
for wholesale or retail sale; the ongoing costs to operate the NGL separation and LPG production
plant, and any environmental costs associated with the NGL separation and LPG production plant’s
operations.

NGL separation and LPG production plant capital costs

The capital cost of building and installing NGL separation and LPG production plant is much lower
than the cost of delivering natural gas from the offshore production platform to Guyana. ExxonMobil
has provided an initial rough estimate of the NGL separation and LPG production plant capital cost
as part of the total cost to deliver dry gas to a power plant on shore Guyana.

This analysis validates the estimated costs from ExxonMobil using an industry reported average LPG
separation costs for each of three major components included in the NGL separation and LPG
production plant: the initial NGL separation, fractionation into the separation LPG products, and an
LPG bottling/send out facility. The capital cost estimate for each of these components is inexact given
this project’s unique circumstances, but can provide valuable context to the initial cost estimate
provided by ExxonMobil.

Table 6-6: Estimated capital cost for LPG plant components

LPG plant component Unit Value Notes
NGL i lant unit Us Mscf

- Separation pran o $ per P 945 Based on INGAA US national average
capital cost day capacity
NGL fract i 1 i Us MMB

. actionation plant unit § per ‘tu 1,086 Based on INGAA US national average
capital cost per day capacity
LPG bottling facility unit US$ per MMBtu Estimated based on sample facility bottling

1,800

capital cost per day capacity 250,000 barrels per year

Source: Energy Narrative calculations based on INGAA data, industry news



As noted in the 2017 Desk Study, the INGAA Foundation estimated that the average cost for natural
gas separation plant in the United States in 2015 was US$525,000 per MMscfd of natural gas processed
(not included the required compression). Compression cost averaged US$3,000 per horsepower in
2015, also with substantial regional variations as with pipeline costs. Regional cost variations in 2015
ranged from 34% above the national average in the Midwest region to 20% below the national average
in the Western region.

A 2018 update to the INGAA study reported natural gas separation plant costs that were significantly
higher than the 2015 data reported in the previous 2016 study. The latest average US natural gas
separation plant cost estimate was US$635,000 per MMscf per day of natural gas processed.
Compression costs were slightly higher, averaging US$3,100 per horsepower in 2017, also with
substantial regional variations. The cost of compression was highest in the California region 84%
above the national average, while the Central/Mountain region was the lowest at 9% below the
national average. In both studies, an estimated 100 HP of compression was required for each MMscf
per day of natural gas processed in a natural gas separation plant. This implies an all in cost of
US$945,000 per MMscf per day of natural gas processing capacity, including the natural gas separation
plant and compression.

This methodology therefore estimates the natural gas separation plant cost at US§945,000 per MMscf
per day of capacity. For the proposed 30 MMscf per day natural gas flow, the estimated cost using this
methodology is US$28.35 million, not including any project contingencies or additions to reflect the
frontier nature of the Guyana project.

The INGAA foundation also estimates the US national average cost to build NGL fractionation plants
at US$1,086 per MMBtu per day of NGLs separated. For the proposed 30 MMscf per day natural gas
flow, the estimated cost using this methodology is US$16.25 million. The estimated capital cost for
the LPG bottling plant is based on a similar industry average estimate of US$1,800 per MMBtu per
day of capacity. This assumption results in a cost of US$12.1 million for a plant scaled to manage the
expected volume from the natural gas pipeline.

The combined capital cost of the three components is therefore US$56.7 million for the plant scaled
to separate, fractionate, and bottle the liquids from the 30 MMscf per day natural gas stream. The
modular nature of the NGL separation and LPG production facilities makes it relatively
straightforward to increase the required capacity to match any increase in natural gas supply.

6.1.4. Methodology and assumptions to calculate the LPG plant economic benefits

The purpose of this section is to calculate the economic benefits that will accrue from building and
operating the NGL separation and LPG production plant. The NGL separation and LPG production
plant’s economic benefits include the avoided costs that would have been incurred if the plant had
not been built. The LPG delivered by the plant will replace LPG that is currently being imported for
domestic use, with additional volumes available to support new LPG demand or for export. The
economic benefit of the plant was therefore modeled as the avoided cost of importing LPG for the
volume of expected LPG demand and the economic benefit of exporting the LPG for the remaining

volumes. Because the domestically produced LPG would generate the same COz emissions as

imported LPG, there is no additional environmental benefit or cost from building the NGL separation
and LPG production plant.



This analysis does not include any economic benefits from increased job creation (both directly from
the construction and operation of the plant and indirectly from the greater economic activity
associated with it). While the plant will clearly bring some job creation benefits, this value was not

quantified for this analysis.
Avoided fuel import costs

The value of the fuel imports that are avoided by building the NGL separation and LPG production
plant is the product of the volume of LPG imports that are avoided and the imported LPG’s unit

value.

The unit value of the avoided LPG imports was calculated using the same methodology that was used
to calculate the value of avoided HFO imports for the offshore pipeline. In this methodology, the
historical price of LPG imports in Guyana was linked to the historical price of the West Texas
Intermediate (WTI) crude oil index using a linear regression. This linear equation was then applied to
the forecast WTT price reported in the EIA Annual Energy Outlook Reference Case (in real 2017 US
dollars). Figure 6-3 below shows the resulting Guyana LPG price forecast price under the three EIA

oil price cases.

Figure 6-3: Guyana LPG price forecast under three scenarios (2017 US$ per MMBtu)

40 —

30 //
2017
us$ -
_f—

per 20
MMBtu é/

10

0 | |
2015 2020 2025 2030 2035 2040

= Reference =—High Qil $ Low Qil §

Source: Energy Narrative

The economic benefit of avoided LPG imports for each year of the forecast period was then calculated
as the product of the forecast LPG price per MMBtu in that year and the calculated volume of LPG
that is produced in the NGL separation and LPG production plant for the same year. The sum of the
future annual economic benefits from avoided LPG imports was then discounted to a present value

in 2018 using a 10% real discount rate.

Additional LPG export benefit



The LPG that is produced in excess of the domestic demand was modeled as if it was exported. This
approach was used as the definition of additional LPG demand, and the expected costs and timeframe
to develop industries to provide that demand is outside the scope of this project. The value of the
remaining LPG is the product of the volume of LPG available for export and the exported LPG’s

unit value.

The unit value of the exported LPG imports was calculated using an export parity price in which the
cost to transport the LPG from Guyana is subtracted from the LPG price at a price setting market.
This methodology used the calculated link between LPG prices in Guyana and the price of the West
Texas Intermediate (WTT) crude oil index described above, minus twice the estimated cost to ship the
LPG between Guyana and the US Gulf Coast (once to account for the shipping cost embedded in the
import parity calculation, and once to calculate the export parity price). This resulted in an export
parity price that is US$2.53 per MMBtu below the import parity price for each year of the forecast
period.

The economic benefit of avoided LPG imports for each year of the forecast period was then calculated
as the product of the forecast LPG export price per MMBtu in that year and the calculated volume of
LPG thatis produced in the NGL separation and LPG production plant in excess of domestic demand
for the same year. The sum of the future annual economic benefits from avoided LPG imports was
then discounted to a present value in 2018 using a 10% real discount rate.

6.1.5. Economic feasibility analysis

The economic costs and benefits described above were calculated for each year between 2018 and
2041. This timeframe is based on EEPGL’s project development timeline projecting first gas
availability in 2022 and a 20-year period of natural gas availability from the Liza-1 development. The
annual results were then discounted to 2018 using a 10% real discount rate in order to determine the
NGL separation and LPG production plant’s economic net present value. Based on this analysis, the
NGL separation and LPG production plant has an aggregate economic net present value (NPV) of
approximately US$373 million and an economic rate of return of 48% percent under the project’s
Base Case assumptions. This indicates that the NGL separation and LPG production plant is

economically viable. The summary results of the economic feasibility analysis are presented in Table
6-7 below.

Table 6-7: NGL separation and LPG production plant economic feasibility analysis results

Sensitivity Variable Settings Key Results Metrics
Present Value Present Value Economic Economic
Capital & of Economic  of Economic  Net Present Rate of Economic
NG Flow Opetating HFO and Benefits Costs Value Return Benefit / Cost
Volume Costs LPG Price (US$ million) (US$ million) (US$ million) % Ratio
30 Base Base 8461 ($88) $373 48% 523

Source: Energy Narrative analysis

A detailed schedule of the annual economic benefits and costs for the NGL separation and LPG
production plant is included in Appendix D.



6.1.6. Sensitivity analysis

A sensitivity analysis was performed to estimate how changes in key variables would impact the
NGL separation and LPG production plant’s economic feasibility. Three independent variables were
included in the sensitivity analysis: to volume of natural gas processed by the NGL separation and
LPG production plant, the capital cost to build the separation plant’s share of the natural gas
pipeline, the capital cost to build the NGL separation and LPG production plant, and the price of
LPG that the separation plant will displace. These variables were selected based on the likelihood
that they could change and their potential to have a material impact on the NGL separation and
LPG production plant’s economic feasibility. Each of these variables was adjusted as follows:

[l Natural gas volume. The Base Case analysis assumes that 30 MMscf per day of natural gas
will be made available for transportation to the shore from Liza-1 production. However,
given the additional discoveries noted in section 4 that were made after Liza, there is the
potential for additional volumes of natural gas to be made available. This is the rationale for
scaling the pipeline to a 127 diameter rather than 8” that would be sufficient to transport 30
MMscf per day. This sensitivity analysis examined the effect of increasing the natural gas
volume to 50 MMscf per day. This volume was chosen to match the 50 MMscf per day
scenario in the GPL 2018 Expansion Study.

[l Pipeline cost. As noted above, there is a high degree of uncertainty in the actual cost to
build the proposed offshore natural gas pipeline, owing to the limited number of similar
projects worldwide and the frontier nature of Guyana’s hydrocarbon industry. The sensitivity
analysis considered pipeline capital and operational costs that were 20% higher and 20%
lower than the Base Case. As in the Base Case economic analysis, the share of pipeline costs
that were accrued to the NGL separation and LPG production plant were calculated based
on the share of natural gas liquids within the wet gas stream delivered by the pipeline.

[l NGL separation and LPG production plant cost. As with the offshore pipeline, there is a
degree of uncertainty regarding the true cost to build the proposed NGL separation and
LPG production plant owing to the frontier nature of Guyana’s hydrocarbon industry. In
order to capture this uncertainty, the sensitivity analysis considered capital costs that were
20% higher and 20% lower than the Base Case. Because the NGL separation and LPG
production plant’s operating costs are calculated as a percentage of capital costs, changing
the capital cost for each sensitivity case also changes the operating costs by +/- 20%.

L] LPG price. The main economic benefit from developing the natural gas pipeline project is
displacing imported LPG with the domestically produced LPG. Therefore, the value of the
displaced LPG has a direct impact on the economic feasibility of the project. The sensitivity
analysis used the forecast WTT price under the EIA’s High Oil Price and Low Oil Price
scenarios (from the 2018 Annual Energy Outlook) to adjust the calculated price for
Guyana’s imported LPG.



Table 6-8 presents the results of changing the four input variables individually as well as a “worst case”
scenario that combined high project costs with a low oil price outlook. For each combination of
natural gas volume, project cost, and LPG price, the table presents the calculated present value of the
project benefits, costs, and economic net present value, the economic rate of return, and the economic
benefit/cost ratio of the NGL separation and LPG production plant.

Table 6-8: NGL separation and LPG production plant economic feasibility sensitivity analysis

results
Sensitivity Variable Settings Key Results Metrics
Present Value Present Value  Economic Economic
Capital & of Economic  of Economic  Net Present Rate of Economic

NG Flow Operating HFO and Benefits Costs Value Return Benefit / Cost
Volume Costs LPG Price (US$ million) (US§ million) (US§ million) %% Ratio

30 Base Base $461 ($88) $373 48% 523

30 High Base $461 ($1006) $355 42% 4.36

30 Low Base 8461 (371 %390 57% 6.53

30 Base I'ﬁgh $796 ($88) $708 69% 9.03

30 Base Low $249 ($88) $161 30% 2.83

30 High Low %249 ($106) $144 26% 2.36

50 Base Base $634 ($104) $531 48% 6.12

50 High Base 8634 (5124 %510 42% 5.10

50 Low Base $634 ($83) $551 55% 7.65

50 Base High $1,107 ($104) $1,003 67% 10.67

50 Base Low %339 ($104) 8236 31% 327

50 High Low $339 ($124) $215 27% 2.73

145 Base Base $1,298 (8178) $1,121 41% 4.81

Source: Energy Narrative analysis

The table shows that the NGL separation and LPG production plant remains economically feasible
under each individual sensitivity case. Even under the “worst case” combination of high project costs
and a low oil price outlook, the project is feasible, showing a US$144 million economic net present
value over the project’s 20-year lifespan and an economic rate of return of 26%. The NGL separation
and LPG production plant shows the highest economic return under the case with 50 MMscf per day
of natural gas and high oil prices, reaching just over US$1 billion in net present value and a 67%
economic rate of return.

If natural gas supply were increased to the theoretical 145 MMscfd case, the NGL separation and
LPG production plant would have an economic net present value of roughly US$1.1 billion and an
economic rate of return of 41%.

A detailed schedule of the annual economic benefits and costs for each of the sensitivity cases is
included in Appendix D.



6.2. NGL separation and LPG production plant financial feasibility

The purpose of this section is to determine whether the NGL separation and LPG production plant
is financially feasible. It will be financially feasible if the net present value of the NGL separation and
LPG production plant’s annual cash flows (income minus costs) is positive. The NGL separation and
LPG production plant’s financial costs include the capital cost to build the NGL separation and LPG
production plant, the annual cost to operate the NGL separation and LPG production plant including
the cost of the raw natural gas that is processed, interest expense for any debt that is issued to finance
the project, and any corporate income taxes assessed on the NGL separation and LPG production
plant’s profits. The NGL separation and LPG production plant’s income is calculated from the
volume of LPG sold and the price paid for the LPG.

The NGL separation and LPG production plant’s financial feasibility was calculated using the same
two approaches as used in the natural gas upstream and offshore pipeline financial feasibility analysis:
a Cost+ pricing approach which added a fixed return to the project costs and then calculated the
resulting LPG price, and a Net Back approach which fixed an average electricity price for the project
timeframe and then calculated the natural gas price and resulting returns on investment that would be
required to provide electricity at the chosen price. This natural gas price was then used as the input to
calculate the LPG price.

