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COVER ARTWORK: Jayden German, Grade 5, Western Heights, Teacher-Melissa Harrell

Each year Calcasieu Parish Schools are invited to participate in the Louisiana School Boards
Association state wide artwork contest and exhibit. Each school system is asked to submit an
original creation of a student work in grades K-5, 6-8, and 9-12. The theme each year is
Louisiana.

To meet the challenge of making students aware of the natural and architectural beauty of
Louisiana the Fine Arts Department of Calcasieu Parish School System develops standards based
curriculum based on Louisiana culture, wildlife, folk life, architecture, industry, etc. For the
2018-2019 academic year the curriculum is about Louisiana native plants, flowers and trees.

Students were encouraged to use the USGS online visual guide to the 3,200 vascular plants of
Louisiana as a resource. It features over 40,000 plant images along with scientific information
about each plant, flower and/or tree. Louisiana’s beauty shines through its native plants that are
perfectly designed for our heat, humidity, high rainfall and adapted to our soils and pests.
Students were guided by their art teachers in this project to showcase their artistry and creativity
in developing drawings that spotlight “Louisiana Green”.
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Karl Bruchhaus, Superintendent

December 21, 2018

Calcasieu Parish School Board Members
Citizens of Calcasieu Parish
Lake Charles, Louisiana

Dear Board Members and the citizens of Calcasieu Parish:

The Comprehensive Annual Financial Report (CAFR) of the Calcasieu Parish School Board (the
School Board) for the fiscal year ended June 30, 2018 is hereby submitted. Responsibility for both
the accuracy of the data, and the completeness and fairness of the presentation, including all
disclosures, rests with the School Board. To the best of our knowledge and belief, the enclosed data
is accurate in all material respects and is reported in a manner designed to present fairly the financial
position, results of operations, and cash flows of the proprietary funds of the School Board. All
disclosures necessary to enable the reader to gain an understanding of the School Board's financial
activities have been included.

While all parts of the Comprehensive Annual Financial Report are critical, the Management’s
Discussion and Analysis (MD&A) provides a narrative introduction, overview, and analysis of the
basic financial statements. This letter of transmittal should be read in conjunction with the MD&A,
which can be found immediately after the report of the independent auditors.

The School Board is required to undergo an annual single audit in conformity with the provisions of
the Single Audit Amendment of 1996, including the U.S. Office of Management and Budget’s
Uniform Guidance Subpart F. Information related to this single audit, including a Schedule of
Expenditures of Federal Awards, the independent auditor’s reports on internal controls and
compliance with applicable laws and regulations, and a schedule of findings and questioned costs are
included in a separately issued single audit report.

This report includes all funds of the School Board. The School Board is a legislative body authorized
to govern the public education system of Calcasieu Parish, Louisiana. The School Board is governed
by a fifteen member board with each board member serving a concurrent four-year term. The current
board is in the fourth year of its term. It is the responsibility of the School Board to make public
education available to the residents of Calcasieu Parish, including instructional personnel,
instructional facilities, administrative support, business services, operation and maintenance and bus
transportation. The School Board provides a full range of public education services appropriate to
grade levels ranging from pre-kindergarten through grade 12. These services include regular and
enriched academic education, special education for handicapped children as well as vocational
education. The School Board has a current enrollment of 32,932 and employs approximately 4,950
persons.



All entities or organizations that are required to be included in the School Board's reporting entity are
included in this report. The basic criteria for determining whether a governmental department,
agency, institution, commission, public authority, or other governmental organization should be
included in a governmental unit's reporting entity is financial accountability.

The School Board is also authorized to incur debt and levy taxes to pay for such debt through
physically separate School Bond Districts. These Districts are established solely for the purpose of
issuing bonds and levying and accumulating taxes to make principal and interest payments on
outstanding debt. The members of the School Board as well as its officers function as the governing
board and officers of the School Bond Districts. All financial transactions of the School Bond
Districts are included in this report.

ECONOMIC CONDITIONS AND OUTLOOK - Calcasieu Parish School Board

Following is an excerpt from “The Louisiana Outlook: 2019 AND 2020, prepared by Loren C.
Scott, Professor Emeritus in Economics and Judy S. Collins Managing Editor; published by Division
of Economic & Policy Research Group, E. J. Ourso College of Business, Louisiana State University,
Baton Rouge, Louisiana.

Lake Charles MSA: Fastest Growing-—--Everywhere

A logical question for readers is: “You were describing the MSAs in Louisiana in order of size:
New Orleans first, then Baton Rouge second. Why have you now skipped to the state’s 5th largest
MSA?” The answer is because this MSA’s performance in the last five years has been nothing short
of spectacular. Not only has it been the fastest growing MSA in Louisiana, but Lake Charles has often
been one of the fastest growing in the entire country!

Located in the far southwestern corner of Louisiana, the Lake Charles MSA is composed of
two parishes---Calcasieu and Cameron. This MSA is dominated by three industries. One of which is
what is broadly referred to as the petrochemical industry. This phrase handily combines two closely
related industries---chemicals (which include LNG export terminals) and refining. The Lake Area
Industry Alliance reports that Calcasieu Parish was the home to 16 different chemical plants, two
refineries, one LNG export facility (and another under construction), and three industrial gas
processing plants. Total employment in these facilities was in excess of 7,500 direct employees and
about 3,800 contractors. Like the Baton Rouge area, this huge capital-intensive petrochemical
complex supports a very large industrial construction industry.

A second major industry in Lake Charles is gambling. Pre-Hurricane Rita, Lake Charles was
home to five riverboat casinos. Now there are three in operation, plus the Delta Downs Racetrack.
The two largest operational casinos are L’ Auberge du Lac, which opened in the summer of 2005,
and the Golden Nugget, which opened in December 2014. Hurricane Rita badly damaged both of
the casinos owned by Harrah’s. Harrah’s sold its two licenses to Pinnacle Entertainment, owner of
L’Auberge du Lac. Pinnacle moved a license to Baton Rouge. Isle of Capri closed one of its smaller
riverboats and moved that license to Shreveport.

It is interesting to note that while the gaming sector in the Shreveport-Bossier MSA has
declined and the New Orleans and Baton Rouge casinos have remained stable over the past four
years, in the Lake Charles MSA it has grown, as seen in Table 13. Total employment at the three
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casinos and the racetrack was at 5,703 as of 2018-I---a 36% increase over three years ago.
Mainly this was due to the opening of the Golden Nugget in December 2014. While this new casino
did cannibalize some from the other three gaming venues in the area, on the net the region’s gaming
market was way up. Gross revenues (as shown in Table 14) behaved similarly, growing some 31%
between FY14 and FY17. The Golden Nugget picked up market share (as measured in revenues)
from the other three gaming venues, but on the net, revenues grew.

