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ABSTRACT 
The PNG LNG project underpins the future economic and social aspirations of the people of PNG. The 
initiation of the project required success on a number of levels including schedule, EPC contracting, 
environmental challenges, social challenges and financing. This paper describes how the largest ever project 
financing in the energy sector  at the time was implemented during one of the most difficult financial market  
periods in recent decades and over a record short time frame from start of  negotiations to finance close. The 
end result was one of the few LNG projects that has been financed from wellhead to liquefaction terminal in 
an integrated manner with participation by an unprecedented group of senior lenders. Unique solutions were 
necessary to bring together 14 billion dollars of debt financing given the financial market environment that 
existed prior to project inception and during implementation. The UJV structure and sponsor credit mix 
coupled with the requirement for significant equity added to the complexities leading to closing of the 
financing. On behalf of the JV partners, ExxonMobil was able to leverage proven project  management 
expertise and unparalleled global experience in combination with the  experience and relationships with 
financial institutions to develop this innovative project financing approach that has won international 
recognition. 

INTRODUCTION 

In December 2009, the Papua New Guinea Liquefied Natural Gas (“PNG 
LNG”) project signed loan commitments for $14 billion with a group of Export 
Credit Agencies (“ECA”) and commercial banks, making it the largest energy 
project financing ever at that time. The PNG LNG Project underpins the future 
economic and social aspirations of the people of PNG, as it is forecast to 
double the nation’s GDP once it comes on stream in 2014. The initiation of the 
project required success on a number of levels including schedule, 
Engineering and Procurement Contract (EPC) contracting, LNG sales, 
environmental challenges, social challenges, and financing. 

Several unique solutions were needed in order to place the financing. The challenges included project 
structure, timing and sponsor issues, the significant amount of debt required, and implementation during one 
of the most difficult financial market periods in recent decades. Despite the challenges faced at the start, the 
complex financing was implemented in a record short time frame from start of negotiations to financial close 
in March, 2010. The end result was one of the few LNG projects that was financed from wellhead to a 
liquefaction terminal in an integrated manner with participation by an unprecedented group of senior lenders.   

On behalf of the joint venture partners, Exxon Mobil Corporation (ExxonMobil) brought strong leadership and 
expertise to the table. ExxonMobil was able to leverage proven project management and global experience 
in combination with the experience and relationships with financial institutions to develop this innovative 
project. In fact, the project financing won international recognition from Project Finance International, Project 
Finance (Euromoney), Global Trade Review, and Infrastructure Journal. 

BACKGROUND 

The PNG LNG Project, operated by ExxonMobil, is a fully integrated development comprised of upstream 
gas production systems and processing facilities in the Highlands area of PNG, approximately 450 miles of 
both onshore and offshore pipelines, and a two train liquefaction plant near the coastal capital city of PNG, 
Port Moresby. During the implementation effort, planned capacity was 6.6 MTA of LNG from the two train 
facility. This was recently increased to 6.9 MTA. Production from the LNG plant has been sold to four 
customers in Japan, China, and Taiwan in long-term take-or-pay agreements. The project is based on 9.2 
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TCF (2P) of high quality, high heating value gas with high liquids content from three main fields, as well as 
associated gas from the oil fields historically operated by the JV partner, Oil Search. At the time of project 
sanction and financial close, total project cost was estimated at approximately $18 billion.  

The project is structured as an unincorporated joint venture (“UJV”) with the sponsor group and share in the 
project being: 

 

 Sponsor                 Project Interest 

ExxonMobil            33.2% 

Oil Search              29.0% 

State Participants   19.6% 

Santos                13.5% 

Nippon Oil/JPP          4.7% 

The project is important to each of the sponsors. 
To summarize, it captures new LNG sales into the 
high growth Asia Pacific region, serves to 
encourage exploration and development in PNG for future growth, provides opportunities for expansion and 
diversification of LNG operations. and underpins the future economic and social aspirations of the PNG 
people.  