Under the Net Back price setting approach, the NGL separation and LPG production plant was
assumed to have the same IRR as the other project components. This assumption was made in order
to avoid cross subsidies from the NGL separation and LPG production plant to the other project
components. Because the price of LPG is not connected to the price of electricity, the LPG could
conceivably be sold at any price below the import parity price. Revenue from a higher LPG price
could offset losses in other components, potentially supporting a lower electricity price will still
maintaining overall project profitability. However, because the project ownership structure is not
determined (that is, the ownership of the NGL separation and LPG production plant could be
different from the upstream natural gas production and offshore pipeline ownership), this potential

cross-subsidization was not modeled for this analysis.

For each price setting approaches a high and low value were selected in order to examine the range of
possible outcomes for the natural gas price negotiations. Under the Cost+ approach, both a 10%
internal rate of return (IRR) and a 16% IRR were modeled. Under the Net Back approach, an
electricity price of US$0.09 per kWh and US$0.06 per kWh were modeled.

The financial analysis described below finds that the LPG produced by the NGL separation and LPG
production plant would be priced at US$6.72 per MMBtu to have a net present value (NPV) of zero
and an internal rate of return of 10%. Pricing the LPG to achieve a 16% IRR would result in an LPG
price of US$9.74 per MMBtu, a net present value of approximately US$18 million under the Base Case
assumptions. That is, the NGL separation and LPG production plant would be profitable under this
price setting methodology.

Pricing the natural gas to achieve an electricity price of 9 US cents per kWh and setting the NGL
separation and LPG production plant’s IRR the same as other project components would result in an



LPG price of US$6.85 per MMBtu, a net present value of approximately US$1 million and an internal
rate of return of 10% percent. That is, the plant would be profitable. Pricing the natural gas to achieve
an electricity price of 6 US cents per kWh, however, would result in an LPG price of US$4.26 per
MMBtu, a loss of US$16 million in net present value terms and an IRR of 3% percent. The plant
would not be feasible at this price, suggesting that higher natural gas volumes, cross-subsidies through
a higher PG price, or direct subsidies would be needed to support a 6 cent per kWh electricity price.

The analysis to calculate the financial feasibility of the NGL separation and LPG production plant is
presented as follows:

[ Financial analysis assumptions
[l Financial feasibility analysis
[l Sensitivity analysis

6.2.1. Financial analysis assumptions

Key financial assumptions include the project component’s taxation rate, depreciation period and
calculation methodology, the share of debt and equity financing used and the interest rate and loan

tenor for the debt component.

Table 6-9 shows the specific assumptions that were used in the NGL separation and LPG production
plant financial analysis. The NGL separation and LPG production plant is assumed to pay no
corporate income taxes as it is considered to be part of the production related investments incurred
by EEPGL under its petroleum production license. Capital depreciation is assumed to be 20 years to
match the project lifespan and is calculated as a straight line. The NGL separation and LPG
production plant is also assumed to be equity financed (no project debt). This assumption is in line
with the financial assumptions made for Guyana’s power sector in the 2018 Expansion Study.

Table 6-9: NGL separation and LPG production plant Financial Analysis Assumptions

Base

Financial variables Unit Case Notes
Assumed no income tax per EEPGL

LPG plant Tax rate % 0% i )

production license agreement
;I;;ilggon - - 20 20 year project lifespan based on natural gas
(strsight line) supply availability
LPG plant Debt % % 0% Set to match assumptions in GPL 2018
of total capital cost Expansion Plan Update

Source: Energy Narrative

These factors were applied to calculate the NGL separation and LPG production plant’s earnings and
net cash flow for each of the 20 years included in the analysis. This series of future cash flows was
discounted to the present value using a 10% discount rate to calculate the NGL separation and LPG
production plant’s NPV and the internal rate of return (IRR).



6.2.2. Financial feasibility analysis

The NGL separation and LPG production plant income and expenditures described above were
calculated for each year between 2018 and 2041. This timeframe is based on EEPGL’s project
development timeline projecting first gas availability in 2022 and a 20-year period of natural gas
availability from the Liza-1 development. The annual results were then discounted to 2018 using a
10% real discount rate in order to determine the NGL separation and LPG production plant’s net
present value, internal rate of return, and the average price of the delivered natural gas under each of
the natural gas pricing options.

Based on this analysis, LPG could be produced for US$6.72 per MMBtu under the Cost+ pricing
option at a 10% IRR or for US$9.74 per MMBtu at a 16% IRR. Under the second pricing option, the
NGL separation and LPG production plant has a net present value (NPV) of approximately US$18
million under the project’s Base Case assumptions. This indicates that the NGL separation and LPG
production plant is financially viable under this price setting option.

Pricing the natural gas to achieve an electricity price of 9 US cents per kWh and setting the NGL
separation and LPG production plant’s IRR the same as other project components would result in an
LPG price of US$6.85 per MMBtu, a net present value of approximately US§1 million and an internal
rate of return of 10% percent. That is, the plant would be profitable. Pricing the natural gas to achieve
an electricity price of 6 US cents per kWh, however, would result in an LPG price of US$4.26 per
MMBtu, a loss of US§16 million in net present value terms and an IRR of 3% percent. The plant
would not be feasible at this price, suggesting that higher natural gas volumes, cross-subsidies through
a higher PG price, or direct subsidies would be needed to support a 6 cent per kWh electricity price.

The summary results of the financial feasibility analysis are presented in Table 6-10 below.

Table 6-10: NGL separation and LPG production plant financial feasibility analysis results

Sensitivity Variable Settings Key Results Metrics
Capital & NetPresent Internal Rate

NGFow  Operating Pricing LPG Price Value of Return
Volume Costs  Mechanism  (US$/MMBtu) (US$ million) (%)

0 Base IRR-10% $6.72 0 10%

0 Base IRR-16% $9.74 $18 16%

0 Base Elec - 6 cent $4.26 ($16) Fo

0 Base Elec- 9 cent $6.85 $1 10%

Source: Energy Narrative analysis
A detailed schedule of the annual cash flows for the NGL separation and LPG production plant is
included in Appendix D.

6.2.3. Sensitivity analysis

A sensitivity analysis was performed to estimate how changes in key variables would impact the NGL
separation and LPG production plant’s financial feasibility under both the Cost+ and Oil Discount
pricing options. The sensitivity analysis used the same independent variables that were included in the



economic sensitivity analysis: the volume of natural gas shipped by the pipeline, a share of the capital
cost to build the pipeline, the capital cost to build the NGL separation and LPG production plant,
and the price of LPG imports that the natural gas pipeline will displace. These variables were selected
based on the likelthood that they could change and their potential to have a material impact on the
NGL separation and LPG production plant’s financial feasibility. The summary results of the
sensitivity analysis are presented in Table 6-11 below.

Table 6-11: NGL separation and LPG production plant financial feasibility sensitivity analysis

results
Sensitivity Variable Settings Key Results Metrics
Capital & NetPresent  Internal Rate

NGFow  Operating Pricing LPG Price Value of Return

Volume Costs  Mechanism (US$/MMBtu) (US$ million) (%)
0 Base RR-10% $6.72 %0 10%
0 Base RR-16% $9.74 $18 16%
0 Base Elec - 6 cent $4.26 ($16) Fo
0 Base Elec - 9 cent $6.85 $1 10%
0 Low RR-10% $5.38 0 10%
20 Low RR-16% $7.79 $15 16%
0 Low Elec - 6 cent $4.27 $7) o
20 Low Elec - 9 cent $6.86 $10 14%
0 High RR-10% $8.07 0 10%
0 High IRR-16% $11.69 $2 16%
0 High Elec - 6 cent $4.25 ($25) %
0 High Elec - 9 cent $6.84 ($8) o
50 Base RR-10% $5.38 0 10%
50 Base IRR-16% $8.09 $29 16%
50 Base Elec - 6 cent $3.70 ($19) 5%
50 Base Elec - 9 cent $6.15 0 12%
50 Low RR-10% $4.30 ) 10%
50 Low RR-16% $6.47 $23 16%
50 Low Elec - 6 cent $3.71 ($7) &
50 Low Elec - 9 cent $6.16 $21 16%
50 High RR-10% $6.46 0 10%
50 High RR-16% $9.70 $35 16%
50 High Elec - 6 cent $3.69 ($32) Fbo
50 High Elec - 9 cent $6.14 ($4) P
145 Base RR-10% $3.85 0 10%
145 Base RR-16% $6.49 $34 16%
145 Base Elec - 6 cent $4.12 $1 11%
145 Base Elec - 9 cent $6.52 $100 16%




Source: Energy Narrative analysis

The table shows that the NGL separation and LPG production plant remains financially feasible
under every individual sensitivity case for the Cost+ price setting methodology for both the assumed
10% IRR and 16% IRR. The resulting LLPG prices range from US$4.30 per MMBtu for the 10%
IRR under 50 MMscfd Low Cost Case to US$11.69 per MMBtu for the 16% IRR under 30 MMsctd
and High Cost Case.

Under the Net Back approach, the NGL separation and LPG production plant is financially feasible
under the 9 cent electricity level in all sensitivities except the High Cost Cases where it has a 7% IRR
and a US$8 million loss under the 30 MMscfd supply case and a 9% IRR and a US$4 million loss
under the 50 MMsctd supply case. The plant is not feasible under the 6 cent electricity level for any
of the sensitivity cases, suggesting that this average price for electricity is unobtainable without
higher natural gas volumes, cross-subsidies, or direct subsidization.

If the natural gas production were increased to the theoretical 145 MMscfd supply case, the LPG
price could fall as low as US$3.85 per MMBtu under the Cost+ price setting mechanism and a 10%
IRR. Increasing the IRR to 16% would result in a price of US$6.49 per MMBtu. Under the Net
Back price setting methodology, the natural gas wellhead price for 9 cent electricity and 6 cent
electricity both fall within the range set by the Cost+ price setting methodology. That is, at this
volume of natural gas, setting the natural gas price to produce electricity at an average price of 6
cents per kWh is financially feasible, resulting in a US$11 million NPV and 11% IRR. Increasing the
electricity price to 9 cents per kWh results in an NPV of US§100 million and an IRR of 16%.

A detailed schedule of the annual cash flows for the NGL separation and LPG production plant is
included in Appendix D.

6.3. Impact of natural gas volumes on LPG price

The price of the wet gas provided to the NGL separation and LPG production plant has a direct
impact on the price of LPG using the Cost+ pricing methodology. As a result, the volume of natural
gas that is produced and processed also has a direct impact on the LPG price. Figure 6-4 compares
the price of LPG under the two IRR levels for each natural gas supply profile, including the theoretical
145 MMscfd case, to a “business as usual” case based on the LPG import parity price.

Figure 6-4: Price of LPG to achieve a 10% and 16% IRR (2017 US$ per MMBtu)
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Source: Energy Narrative analysis

Under the 30 MMscfd natural gas supply case, an LPG price of US$6.72 per MMBtu provides a
10% IRR, rising to US$9.74 per MMBtu for a 16% IRR. Increasing the natural gas volume to the 50
MMscfd supply case lowers the LPG price to US$5.38 per MMBtu for a 10% IRR and US$8.09 per
MMBtu for a 16% return. If the 145 MMscfd natural gas supply profile is achieved and the pipeline
was fully utilized, the LPG price could fall to just US$3.85 per MMBtu for a 10% return and
US$6.49 per MMBtu for a 16% return.

Under all pricing options and natural gas volume cases, the LPG price is well below the projected
LPG import parity price. Under the Base Case price forecast, the price of imported LPG is expected
to increase from US$18.76 per MMBtu in 2022 to nearly US$24 per MMBtu in 2041 (in real 2017
US$), averaging US$21.55 per MMBtu throughout the period. This is more than double the highest
LPG price option (16% return on 30 MMscfd supply) and more than five times the price of the
lowest cost option (10% return on 145 MMsctd supply).

In addition, setting the LPG to a fixed price removes the risk of price volatility that could come
from linking the LPG price to international oil prices. Figure 6-3 demonstrates the very wide range
of potential future international LPG prices. Switching to domestically produced LPG therefore has
the additional benefit of removing the potential economic costs and dislocations from rapidly

changing international LPG prices.

7. Natural gas power plant feasibility

The purpose of this section is to determine whether the natural-gas-fired power plant that is proposed
to use the natural gas from EEPGL’s offshore platform is both economically and financially feasible.
The natural gas power plant will be economically feasible if the net present value of the economic
benefits of the project outweigh the net present value of the economic costs. It will be financially
feasible if the net present value of the power plant’s annual cash flows (income minus costs) is positive.

The natural gas power plant’s economic and financial feasibility are calculated separately below, using
a common set of physical, operational, and financial assumptions.



7.1. Natural gas power plant economic feasibility

The natural-gas-fired power plant’s economic feasibility was determined by comparing the economic
costs of building and operating the power plant with the economic benefits that it will bring. The
power plant’s economic costs include the capital cost to build the power plant, the annual cost to
operate the power plant, and any environmental costs associated with the power plant’s operations.
The power plant’s economic benefits include the avoided costs that would have been incurred if the
power plant had not been built. The proposed natural-gas-fired power plant will replace similar power
plants using heavy fuel oil that is currently being imported for electricity generation. The economic
benefit of the power plant therefore includes the avoided cost of importing heavy fuel oil and the

avoided economic cost of CO2 emissions that would result from burning the HFO for electricity

generation.
The economic cost benefit analysis (CBA) described below finds that the power plant has an aggregate
net present value (INPV) of approximately US$532 million and an economic rate of return of 24%

percent under the project’s Base Case assumptions. This indicates that the power plant is economically
viable.

The analysis to calculate the net present value of the offshore pipeline is presented as follows:
[} Methodology and assumptions to calculate the power plant capital and operating costs;
L] Methodology and assumptions to calculate the power plant economic benefits;
[l Economic feasibility analysis; and,
[l Sensitivity analysis of key cost and benefit assumptions.

7.1.1. Methodology and assumptions to calculate the power plant economic costs;

The purpose of this section is to estimate the economic costs related to the proposed natural-gas-fired
power plant. The power plant’s economic costs include the capital cost to build the facility; the
ongoing costs to operate the power plant, and any environmental costs associated with the power
plant’s operations.

Power plant capital and operational costs

This analysis used the assumptions from the 2018 Expansion Study to set the capital cost for the
proposed new dual fuel engines. That Study assumed the dual fuel engines would cost US$1,413 per
kW of capacity. The total capital cost was then calculated as the product of the unit capital cost and
the total kW of capacity added in each year based on the Expansion Study schedule for new capacity
additions to meet Guyana’s electricity demand growth.

In addition to the power plant capital costs, the Expansion Study calculated that new transmission
lines and substations to connect the new power plant to GPL’s transmission grid would cost US$25.1
million.



Power plant operational costs were also based on the cost estimates in the 2018 Expansion Plan,
including power plant heat rates and fixed and variable operations and maintenance (O&M) as shown
in Table 7-1.