Table 13
Employment in Lake Charles Area Gaming Venues: 2014-I to 2018-1

14Q1 15Q1 16Q1 17Q1 18Q1 Change: 14Q1 to

Table 14
Revenues at Lake Charles Gaming Venues: FY14 to FY17
FY14 FY17 Change

Delta Downs

Source: Louisiana Gaming Control Board. Dollars in millions.

With the closest gambling establishments to the Houston metroplex, Lake Charles’ riverboat
casinos were an instant success when they opened in the mid-1990s. When Delta Downs added slot
machines and became a “racino”, it added another 1,057 workers to the area’s gambling industry, a
number that has drifted down by almost one half to 616 in 2018-I.

A third key sector is aircraft repair. There are now three significant employers located at
Chennault Industrial Airpark---Northrop Grumman, Landlock Aviation and Citadel
Completions. Changes in tenants at Chennault have had a major impact on the MSA’s employment
pattern over time. Closely allied with the aircraft industry, two significant employers at Lake Charles
Regional Airport are Era Helicopters and PHI---another helicopter service firm. CB&I Modular
Solutions (formerly Shaw) is estimated to employ about 300.
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A History of Ups and Downs

A history of the Lake Charles economy is depicted in Figure 17. This MSA suffered mightily
between 1981 and 1986 as the chemical industry reeled from a huge loss of sales in its foreign
markets. The region lost a whopping 17.9 percent of its non-farm jobs. This loss was caused by a
large run up in the exchange value of the dollar. Not only did the industry itself reduce employment
by one-third, but capital expansion plans were also halted, hammering the industrial construction
sector at the same time.

Coincidentally, the Reagan administration fully deregulated the price of crude oil in the early
1980s. One side effect of this action was that several marginal refineries found it increasingly difficult to
remain competitive and shut down. The loss of jobs in the two highest-wage industries in Louisiana’s
manufacturing sector, combined with a shuddering halt to industrial construction and other negative
multiplier effects, sent the Lake Charles economy into a serious S-year dive.

Fig. 17: Lake CharlesMSA Non-Farm Employment
1980-2018
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Lake Charles was actually the first MSA in Louisiana to begin recovering from the terrible
statewide recession of 1982-87. The key was the attraction of Boeing Aireraft to Chennault Field.
Boeing created over 2,000 jobs to refurbish K-135 transport airplanes for the Air Force. That helped
set Lake Charles off on a recovery mode. The recovery was further aided by a sudden drop set them
off on a new round of hiring and capital expansions. (Note the magnitude of this recovery is distorted

in Figure 17 by the addition of Cameron Parish employment data to this MSA’s job statistics.)

In 1992, Boeing announced the closure of its facility, and the job loss there caused Lake
Charles’ employment to slide sideways for two years. The next three years were excellent growth
years for Lake Charles. Three factors powered this expansion. First, there were some unusually large
capital projects under construction in the petrochemical sector. Citgo and Conoco/Pennzoil
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combined for $1.6 billion in expansions during this period. (Note that in 1992, $1.6 billion in
industrial announcements was considered “unusually large.”)

Secondly, it was during this period that the riverboat casinos came to Lake Charles. Thirdly,
Boeing was replaced at Chennault Airpark by Northrop Grumman-- a facility that took 707s,
stripped them down, and installed the Joint System Target Attack Radar System (JSTARS) in them.
This was an addition of 1,900 good-paying jobs for the Lake Charles economy.

It is obvious from Figure 17 that the good times ended for Lake Charles in 1999. The MSA
lost 2,800 jobs in that year and was essentially flat for the next six years. There were several
contributors to this poor performance. The first involved hits at the aircraft repair facilities at
Chennault Airpark. As Northrop Grumman came near the end of its JSTARS contract, the firm began
handling fewer aircraft and consequently began terminating workers. NG reverted to doing
maintenance, repair and overhaul (MRO) work on the JSTARS aircraft, and its workforce dropped
all the way down to 350. The attraction of EADS to Chennault helped offset NG layoffs somewhat,
but even that firm reduced its workforce from about 350 down to 160 before selling to Aeroframe
Services.

Secondly, a combination of 9/11 and the national recession reduced trips to the area gambling
establishments, prompting layoffs there. Thirdly, Xspedius moved its headquarters office in Lake
Charles to St. Louis.

But by far the most important contributor to the downturn was the funk in the chemical
industry. High natural gas prices forced this vitally important industry in Lake Charles to hunker
down and look for ways to reduce costs. One way was to reduce the number of employees. Too, the
industry placed capital expansion projects on hold and delayed maintenance/repair work as much as
was safely feasible. The result was a significant reduction in industrial construction employment.

The Surprising “Rita Effect”

What may surprise readers the most about the data in Figure 17 is the growth in 2005 and
2006. Despite being hit by a vicious storm, this MSA’s employment actually grew---adding 2,700
jobs over those two years. The larger portion of that growth occurred in 2005, the year of the
hurricane.

Rita's impact on housing: There were 47,384 homes damaged by Rita in this MSA---but
only 2,284 incurred severe damage and 6,673 major damage. Residents could and did return to the
Lake Charles area fairly quickly. Normally one would be aghast at these figures, but against the
backdrop of the housing destruction in New Orleans, they pale. It is very important to note that with
the exception of lower Cameron Parish (the most sparsely populated parish in the state) there was
virtually no flood water damage in Lake Charles. That means regular homeowner’s insurance was
applicable to the damage. As a result, all the impediments to rebuilding that existed in New Orleans
due to standing flood waters did not exist in Lake Charles.

Rita’s impact on Lake Charles manufacturing: It is the nature of the manufacturing
industries in Lake Charles that they would seemingly be very vulnerable to a powerful storm like
Rita. Chemical plants and refineries are very capital-intensive, and all their capital is outside and
exposed to the elements. In fact, three refineries in the area were damaged and shut down: (1)
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Citgo (324,000 b/d); ConocoPhillips (239,400 b/d), and (3) Calcasieu (30,000 b/d). All three were
back up by December 2005.

Also, the aircraft industry, which operates in large hangers, seemed likely victims of high
winds. Despite these vulnerabilities, these industries made it through the storm without losing
much downtime. There was $40 million in damage to hangers at Chennault, but the two firms
operating there continued to do so despite the inconvenience. Importantly, staffing was not as
difficult a problem as in New Orleans because most housing remained intact in Lake Charles.

Rita’s impact on the Lake Charles gaming sector: As a result of Rita, the two Isle of
Capri-owned casinos and the L’ Auberge du Lac encountered minor damage and were reopened by
November 2005. However, the two Harrah’s riverboats were badly damaged by the hurricane.
Again, Pinnacle Entertainment, which owns L’Auberge du Lac, purchased both of Harrah’s
licenses in Lake Charles. Pinnacle returned one license to the Gaming Control Commission and
moved the other license to Baton Rouge.