Work on the financing commenced late in the fourth quarter of 2007 with a review of all potential debt 
sources. An initial finance plan was developed and agreed in the first quarter of 2008. However, 
implementation of the financing effort could not commence until June, 2008 after the sponsors signed a Gas 
Agreement with the government of PNG, which established the fiscal terms for the project. Following this 
important milestone, the sponsors went on the road to visit all potential lenders and the rating agencies to 
determine their appetite to lend to and rate the PNG LNG Project. At that time, the financial crisis hit resulting 
in a substantial decrease in lending capacity and interest in long term lending from the commercial bank 
market. The financial crisis also led to a complete closure of the project bond market.  

The financial crisis together with the UJV project structure, complexity of the integrated development, and 
location in a country all but unknown to most of the lenders, all presented challenges to raising the debt 
required. In order to proceed to sanction the project, several of the sponsors, including the State of PNG 
required 70% leverage. Despite the potential road blocks, the sponsor group set a mid-December 2009 
target for signing the loans with lenders. This was essential in order to achieve sanction in 2009. LNG buyers 
in Asia were looking for new volumes to replace existing supply contracts that were due to expire in the 2013 
to 2015 time frame. The project needed to commence construction in 2010 in order to meet potential 
customer needs and conclude LNG Sales and Purchase Agreements (“SPA”). Therefore, the sponsors 
developed a strategy focused on maximizing financing sources, anticipating lender expectations in the midst 
of the crisis and efficiently managing the financing timetable.  

Term sheet negotiations and lender due diligence commenced with an initial core group of ECAs in 
December 2008. In addition, the sponsors began working with the rating agencies, S&P, Moody’s, and Fitch, 
providing the materials required by them to rate the project so that it could tap the project bond market, if 
necessary. The commercial banks and two additional ECAs were brought into the transaction during the 
summer of 2009; All lender due diligence and negotiations of the loan agreements were concluded in 
November 2009. This was a record amount of time to complete these activities for a complex financing. 
Making it even more impressive was completing the financing during the financial crisis. It is common for the 

http://www.google.com/imgres?start=120&um=1&hl=en&safe=active&sa=N&tbo=d&biw=1036&bih=538&tbm=isch&tbnid=cu0Uu6hb6IgnhM:&imgrefurl=http://masalai.wordpress.com/2011/04/10/petromin-leading-to-serve/&docid=X_qfnvb_5cPSWM&imgurl=http://masalai.files.wordpress.com/2011/04/npcp_logo.jpg?w=490&w=400&h=88&ei=rRD4UNGVKMmp2QWooIGgDw&zoom=1&iact=hc&vpx=569&vpy=258&dur=4290&hovh=70&hovw=320&tx=152&ty=38&sig=112338024002585662699&page=7&tbnh=57&tbnw=262&ndsp=20&ved=1t:429,r:24,s:100,i:76
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negotiation/due diligence phase of an LNG financing to take up to 2 years. In addition, the project obtained a 
surplus of lender commitments enabling the sponsors to call off the rating process with the rating agencies.  

Loan agreements were signed on December 15, 2009 with six ECAs and 17 banks. In addition, ExxonMobil 
provided co-loans to the project. The financing sources were: 

ECAs      $8.30 Bln 

Commercial Banks $1.95 Bln 

ExxonMobil co-loans $3.75 Bln 

      Total  $14.0 Bln 

Although the project only required $13 billion to achieve the targeted 70% leverage, the sponsors decided to 
sign up for an addition $1 billion in loan commitments to take advantage of significant lender interest and as 
insurance in case of any potential project cost increases. Financial close was achieved on March 10, 2010 
once all conditions precedent of the loans were fulfilled. 