Table 7-1: Power plant capital and operational cost assumptions

Heat rate by plant tvpe
Technology Unit Value

Gas Turbine, LFO Btu/kWh 10,200
Engine, HFO Btu/kWh 9,000
Engine, NG Btu/kWh 8,500

O&M Cost (Fixed) by plant type

Technology Unit Value
Gas Turbine, LFO  US$/kW /year 18.0
Engine, HFO US$/kW/year  45.0
Engine, NG US$/kW /year 7.3

O&M Cost (Variable) by plant type

Technology Unit Value
Gas Turbine, LFO US$/MWh 3.5
Engine, HFO US$/MWh 9.8
Engine, NG US$/MWh 6.2

Source: 2018 Expansion Study

In addition to the power plant operational costs, the annual transmission line operational costs were
estimated to be 2.5% of the capital cost.

7.1.2. Methodology and assumptions to calculate the power plant economic benefits;

The purpose of this section is to calculate the economic benefits that will accrue from building and
operating the natural-gas-fired power plant. The power plant’s economic benefits include the savings
that are obtained by reducing imports of heavy fuel oil for electricity generation, from avoided
investment in new HFO burning engines, and from avoided CO, emissions from burning HFO for
electricity generation.

This analysis does not include any economic benefits from increased job creation (both directly from
the construction and operation of the plant and indirectly from the greater economic activity
associated with it). While the plant will clearly bring some job creation benefits, this value was not
quantified for this analysis.

Avoided fuel import costs

The value of the fuel imports that are avoided by building the natural-gas-fired power plant is the
product of the volume of heavy fuel oil imports that are avoided and the imported heavy fuel oil’s unit



value. As noted in the natural gas pipeline economic analysis, the volume of avoided heavy fuel oil
imports is not equal to the volume of natural gas transported via the pipeline, even on an equivalent
MMBtu basis. This is because the operational efficiency (as measured by the power plant’s heat rate)
of HFO fired engines is less than the efficiency of natural gas fired engines. This difference is shown
in Table 5-12 in section 5.1.5, using the assumed heat rate values presented in the GPL 2018
Expansion Study. The methodology to calculate the value of the avoided heavy fuel oil imports is also
shown in section 5.1.5.

Avoided investment in HFO engines

The 2018 Expansion Study Business as Usual Case projects the new electricity generation capacity
required to meet Guyana’s future electricity demand. The difference in capital cost to build the
proposed HFO engines under this scenario and the cost to build the dual fuel engines in the natural
gas scenarios is also an economic cost that the natural-gas-fired power plants avoid. Table 7-2 shows
the schedule for new capacity under the Business as Usual case.

Table 7-2: GPL forecast new electricity generation capacity additions, Business As Usual Case
(no natural gas)

Capacity

Year Added (MW) Technology Fuel
2019 17.4 Engine HO
2021 ) Gas Turbine LFO
2023 3 Engine HO
2024 2 Gas Turbine LFO
2024 17 Engine HO
2025 ) Engine HO
2026 2 Gas Turbine LFO
2026 17 Engine HO
2027 51 Engine HO
2028 Kl Engine HO
Total 264.4

Source: GPL 2018 Expansion Study

The 2018 Expansion Study to set the unit capital cost for the HFO engines equal to the dual fuel
engines at US$1,413 per kW of capacity. The total avoided capital cost was then calculated as the
product of the unit capital cost and the total kW of HFO capacity that would have been added in each
year based on the Expansion Study schedule for new capacity additions to meet Guyana’s electricity
demand growth in the Business as Usual case.

Avoided HFO power plant operational costs were also based on the cost estimates in the 2018

Expansion Plan, including power plant heat rates and fixed and variable operations and maintenance
(O&M) as shown in Table 7-1 above.

Avoided environmental costs



The main avoided environmental cost from operating the natural-gas-fired power plant is the potential
impact from CO; emissions from the use of HFO for electricity generation. The economic cost of
CO3 emissions from HFO-fired electricity generation is calculated as the product of the expected
CO; emissions and the social cost of CO, emissions. The expected CO, emissions is the product of
the CO emissions per unit of HFO consumed and the volume of HFO consumed each year. The
social cost of CO, emissions is assumed to be US$30 per ton. This value was used in order to align
the economic analysis of the offshore pipeline with the economic analysis of Guyana’s electric power
sector that was conducted in the GPL 2018 Expansion Study.

7.1.3. Economic feasibility analysis

The economic costs and benefits described above were calculated for each year between 2018 and
2041. This timeframe is based on EEPGL’s project development timeline projecting first gas
availability in 2022 and a 20-year period of natural gas availability from the Liza-1 development. The
annual results were then discounted to 2018 using a 10% real discount rate in order to determine the
power plant’s economic net present value. Based on this analysis, the power plant has an aggregate
economic net present value (NPV) of approximately US$532 million and an economic rate of return
of 24% percent under the project’s Base Case assumptions. This indicates that the power plant is

economically feasible. The summary results of the economic feasibility analysis are presented in Table
7-3 below.

Table 7-3: Power plant economic feasibility analysis results

Sensitivity Variable Settings Key Results Metrics
Present Value Present Value  Economic Economic
Capital & of Economic  of Economic  Net Present Rate of Economic
NG Flow Operating HFO and Benefits Costs Value Return Benefit / Cost
Volume Costs LPG Price (US$ million) (US$ million) (US$ million) % Ratio
30 Base Base $1,192 (§661) $532 24% 1.80

Source: Energy Narrative analysis

A detailed schedule of the annual economic benefits and costs for the natural gas power plant is
included in Appendix E.

7.1.4. Sensitivity analysis

A sensitivity analysis was performed to estimate how changes in key variables would impact the
power plant’s economic feasibility. Three independent variables were included in the sensitivity
analysis: to volume of natural gas shipped by the pipeline, the capital cost to build the pipeline and
related electricity infrastructure, and the cost to generate electricity using HFO that the natural-gas-
fired power plant will displace. These variables were selected based on the likelihood that they could
change and their potential to have a material impact on the power plant’s economic feasibility. Fach
of these variables was adjusted as follows:

L] Natural gas volume. The Base Case analysis assumes that 30 MMscf per day of natural gas
will be made available for transportation to the shore from Liza-1 production. However,



given the additional discoveries noted in section 4 that were made after Liza, there is the
potential for additional volumes of natural gas to be made available. This is the rationale for
scaling the pipeline to a 12” diameter rather than 8” that would be sufficient to transport 30
MMscf per day. This sensitivity analysis examined the effect of increasing the natural gas
volume to 50 MMscf per day. This volume was chosen to match the 50 MMscf per day
scenario in the GPL 2018 Expansion Study.

[l Pipeline cost. As noted above, there is a high degree of uncertainty in the actual cost to
build the proposed offshore natural gas pipeline, owing to the limited number of similar
projects worldwide and the frontier nature of Guyana’s hydrocarbon industry. The sensitivity
analysis considered pipeline capital and operational costs that were 20% higher and 20%
lower than the Base Case. As in the Base Case economic analysis, the share of pipeline costs
that were accrued to the power plant were calculated based on the share of dry natural gas
delivered to the power plant as a percentage of the wet gas stream delivered by the pipeline
to the NGL separation and LPG production plant.

L] Power plant cost. As with the offshore pipeline, there is a degree of uncertainty regarding
the true cost to build the proposed natural-gas-fired power plant. In order to capture this
uncertainty, the sensitivity analysis considered capital costs that were 20% higher and 20%
lower than the Base Case. In addition, the power plant’s assumed fixed and variable
operating costs were also adjusted +/- 20% for the High and Low Cost sensitivity cases.

L} HFO price. The main economic benefit from developing the natural-gas-fired power plant
is displacing higher cost electricity generated from imported HFO with electricity generated
from the domestically produced natural gas. Therefore, the value of the displaced HFO has a
direct impact on the economic feasibility of the project. The sensitivity analysis used the
forecast WTI price under the EIA’s High Oil Price and Low Oil Price scenarios (from the
2018 Annual Energy Outlook) to adjust the calculated price for Guyana’s imported HFO.
The adjusted HFO fuel prices where then used to calculate the cost to generate an amount
of electricity with HFO equal to the volume of electricity generated with natural gas
delivered by the pipeline.

Table 7-4 presents the results of changing the three input variables individually as well as a “worst
case” scenario that combined high project costs with a low oil price outlook. For each combination
of natural gas volume, project cost, and HFO price, the table presents the calculated present value of
the project benefits, costs, and economic net present value, the economic rate of return, and the
economic benefit/cost ratio of the power plant.

Table 7-4: Power plant economic feasibility sensitivity analysis results




Sensitivity Variable Settings Key Results Metrics

Present Value Present Value  Economic Economic
Capital & of Economic  of Economic  Net Present Rate of Economic

NG Flow Opetating HFO and Benefits Costs Value Return Benefit / Cost
Volume Costs LPG Price (US$ million) (US$ million) (US$ million) % Ratio

30 Base Base $1,192 ($661) $532 24% 1.80

30 High Base $1,224 ($765) $459 21% 1.60

30 Low Base $1,160 (8556) 8604 29% 2.09

30 Base H_igh $1,963 ($661) $1,303 37% 2.97

30 Base Low $709 ($661) $49 12% 1.07

30 High Low 8742 ($765) ($23) 9% 0.97

50 Base Base $1,613 ($766) $847 27% 2.11

50 High Base 81,657 ($882) 8775 24% 1.88

50 Low Base $1,569 ($650) $919 31% 2.41

50 Base High $2,671 ($766) $1,905 39% 349

50 Base Low %958 ($7606) %192 15% 1.25

50 High Low $1,002 ($882) $119 13% 1.14

145 Base Base §1,746 (8771) %975 28% 226

Source: Energy Narrative analysis

The table shows that the power plant remains economically feasible under each individual sensitivity
case. Under the “worst case” combination of both high project costs and a low oil price outlook, the
project is marginally unfeasible, showing a US$23 million economic loss over 20 years and an
economic rate of return of 9%--just below the 10% hurdle rate. The power plant shows the highest
economic return under the 50 MMscf per day of natural gas volumes and the high oil price case,
reaching US$1.9 billion in net present value and a 39% economic rate of return.

If natural gas supply were increased to the theoretical 145 MMscfd case, the power plant would have
an economic net present value of US$975 million and an economic rate of return of 28%.

A detailed schedule of the annual economic benefits and costs for each sensitivity case is included in
Appendix E.

7.2. Natural gas power plant financial feasibility

The purpose of this section is to determine whether the natural-gas-fired power plant is financially
feasible. It will be financially feasible if the net present value of the power plant’s annual cash flows
(income minus costs) is positive. The power plant’s financial costs include the capital cost to build the
power plant, the annual cost to operate the power plant including the cost of the natural gas, interest
expense for any debt that is issued to finance the project, and any corporate income taxes assessed on
the power plant’s profits. The power plant’s income is calculated from the volume of electricity sold
and the price paid for the electricity.



The analysis was performed using the two natural gas prices derived from the natural gas pricing
options—Cost+ and Net Back—that were used in the offshore natural gas pipeline financial feasibility
analysis above.

The financial analysis described below finds that the electricity generated by the natural-gas-fired
power plant would be priced at an average US$88.49 per MWh (8.8 cents per kWh) if the natural gas
is priced using the Cost+ methodology at a 10% IRR. Pricing the natural gas for a 16% IRR would
result in an average electricity price of US$125.53 per MWh (12.5 cents per kWh). That is, the power
plant would be profitable under the range of tariff levels using this methodology.

Setting the electricity price to 9 US cents per kWh under the Net Back pricing methodology would
result in a net present value of approximately US$3 million and an internal rate of return of 10%
percent. That is, the power plant would be profitable using this methodology as well. Reducing the
electricity price to 6 US cents per kWh, however, would result in a loss of US§65 million in net present
value terms and IRR of 5% percent. This suggests that a 6 cent per kWh electricity price cannot be
achieved without higher natural gas volumes or subsidies.

The analysis to calculate the financial feasibility of the power plant is presented as follows:
[ Financial analysis assumptions
[l Financial feasibility analysis
[l Sensitivity analysis

7.2.1. Financial analysis assumptions

Key financial assumptions include the project component’s taxation rate, depreciation period and
calculation methodology, the share of debt and equity financing used and the interest rate and loan
tenor for the debt component.

Table 7-5 shows the specific assumptions that were used in the power plant financial analysis. The
power plant is assumed to pay Guyana’s corporate income tax of 27.5% as GPL is treated as a taxable
entity under Guyana’s tax laws. Capital depreciation is assumed to be 20 years to match the lifespan
of the power generation engines and is calculated as a straight line. The power plant is also assumed
to be equity financed (no project debt). This assumption is in line with the financial assumptions made
for Guyana’s power sector in the 2018 Expansion Study.

Table 7-5: Power plant Financial Analysis Assumptions

Base
Financial variables Unit Case Notes
Power plant Tax rate %o 27.5% Based on Guyana corporate tax rate
Power plant . - . .
g S B — 20 20 year H}:_)écg ect lifespan assmg will switch to
(straigh line) once NG supply is depleted
Power plant Debt % Set to match assumptions in GPL 2018

0 OD
of total capital cost o o Expansion Plan Update



Source: Energy Narrative

These factors were applied to calculate the power plant’s earnings and net cash flow for each of the
20 years included in the analysis. This series of future cash flows was discounted to the present value
using a 10% discount rate to calculate the power plant’s NPV and the internal rate of return (IRR).

7.2.2. Financial feasibility analysis

The natural gas power plant’s income and expenditures described above were calculated for each year
between 2018 and 2041. This timeframe is based on EEPGL’s project development timeline
projecting first gas availability in 2022 and a 20-year period of natural gas availability from the Liza-1
development. The annual results were then discounted to 2018 using a 10% real discount rate in order
to determine the power plant’s net present value, internal rate of return, and the average price of the
generated electric power under each of the natural gas pricing options.

Based on this analysis, electricity could be produced by the natural-gas-fired power plant for an average
price of US$88.49 per MWh (8.8 cents per kWh) under the Cost+ natural gas pricing option and 10%
IRR or for an average price of US$125.53 per MWh (12.5 cents per kWh) at a 16% IRR. The summary
results of the financial feasibility analysis are presented in Table 7-6 below.

Table 7-6: Power plant financial feasibility analysis results

Sensitivity Variable Settings Key Results Metrics
Capital & Electricity =~ NetPresent Internal Rate

NGFow  Operating Pricing Price Value of Return
Volume Costs  Mechanism (US$/MWh)  (US$ million) (%)

0 Base RR-10% $88.49 %0 10%

0 Base IRR-16% $125.53 $88 16%

0 Base Elec - 6 cent $60.00 ($65) B

0 Base Elec - 9 cent $90.00 8 10%

Source: Energy Narrative analysis

A detailed schedule of the annual cash flows for the natural gas power plant is included in Appendix
E.