Rita’s impact on other sectors: A look at other sectors in Lake Charles indicates a solid
recovery in the aftermath of the storm. By January 2005, all hospitals in the MSA except one in
Cameron Parish were fully operational. The Lake Charles Regional Airport began operating at
an even higher level than pre-Rita. By contrast, it was 2014 before the New Orleans airport was
operating pre-Katrina levels.

Within a month of Rita’s landfall, all of the public schools in the MSA had reopened and
virtually all hotel room space was back to normal by the end of 2006. The Port of Lake Charles
escaped any flooding by Rita. However, it did experience about $40 million in wind damage and
initially had no power. Within a few days power was restored and the port was open to receive
shallow water vessels.

Careful reviewers may have noticed another important fact back in Figure 17. In 2007 Lake Charles
MSA set a mew record in employment---exceeding the previous peak by 2,100 jobs.
Construction associated with the storm recovery was still robust in 2007, about 2,200 jobs higher
than just after Rita. However, construction’s growth peaked in 2007 and was slightly lower in
2008, constituting something of a temporary drag on the area economy.

The Great Recession Felt Hardest Here

Among Louisiana's eight MSAs, none suffered more than the Lake Charles MSA from the
Great Recession. Although this MSA's employment began to slide later than the national economy-
--in February 2009 as compared to January 2008---2009 was particularly harsh on the region. In
that year the MSA shed 3,900 jobs and then it lost another 2,200 in 2010---an employment drop
over two years of 6.5%. This is a worse decline than that experienced at the national level (6.1%).

What was behind this poor performance over 2009-10? There were several factors, including:

e In 2008 Citgo announced it was closing its 192-person lube plant which added to the drag
of reduced construction spending.



e Aeroframe, which does maintenance work for FedEx and US Airways aircraft had to
reduce its workforce from 475 to 250 as both firms idled many of their jets due to the sagging
global economy.

e The weak national economy hurt business at the area's important casino industry.

e The region was delivered a blow in the Summer of 2010 when Pinnacle announced it was
stopping construction on the Sugarcane Bay Casino and was turning in that license to the
Gaming Control Board. It should be noted that the combination of the Great Recession and
the unusually weak recovery negatively impacted the casino market.

e During this period the region's petrochemical firms really tightened their belts especially
with regard to capital projects. This is illustrated below in Table 15 which contains data
supplied by the Lake Area Industry Alliance which shows an almost 3,000-job decline in
contractor jobs at area plants over 2007-10. Fortunately, the data for 2011-15 show this
downward trend was reversed, and in the case of contract workers has almost increased over
50% from the 2010 trough.

Table 15
Employment in Lake Charles Area Petrochemical Plants

Contract Employees

Source: Lake Area Industry Alliance
Finally: A Growth Year in 2012

Referring back to Figure 17, readers will notice the beginnings of a recovery in

2011 (+600 jobs) and very good growth over 2012-13. In 2012 and 2013, the region’s
employment rose by 2% and 2.6%, respectively. What is particularly impressive about this
performance is it has been accomplished despite the fact that a major employer--- Dynamic
Industries---basically shut down its 500-person operation in Lake Charles in 2013. The firm
won phase I work on manufacturing components for the Marine Well Container project.
However, the company was unsuccessful in landing phase II, so it terminated its operations in
this region.

On a far more positive note, during this period Shaw Modular Solutions opened its new
facility and now has an estimated 300 employees. Aeroframe added employees as one of its
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key customers---FedEx---began to fly more planes. Importantly, turnover work at area
petrochemical firms rose from $350 million in 2010 to over $800 million in 2012, and area
chemical firms in general were enjoying an increase in business due to increased exports. Note
back in Table 15 that LAIA surveys indicate direct employment in petrochemical firms jumped
by 793 employees over 2010-12 and contract employment rose a whopping 1,817 jobs over that
same time period.

Ground-breaking took place on the $500 million Golden Nugget Casino in July of
2012. Work began on a $176 million expansion at Sasol and at the Lake Charles Port, IFG
started construction on phase I of a new $59.5 million grain elevator. Even more importantly,
$5.6 billion worth of work began on the first two “trains™ at Cheniere’s new LNG export
terminal. We will have more to say about this project below.

2014-18: The Real Boom Begins

As Lake Charles entered 2014, we began to see the first evidence of a massive boom in
this corner of the state unlike any we have ever seen before. Note how the employment line in
Figure 17 moves up markedly in 2014 -2018. Specifically:

e In 2014 employment in the Lake Charles MSA set a regional record for the first time
since 2008.

e In 2015, employment passed the 100,000 mark for the first time in the MSA’s
history and it passed Houma to become the fourth largest MSA in the state.

e Lake Charles has now been the fastest growing MSA in the state for five straight
years, adding 26,800 jobs and expanding by 5.4% a year. In 40 years of monitoring the
Louisiana economy we have never seen back-to-back job performances like that in any
MSA in the state. In fact, few if any other MSA in the country matched this record.

What was the source of this remarkable performance? Consider the data in Table 16.
Lake Charles has garnered an astounding $116.8 billion in industrial announcements since 2012.
Remember our earlier reference to $1.6 billion in announcements in 1992 as “unusually large”? Today’s
figure is 73 times larger!

Table 16
Lake Charles MSA Industrial Announcements: 2012 — Present
(Billions of Dollars)
Total Announcements: $116.8
‘Completed or Underway: T 7 T
Potential: $60.7

Source: Loren C. Scott & Greater Baton Rouge Industrial Alliance

Of these $116.8 billion in announcements, $56.1 billion (48%) are already constructed or are
underway. This massive injection of money into this economy has shot its employment straight up.
Among these projects are:
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Cheniere Energy is constructing a $20 billion, 6-train LNG export plant called Sabine Pass
LNG. This is the largest single capital investment project in Louisiana’s history. At this time,
four of the trains are operational and Cheniere made 300 shipments from the site as of August
2018. The fifth train should be operational in 2019. No FID has been given out on the 6th
train. Once complete, 148 people will be employed at this facility earning an average of
$100,000 a year. The company has purchased land next to this site for future expansions.

Also coming in at a whopping $10 billion capex is Sempra’s Cameron LNG project.
Construction was started in August 2014 with a goal of initial operation in 2018 and full
completion in 2019. Expected employment is 190 jobs at $80,000 a year.

Ground was broken in March 2015 on Sasol’s $11 billion ethane cracker and derivatives
complex. The plant was 85% complete in July 2018. Sasol will start with 500 Sasol jobs (at
$88,000 yearly) and 358 contractor jobs. The company has indicated it will probably add
200 more Sasol workers over 2019-20.

In Mid-2016, a joint venture between Axiall and Lotte Chemical began construction of a $3
billion suite of facilities that will be a world-scale ethane cracker and ethylene derivatives
plants. Lotte is also moving its headquarters from Houston to Lake Charles. Expected to start
up in 2019, this new complex will employ 215 workers at $76,000-$86,000 a year. Presently
there are 1,250 people working at Sasol. The headquarters move produced 50 new jobs at
$80,000.