INNOVATIVE SOLUTIONS 

The PNG LNG financing faced several challenges at the start of implementation. For each challenge, 
innovative solutions were developed. The challenges were: 

• Large quantum of debt – targeted 70/30 leverage 
• Financial market environment  
• Tight schedule 
• State’s negative pledge loan covenants coupled with UJV structure 
• Sponsor mix of credits and availability of required equity 
• EPC contracting uncertainties 
• LNG buyer uncertainties 
• Environmental & social challenges 

Large quantum of debt: 

As a result of the sponsors’ target of 70% leverage, project debt required was $13 billion. Due to the financial 
crisis the commercial bank market was essentially frozen from lending and the project bond market was 
completely closed. The sponsors took the view that as it would take several months to negotiate and sign the 
loans, they would ignore the ensuing financial crisis and assume that conditions would enable the debt to be 
raised when required. In an effort to ensure that the required debt could be raised, a finance plan was 
developed involving a multi-lender type strategy. In addition to the usual project finance commercial banks, 
the sponsors included ECAs on both a “tied” (lending tied to the purchase of goods and services from the 
country of the lender) and “un-tied” basis (lending keyed off of the import of much needed natural resources 
from the project to the country of the lender). In addition, the sponsors sought to get credit ratings from the 
three primary rating agencies, S&P, Moody’s, and Fitch, to enable the project to raise funds in the project 
bond market if needed. Once it was determined which lenders had interest in participating in discussions, all 
potential funding options were developed in parallel. Finally, although not decided right from the start, 
ExxonMobil could potentially co-lend to the project up to its percentage share. In addition to being a cost 
effective strategy for ExxonMobil, co-lending gave great comfort to the lenders and rating agencies as it 
showed that not only was ExxonMobil confident enough in the PNG LNG Project to be a major participant, 
but it was also willing to take project risk as a lender. As previously mentioned, this finance plan strategy 
resulted in commitments well in excess of the amount required to meet the sponsors’ 70/30 debt/equity 
objective. 
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Financial market environment and tight schedule: 

In recognition of the poor financial market environment at the time of financing implementation, the sponsors 
took several steps to assist in meeting the required timetable for project sanction/loan signing.  

• The sponsors decided to work with an initial core 
group of six ‘lead’ ECAs and the rating agencies. The 
reasoning for the core group ‘lead’ ECAs is twofold: 1) 
ECAs were open for lending during the financial crisis. 
and 2) their requirements are normally more onerous 
than those of commercial banks, therefore 
commercial banks would likely rely on the ECAs due 
diligence and negotiated loan covenants. The 
sponsors also encouraged the ECAs to use common 
lender counsel. These steps helped to streamline 
negotiations.  

• To kick off negotiations and lender/rating agency due 
diligence, the project hosted a visit to PNG for the 
initial core group of ECAs, rating agencies. and their 
legal counsel and key consultants. As the lender 
group was able to see the commitment to the project 
from all levels of society and government within PNG, 
this visit set the stage for continued lender interest 
and willingness to try to meet the sponsors’ tight 
timetable. In addition to the lender visit, the sponsors 
developed and provided lenders/rating agencies with 
an extremely detailed Preliminary Information 
Memorandum/Offering Circular at the time of the kick-
off.  

• Another critical strategy taken was to put a term sheet 
forward to the lenders, which reflected the realities of 
the financial market at that time and recent financing 
precedents. It was understood that some of the terms 
that had been achievable during the height of the prior 
credit bubble would no longer be acceptable to the lenders. Therefore, working with their counsel, 
the sponsors developed a term sheet that would achieve the sponsors’ critical objectives, while 
providing covenants and a security package that they believed would be acceptable to the lenders. If 
the ECAs had not accepted the sponsors’ draft term sheet, it would have been impossible to meet 
the required timing.  

• At the time of the financial crisis, the ECAs were some of the only lenders that were ‘open for 
business’. Therefore, several projects sought their time (and money). To ensure that priority was 
kept on PNG LNG, at the close of each negotiation session, the dates and venue for the next two 
sessions were agreed before the meeting was adjourned.  