7.2.3. Sensitivity analysis

A sensitivity analysis was performed to estimate how changes in key variables would impact the power
plant’s financial feasibility under both the Cost+ and Oil Price Discount natural gas pricing options.
The sensitivity analysis used the same independent variables that were included in the economic
sensitivity analysis: the volume of natural gas shipped by the pipeline, a share of the capital cost to
build the pipeline accrued to the power plant, the capital cost to build the power plant, and the price
of HFO that the natural gas will displace. These variables were selected based on the likelihood that
they could change and their potential to have a material impact on the power plant’s financial
feasibility. The summary results of the sensitivity analysis are presented in Table 7-7 below.

Table 7-7: Power plant financial feasibility sensitivity analysis results




Sensitivity Variable Settings Key Resulis Metrics

Capital & Electricity =~ NetPresent Internal Rate
NG Fow  Operating Pricing Price Value of Return
Volume Costs  Mechanism (US$/MWh)  (US$ million) (%)
0 Base RR-10°% $88.49 0 10%
0 Base RR-16% $125.53 $88 16%
0 Base Elec - 6 cent $60.00 ($65) 5%
0 Base Elec - 9 cent $90.00 3 10%
0 Low RR-10% $74.30 0 10%
0 Low RR-16% $104.67 $74 16%
0 Low Elec - 6 cent $60.00 ($36) o
0 Low Elec - 9 cent $90.00 $32 13%
0 High RR-10% $102.68 0 10%
0 High RR-16% $146.41 $101 16%
0 High Elec - 6 cent $60.00 ($93) Fo
0 High Elec - 9 cent $90.00 ($25) &
50 Base RR-10% $79.95 0 10%
50 Base RR-16% $110.12 $98 16%
50 Base Elec - 6 cent $60.00 ($71) B%
50 Base Elec - 9 cent $90.00 $39 13%
50 Low RR-10°% $67.73 0 10%
50 Low RR-16% $92.13 $81 16%
50 Low Elec - 6 cent $60.00 ($30) Fho
50 Low Elec - 9 cent $90.00 $80 16%
50 High RR-10% $92.17 0 10%
50 High RR-16% $128.08 $116 16%
50 High Elec - 6 cent $60.00 ($113) 2o
50 High Elec - 9 cent $90.00 ($3) 10%
145 Base RR-10% $56.72 0 10%
145 Base RR-16% $83.09 $107 16%
145 Base Elec - 6 cent $60.00 $16 11%
145 Base Elec - 9 cent $90.00 $157 1%%

Source: Energy Narrative analysis

The table shows that the natural-gas-fired power plant remains financially feasible under every
individual sensitivity case for the Cost+ price setting methodology for both the assumed 10% IRR
and 16% IRR. The resulting electricity prices range from US$67.73 per MWh for the 10% IRR
under the 50 MMsctd Low Cost Case to US$146.41 per MWh for the 16% IRR under 30 MMscfd
and High Cost Case.

Under the Net Back approach, the power plant is financially feasible under the 9 cent electricity level
in all sensitivities except the High Cost Cases where it has an 8% IRR and a US$25 million loss



under the 30 MMsctd supply case and a 10% IRR and a US$3 million loss under the 50 MMscfd
supply case. The plant is not feasible under the 6 cent electricity level for any of the sensitivity cases,
suggesting that this average price for electricity is unobtainable without higher natural gas volumes,
cross-subsidies, ot direct subsidization.

If the natural gas production were increased to the theoretical 145 MMscfd supply case, the average
electricity price could fall as low as US$56.72 per MWh under the Cost+ price setting mechanism
and a 10% IRR. Increasing the IRR to 16% would result in an average electricity price of US$83.09
per MWh. Under the Net Back price setting methodology, the natural gas wellhead price for 9 cent
electricity and 6 cent electricity both fall within the range set by the Cost+ price setting
methodology. That is, at this volume of natural gas, setting the natural gas price to produce
electricity at an average price of 6 cents per kWh is financially feasible, resulting in a US$16 million
NPV and 11% IRR. Increasing the electricity price to 9 cents per kWh results in an NPV of US$157
million and an IRR of 16%.

A detailed schedule of the annual cash flows for each sensitivity case is included in Appendix E.

7.3. Impact of natural gas volumes on the price of electricity generated

The price of the natural gas provided to the power plant has a direct impact on the price of electricity
using the Cost+ pricing methodology. As a result, the volume of natural gas that is produced and
transported via the pipeline also has a direct impact on the electricity generation price. Figure 7-1
compares the cost of electricity generated under the two IRR levels for each natural gas supply case,
including the theoretical 145 MMscfd case, to a “business as usual” electricity price based on HFO.

Figure 7-1: Price of electricity to achieve a 10% and 16% IRR (2017 US$ per MWh)
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Source: Energy Narrative analysis

The price of natural gas delivered to the power plant is fixed, but the price of electricity varies
slightly each year according to the share of electricity generated with back up HFO. This is
particularly notable in the later years of the 50 MMscfd supply option, when natural gas supply
begins to decline and a growing share of the natural-gas-fired capacity switches back to HFO.



Under the 30 MMscfd natural gas supply case, an average electricity price of US$88.49 per MWh
provides a 10% IRR, rising to US$125.53 per MWh for a 16% IRR. Increasing the natural gas
volume to the 50 MMscfd supply case lowers the electricity price to US$79.95 per MWh for a 10%
IRR and US$110.12 per MWh for a 16% return. If the 145 MMscfd natural gas supply profile is
achieved and the pipeline was fully utilized, the electricity price could fall to just US$56.72 per MWh
for a 10% return and US$83.09 per MWh for a 16% return.

Under all pricing options and natural gas volume cases, the electricity price is well below the
“business as usual” price using imported HFO. Under the Base Case price forecast, the price of
electricity generated from HFO is expected to increase from US$163.82 per MWh in 2022 to
US$189.61per MWh in 2041 (in real 2017 USS$), averaging US$176.93 per MWh throughout the
period. This is more than 30% higher than the highest natural-gas-fired electricity price option (16%
return on 30 MMscfd supply) and more than three times the price of the lowest cost option (10%
return on 145 MMsctd supply).

In addition, setting the natural gas to a fixed price removes the risk of price volatility that could
come from linking the natural gas price to international oil prices. Figure 5-3 demonstrates the very
wide range of potential future oil prices. Switching to domestically produced natural gas therefore
has the additional benefit of removing the potential economic costs and dislocations that rapidly
changing international oil prices could have on Guyana’s electricity prices.

7.4. Impact of reducing the price for the Government of Guyana’s natural gas share
on the price of electricity generated

The price of the natural gas provided to the power plant has a direct impact on the price of electricity
using the Cost+ pricing methodology. In addition, the terms of EEPGL’s production agreement state
that profits (income minus capital recovery and operating costs) from oil and natural gas sales will be
shared equally between EEPGL and the Government of Guyana. If the Government of Guyana were
willing to charge the power plant a lower price for its share of profit gas (that is, accept a lower rate
of return on the gas sales), the price of the generated electricity would be correspondingly lower.

Figure 7-2 compares the cost of electricity generated under the 30 MMscfd natural gas supply case for
the Government of Guyana’s share of profit gas provided at full price and provided at zero cost.

Figure 7-2: Price of electricity at 30 MMscfd natural gas volume (2017 US$ per MWh)
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Source: Energy Narrative analysis

Under the 30 MMscfd natural gas supply case, an average electricity price of US$88.49 per MWh
provides a 10% IRR, rising to US$125.53 per MWh for a 16% IRR. By providing its share of
natural gas at zero cost under the 10% IRR case, the Government of Guyana would reduce the cost
of electricity to as low as US$68.61 MWh and provide an average electricity cost of US$77.68 per
MWnh over the life of the project. Increasing the IRR to 16% raises the minimum electricity price to
US$96.51 per MWh and the average electricity cost over the project lifetime to US$105.30 per
MWh.

Figure 7-3 shows the same analysis under the 50 MMscfd natural gas volume case.

Figure 7-3: Price of electricity at 50 MMscfd natural gas volume (2017 US$ per MWh)
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Source: Energy Narrative analysis

Increasing the natural gas volume to the 50 MMscfd supply case lowers the electricity price to
US$79.95 per MWh for a 10% IRR and US$110.12 per MWh for a 16% return. By providing its
share of natural gas at zero cost under the 10% IRR case, the Government of Guyana would reduce



the cost of electricity to as low as US$60.69 MWh and provide an average electricity cost of
US$72.19 per MWh over the life of the project. Increasing the IRR to 16% raises the minimum
electricity price to US$83.85 per MWh and the average electricity cost over the project lifetime to
US$95.48 per MWh.

7.5. Impact on retail electricity tariffs

Reducing the cost of electricity generated by using natural gas to substitute fuel oil will reduce the cost
of electricity to GPL’s end consumer as the cost of generation is a major component of the total cost
of electricity. For large consumers at the proposed industrial park next to the natural-gas-fired power
plant, the calculated cost of electricity generated is essentially the full cost of the delivered electricity.
For other electricity consumers, the cost of transmission and distribution (T&D) must be added to

the electricity cost to estimate the final retail price to the consumer.

The average T&D cost in Guyana was estimated from reported costs in GPL’s Annual Reports from
2009-2012. Table 7-8 below shows the total costs to produce and deliver electricity as reported by
GPL, the share attributed to generation costs, and the remainder (noted as “Other” in the table). These
costs were spread across the total gross electricity generated and the billed sales reported for each year

to get two estimates for the average cost of generation and the average T&D cost.

Table 7-8: GPL reported electricity costs

Original Data - Guyana Dollars Calculated - US Dollars

Unit 2012 2011 2010 2009 2008 Unit 2012 2011 2010 2009 2008

Total Costs GSmillion 33,682 32138 25620 21,053 25876 US$ million 168 157 125 107 131
Generation GSmillion 27,078 25873 19,899 15971 20,978 US$ million 135 127 97 81 106
Other G3million 6,604 6265 5720 5082 4,898 US§ million 33 31 28 26 25
Gross Generation GWh 690 653 626 586 564 GWh 690 653 626 586 564
Billed Sales GWh 455 430 415 370 356 GWh 455 430 415 370 356
% Costs - Generation % 80% 81% 78% 76% 81% Yo 80% 81% 78% 76% 81%
% Costs - Other % 20% 19% 22% 24% 19% % 20% 19% 22% 24% 19%

Gross Generation Gross Generation
Total Unit Cost G5/kWh 48.81 4922 4093 3593 4588 US$/kWh 0243 0241 0200 0.183 0232

Unit Cost - Generation G$/kWh 39.24 3962 3179 2725 3719 US$/kWh 0195 0194 0.155 0139 0188
Unit Cost - Other G3$/kWh 9.57 9.59 9.14 8.67 8.68 US$/kWh 0.048 0047 0.045 0044 0044

Billed Sales Billed Sales Billed Sales

Total Unit Cost G3%/kWh 7403 7474 6173 5690 7269 US$/kWh 0369 0366 0302 0289 0367
Unit Cost - Generation G$/kWh 59.51 6017 4795 4317 5893 US$/kWh 0.296 0294 0235 0220 0298
Unit Cost - Other G%/kWh 1451 1457 1378 1374 1376 US$/kWh 0.072 0071 0067 0070 ’ 0.070

Source: GPL annual reports, Energy Narrative calculations

Based on this analysis, an estimated US$45 per MWh average cost for transmission and distribution
was added to the projected cost of electricity generated as calculated in the natural-gas-fired power
plant financial feasibility analysis and sensitivities. This value is based on the average value of
“Other” costs spread over the total gross electricity generated from 2008-2012. The average value
over gross generation was chosen based on the methodology used in the GPL 2018 Expansion



Study to calculate future demand and cost per MWh. This approach assumes that GPL will absorb
the cost of providing unbilled electricity (non-technical losses), or that the non-technical losses will
be resolved. As such, it underestimates the true cost of T&D services in Guyana if they were
covered only through billed sales of electricity.

Figure 7-4 compares the average retail electricity price under the 30 MMscfd natural gas supply case
for the Government of Guyana’s share of profit gas provided at full price and provided at zero cost.

Figure 7-4: Price of electricity at 30 MMscfd natural gas volume (2017 US$ per MWh)
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Source: Energy Narrative analysis

Under the 30 MMscfd natural gas supply case, an average retail electricity price of 13 US cents per
kWh provides a 10% IRR, rising to 17 US cents per kWh for a 16% IRR. By providing its share of
natural gas at zero cost under the 10% IRR case, the Government of Guyana would reduce the cost
of electricity to as low as 11 US cents per kWh and provide an average electricity cost of 12 US cents
per kWh over the life of the project. Increasing the IRR to 16% raises the minimum electricity price
to 14 US cents per kWh and the average electricity cost over the project lifetime to 15 US cents per
kWh. In all cases, this is well below the average 22 US cents per kWh expected under the “business

as usual” case using imported HFO for electricity generation.

Figure 7-5 shows the same analysis under the 50 MMscfd natural gas volume case.

Figure 7-5: Price of electricity at 50 MMscfd natural gas volume (2017 US$ per MWh)
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Source: Energy Narrative analysis

Increasing the natural gas volume to the 50 MMsctd supply case lowers the electricity price to 12.5
US cents per kWh for a 10% IRR and 15.5 US cents per kWh for a 16% return. By providing its
share of natural gas at zero cost under the 10% IRR case, the Government of Guyana would reduce
the cost of electricity to as low as 10 US cents per kWh and provide an average electricity cost of
11.7 US cents per kWh over the life of the project. Increasing the IRR to 16% raises the minimum
electricity price to 14 US cents per kWh and the average electricity cost over the project lifetime to
22 US cents per kWh.

It is important to note that these retail tariff projections are indicative of the retail price for the
electricity generated by the natural-gas-fired power plant. They do not represent the overall cost of
electricity supplied by GPL as GPL operates additional electricity generation facilities, including
existing HFO fired units (which will remain available as back up supply and for system balancing),
PV and wind capacity, and potentially new hydro capacity (as proposed under the 30 MMscfd
natural gas supply case expansion plan). The calculation of the system’s overall retail cost, or the

specific tariff for each consumer class, is beyond the scope of this analysis.



8. Overall Project Feasibility

The purpose of this section is to determine whether the overall proposed project, including the
offshore natural gas pipeline, NGL separation and LPG production plant, and natural-gas-fired power
plant, is both economically and financially feasible. The overall project will be economically feasible if
the net present value of the economic benefits of the overall project outweigh the net present value
of the economic costs. It will be financially feasible if the net present value of the overall project’s
annual cash flows (income minus costs) is positive.