Electric power company Entergy has two large projects for this area. One---a $187 million
transmission project---was started in 2016 and will be completed in 2018. In June 2017, the
company received approval to spend $872 million on a new power plant and transmission
interconnections in Westlake. Construction on this facility will not actually begin until 2018
and it will become operational in 2020 with 30 new employees.

Westlake Chemicals started construction in 2016-2017 on a $350 million ethylene expansion
at its Petro 1 plant.

A state-of-the-art air separation unit to supply gas to Sasol has been completed by Matheson
Tri-Gas. This $130 million project will add 27 jobs to Matheson’s 13-job workforce.

Indorama Ventures is undertaking a $175 million renovation of a dormant ethane cracker at
the old OxyChem site. This facility should open at the end of 2018 and create 125 jobs at
$50,000 a year.

Advanced Refining Technologies---a joint venture between WR Grace and Chevron---
involves a $135 million residue hydro-processing catalyst production plant and additional
aluminum capacity at the Grace plant. Now under construction, the new facility will add 30
jobs to the present workforce of 295.

On a smaller scale than the others, Dongsung Finetee is spending $5 million at the Port of
Lake Charles on a new cryogenic insulation manufacturing plant. Scheduled to open at the end
of 2018, the new plant will create 250 jobs at $40,000 a year.
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Two other projects were off and on contributors to construction activity during this period.

e G2X Energy broke ground on its Big Lake Fuels project in January 2016, which is the first
phase of a two-phase project. Big Lake is designed to convert natural gas to methanol and from
methanol into auto gasoline. Construction of this unit has been put on hold as the company
moved its focus to a similar plant in Beaumont. Once the Beaumont project is completed G2X
is expected to re-start construction on Big Lake. The company plans to spend $1.6 billion on
both phases.

e The York Capital GTL (formerly Juniper GTL) project to build a $100 million renovation of
a dormant steam methane reformer in Westlake has been an up and down affair. Juniper started
construction on the project, and then filed for bankruptcy. York Capital purchased the assets
and restarted construction in 2016. The facility will make diesels, waxes, and naphtha.

For any economy---but especially for one the size of Lake Charles---this has been a massive
injection of construction spending into the economy. That is why the employment line back in Figure
17 has shot straight up for the past five years. In fact, a recent USA Today piece indicated that over
2013-18 Lake Charles was the fastest growing MSA in the nation! Is this record sustainable over our
forecast period? It is to that question that we now turn.

Forecast for 2019-20: A Pick Up in Mid-2019

Our expectations are that by mid-2019 the “go light” will be turned on for 3-4 major new
projects in this MSA. The wind down of existing projects and the delay until mid-2019 for new
projects to make an FID will tend to slow growth slightly in 2019. Even that slower growth will be
the envy of most MSAs in the country. In 2020, construction activities at the newer, very large
projects should propel the Lake Charles region into another stellar period of growth. We are
projecting 4,000 new jobs (+3.3%) in 2019, followed by 5,300 new jobs (+4.3%) in 2020 for the
Lake Charles MSA (see Figure 18).

Which LNG Projects Will Issue FIDs?

One of the hot parlor topics in development circles is trying to guess which of the proposed
new LNG projects for the Lake Charles region will start going vertical over 2019-20. We described
the LNG market in some detail back on pages 16 and 17. There has been an uptick in LNG demand
recently as more and more countries switch from coal-fired to natural-gas-fired electric power plants.
Most analysts believe 2019 will be a crucial year for decisions on the part of these players. A
construction start in 2019 would match up well with an expected LNG shortage market in 2022-23,
when the projects would come on line. Here is the line-up and some indication of our expectation for
each.

e Magnolia LNG is planning a $4.35 billion export facility at the Port of Lake Charles. An
epc has been signed with SK E&C USA, and FERC approval has been received, so
Magnolia is one of the farthest along in the process to an FID. Magnolia’s trains are
smaller than those of Cameron or Cheniere LNG and some argue that makes each train’s
product a little easier to market. The firm plans to use 75% debt and 25% equity to finance
the project. The equity portion is in place via Stonepeak out of New York. The debt part
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will depend on getting credit worthy customers for the LNG. Magnolia already has the
output of one of its four trains sold to Meridian. We understand if it can sell a second
train, an FID will be issued. Seventy jobs at an annual salary of $75,000 are associated
with this product. We assign a high probability to this project.

Driftwood LNG, under the direction of the former CEO of Cheniere (Charif Sould), is
hoping to start a $15.2 billion, 4-train LNG export facility on 800 acres on the west side
of the Calcasieu River. There are 498 permanent jobs associated with this venture. FERC
permitting is expected in January 2019 for this project, so it is a step behind Magnolia.
Driftwood is attempting a unique way of financing its project-—-it is selling equity interest
in the facility. Buyers of LNG invest in the project and only pay for gas throughput and
the liquefaction cost of their LNG (see the Henry Hub price and liquefaction components
back in Table 5). This means Driftwood does not have to look for financing; the buyers
have to come up with their own financing. Current partners include Total SA, General
Electric and Bechtel which has the contract to build the facility. Driftwood is also
planning a $7 billion pipeline complex to bring natural gas from West Texas, East Texas
and the Haynesville Play to its LNG facility. Routes of the proposed Permian Global
Access Pipeline and the Haynesville Global Access Pipeline are shown in Figure 19.
Given the quality and experience of this team, we assign a high probability to Driftwood
making an FID in 2019.

Fig. 18: Lake Charles MSA Non-Farm Employment
Forecast: 2019-20
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Another $4.25 billion LNG export terminal---operated by Venture Global---is
planned on 938 acres at the mouth of the Calcasieu Ship Channel. The firm would
employ 100 employees at $75,000 a year once built. As we understand it, of the 10
million tonnes per year (mmtpa) of output VG has contracts in place with Shell and
Edison for 3 mmtpa and another two mmtpa with BP. Final permitting is still needed
from FERC---though VG has a schedule from FERC for a path forward for a timeline
to get permits---and it’s draft environmental impact statement is in. The company is
trying to get the capital recovery component (see Table 5) of its project down by
negotiating the price of individual components of the project with suppliers to
achieve their lower cost. We are not aware if any such contracts have been signed at
this writing. Given the amount of signed contracts VG has secured, we place a high
probability on an FID from this company.

Lake Charles LNG (formerly Trunkline) made an advanced filing with the state for
an $11 billion, 5-train LNG export terminal that would eventually employ 250
people. This company does have its FERC permits in hand. One hundred percent of
the LNG from this facility is dedicated to Shell, so an FID depends on when Shell
wants it. The company has signed a memorandum of understanding (MOU) with
Energy Transfer Partners to examine forming a joint venture to build this project. We
assign a medium probability on an FID on Lake Charles LNG within our forecast
period.