• Finally, although the banks were not in the initial lender group for the negotiations, the sponsors held 
several global bank roadshows during the process to keep the banks advised of the status and 
direction that loan terms were taking. This facilitated the introduction of the commercial banks into 
the final stages of the lender’s due diligence and negotiation.  

The combination of the above steps resulted in the ability to sign the loan agreements in December 2009, 
just 12 months after commencing negotiations. 

State of PNG’s negative pledge: 

At the time of financing implementation, the State of PNG had several loans from international financial 
institutions which contained covenants of negative pledge. As with these loans, the State did not provide 
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security. The State could not do so for the PNG LNG lenders without also providing security to their existing 
lenders. As this was not possible, a solution was needed or the PNG LNG lenders would have had to accept 
the absence of security for the State entities’ ~20% of the loans. To partially address this issue, the sponsors 
formed a new company, PNG LNG Global Company (“GloCo”). Owned by the sponsors’ project participant 
companies, GloCo became the borrower, LNG seller and ship charterer for the project. Agreements were put 
into place to ensure that the sponsors’ participant companies stood by the obligations of GloCo. For 
example, the agreements require that all LNG required for sales to the customers be sold by the participant 
companies to GloCo and that all loans are on lent to the participant companies who guarantee those 
obligations. This overlay to the project’s UJV structure enabled GloCo to pledge the majority of the State’s 
share of required security to lenders. The only security that could not be pledged was the hard assets on the 
ground in PNG. Lenders were willing to accept this gap, because in many countries, asset security is not 
allowed by law and if allowed, is rarely accessible in reality from the host government in an event of a 
default.  

 

Sponsor mix of credits and availability of equity: 

The sponsors of the PNG LNG project comprise a wide 
range of credits. Having AAA rated ExxonMobil as the 
main sponsor, operator and leader was a key factor for 
the success of the financing effort. However, lenders 
had to be comfortable with the completion guarantees 
of all the sponsors and their ability to meet their equity 
requirements. For lenders, the biggest concern was 
with the State of PNG. However, part way through the 
financing process, the State was able to come up with 
the majority of the equity they required for the project 
by leveraging their 17% ownership in the shares of Oil 
Search via an exchangeable bond transaction with IPIC 
of Abu Dhabi. In addition, lenders negotiated with each 
of ExxonMobil’s partners to put individual sponsor 
completion terms and equity plans in place, which 
provided lenders with the comfort they needed. Finally, 
lenders took comfort from the terms for default under 
the UJV agreement for the project.  

EPC contracting and LNG buyer uncertainties: 

As mentioned, the finance plan that the sponsors 
developed involved due diligence and negotiation of 
terms with a core group of ‘lead’ ECAs. Based on the 
mandates from their governments, ECAs generally lend 
to projects that plan to either purchase significant 
goods and services from their country (known as ‘tied’ 
loans) or plan to sell natural resources (e.g. gas) to 
companies in their country to fill a gap in indigenous 

supplies (known as ‘un-tied’). Therefore, knowing the potential goods and services sourcing plan and sales 
locations for the LNG proved to be essential in making the choice for ‘lead’ ECAs. However, through a large 
part of the financing effort for PNG LNG, there was great uncertainty around both the EPC contacting as well 
as LNG marketing. In an effort to choose the best and most cost effective process for the project, the project 
team elected to have EPC contractors bid on two competing LNG plant technologies. The bidders were 
based in Japan and in the United States. Depending on the outcome, country sourcing of goods and services 
would be significantly different. In addition, as with the financing, the LNG sales effort did not go into full 
swing until after the project sponsors signed the Gas Agreement (GSA) with the State of PNG. Therefore, 
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sales to customers in several Asian nations were possible. In order to begin the financing process, the 
sponsors chose to engage with six ECAs that showed interest in lending to the project based on initial 
expectations and forecasts for the outcome of LNG sales and sourcing. Three would lend on a ‘tied’ basis 
and three on an ‘un-tied’ basis. 