The overall project’s economic and financial feasibility are calculated separately below, based on the
previous analysis of the three project components.

8.1. Overall project economic feasibility

The overall project’s economic feasibility was determined by comparing the sum of the economic
costs of the three project components with the sum of the three component’s economic benefits. The
overall project’s economic costs include the capital cost to build each of the project components, the
annual cost to operate each of the project components, and any environmental costs associated with
each component’s operations. The overall project’s economic benefits include the avoided costs that
would have been incurred if the overall project had not been built. These include the avoided costs of

importing heavy fuel oil and LPG, and the avoided economic cost of CO2 emissions that would result

from burning the HFO for electricity generation.

This analysis does not include any economic benefits from increased job creation (both directly from
the construction and operation of the project components and indirectly from the greater economic
activity associated with it). While the project will clearly bring some job creation benefits, this value
was not quantified for this analysis.

The economic cost benefit analysis found that the overall project has an aggregate economic net
present value (NPV) of approximately US§918 million and an economic rate of return of 30% percent
under the project’s Base Case assumptions. This indicates that the overall project is economically
viable. The summary results of the overall project economic feasibility analysis are presented in Table
8-1 below.

Table 8-1: Overall project economic feasibility analysis results

Sensitivity Variable Settings Key Results Metrics
Present Value Present Value Economic Economic
Capital & of Economic  of Economic  Net Present Rate of Economic
NG Flow Operating HFO and Benefits Costs Value Return Benefit / Cost
Volume Costs LPG Price (US$ million) (US$§ million) (US$ million) %% Ratio
30 Base Base $1,715 (8798 $918 30% 2.15

Source: Energy Narrative analysis

A detailed schedule of the annual economic benefits and costs for the total project is included in
Appendix F.



8.1.1. Sensitivity Analysis

Table 8-2 below summarizes the aggregate results of the total project present economic value, present
economic costs, economic net present value, economic rate of return, and the economic cost/benefit
ratio under each of the sensitivity variations calculated for each of the project components. Because
the same variables were changed for each of the component sensitivity analyses (capital costs, oil price,
and natural gas volume), the sensitivity analysis for each component can be directly added together to
find the impact of changing each sensitivity variable on the project as a whole.

Table 8-2: Overall project economic feasibility sensitivity analysis results

Sensitivity Variable Settings Key Results Metrics
Present Value Present Value ~ Economic Economic
Capital & of Economic  of Economic  Net Present Rate of Economic

NG Flow Operating HFO and Benefits Costs Value Return Benefit / Cost
Volume Costs LPG Price (US$ million) (US$ milliony) (US$ million) %4 Ratio

30 Base Base 81,715 ($798) %918 30% 2.15

30 High Base $1,747 ($928) $820 26% 1.88

30 Low Base $1,683 (3667 $1,016 36% 2.52

30 Base High $2,867 ($798) $2,070 47% 3.59

30 Base Low $990 (§798) $192 16% 1.24

30 High Low $1,022 ($928) $94 13% 1.10

50 Base Base $2,367 ($925) $1,442 34% 2.56

50 High Base $2,411 ($1,070) $1,341 30% 2.25

50 Low Base $2,323 ($780) $1,543 40% 2.98

50 Base I"ﬁgh $3,988 ($925) $3,063 50% 431

50 Base Low $1,356 ($925) $431 20% 1.47

50 High Low $1,400 ($1,070) %330 17% 1.31

145 Base Base $4,536 ($1,141) $3,394 38% 3.97

Source: Energy Narrative analysis

The table shows that the overall project remains economically feasible under each individual
sensitivity case. Even under the “worst case” combination of both high project costs and a low oil
price outlook with 30 MMscf per day of natural gas volume the project is feasible, showing a US$94
million economic net present value over 20 years and an economic rate of return of 13%. The
overall project shows the highest economic return under the 50 MMscf per day of natural gas
volumes and the high oil price case, reaching just over US$3 billion in net present value and a 50%

economic rate of return.

If natural gas supply were increased to the theoretical 145 MMscfd case, the overall project would

have an economic net present value of nearly US$3.4 billion and an economic rate of return of 38%.

A detailed schedule of the annual economic benefits and costs for each sensitivity analysis of the

total project is included in Appendix F.



8.2. Overall project financial feasibility

The overall project’s financial feasibility was determined by subtracting the sum of the costs of the
three project components from the sum of the three component’s income. The overall project’s
economic costs include the capital cost to build each of the project components and the annual cost
to operate each of the project components, interest expense for any debt that is issued to finance the
project, and any corporate income taxes assessed on the project component’s profits. The overall
project’s income is the sum of income from each project component based on the volume of natural
gas, LPG, and electricity that is sold, and the price for which each is sold under both the Cost+ and
Net Back price setting methodologies.

The financial analysis results shown in Table 8-3 below finds that the natural gas would be delivered
to the landing site for US$4.92 per MMBtu, the LPG would be priced at US$6.72 per MMBtu and the
electricity generated by the natural-gas-fired power plant would be priced at US$88 per MWh (8.8
cents per kWh) using the Cost+ methodology at a 10% IRR. Increasing the IRR to 16% would raise
the price of the delivered natural gas to US$7.19 per MMBtu, the LPG price to US$9.74 per MMBtu,
and the average electricity price to US$126 per MWh (12.6 cents per kWh). At these price levels, the
overall project would have an NPV of US$274 million.

Under the Net Back price setting option, setting the average electricity price to 9 US cents per kWh
would result in a net present value (NPV) of approximately US$11 million and an internal rate of
return of 10% percent for the project as a whole under the project’s Base Case assumptions. Setting
the electricity price to 6 cents per kWh, however, would result in an overall US$215 million loss and
a 4% IRR under the Base Case assumptions. This suggests that a 6 cent per kWh price for electricity
is unobtainable without higher natural gas volumes, cross-subsidies, or direct subsidization.

Table 8-3: Overall project financial feasibility analysis results

Sensitivity Variable Settings Key Results Metrics
Capital & NG Welhead NG Pipeline NG Delivered LPG Price Electricity Net Present  Internal Rate

NGFow Operating  Pricing Price Tariff Price Price Value of Return
Volume Costs  Mechanism  (US$/MMBtu) (US$/MMBtu) (USSMMBtu) (US$MMBIU) (USSMWh)  (USS million) (%)

30 Base IRR-10% $1.01 $391 $4.92 $6.72 $88.49 0 10%

0 Base IRR-16% $1.48 $6.71 $7.19 $9.74 $125.53 $274 16%

0 Base Elec- 6 cent $0.64 $2.48 $3.12 $4.26 $60.00 ($215) &

30 Base Elec- 9 cent $1.03 $3.99 $5.02 $6.85 $90.00 $11 1P

Source: Energy Narrative analysis

A detailed schedule of the annual cash flows for the entire project is included in Appendix F.

8.2.1. Sensitivity analysis

Table 8-4 below summarizes the aggregate results under each of the sensitivity variations calculated
for each of the project components. Because the same variables were changed for each of the
component sensitivity analyses, the sensitivity analysis for each component can be combined to find
the impact of changing each sensitivity variable on the project’s financial feasibility as a whole.

Table 8-4: Overall project financial feasibility sensitivity analysis results




Sensitivity Variable Settings Key Results Metrics

Capital & NG Welhead NG Pipeline NG Delivered LPG Prce Electricity Net Present  Internal Rate
NG Fow  Operating Pricing Price Tariff Price Price Value of Return
Volume Costs  Mechanism  (US$/MMBtu) (USS/MMBtu) (USS/MMBt) (USS/MMBtU) (USEMWhH)  (USS million) (%)
0 Base IRR-10% $1.01 $3.91 $4.92 $6.72 $88.49 0 10%
0 Base IRR-16% $1.48 $5.71 $7.19 $9.74 $125.53 $274 16%
0 Bass  Elec-6cent $0.64 $2.48 $3.12 $4.26 $60.00 (5215) £
0 Base Elec-9 cent $1.03 $3.99 $5.02 $6.85 $90.00 1 16
0 Low IRR-10% $0.81 $3.13 $3.94 $5.38 $74.30 0 10%
0 Low IRR-16% $1.18 $4.57 $5.75 $7.79 $104.67 $223 16%
0 Low Elec- 6 cent $0.64 $2.48 $3.13 $4.27 $60.00 ($103) o
30 Low Elec-9 cent $1.03 $3.99 $5.03 $6.86 $90.00 $123 13%
0 High IRR-10% $1.22 $4.69 $5.91 $8.07 $102.68 S0 1%
0 High IRR-16% $1.78 $6.85 $8.63 $11.69 $146.4 $326 16%
D High  Elec-6 cent $0.64 $247 $3.11 $4.25 $60.00 ($326) P
0 High Elec-9 cent $1.03 $3.98 $5.01 $6.84 $90.00 ($100) B
50 Base IRR-10% $0.74 $2.84 $3.57 $5.38 $79.95 0 10%
50 Base IRR-16% $1.12 $4.31 $5.42 $8.09 $110.12 $316 16%
50 Bass  Elec-6cent $0.50 $1.95 $2.45 $3.70 $60.00 (5203) B
50 Base Elec-9 cent $0.84 $3.24 $4.08 $6.15 $90.00 $98 12%
50 Low IRR-10% $0.59 $2.27 $2.86 $4.30 $67.73 0 10%
50 Low IRR-16% $0.89 $3.45 $4.34 $6.47 $92.13 $254 16%
50 Low Elec- 6 cent $0.51 $1.95 $2.46 $3.71 $60.00 (876) 8o
50 Low Elec-9 cent $0.84 $3.25 $4.09 $6.16 $90.00 $225 15%
50 High IRR-10% $0.88 $3.40 $4.29 $6.46 $92.17 S0 1%
50 High IRR-16% $1.34 $6.17 $6.51 $9.70 $128.08 $377 16%
50 High  Elec-6 cent $0.50 $1.94 $245 $369 $60.00 ($330) P
50 High Elec-9 cent $0.84 $3.24 $4.08 $6.14 $90.00 ($28) P
145 Base IRR-10% $0.36 $1.40 $1.77 $3.85 $56.72 0 10%
145 Base IRR-16% $0.62 $2.41 $3.03 $6.49 $83.09 $458 16%
145 Bass  Elec-6cent $0.39 $1.50 $1.88 $4.12 $60.00 $49 1%
145 Base Elec-9 cent $0.61 $2.37 $2.98 $6.52 $90.00 $498 16%

Source: Energy Narrative analysis

The table shows that the overall project is financially feasible under all sensitivity cases for the Cost+
price setting methodology for both the assumed 10% and 16% IRR. Under the 16% IRR option, the
overall project’s NPV ranges from US$223 million under the 30 MMscfd Low Cost Case to US$377
million under the 50 MMscfd High Cost Case.

Under the Net Back price setting methodology, the overall project is financially feasible under the 9
cent electricity price level in all sensitivities except the High Cost Cases where it has an 8% IRR and
a US$100 million loss under the 30 MMscfd supply case and a 9% IRR and a US$28 million loss
under the 50 MMscfd supply case. The overall project is not feasible under the 6 cent electricity
price for any of the sensitivity cases, suggesting that this average price for electricity is unobtainable
without higher natural gas volumes, cross-subsidies, or direct subsidization.

The table also shows a wide range of prices for delivered natural gas, LPG, and electricity. The
lowest price for delivered natural gas among the financially feasible sensitivities is US$2.86 per
MMBtu, under the 50 MMscfd Low Cost scenario with the natural gas priced using the Cost+
methodology and 10% IRR. The highest delivered natural gas price is US$8.63 per MMBtu under
the 30 MMsctd High Cost scenario using the Cost+ methodology and 16% IRR.



The lowest price for LPG is just under US$4.30 per MMBtu, under the 50 MMscfd Low Cost
scenario with the LPG priced using the Cost+ methodology and 10% IRR. The highest average
LPG price is US$11.69 per MMBtu under the 30 MMscfd High Cost scenario with the LPG priced
using the Cost+ methodology and 16% IRR.

The lowest price for electricity is just under US$68 per MWh (6.8 cents per kWh), under the Low
Cost and 50 MMscf per day natural gas volume scenario if the natural gas is priced using the Cost+
methodology and a 10% IRR. The highest average electricity price is the 30 MMscf per day natural
gas volume scenario with High Cost under the Cost+ price setting methodology and 16% IRR. This
case results in an average electricity price of US$146 per MWh (14.6 cents per kWh), or more than
double the price in the lowest scenario.

If the natural gas production were increased to the theoretical 145 MMscfd supply case, the overall
project would be financially feasible under all price setting methodologies under the Base Case.
Because this level of natural gas production is only theoretical with the currently available data, detailed
sensitivities were not performed for this supply case.

A detailed schedule of the annual cash flows for each sensitivity case for the entire project is included
in Appendix F.



9. Commercial structure framework

The purpose of the commercial structure framework is to identify potential commercial structures and
risk allocation for the project as a whole and implications for each project segment (natural gas
pipeline, NGL separation and LPG production plant, and electricity generation plant). The analysis
examines the broad spectrum of commercial structures that may be applied to the Project, including
ownership, contracting modalities, and public-private partnerships. We then assess the benefits, risks,
and constraints for each organizational and contractual structure in Guyana.

This analysis provides a framework for assessing proposed commercial structures and guides future

studies that will assess specific options in detail.

9.1. Potential commercial structures
Table 9-1 below shows six potential ownership options for the project’s four component parts.

Table 9-1: Potential commercial structures

Upstream Offshote LPG separation
Ownership Structure production pipeline plant Power plant

Single company
operating all assets

Power plant separate,
other assets integrated
LPG plant and power

plant separate

Integrated pipeline and
LPG plant
Upstream separate,

other assets integrated

All assets owned by

separate companies

Source: Energy Narrative

Each optional structure is described below.

9.1.1. Single company owns all assets

In this commercial structure, a single entity owns all four project components. The same entity could
operate all four project components, or could contract an outside company to maintain and operate
individual components. Ownership of the natural gas is retained within the company through
processing in the LPG plant and use in the power plant. The LPG produced in the NGL separation
and LPG production plant is sold to other LPG retailers or directly to LPG consumers. The electric
power produced in the power plant is sold to the electric utility or large consumers through a power

purchase agreement.



For the Guyana project, EEPGL and its upstream partners are already the owners of the upstream
production assets. Therefore, this structure would entail the same group building and owning the
offshore pipeline, NGL separation and LPG production plant, and power plant.