Monkey Island LNG (formerly Southern California Telephone and Energy) has
signed 99-year lease on 232 acres on Monkey Island to build a $6.5 billion, 6-train
LNG export terminal. The firm has MOUs in place for both a supply of gas and a
user (the JOVO Group from China). The firm is currently not in the FERC review
process, so a low probability is assigned to an FID anytime soon.

Not much movement has been apparent lately on the proposed G2 LNG facility on
the Calcasieu Ship Channel. The firm is currently not in the FERC approval process.
This $11 billion project would have 250 permanent jobs at $85,000 a year when
operational. A low probability is assigned to an FID anytime soon.
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e Commonwealth LNG (formerly Waller LNG) is still working on approval from
FERC for its $2 billion facility. It is still at the pre-filling phase with FERC. A low
probability is assigned to an FID during our forecast period.

e Delfin LNG is an oddity among the proposed LNG export terminals. Delfin would
have all operations on an FLNG---floating LNG facility---located 45 miles off the
coastline of Cameron Parish. This $7 billion project would likely be built outside of
Louisiana, but the state economy would gain from the operation of the plant. Delfin
has purchased UTOS pipeline, the largest natural gas pipeline in the Gulf, and has
received a positive record of decision from the Maritime Administration. We
understand FERC approvals are pending. We are unable to assign a probability of an
FID to this project.

Given the enlivened methanol market another proposed plant that has a more than an average
chance of coming to an FID is Lake Charles Methanol. This proposed $4.6 billion facility would
use carbon capture technology and would be the first plant in the U.S. to convert petcoke to
methanol. In December 2016 the company received a $2 billion loan guarantee from the Department
of Energy, and in early 2017 the company signed a 25-year service agreement with the Port of Lake
Charles. The Port would spend $80 million to expand Bulk Terminal 1 at the site. An anticipated
200 jobs would be created at the plant. At a June 2018 Port board meeting, the company asked for a
3-month extension on its lease, so an up-or-down FID decision is eminent.

Another major project under design and discussion is Port Cameron, a $1.5 billion, 50-acre
port at the mouth of the Calcasieu Ship Channel. Designed to provide port services to facilities
operating in the Gulf, officers are putting together financing. The Group has signed a lease for 1.2
million square feet of space with Peterson Offshore Group, a European energy logistics management
operator. Little has changed since we reported on this project last year. A stronger recovery in the
Gulf would go a long way toward achieving an FID for this project.

What does all this mean for construction employment in the area? The Southwest Louisiana
Construction Users Council (SLCUC) recently conducted a survey of its members, and Figure 20
shows the results. Construction employment is expected to rise from around 12,500 in August
2018 to a peak of nearly 16,000 in late 2019. There are two important caveats about this survey.
First, it includes only SLCUC members. Key companies the survey does not cover are Axial-Lotte,
Cheniere LNG, Advanced Refining and many of the proposed projects which we think will begin
construction in late 2019-early 2020. The latter include Magnolia LNG, Driftwood LNG, Venture
Global LNG and Lake Charles Methanol. The big downturn shown in the latter part of Figure 20 is
exactly when at least some of these un-polled members will start hiring big time.
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The data in Figure 20 are for construction workers. The Lake Area Industrial Alliance
also conducts a survey to determine the number of new permanent workers that will be hired as
newly built plants open up. Their estimates are shown in Table 17.

Table 17
LAIA Estimates of New Permanent Employees at Plants

2020

Source: Lake Area Industrial Alliance

Two factors cause the numbers in Table 17 to be a significant under-estimate of the new
permanent jobs coming to Lake Charles. First, the non-SLCUC members listed earlier were not
included in the survey. Secondly, the numbers in Table 17 do not include full-time contract workers
which could easily boost these numbers another 40%.

There are two pipeline projects involving significant expenditures of capital money that are
closely related to the projects mentioned above. Kinder Morgan will be constructing a $151 million
Sabine Pass Expansion Pipeline to deliver feed gas to Cheniere LNG’s 5t train. Gulf South Pipeline
will spend $56.2 million to build and operate a pipeline, compressor station, and delivery/receipt
stations for natural gas delivered to the new Lake Charles Power Plant.



New Tenants at Chennault, More Capex at the Port & State Road Lettings

Good things are happening at Chennault Airpark. Northrop Grumman (NG) is the
largest tenant at the airport. Chennault is now the Northrop Grumman Center of Excellence for
the Technical Services and Repair Operations Division. Now at 850 employees, NG does MRO
(maintenance, repair, and overhaul) work on Joint JSTARS, UK AWACS and other international
707 platform operators. Employment is projected to remain steady, though the company is
chasing opportunities with the Customs/Border Patrol and Navy that, if landed, could boost
employment by 200.

The Airpark landed a good one when Citadel Completions was lured to Hanger H and 1. The
company has a $17.6 million renovation underway at the hangers and an administrative building. Citadel
does MRO work on its own planes and luxury interiors for high-end customers and commercial aircraft.
Only a skeleton crew is at the site at this writing, but within two years employment is projected to grow
to 256 at an average wage of $80,000 a year.

An aircraft painting company---Landlock Aviation---that can also do small-scale aircraft
modifications has 46 employees at Chennault and is expected to expand over 2019-20.

The Port of Lake Charles has its hands full with many of the projects bulleted above residing
within the Port’s jurisdiction. Capital expenditures at the Port will increase noticeably over the next two
years. The 2018 budget of $18 million will more than quadruple to $89 million in 2019 and $41 million
in 2020. This money will be used for repair of dikes, land acquisition in the ship channel, rock projects,
and dredged materials placement facilities.

Finally, $201.3 million in new state road lettings have been announced for this MSA. This
includes $65 million to widen I-10 to six lanes from the Texas line to East of Coon Gulley, $30.3 million
on new LA12 bridges, and $14.8 million in improvements to the Nelson Exchange.

Proposed Plants & the Problem of Texas

It should be apparent to the reader after reviewing the information in Table 4 that Louisiana
has a lot to lose if the “potential™ projects listed do not become “real.” At a minimum, some $92.4
billion in capital expenditures and at least 5,393 jobs are at stake (see the bottom of Table 4). In
addition, every year these capital-intensive firms are making multi-million dollar decisions about
capital projects to improve productivity and/or to meet new environmental regulations. From a
state and local policy standpoint, what can stand in the way of these investments?

What decision makers always must always keep in the forefront is that Louisiana has a very
robust competitor for these investments. There are several reasons why Texas is the number
one producer of chemicals in the U.S. Texas brings to the table many of the same characteristics
as Louisiana. Our immediate neighbor to the west has several well-developed ports with easy
access to the Gulf and from there to international markets. That state is home to an abundant
supply of natural gas, a vast pipeline infrastructure to move this fuel where it is needed, and
access to plenty of water in its southeastern corner.
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But there is a reason why Texas’ value of chemical shipments exceeds Louisiana’s by a
factor of almost three. Forbes Magazine ranks the business climate in Texas #2 in the nation,
while Louisiana ranked #40. The Institute for Legal Reform within the U.S. Chamber of
Commerce ranked Louisiana dead last in its 2017 legal climate survey, while Texas ranked 39",
In a ranking of “Best States for Transportation,” Texas ranks 22" and Louisiana ranks 44". On
the education front, one 2017 ranking shows Texas higher education at #34 and pre-K through
12 at #33, while the comparable rankings for Louisiana are #42 and #45.