Near the end of negotiations of the master term sheet for the financing with the ‘lead’ ECA group, it became 
clear that an LNG sale to one of the potential customers would not be possible, and that another customer 
that seemed less likely at the start of marketing would likely enter into an SPA with the project. This resulted 
in the sponsors having to end discussions with two of the initial ECAs in the negotiation and bring two 
additional ECAs into the discussions to replace them. As this potential was understood from the start, the 
sponsors had included the two additional ECAs in their bank road shows to keep other lenders advised on 
the progress of the project and negotiations with the ‘lead’ ECA group. This facilitated their introduction into 
negotiations, and the financing was able to stay on schedule. 

At the end of the process, lending commitments were obtained from six ECAs, but only four were in the 
financing discussions from the start. Fortunately, the two new ECAs represented a greater combined loan 
capacity than could have been obtained from the original two that exited the financing. Therefore, the 
sponsors were able to achieve the original finance plan objectives. 

Environmental and social issues: 

The PNG LNG project is being developed in a unique environment ranging from mountainous rainforest to 
coastal marshes to subsea and on to coastal plains. As with all ExxonMobil’s projects, we bring our best in 
industry practice known as the Operations Integrity Management System and do all that is necessary to meet 
local environmental and social (E&S) laws. In addition, the project needed to meet all the requirements of 
lenders under the World Bank’s E&S Performance Standards. To ensure compliance, the project hired key 
E&S consultants to assist in the development of a world class E&S impact assessment and management 
plan. As so much care and attention was dedicated to the E&S aspects of the project, the E&S management 
plan was agreed with lenders and their E&S consultant in a record time. In many financings, E&S has been 
the area resulting in significant delays. Therefore, this keen focus enabled the financing to stay on schedule. 

Going beyond meeting the environment and social 
requirements of the lenders, there was a significant 
effort focused on the indigenous people.  An extensive 
National Content Plan was developed to maximize the 
local sourcing of goods and services. In addition, the 
State of PNG also played a major role via the 
implementation of their unique Benefit Sharing 
process. This process involves extensive social 
mapping to determine all peoples in the areas 
surrounding and potentially impacted by the project.  
Local leaders from all impacted areas were brought together for discussions with the State on an Umbrella 
Benefit Sharing Agreement that laid out the benefits from the project that the State would share with the 
people. There were then separate meetings held in each area near the project to determine and agree on the 
benefits that each area would obtain under the umbrella agreement. Although not perfect, this policy-driven 
process gave great comfort to the lenders that the benefits would have an excellent potential of being passed 
down to the people of PNG. This process is in addition to the infrastructure plans that the State has made 
related to the use of proceeds from the project toward benefiting all the people of PNG. 

SUMMARY 

In overcoming the many challenges faced, the PNG LNG financing enabled the project to achieve sanction in 
late 2009. The project will be the first export gas development for PNG and a new source of LNG for the Asia 
Pacific market. As mentioned, it has been estimated that once the project comes on stream, it will more than 
double the GDP of PNG. The combination of State infrastructure planning and the unique Benefit Sharing 
Agreement process will enable these benefits to flow through to the people of PNG. 
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Although recently surpassed, at the time of financial close, the $14 billion PNG LNG financing was the 
largest in the energy sector. In addition, the financing project: 

• Obtained awards from Project Finance International, 
Project Finance (Euromoney), Global Trade Review, 
and Infrastructure Journal magazines 

• Was implemented during one of the most difficult 
financial market periods in recent decades 

• Is one of the few LNG project’s financed wellhead to 
terminal in an integrated financing 

• Has participation by an unprecedented group of senior 
lenders 

• Achieved a record time frame from start of negotiations 
to signing 

• Obtained 15 year tenor bank debt despite all 
indications that the market was not there  

It was truly a world class financing venture. 
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