This structure has the simplest contracting arrangements as there is no need for gas sales agreements
among the project component pieces, and risk mitigation and coordination of operations (such as
managing FPSO down time) is handled within the company rather than through contractual
arrangements. This could help to speed the project development time and reduce downtime in the
event of an accident or other contingency. It has the potential to simplify project financing as well, as
there are fewer entities involved, although by concentrating the investment burden onto a single
company it also requires the company to have a strong balance sheet and investment credit rating.

From a policy perspective, placing all assets within a single company could limit competition and
market access should other upstream producers wish to use the natural gas pipeline to bring additional
natural gas volumes to Guyana. The LPG plant and power plant would also be de facto monopolies
in their respective sectors, as each is large enough to provide for all of Guyana’s current domestic
LPG and electricity needs.

9.1.2. Power plant separate, other assets integrated

In this commercial structure, a single entity owns the upstream, offshore pipeline, and NGL separation
and PG production plant project components, while a separate entity owns the power plant. The
power plant owner could be the electric utility or an independent power producer. The two entities
could operate their respective project components, or could contract an outside company to maintain
and operate them. Ownership of the natural gas is retained within the upstream company through
processing in the LPG plant. The dry gas that is produced after LPG separation is then sold to the
power plant through a gas sales agreement. The LPG produced in the NGL separation and LPG
production plant is sold to other LPG retailers or directly to LPG consumers. The power plant
purchases the natural gas and, if it is an IPP, sells the electricity that is produced to the electric utility
or large customers through a power purchase agreement.

For the Guyana project, EEPGL and its upstream partners are already the owners of the upstream
production assets. Therefore, this structure would entail the same group building and owning the
offshore pipeline and the NGL separation and LPG production plant. The power plant could be
owned by GPL or another entity operating as an IPP.

This structure has relatively simple contracting arrangements as there is a single gas sales agreement
(between the natural gas company and the power plant), and gas production, transportation, and
processing are contained within the same company. This can simplify risk mitigation and coordination
of operations (such as managing FPSO down time) along the natural gas value chain. This could help
to speed the project development time and reduce natural gas supply downtime in the event of an
accident or other contingency. It also has the advantage of separating power generation from the
natural gas segments, thereby allowing EEPGL and its partners to focus on oil and gas operations and
leave the electricity component to another entity.



From a policy perspective, placing all of the natural gas and LPG assets within a single company could
limit competition and market access should other upstream producers wish to use the natural gas
pipeline to bring additional natural gas volumes to Guyana. The LPG plant would also be a de facto
monopoly, as it is large enough to provide for all of Guyana’s current domestic LPG needs. If the
power plant operated as an IPP, it would be the primary (if not the sole) generator supply GPL.

9.1.3. LPG plant and power plant separate

In this commercial structure, a single entity owns the upstream production and offshore pipeline,
while separate entities own the NGL separation and LPG production plant and power plant
components. The LPG plant owner could be a private or public entity. The power plant owner could
be the electric utility or an independent power producer. The three entities could operate their
respective project components, or could contract an outside company to maintain and operate them.
Ownership of the natural gas could be transferred to the LPG plant operator through a gas sales
agreement, or it could be held by the upstream company until it is sold to the power plant with the
LPG plant providing separation services for a fee. The dry gas that is produced after LPG separation
is then sold to the power plant through a gas sales agreement. The LPG produced in the NGL
separation and LPG production plant is sold to other LPG retailers or directly to LPG consumers.
The power plant purchases the natural gas and, if it is an IPP, sells the electricity that is produced to
the electric utility or large customers through a power purchase agreement.

For the Guyana project, EEPGL and its upstream partners are already the owners of the upstream
production assets. Therefore, this structure would entail the same group building and owning the
offshore pipeline. The NGL separation and LPG production plant could be owned by a different
private sector entity or consortia, or could be owned by the Government of Guyana. The power plant
could be owned by GPL or another entity operating as an IPP.

This structure has more complex contracting arrangements as there multiple options for structuring
the gas sales agreement (between the natural gas company and the power plant) and the commercial
arrangements between the pipeline owner/operator and the LPG plant (such as a gas sales agreement,
a tolling “fee for service” arrangement). This structure requires contracts between the separate entities
to address a greater degree of the risk mitigation measures and coordination of operations (such as
managing FPSO down time). This additional complexity could slow project development time. It has
the advantage of increasing the transparency of the price for natural gas sold to the LPG plant and
power plant.

From a policy perspective, separating the natural gas upstream and pipeline from the LPG assets could
support competition and market access should other upstream producers wish to build new natural
gas pipelines to bring additional natural gas volumes to Guyana. The LPG plant and power plant
would also have to compete for the natural gas supply, allowing other consumers to potentially enter
the market.



9.1.4. Integrated pipeline and LPG plant

In this commercial structure, a single entity owns the offshore pipeline and NGL separation and LPG
production plant separate from the upstream and power plant components. The offshore pipeline
and LPG plant owner could be a private or public entity. The power plant owner could be the electric
utility or an independent power producer. The three entities could operate their respective project
components, or could contract an outside company to maintain and operate them. Ownership of the
natural gas could be transferred to the pipeline and LPG plant operator at the FPSO through a gas
sales agreement, or it could be held by the upstream company until it is sold to the power plant with
the pipeline and LPG plant operator providing transportation and separation services for a fee. The
dry gas that is produced after LPG separation is then sold to the power plant through a gas sales
agreement. The LPG produced in the NGL separation and LPG production plant is sold to other
LPG retailers or directly to LPG consumers. The power plant purchases the natural gas and, if it is an
IPP, sells the electricity that is produced to the electric utility or large customers through a power
purchase agreement.

For the Guyana project, EEPGL and its upstream partners are already the owners of the upstream
production assets. This structure would allow a separate entity or consortia, including private
companies or the Government of Guyana, to build and own the offshore pipeline and NGL separation
and LPG production plant. The power plant could be owned by GPL or another entity operating as
an IPP.

This structure has more complex contracting arrangements as there multiple options for structuring
the gas sales agreement (between the natural gas producers and the pipeline/LPG plant or the power
plant) and the commercial arrangements between the pipeline and LPG plant owner/operator (such
as a gas sales agreement at the FPSO, a tolling “fee for service” arrangement). This structure requires
contracts between the separate entities to address a greater degree of the risk mitigation measures and
coordination of operations (such as managing FPSO down time). This additional complexity could
slow project development time. It has the advantage of increasing the transparency of the price for
natural gas transportation and the price of the natural gas sold to the power plant. In addition, the
pipeline/LPG plant owner could use revenue from the LPG plant to cover a greater share of the
pipeline costs, thereby reducing the price of natural gas to the power plant.

From a policy perspective, separating the natural gas upstream from the pipeline and LPG assets could
support competition and market access should other upstream producers wish to sell natural gas into
the existing pipeline to bring additional natural gas volumes to Guyana.

9.1.5. Upstream separate, other assets integrated

In this commercial structure, a single entity owns the upstream production, while the offshore pipeline,
the NGL separation and LPG production plant, and the power plant components are owned by a
single entity. This entity could private or public, or a consortium. The downstream entity could
operate the respective project components, or could contract an outside company to maintain and
operate them. Ownership of the natural gas would be transferred to the downstream entity through a
gas sales agreement at the FPSO. The LPG produced in the NGL separation and LPG production



plant is then sold to other LPG retailers or directly to LPG consumers. The power plant sells the
electricity that is produced to the electric utility or large customers through a power purchase
agreement.

For the Guyana project, EEPGL and its upstream partners are already the owners of the upstream
production assets. Therefore, this structure would entail a new entity building and owning the offshore
pipeline, the NGL separation and LPG production plant, and the power plant. The new entity could
be a private sector entity or consortia, or could be owned by the Government of Guyana. The power
plant would operate as an IPP.

This structure has relatively simple contracting arrangements as there is a single gas sales agreement
between the natural gas producing company and the downstream entity. This structure requires some
degree of coordination of operations to manage FPSO down time.

From a policy perspective, separating the natural gas upstream from the downstream assets could
support competition and market access should other upstream producers wish to connect additional
natural gas supply to the offshore pipeline.

9.1.6. All assets owned by separate companies

In this commercial structure, separate entities own each of the project components. Each of the four
entities could be private or public, or could be a consortium. The power plant owner could be the
electric utility or an independent power producer. Each entity could operate their respective project
components, or could contract an outside company to maintain and operate them. Ownership of the
natural gas could be transferred to the pipeline owner through a gas sales agreement, or it could be
held by the upstream company until it is sold to the LPG plant and/or power plant owners with the
LPG plant providing separation services for a fee. The dry gas that is produced after LPG separation
is then sold to the power plant through a gas sales agreement. The LPG produced in the NGL
separation and LPG production plant is sold to other LPG retailers or directly to LPG consumers.
The power plant purchases the natural gas and, if it is an IPP, sells the electricity that is produced to
the electric utility or large customers through a power purchase agreement.

For the Guyana project, EEPGL and its upstream partners are already the owners of the upstream
production assets. A separate entity would build and own the offshore pipeline. The NGL separation
and LPG production plant could be owned by a different private sector entity or consortia, or could
be owned by the Government of Guyana. The power plant could be owned by GPL or another entity
operating as an IPP.

This structure has the most complex contracting arrangements of the various options presented as
there multiple options for structuring the gas sales agreement (among the natural gas producers, the
pipeline company, the NGL separation and LPG production plant company, and the power plant)
and the commercial arrangements with the pipeline owner/operator and the LPG plant could also
include a tolling “fee for service” arrangement). This structure requires contracts between the separate
entities, increasing the potential for overlaps or gaps between contracting arrangements to create
operational or financial risks. The greater number of contracts and entities also increases the



complexity and importance of coordinating operations (such as managing FPSO down time). This
additional complexity could slow project development time and complicate project financing. It has
the advantage of increasing the transparency of the price for natural gas at each point of the value
chain, spreading the investment burden and risks across a wider number of entities, and increasing the
potential for competition or to accommodate new entrants at each stage of the value chain.

From a policy perspective, separating each project component could support the creation of a
competitive natural gas market with multiple suppliers, consumers, and intermediary companies.

9.2. Example commercial structures

Table 9-2 below describes six projects that use offshore natural gas to fuel power plants that can
provide proxy examples of commercial structure options for the Guyana project.

Table 9-2: Examples of recent offshore natural gas to power projects

Distance to NG Reserves Start of Power Plant
Project / NG field Location shore (km) (Tcf) Production Size (MW)
Tamar NG Field Israel 90 10 2013 835
Banda Gas Field| Mauritania 55 1 2016 300
Ca Voi Xanh| Vietnam 80 5.3 2023 3,000
Sankofa Gas Project Ghana 60 1.45 2018 1,000
Mal G 80 (504 km
AMPayR 88| pyilippines o0 27 2001 2,700
Field pipeline)
Songo Songo Gas :
, Tanzania 15 0.5 2004 190
Field

Source: World Bank, industry and news publications

Most projects have been recently completed or still pending. All except the Songo Songo field are
much larger than the Liza-1 proposed natural gas supply, and therefore are able to support much larger
gas-fired power plants. All also have a shorter distance between the offshore natural gas production
and the shore, although the Malampaya gas field includes a 500 km pipeline in order to reach the large
population centers on a more distant island.

Table 9-3 shows the commercial structure for each of the projects, highlighting the ownership at each
segment.>

Table 9-3: Commercial structure of recent offshore natural gas to power projects

2 A blank square indicates ownership data was not available



Gas

Upstream Offshore processing/ Onshore
Project / NG field production pipeline separation pipeline Power plant(s)
Noble Energy | Noble Energy | Noble Energy | Israel NG
Tamar NG Field| T Partoers + partners + partners Lines Ltd
Tullow + Tullow + Tullow + Tullow +
Banda Gas Field| partners partners partners partners
ExxonMobil, | ExxonMobil,
Ca Voi Xanh| PetroVietnam | PetroVietnam
ENI, Vitol, | ENI, Vitol, ENI, Vitol, (((;;hli](:[;)(é
Sankofa Gas Project GNPC GNPC GNPC subsidiary)
Shell
’ Shell, Chevron,|Shell, Chevron,
Malampaya Gas| Chevron, PNOC PNOC
Field] PNOC
Orca
Songo Songo Gas| Exploration | Songas Ltd | Songas Ltd | Songas Ltd
Field Group

Source: World Bank, industry and news publications

In all projects, ownership of the gas-fired power plant was separate from ownership of the natural gas
infrastructure, although in the Ca Voi Xanh project the power plant owner (PetroVietnam) was also
a partner in the natural gas segments.

In every project except the Songo Songo field, the consortium producing the natural gas also owned
the offshore pipeline and gas processing infrastructure. In the Songo Songo project, all pipeline and
processing infrastructure is owned by a single company contracted to take the produced natural gas at
the offshore production platform. This is also the project that is closest to the shore (including some
wells listed as being onshore).

Those projects that had a separate owner for the onshore pipeline infrastructure operate in countries
with an established natural gas transmission pipeline system (Israel and Ghana). In these cases, the
new pipeline from the offshore production linked to the existing onshore pipeline system, which was
used to transmit the gas to the final consumer. However, data on the onshore pipeline ownership
could not be found for two of the examples.

9.3. Commercial structure recommendations

The above analysis suggests that the most common commercial structure for similar offshore natural
gas pipeline and power generation projects integrates the natural gas infrastructure facilities with the
upstream natural gas producing entities while the power plant is owned separately. This structure fits
well within Guyana’s institutional structure, as EEPGL and its partners are well positioned to build



and operate the offshore pipeline and GPL is well positioned to own and operate the power plant, or
manage the IPP contract for an independent company to build and operate it.

This structure simplifies the contracting arrangements as there is a single gas sales agreement (between
the natural gas infrastructure company and the power plant), as well as risk mitigation and coordination
of operations along the natural gas value chain. Avoiding the need to attract a separate company to
build the natural gas pipeline and NGL separation and LPG production plant also avoids potential
project development delays, an important consideration given the tight timeframe before expected
first gas production. Furthermore, the income derived from the LPG sales could be used to reduce
the cost of the natural gas sold to the power plant, helping to reduce electricity generation costs. This
can be achieved by allocating a greater share of the upstream and pipeline costs to the LPG stream,

or through direct cross-subsidization.

Although placing all of the natural gas and LPG assets within a single company could limit competition
and market access should other upstream producers wish to use the natural gas pipeline to bring
additional natural gas volumes to Guyana, this can be handled by setting terms and timing for future
open access in the gas contract or in a newly established gas regulatory regime. The LPG plant would
also be a de facto monopoly, as it is large enough to provide for all of Guyana’s current domestic LPG
needs, and so managing its interaction with the current LPG providers will be important.