On the business taxation front, Texas has several advantages over Louisiana. Unlike
Louisiana, Texas has a unified sales tax collection, does not tax manufacturing utilities, does not
tax manufacturing equipment, does not tax manufacturing inputs, and has significantly lower
local sales tax rates. Importantly, Texas has no corporate or personal income tax. The state does
have a gross receipts tax, somewhat similar to Louisiana’s franchise tax, but Texas lawmakers
took a major step toward eliminating this reviled tax recently, with the Texas Senate’s passage
of Senate Bill 17---legislation that will phase out the tax based on revenue triggers.

It should be apparent from these statistics that Texas brings a formidable array of
positives to the table when competing for new or expanding chemical facilities. To keep the
playing field somewhat level Louisiana must bring significant incentives to the table to offset
Texas” advantages. One might argue that state incentive programs are not the primary factors
firms look at in making their final location decision. Incentive programs may not be the primary
factors, but the bottom line is the firm’s location decision is typically just a matter of math. The
site that provides the greater return on equity is the site selected. At the margin, incentive
programs can be just the factor that pushes Louisiana into the win category.

Proposed Plants & ITEP 2.0 and ITEP 3.0

One key factor in helping that rate of return on equity equation move in Louisiana’s favor
has been the presence of the industrial tax exemption program (ITEP). Until June 24, 2016
firms were able to approach the Board of Commerce and Industry with their proposed capital
expenditures on a new plant, replacement of key machinery, or environmental upgrades, and the
Board would grant the firms an exemption from paying local property taxes on those
expenditures for five years with an opportunity for a renewal for another five years.

On June 24, 2016 the Governor issued executive order JBE 2016-26 (ITEP 2.0). In this
order he made the following changes in the ITEP:

= All contracts shall now require an “Exhibit A™ consisting of a Cooperative Endeavor
Agreement (CEA) between the State, the Department of Economic Development and the
applicant providing for the creation or retention of jobs. Effectively this means the
Industrial Tax Exemptions (ITEPs) will no longer be awarded for replacement
equipment, environmental upgrades, maintenance capital, or other investments that
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do not create new jobs or do not provide compelling evidence of the retention of existing
jobs. The ITEP can be reduced or eliminated if the applicant does not meet the job goals
in the CEA.

« All new contracts now must include “Exhibit B” consisting of local approvals consisting
of a resolution from the parish council or police jury, and the school board, and the
sheriff’s office.

These changes do not apply to any CEAs issued before June 24, 2016, so ITEP
agreements exist with most of the firms listed back in Table 4. However, if these firms in
the future want to apply for an ITEP for replacement equipment, environmental upgrades,
maintenance capital, or other investments that do not create new jobs or do not provide
compelling evidence of the retention of existing jobs, those applications will be turned down.
This is a change in the ITEP that clearly moves against the ROE equation in Louisiana of a new
firm or expansion of an existing one.

The Exhibit B addition---gaining local government approval---has obviously added to
the cost and time to achieve an ITEP. The Governor’s executive order clearly says all
applications “must include Exhibit B consisting of approvals...” This wording suggests
strongly that local entities have gained veto power over the ITEP. A sheriff in north Louisiana
has used this new power to reject an ITEP requested by Calumet Refinery. The Together Baton
Rouge group has an explicit goal of stopping as many of these ITEP applications as possible in
East Baton Rouge Parish under the misguided notion that this is a “give away” of tax dollars that
would have been spent here anyway---a notion that flies in the face of every corporate finance
class taught in classrooms in America.

To the extent that the ITEP program factored significantly into a firm’s decision to locate
or expand in Louisiana, these changes have added costs and uncertainty to the equation---moves
that on the net harm economic development in the state. Indeed, economic development
professionals have said the ITEP change has created so much uncertainty that it rendered the
ITEP basically a zero factor in the firm’s location decisions.

There was such a clamor from economic developers and industry across the state about
ITEP 2.0 that the Governor and the Board of Commerce and Industry voted in June 2018
on ITEP 3.0. Two key changes were made to ITEP 2.0. First, the ITEP is now capped at 80%
for 10 years. Local governments can begin to collect some property taxes right away, and
industry gets the exemption for a full 10 years instead of eight. Secondly, the ITEP application
was standardized and gives the Commerce & Industry Board authority to evaluate and approve
exemptions. After the C&I Board approves a project, a notice and materials are sent to local
authorities. These bodies have 30 days to place the project on their agenda and another 30 days
to vote on it. The project will be approved if either 30-day period ends without any actions
by the locals.
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e If there was no formidable competitor for these plants ITEP 2.0 and 3.0 would be no
problem. Unfortunately, Texas looms right next door.

The National Economy: Record Expansion or Recession Ahead?

Louisiana is not as impacted by swings in the national economy as say, Mississippi and
Alabama. For example, during the 2008-09 period known as the Great Recession, Louisiana lost
2.8% of its jobs. Mississippi’s employment, on the other hand, fell 5.3% and Alabama’s dropped
6.8%. The reason is these other two states have much larger durable goods manufacturing
sectors, and the first thing people quit buying during a recession is durable goods. Similarly, the
first products that enjoy a boost as the economy starts to recover is durable goods, so Alabama
and Mississippi have a tendency to come out of a recession growing faster than Louisiana.

In either case, the state’s economy is moved by fluctuations in the national economy. As of
August 2018, the national economy was in its 110w month of expansion---the second longest in post-
war history. Only the expansion of March 1991 to March 2001 (120 months) has exceeded this latest
boom period. This has brought an added bump to Louisiana’s economy. The question is, where is
the economy headed over 2019-20?

Natural Gas Prices: An Ocean of Supply

Unlike oil prices, natural gas prices are much easier to project. As seen in Figure 5, after six
years of relatively high prices over 2003-08, natural gas initially fell to the $4 per million BTU
(mmbtu) range and has since dropped to below $3. Our expectations are that natural gas prices
will continue a slight decline, falling from an annual average of $2.80 in 2018 to $2.65 in 2020.

The reason for this price-decline scenario is virtually all supply-side related. The nation is
swimming in an ocean of natural gas. Development of the fracking technology in the dry plays such as
the Barnett, Haynesville, Fayetteville and parts of the Marcellus created the first decline stage. Then
when fracking began to be used to harvest oil, there was the byproduct of “associated” gas---gas
produced during the process of lifting oil.

Since oil was the higher priced (from a BTU content) of the two fuels, focus turned to the “wet”
plays that concentrated on oil production. Activity in the “dry” plays dropped precipitously (in June
2018 there was one rig operating in the Fayetteville Play) not only because oil was more profitable, but
also because massive production of associated gas pushed natural gas prices down another level as seen
in Figure 5.
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Fig. 5: Price of Natural Gas
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In fact, there is so much natural gas being produced in the Permian Play in West Texas/Eastern
New Mexico that it has turned into a non-trivial problem. So much associated natural gas is being
produced in this play that it exceeds pipeline capacity. The Texas Railroad Commission has severely
restricted the flaring off of this gas, so in some cases oil production has been stopped until new pipelines
are built (or old ones expanded) to transport the associated gas. In anticipation of these pipelines
becoming available, companies have drilled wells but not completed (fracked) them. Note on Figure
6 that these DUCs have almost tripled from 1,236 in December 2015 to 3,368 in June 2018.

Fig. 6: Drilled But Uncompleted Welis-Permian Play
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An Amazing Industrial Boom

These nice low natural gas prices, along with the prospect that they will stay low for some time,
has enticed an unusually large number of firms to announce expansion of their existing plants or to
build greenfield plants in Louisiana. Since 2012, we estimate that $181.8 billion of these
announcements have been made and are still “active” in the sense that they are either built, under
construction, or still at the FEED (front end engineering and design) stage. In a really good year prior
to 2012, having a $5 billion announcement year would have been considered very good. This is an
historical record by several orders of magnitude.

Note at the bottom of Table 4 that at least 18,975 new direct jobs are associated with the firms
listed. Two factors cause this to be an under-statement of new jobs created. First, most firms list only
jobs directly associated with working for the firm; that is people wearing the company logo on their
shirts. This may not include contract workers---those wearing a shirt that says Performance Contractors,
Turner Industries, Cajun Contractors, etc. It is not uncommon for these contractor workers to double the
workforce at a chemical plant. Secondly, the 18,975 number does not include the additional new jobs
created in the state via the multiplier effect. We have estimated the job multiplier for the chemical
industry at a whopping 9.3. That is, for every new job created at a chemical plant there are 8.3 new jobs
created elsewhere in the economy---retail trade, healthcare, construction, etc---via the multiplier effect.

Table 4
Announcements of New Chemical Plants & Expansions of Existing Plants
In Louisiana Since 2012

Chemicals Only Capex Status* Jobs**
Axiall-Lotte Corp $ 3,000,000,000 U

BASE: $ 500,000,000  C

BASF $ 42,600,000 C

BASF $ 20000000 €

BASF $ 150,000,000 U

CF Industries $ 2,100,000,000 G
Commonwealth LNG $ 200000000 P - NA
Dow Chemical $ 1,060,000,000 & 541
Driftwood LNG $ 14,459,000,000 P 498
Dyno Nobel/Cornerstone $ 1,025,000,000 c 540
Emerald Biofuels LLC $ 70,000,000 C NA
Energy World LNG $ 888,000,000 E 150
Eurochem $ 1.500,000,000 P 1,500
ExxonMobil Plastics $ NA P 60
Formosa Chemical $ 9,400,000,000 P 1,200
G2 LNG $ 11,000,000,000 P 250
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‘Huntsmam $ 78,000,000  C 75

Indorama Nenlures $ 175,000,000 U 125

Magnolia LNG $  3.,500,000,000 SR

Methanex 600000000 C 650

. Mhax )

18,700 000

PCS Nitrogn 40,00,000

i
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Praxair $ 150,000,000 U NA

SE Tylose at Shintech 120000000 C 322
Shell Chemical 1000000000 U " NA
Shintech S 1400000000  C 100

©$ 1490000000 120

South LA $ 1.700.000.000 P 65

Taminco/Balchem $ 37,588,000 U 173

Venture Global LNG $ 8,500,000,000 I3 250

Virdia Biochemical $ 60,000,000 U 81

Westlake $ 140,000,000 P NA

Westlake $ 425000000 C 454

i A Oleﬂns | » $ ,000, ' | P “ | NA
o iyt o = s S SR TS 1L L N 5 i = 1 :

Completed’'Underway

Source: Loren Scott & Greater Baton Rouge Industrial Alliance. *C=completed; U=underway;
P=potential. **www.opportunitylouisiana.com & author’s calculations, sometimes includes both direct
& indirect jobs

Asia-Europe-Henry Hub Price Differential

It is not just the low price of natural gas in the U.S. that has created this remarkable boom. It is
also the fact that natural gas prices are much higher in Europe and Asia. Beginning in 2009, the fracking
movement drove U.S. prices well below those in Japan and Europe. European and Asian prices actually
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went up markedly because these regions must import LNG, and their suppliers---Russia and Middle
Eastern countries---price their LNG at about 15% of the price of oil. When oil prices sky rocketed over
2011-14, European and Asian gas prices jumped as well. The huge price differential between U.S. and
European/Asian gas meant chemical firms in those countries could not compete effectively with U.S.
chemical firms. This price differential was a key to fueling the colossal industrial boom in Louisiana.

The price differential was squeezed significantly beginning in 2015, because the price of oil fell
so much that it lowered European and Asian gas prices. This caused some of the announced, FEED-stage
projects in Table 4 to hesitate about making a final investment decision (FID) until there was more clarity
about where oil prices would finally settle.

Those FEED-stage projects are now looking more hopeful, because the differential has begun
to widen as oil prices have started to increase again. More firms will be incentivized to pull the trigger
and make that FID that the state eagerly anticipates.

LNG Announcements: How Many Will Build?

A careful review of the data in Table 4 will reveal that about 58% ($102.1 billion) of the capital
expenditures listed are associated with 11 announced LNG facilities. Two are under construction-—-
Cheniere (Sabine Pass LNG) and Sempra (Cameron LNG)---and they are the biggest listed in the table.
These facilities take natural gas in a gas form and run it through a series of machines called “trains” that
liquefy the gas down to one 600t of its volume. This LNG is then shipped by LNG tankers to Asia,
Europe or other destinations, where it is re-gasified and used typically to generate electric power.

Of the 11 announced projects, two are under construction. Cheniere is building five trains and
four are already operational. Cameron LNG has three trains under construction. Both of these firms
secured Sales and Purchase Agreements (SPAs)---long-term, “take or pay” commitments---from
buyers back when the differential in Figure 7 was particularly wide. As seen in Table 5, the price of LNG
in Asia was about $16 mmbtu and Cheniere could offer $8.80. Buyers were eager to sign long-term
contracts given that price spread.