10. Complementary Analysis

The purpose of the complementary analysis is to review potential environmental and social impacts
of building and operating the natural gas pipeline, NGL separation and LPG production plant and
natural-gas-fired power plant. This analysis aims to identify factors that should be considered when
conducting the environmental and social impact assessments for each segment of the project. It does
provide such assessments of the project components themselves, but rather provides guidance for
preparing and evaluating the environmental impact assessments.

The complementary analysis is divided into three sections: an overview of Guyana’s current
environmental legislation and participation in international environmental treaties, a review of
international practices in developing environmental and social impact assessments for energy projects,
and a review of international air and water emissions standards.

10.1. Guyana environmental laws and participation in international environmental
treaties

Guyana has established a number of laws and regulations that are relevant to environmental and social
issues in energy development. A selection of these laws and regulations include:

L] Petroleum and Petroleum Products Regulations 2014. These regulations direct the GEA’s
authority and actions to license and oversee the transportation, storage, wholesale and retail sale,
import, and export of petroleum and petroleum products, including natural gas and LPG. The
Regulations provide broad guidelines for overseeing the technical, operational, health, safety, and
environmental parameters for related infrastructure and installations.

[l Petroleum (Exploration and Production) Act and related Regulations. This Act sets the
basic terms and conditions for awarding petroleum exploration and production permits, including
requirements for environmental assessment and mitigation.

] Electricity Sector Reform Act of 1999 and the Electricity Sector Reform
(Amendment) Act of 2010. The ESRA, as amended in 2010, created the Guyana Power and
Light Company and established the conditions for its license, its duties to supply electricity,
parameters for purchasing power from IPPs, the mechanism used to set retail electricity tariff
rates, and penalties for non-compliance.

L] GPL License. GPL was granted a license to supply electricity to the coastal regions of Guyana in
1999, concurrent with the ESRA which created it. This License, as amended in 2010, confirms
GPL’s ability to generation of electricity (except hydropower) and to purchase electricity through
PPAs with IPPs.

[l Guyana Shipping Act 1998. This Act regulates maritime activity in Guyanese waters, including

environmental, health, and safety aspects of marine operations.

In addition, Guyana is party to many international environmental treaties. Table 10-1 below lists major
international treaties and Guyana’s current status for each.



Table 10-1: Guyana participation in international environmental treaties

Treaty

Basel Convention on the Control of Transboundary Movements fo
Hazardous Wastes and Their Disposal (1992)
Convention on Biodiversity (1993)
Convention on Wetlands of International Importance Especially as
Waterfowl Haibtat (Ramsar) (1975)
Convention on Long-Range Transboundary Air Pollution (1983)
Convention on the Prevention of Marine Pollution by Dumping Wastes
and Other Matter (London Convention) (1975)
Convention on Fishing and Conservation of Living Resources of the High
Seas (1966)
International Tropical Timber Agreement (1983)
International Tropical Timber Agreement (1994)
Montreal Protocol on Substances that Deplete the Ozone Layer (1989)
Protocol of 1978 Related to the International Convention for the
Prevention fo Pollution From Ships, 1973 (MARPOL) (1983)
United Nations Convention on the Law of the Sea (1994)
United Nations Convention to Combat Desertification in Those
Countries Experiencing Setious Drought and/or Desertification,
Particularly in Africa (1996)
United Nations Framework Convention on Climate Change (UNFCCC)
(1994)

Kyoto Protocol to the UNFCCC (2005)

Paris Agreement (2016)

Source CIA World Fact Book

Status
Ratified
Ratified

Not a Party
Not a Party
Not a Party

Not a Party

Ratified
Ratified
Ratified

Ratified
Ratified

Ratified

Ratified

Ratified
Ratified

10.2. International practices in developing Environmental and Social Impact

Assessments

The purpose of this section is to review potential environmental impacts of building and operating a
natural gas pipeline, NGL separation and LPG production plant and natural-gas-fired power plant,

based on international practices for developing environmental impact assessments.

According to the US EPA and Agency for International Developments, an environmental impact

assessment should aim to:

[l Identify applicable environmental standards, norms, and requirements set forth at the
international, national, regional and/or local levels including those designed to meet the objectives
of resource management and/or land use plans that may be in effect in and around the

3 From “EIA Technical Review Guidelines Energy Generation and Transmission” Regional Document prepared under the CAFTA

DR Environmental Cooperation Program to Strengthen Environmental Impact Assessment (EIA) Review, 2011



jurisdiction(s) in which a proposed project is to be developed or in which it might have a potential
impact.

Identify any public or stakeholder concerns related to impacts in and around the proposed project
and alternatives, at least for stakeholders within the geographic scope of potential impact.

Describe all relevant plans related to the proposed energy project, including engineering and site
preparation plans, operations and decommissioning/closure, environmental management, and
mitigation in whatever form these may take.

Cover all phases of the project, from feasibility studies to site preparation to operations to
closure/decommissioning. The analysis should also include plans to expand capacity at the current
or adjacent sites.

Consider alternative approaches to meeting the purpose and need for the proposed energy project,
including alternative fuels (including renewable fuels), siting, designing, constructing, operating
and closing the project. These alternatives should be considered to avoid and prevent, or (if that
is not possible), to reduce or minimize adverse environmental or socioeconomic impacts.
Alternatives that also increase or extend potential beneficial impacts can also be considered. The
alternatives to the project must include a “no action” alternative, indicating what would happen in
the absence of the proposed project.

Quantify direct, indirect and cumulative impacts and their significance level.

Highlight uncertainty and how that uncertainty will be addressed through monitoring and
contingency plans as may be needed to reduce risk of adverse impacts in the future.

Establish specific commitments, including who is responsible, what will be done, when and how
it will be monitored, reported and audited to confirm that commitments are met.

In order to achieve these aims, environmental impact assessments generally contain the following

components:

o o o o o 0O

General Information

Project and Alternatives Description

Environmental Setting

Assessment of Impacts to resources described in the Environmental Setting
Mitigation and Monitoring Measures

Environmental Management Plan

Each of these components is described below in the context of offshore natural gas pipelines, NGL

separation and LPG production plants, and thermal power generators.



10.2.1. General Information

This section introduces the energy infrastructure project and the environmental assessment process.
It typically includes information about the energy infrastructure project’s objectives and why it is
important in relation to the current energy landscape; the companies and entities involved in the
infrastructure project; the country’s relevant legal and regulatory framework, including any permits
and authorizations that are required, and, the team the developed the environmental impact
assessment itself;

10.2.2. Project and Alternatives Description

This section describes the proposed energy infrastructure project in detail, any alternatives to the
proposed approach that were considered, and why the proposed approach is superior to the
alternatives. An alternative in which the project is not implemented is generally included among the
alternative options in order to highlight the project’s beneficial or adverse impacts relative to a baseline
“business as usual” case. The following project details that are typically included in the description:

L] Project facilities, including
L] Project location and site access

L] Project facilities, with detail on the technologies used and any fuel requirements including fuel
delivery, storage, and handling infrastructure

LI Project operations
L] Design and engineering features for each major component of the project

L] Onsight support facilities such as housing, offices, fuel stations, repair shops, sanitary facilities,
water supply, waste handling, etc.

[l Project access, including

[] New and existing roads details such as traffic volume, construction plans, stream and animal

crossings, erosion prevention, dust control, and maintenance.

L] Other transport systems as required, including rail and waterways
L] Construction phase and timetable, including

L] Schedule and critical path management

[l Equipment, labor and materials requirements

L] Any temporary structures, water supply, waste handling, or power supply during construction
[l Operation phase, including

[l Pre-operation inspections and evaluation

[l Operational information for equipment, machinery, labor and materials that are required



[l Closure and decommissioning plan, including
[l Closure process and anticipated timeline
[l Restoration and remedial measures

10.2.3. Environmental Setting

This section describes the environment in the project area and in areas that could be impacted by the
project development and operations. It is developed through field studies and data gathering as well
as public outreach meetings and other stakeholder engagement. The environmental setting including
physical, biological, and socio-economic or cultural conditions present before the project is
development. Areas of interest in the physical environment can include:

L] Geologic resources and hazards
Soil resoutrces

Water resources

Air and climate

Noise and vibration

O O 0o o o

Aesthetic resources

Biological environmental considerations can include:
Vegetation/flora

Aquatic and terrestrial wildlife/fauna, including birdlife
Terrestrial, wetlands, aquatic, or marine ecosystems

Specific endangered or threatened species and habitats

O o o go d

Designated protected areas

Socio-economic and cultural factors can include:

L] Socio-economic conditions

[l Infrastructure, including transportation, public health, communications, and energy

[l Cultural, archeological, Ceremonial, and historic resources, including indigenous people
[l Land use, including population centers, agriculture, forest, and tourism.

10.2.4. Assessment of Impacts to resources described in the Environmental Setting

This section brings together the project description and the environmental setting to describe how
each component of the infrastructure project may impact each of the identified environmental aspects.
The assessment generally includes the expected magnitude, frequency and potential significance of the



identified impacts using standardized predictive models and historical data where available. The impact
assessment helps to identify and prioritize areas of greatest concern.

10.2.5. Mitigation and Monitoring Measures

This section identifies measures to mitigate any potential adverse impacts that were identified and
prioritized in the previous section. Mitigation measures typically emphasize avoiding or preventing the
potential adverse impact. If that is not possible, the measures then focus on reducing the impact or
offsetting it by improving a similar environmental feature in another location (for example, planting
mangroves in another section of the shoreline to replace mangroves that are removed for a natural
gas import facility). Mitigation measures can also include compensation to affected individuals or
communities if the expected impacts cannot be removed and the project is deemed to be sufficiently
beneficial to the country as a whole to justify the impact on a particular region or community.

Monitoring measures are also identified to ensure that the project’s actual impacts are in line with the
expected impacts described in the environmental assessment. These measures are identified for each
stage of the infrastructure project’s life and should include specific measureable metrics for each
environmental aspect that is identified. The measures often also identify contingency options that can
be implemented should the project’s environmental performance not remain within the predicted

range.

10.2.6. Environmental Management Plan

This section applies the mitigation and monitoring measures that are identified in the previous section
and applies them to an Environmental Management Plan. This Plan details the specific actions that
will be taken to monitor and address the project’s environmental impacts. It is usually divided into
two sections: the first detailing specific mitigation actions that will be taken before and during project
construction and operations; the second describing the project’s ongoing monitoring activities and
contingency actions that will be taken in the event the project’s environmental performance
deteriorates. This Plan is often accompanies by a signed and legally binding commitment statement
establishing legal liability for each aspect of the project’s environmental impact.

10.3. Potential impacts specific to the project

The proposed offshore natural gas pipeline, LPG processing plant, and power plant each bring
potential environmental and social impacts. While the exact impacts must be identified and analyzed
through the environmental impact assessment process noted above, the World Bank’s IFC has
outlined impacts that are comment to offshore oil and gas development, onshore oil and gas
development, and thermal power plants. These potential impacts are described in the IFCs
Environmental, Health, and Safety Guidelines for each industry segment, and are summarized here.

10.3.1. Air emissions

Air emissions generally come from combustion for power (to operate compressors along the pipeline
and within the LPG separation facility and in the thermal power plant) and for process heat (for LPG
separation and fractionation); from support and supply vessels, including trucks, ships and helicopters



or offshotre operations); and direct emissions from flaring, venting, or fugitive emissions of natura
for offsh. ti d direct from flaring, venting, or fugiti f natural
gas throughout its transportation, processing, and use.

Typical emissions from these activities include sulfur oxides, nitrogen oxides, carbon monoxide, and
particulates. Carbon dioxide is also produced in great quantity through combustion, and other
greenhouse gases such as methane can also be released through fugitive emissions or venting. Other
air emissions can include hydrogen sulfide, volatile organic compounds, other hydrocarbons such as
benzene, toluene, and xylenes; glycols and polycyclic aromatic hydrocarbons.

Table 10-2 below compares the permissible ambient air quality levels for major air pollutants
(including sulfur dioxide, nitrogen dioxide, and particulate matter) from the World Health
Organization, the United States, the European Union, and Canada.

Table 10-2: Ambient air quality guidelines and standards (WHO, US, EU, and Canada)
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10.3.2. Wastewater and effluent discharges

Wastewater is generally associated with oil and gas production at the wellhead, but hydrostatic testing
of equipment and pipelines can also create wastewater as chemical additives may be added to prevent
corrosion and identify leaks. For power generation, steam turbines have the greatest impact on water
resources, but other technologies can also use water for cooling. Other waste waters include sewage
from facility offices, drainage and storm waters from the operations sites, potential tank bottom waters
from any storage tanks with roof leaks, firewater from testing fire prevention equipment, and wash

waters from ongoing machinery maintenance.

10.3.3. Terrestrial impacts and project footprint

The project footprint includes the land occupied by the project itself as well as roadways and other
access, rights of way for pipelines and transmission lines, communication facilities (such as antennas)
and temporary land use during construction or decommissioning. Terrestrial impacts can include
habitat loss and the creation of barriers for migrating wildlife; loss of, or changes to, natural water
drainage; soil erosion; disturbance of water bodies, including sedimentation; establishment of non-

native invasive species; and visual disturbances.

10.3.4. Noise

Building and decommissioning the project components will generate noise. In addition, normal
operation of the power plant reciprocating engines and the pipeline and NGL separation and LPG
production plant compressors generates substantial noise levels. Traffic associated with the projects,
including personal vehicles, trucks, marine vessels, and helicopters also create noise.

10.3.5. Spills

Spills can occur from pipeline, storage and equipment leaks; equipment failure; as well as accidents
and human error. Natural gas and LPG facilities pose reduced risk of spills (although an increased risk
of air emissions in the event of a similar leak or failure. However, the power plant is planned to be
dual fuel to enable it to continue operating when natural gas is not available (for example, during
scheduled maintenance of the FPSO). This will require the power plant to have HFO receiving,
handling, and storage, any of which could be subject to a spill.

10.3.6. Social impacts

Each of the project components can also create adverse social impacts, including potential risks to
occupational health and safety and community health and safety. Occupational health and safety issues
include air quality in the working environment, noise levels, and fire and accident prevention.
Community health and safety concerns include impacts on nearby industries and economic activity
(fishing, shipping, agriculture); physical hazards from spills, explosions or fires; and traffic safety from
increased volume of heavy truck traffic, including trucks carrying LPG or other potentially hazardous
materials.
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12. Appendix B: Offshore pipeline capital cost analysis

The capital cost of building and installing the pipeline is a major contributor to the cost of delivering
natural gas from the offshore production platform to Guyana. ExxonMobil has provided an initial
rough estimate of the pipeline capital cost, including modifications that would be required to the
FPSO, the cost of the pipeline materials, the cost to install the pipeline, and related onshore facilities
in July, 2017. In March, 2018, ExxonMobil provided and updated estimate as part of the site selection
analysis. This updated analysis incorporates the company’s increased knowledge of the potential
pipeline route, but still includes a large contingency factor as a detailed FEED study and specific route
selection have not yet been completed. Table B-1 shows the breakdown of these estimated costs for
a 127 pipeline as reported by ExxonMobil in July 2017 and March 2018.

Table B-1: ExxonMobil estimated capital cost to install a 180 km, 12-inch pipeline offshore
Guyana, July 2017 and March 2018 (US$ million)

March 2018 March 2018 Estimate
uly 2017 Base Mazrch 2018 Estimate includi
Cost component Estimate Estimate with Contingency withholding tax
FPSO additions $36 $12 $17 $18
Riser $56 $38 $54 $58
Pipeline materials $143 $93 $133 $144
Pipeline installation $256 $166 $237 $257
Onshote facilities $35
Total Upstream $92 $49 $71 §77
cost

Total Pipeline cost ~ $399 $259 $370 $401
Total Upstream
26 8 1 78
and Pipeline cost . 0 $a4 0
Source: ExxonMobil

The most recent ExxonMobil cost estimate including contingency and withholding taxes is roughly
10% lower than the original cost estimate, mainly owing to reduced upstream cost estimates. This is
not surprising as the preparations for the FPSO are moving forward rapidly in preparation for first oil
production in 2020, while the pipeline development is still in very early stages.

This analysis validates the estimated costs from ExxonMobil using three different comparison
methodologies: reported costs from a sample of comparable projects, industry reported average
pipeline costs, and an estimated built up from materials and services costs. Each of these



methodologies are inexact given this project’s unique circumstances, but can provide valuable context
to the initial cost estimates provided by ExxonMobil.

Comparable subsea natural gas pipeline projects

Under this methodology, the reported capital cost of other undersea pipelines is used as a proxy for
the projects potential capital cost. Table B-2 below shows the total capital cost and the unit capital
cost per km and per inch-km for 14 undersea natural gas pipelines.

Table B-2: Example offshore natural gas pipeline projects

Undersea Pipe Pipewall ‘Total Offshore Capital Costperkm Cost per km-
Img:h # of Diameter thickness Volume Cost (US$ Cost per (USS million inch (USS per
P o Pip Jem)

Equinor Johan Sverdrup Late 2019 North Sea 120 156 1 18 104 104 0.67 3'?,209
Keathley Canyvon Connector 2013 1S Gulf of Mexico 2,215 344 1 20 2 A0 GO0 GO0 1.74 87,209
Trans-Med (2 pipes) 1983- 1997  Mediterranean Sea 610 155 2 20 0.8 2922 1,500 750 4.84 241,935
Malta-Traly 2024 Mediterranean Sea 155 139 1 22 200 386 386 243 110,463
Blue Stream 2002 Black Sea 2,100 396 1 24 1.3 1,548 1,700 1,700 4.29 178,872
Medpaz 2010 Mediterranean Sea 210 1 24 1.1 T4 HE2 HE2 4.20 175,000
TurkStream (2 pipes) 2019 Black Sea 2,200 930 2 32 3,048 8,600 4,300 4.62 144,489
South Stream (3 pipes) Not built Black Sca 2,100 925 3 32 15 6,095 13,000 4,333 4.68 146,396
Polarled 2015 Norwegian Sea 1,260 482 1 36 2,472 1,946 1,946 4.04 112,122
Trans Adriatic Pipeline (TAP) 2020 Mediterranean Sea H20 115 1 36 68 08 T8 G616 171,131
Sur de Tejas-Tuxpan Late 2018 Gulf of Mexico 100 795 1 42 2,600 3,100 3,100 3.90 92,819
Nord Seeam (2 pipes) 2012 Baltic Sea 200 1,224 2 48 1.3 5,321 11,440 5,720 4.67 97,358
Nord Stream 2 (2 pipes) 2019 Baltic Sea 200 1,224 2 48 13 5,321 10,500 5,250 4.29 89,359
Average 1,007 491 1.4 29.5 1.3 2,395 3,664 2,044 3.85 132,917

Source: Energy Narrative based on data from Oil & Gas Journal; Nord Stream; Equinor; MIT study on Natural Gas
Monetization Pathways for Cyprus

This selection of recent projects suggests that the average cost per kilometer for an undersea pipeline
is roughly US$3.7 million. As each of these pipelines is significantly larger than the pipeline proposed
for Guyana, a more relevant measure could be the cost per kilometer of length and per inch of pipeline
diameter (a composite measure noted as km-inches). The average cost reported for the above projects
per kilometer-inch is roughly US$133,000. This is 14% below the US$154,500 per km-in reported in
the 2017 Desk Study owing to the addition of projects with lower than average costs, including the
Polarled pipeline completed in 2015, the Sur de Tejas-Tuxpan pipeline expected to come on line in
late 2018, Equinor’s Johan Sverdrup pipeline expected to be completed in late 2019, and the proposed
Malta-Italy pipeline that is slated to enter service in 2024.

It is important to note that all projects listed above (with the exception of the Keathley Canyon
Connector project and the Sur de Tejas-Tuxpan pipeline) are located in Europe, which may affect the
average cost per project relative to other regions of the world. In addition, all projects are located in
well-established oil and gas production areas (Gulf of Mexico and North Sea) or areas with substantial
supporting infrastructure (Mediterranean and Black Sea). As the Guyana development will be the first
pipeline built in a country with no established oil and gas industry, unit project costs will likely be
higher.

This methodology therefore estimates the project cost at US$133,000 per km-inch. For the proposed
180 km, 12-inch pipeline linking the offshore production to the Woodland landing site, the estimated
cost using this methodology is US$287 million, not including any project contingencies or additions
to reflect the frontier nature of the Guyana project.



Industry reported average natural gas pipeline costs

As noted in the 2017 Desk Study, the INGAA Foundation (the public information and advocacy arm
of the Interstate Natural Gas Association of America, an industry association for long distance natural
gas pipeline developers and operators) estimated that the average cost for offshore pipelines built in
the United States in 2015 was US$96,875 per kilometer-inch. This figure was slightly lower than the
nation-wide average natural gas pipeline cost of US$§98,137 per kilometer-inch. The study also noted
that natural gas pipeline costs showed significant regional variations across the United States, reflecting
cost differences for labor and land as well as differences in the permitting process and regulatory
requirements for natural gas pipelines. Regional cost variations in 2015 ranged from 61% above the
national average in the Northeast region to 21% below the national average in the Southwest region.

A 2018 update to the INGAA study reported pipeline construction costs that were significantly higher
than the 2015 data reported in the previous 2016 study. These cost increases were driven in part by
higher investment in pipelines and greater overall utilization of midstream oil and gas construction
capacity supported by higher oil prices in 2016 and 2017. The latest average US natural gas pipeline
cost estimate was US$142,729 per kilometer-inch. As in the previous study, there were significant
regional differences in the new estimated costs. The Northeast region was the highest cost at 187%
above the national average while the Central/Mountain region was the lowest at 40% below the
national average. The updated report did not separate offshore costs from other regional costs. For
this analysis we assumed that offshore costs remained in line with the reported national average, or
US$142,730 per kilometer-inch.

This methodology therefore estimates the project cost at US$142,700 per km-inch. For the proposed
180 km, 12-inch pipeline linking the offshore production to the Woodland landing site, the estimated
cost using this methodology is US$308 million, not including any project contingencies or additions

to reflect the frontier nature of the Guyana project.

Estimated cost based on materials and services

The capital cost to build the pipeline can also be estimated as a sum of the cost of the materials and
processes required to build it. The primary cost components for natural gas pipelines is high grade
steel (typically API 5L standard), coatings to smooth the inner surface and related corrosion

protection, and costs related to pipeline installation.

In May, 2017 ICF provided a detailed analysis of average U.S. oil and gas pipeline installation costs in
a report for INGAA and other industry associations titled “Feasibility and Impacts of Domestic
Content Requirements for U.S. Oil and Gas Pipelines.” This analysis estimated average pipeline costs
to be US$1,578 per metric tonne for the raw steel and US$3,485 per metric tonne including coatings,
corrosion protection, and ancillary production costs (adjusted to 2017 dollars).

The cost of the offshore pipeline materials was estimated by using these industry average costs and
the calculated volume of steel required for the pipeline. The volume of steel required per meter of
pipeline length was calculated from the cross sectional area of a standard 12 nominal pipe size (NPS)
with 17 thick walls and standard weight of carbon steel in kg per cubic meter. The resulting material



cost per meter was then multiplied by the pipeline’s 180 km length, resulting in a total material cost of
US$117 million.

The day rates for the specialized ships used for J-lay and S-lay pipeline installation are negotiated at
the time that the ships are contracted, and vary according to market conditions. The reported day rate
for the Keathley Canyon project’s J-lay and S-lay installation rigs ranged between US$750,000 and
US$1.5 million per day. These rigs were able to lay pipe at roughly 2 km per day, suggested a total
installation cost of US$1 million to US$1.375 million per km. This is comparable to the reported total
cost for the Keathley Canyon project of $600 million, or US$1.74 million per km.

For the Guyana project, ExxonMobil estimated that roughly 40 km of the pipeline route would require
J-lay (deep water), 70 km of the route would require S-lay (intermediate water depth), and the
remaining 70 km would be suitable for barge laying (shallow water). Table B-3 below shows the
distance, speed, and required time for each of these pipeline laying options.

Table B-3: Pipeline laying systems for the Guyana offshore natural gas pipeline

Distance

Offshore pipe Employed Laying Speed Laying Time
laying system (km) (km per day)

J-Lay 40 15 26.7
S-Lay 70 2.6 26.9
Barge 70 2.0 35.0
Total 180 ' 2.0 88.6

Source: ExxonMobil, Energy Narrative calculations

Using the three laying methods in sequence results in a total construction period of roughly 3 months
to install the offshore pipeline at an average rate of 2 km per day, in line with reported industry
averages as noted above.

The combined cost to lay the pipeline using these three methods was estimated to be 1.5 times the
pipe material cost, following the estimation methodology used in the 2017 Desk Study. This estimate
uses changes in the cost of materials as a rough proxy for changes in the day rate for pipe laying ships
as both are affected by changes in industry activity and the relative supply and demand for materials

and services supporting major oil and gas projects.

Table B-4 below applies this cost per metric tonne estimate to the calculated volume of steel required

to build the proposed 12” pipeline.

Table B-4: Materials and services costs to manufacture and install a 180 km, 12-inch pipeline




Cost component Value Unit

INGAA 2017 Pipe
3.49 Us
cost (steel + coating) ; ¥ perkg

Steel required (12"

NPS pipe, 1" walls) 1869 kg per meter

Materials unit cost $651 US$ per meter

Total Plpehne $117 US$ million
material costs

F
Installation unit cost

(1.5x materials)

Total pipeline
installation cost
Total Pipeline cost ~ $293 US$ million

$977  US$ per meter

$176 USS$ million

Source: INGAA, Energy Narrative estimates and calculations

This methodology therefore estimates the project cost at US$135,700 per km-inch. For the proposed
180 km, 12-inch pipeline linking the offshore production to the Woodland landing site, the estimated
cost using this methodology is US$293 million, not including any project contingencies or additions
to reflect the frontier nature of the Guyana project.

Estimated capital cost for the economic feasibility analysis

Table B-5 compares the estimated capital cost provided by ExxonMobil with the estimated capital
cost using each of the methodologies described above.

Table B-5: Estimated capital cost to install a 180 km, 12-inch pipeline offshore Guyana

Cost estimation Unit Cost (US$ Total Cost

basis per km-in) (US$ million)
Comparable Projects $133,000 $287
Indusry Average $142,700 $308
Materials cost $135,700 $293
Average Estimate $137,133 $296
ExxonMobil Estimate $184,700 $399




Source: ExxonMobil, Energy Narrative estimates and calculations

The average capital cost across the three estimation methodologies is roughly 26% below
ExxonMobil’s estimated $399 million. It is important to note that the cost estimates developed in the
analysis above do not provide for contingencies or country-specific costs that may affect the overall
cost of the pipeline. These additional costs can significantly increase the cost of the pipeline
development and are highly specific to each individual project. For example, although the comparable
projects and industry average actual costs should capture the likely contingency costs, they are
aggregated from the United States and Europe, with well-established upstream industries and readily
available input materials and skilled labor. The materials cost methodology does not include a

contingency, and so is lower.

It is therefore reasonable to add a 20% contingency factor to the cost estimates in order to account
for these different factors in Guyana. Table B-6 compares the resulting capital cost estimates with the
20% contingency added.

Table B-6: Estimated capital cost to install a 180 km, 12-inch pipeline offshore Guyana with a
20% contingency added

Cost estimation Unit Cost (US$  Total Cost
basis per km-in) (US$ million)
Comparable Projects $159,600 $344
Industy Average $171,240 $370
Materials cost $162,840 $352
Average Estimate $164,560 $355
ExxonMobil

Estimate $184,700 $399

Source: ExxonMobil, Energy Narrative estimates and calculations

The estimated costs are still below the estimate provided by ExxonMobil, but are now much closer.
Based on this analysis, we used a capital cost of US$355 million for the offshore natural gas pipeline.
This amount was added to the US$92 million required to produce the natural gas for export from the
FPSO as reported by ExxonMobil. The total capital cost to deliver the natural gas to shore is therefore
US$447 million. This capital cost is the figure used to calculate the economic feasibility of the pipeline

project.



1. Appendix C: Offshore Natural Gas Pipeline Economic and Financial
Feasibility Sensitivity Analysis
The tables in this section show how the offshore natural gas pipeline’s annual economic and financial

costs and benefits were calculated under each sensitivity case. This Appendix can be found in Final
Report Volume II: Detailed Results Tables.

2. Appendix D: NGL separation and LPG production plant Economic and
Financial Feasibility Sensitivity Analysis
The tables in this section show how the NGL separation and LPG production plant’s annual economic

and financial costs and benefits were calculated under each sensitivity case. This Appendix can be
found in Final Report Volume II: Detailed Results Tables.

3. Appendix E: Power Plant Economic and Financial Feasibility Sensitivity
Analysis
The tables in this section show how the power plant’s annual economic and financial costs and benefits

were calculated under each sensitivity case. This Appendix can be found in Final Report Volume 11:
Detailed Results Tables.

4. Appendix F: Total Project Economic and Financial Feasibility Sensitivity
Analysis
The tables in this section summarize the total project’s annual economic and financial costs and

benefits under each sensitivity case. This Appendix can be found in Final Report Volume II: Detailed
Results Tables.
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