The narrowing of the gap that started in 2015 has created a difficult financing problem for the
other nine LG companies that have announced. At an oil price of $30 a barrel, the U.S. competitive
advantage had not only disappeared, it had swung decidedly against U.S firms---$4.50 versus $8.58 in
the U.S. The oil price recovery has restored the U.S.’s competitive advantage ($9.75 versus $8.83) but
buyers have now experienced oil price volatility and are very reluctant to sign long term SPAs. That
means the nine remaining firms are having difficulty raising capital to build their very expensive,
proposed plants.
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Table 5
Comparative Market Price for LNG

$16.05 mmpta

$3.50 mmbtu_

To overcome their financing barriers, these nine firms are examining creative ways to lower the
capital recovery component of their pricing scheme in Table 5. Driftwood, for example, is attempting
to sell equity shares in its trains. After their upfront equity stake, these buyers would only pay for the
throughput and liquefaction costs. We understand that Venture Global (VG) is getting their capital
recovery costs down to perhaps as low as $2.25 by going to individual components suppliers and
negotiating a fixed cost per part. We are unaware at this writing if VG has been able to secure an
engineering-procurement-construction (epc) contract under these terms. Magnolia is trying to lower its
capital recovery component by building smaller trains.

We do not expect that all nine proposed LNG plants will be built. We do expect that those that
choose to make an FID will do so in mid-2019 and beyond. That way, their plants will become
operational in about 2022 when the LNG market is expected to shift from a glut to a shortage market.

Methanol: Watching China

A review of the data in Table 4 will reveal another dominant player in these announcements-—-
methanol plants. There are $17.52 billion in methanol plants on the list. The first two Methanex plants
listed (totaling $1.4 billion) are completed and the $2.3 billion Yuhuang Chemical plant is under
construction. There are six other proposed plants totaling $14.27 billion in capital expenditures that are
awaiting their FID.

What are the prospects that these six plants will be constructed? That depends on the methanol
market, which has demonstrated significant growth recently. Global methanol demand was about 64.7
mm (million) tonnes in 2013 and grew to nearly 88.7 mm tonnes in 2017---growth of 24 mm tonnes or
37% in four years. Projections are for growth of another 35.5 mm tonnes to a total of 124.2 mm tonnes
in 2023---a 40% increase. Of the 35.5 mm tonnes of growth over 2017-2023, 30 mm tonnes are expected
to be needed by China. India is also following closely behind in pushing for conversation to methanol’s
use in power generation (e.g., industrial boilers, turbines, fuel cells, gensets, and cooking applications)
although projections of their demand have not yet been added to global projections.
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Access to the vast North American natural gas supplies delivered through the pipeline
infrastructure originally developed to transport Gulf Coast gas to the north provides Louisiana with
low priced fuel. The state’s deep water access and decades of manufacturing experience makes it
ideal for creating value-added products from natural gas for export.

China is the globe’s largest source and consumer of methanol. The country produces about
two-thirds of the world’s capacity. The problem is most of this methanol is derived from coal. Asia,
and in particular, China will play a large role in future demand for this commodity. As everyone
knows, China has an awful pollution problem, and the country seems committed to do something
about it.

Traditionally, methanol was used for production of formaldehyde, a basic component of glues;
however, demand growth for methanol in this country is now coming from three key sources. First,
methanol can be used to make olefins which are a basic ingredient in hundreds of consumer products.
China has 24 large methanol-to-olefins (MTO) plants and another 37 at various stages of construction
or permitting. Roughly half of the operating plants are in conjunction with coal-based methanol
production. The country has been relying on coal as a source of its methanol, but coal is a particularly
dirty input from a pollution standpoint. China will not allow permits for these 37 proposed MTO plants
without a methanol supply coming from a source other than coal. Most of the proposed MTO plants are
in Eastern China requiring imports. Northern and northwestern China has lots of coal. However,
methanol produced from coal there is very expensive to transport to the coast. A single large MTO plant
uses about 1.8 mm tons a year of methanol.

Secondly, methanol as a fuel substitute is growing rapidly. Methanol is needed for
converting China’s many boilers. There are about 475,000 small to medium to large-sized industrial
boilers in the country that are coal-fired with essentially no pollution controls. They are (1) attached
to factories for manufacturing and (2) used for district heating of apartment complexes, sections of
cities, etc. The latter is seasonal and the former is more constant. Boilers are using 400 mm tons of
coal a year. The National People’s Conference War on Pollution sees this as the biggest, lowest-
hanging fruit to clean up particulate and carbon emissions. Two main possible replacements are LNG
and methanol. China is promoting a buildup of imported methanol reserves on its East Coast---10
mm tonnes of reserves (15% of the current global production). If China refueled half of these boilers
evenly split between LNG and methanol---50 mm tonnes of methanol would be needed. The result
would be a huge reduction in particulate and CO2 pollution with no SOX or NOX.

Thirdly, a combination of (1) the International Maritime Organization 2020 rule on low-
sulfur diesel replacing bunker fuel, and (2) China’s desire to reduce emissions from its inland water
vessels is another source of increased demand for methanol, because maritime engines can be
inexpensively converted to methanol, dramatically reducing emissions and the effects of fuel spills
as methanol is readily biodegradable unlike petroleum.
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The bottom line: a burgeoning global methanol market (especially in China) bodes well for
most of the six proposed methanol plants getting an FID. A concern is methanol might get caught in
the crosshairs of a trade war. In early August, China included methanol in a list of 25% retaliatory
tariffs against the U.S.

ECONOMIC CONDITION AND OUTLOOK — Calcasieu Parish School System
School Board - Funding

As with all Louisiana school systems, property and sales taxes are the primary sources of local funding,
while the overwhelming majority of State funding comes from a block grant called the Minimum
Foundation Program (MFP).

Property taxes increased in 2017-18 because of growth in the assessed valuation of property subject to
taxes. The School Board currently has three operating property taxes in effect. The constitutional tax,
which is perpetual, is levied at 5.13 mills. Two 10-year renewable taxes are levied for maintenance and
operations. One of the taxes, renewed in 2012, is levied at 8.76 mills, while the other, renewed in 2014,
is levied at 3.34 mills.

Sales tax collections increased in 2017-18 because of the continued economic expansion in most local
economic sectors. The School Board successfully renewed a 10-year 2 cent parishwide sales tax on for
maintenance and operations on March 24, 2012 with a 65% positive vote. The School Board successfully
renewed another 10-year ' cent parishwide sales tax on May 3, 2014, with a 75% positive vote. The tax
proceeds supplement salaries of teachers and other employees. The School Board successfully passed a
new 10-year ' cent parishwide sales tax on May 2, 2015, with a 77% positive vote with the proceeds
supplementing salaries of teachers and other employees. Sales taxes continue to represent a significant
portion of the School Board General Fund revenues at 50.4% including the 20.2% increase in collections
for 2017-18. This percentage of total General Fund revenues is expected to increase over the next few
years as MFP formula dollars are reduced as a result of increasing sales tax collections.

Financial Condition Outlook

The current financial condition of the Calcasieu Parish School Board could be viewed as strong. The last
three fiscal years have ended with surpluses in the General Fund. The local economy has been very robust
as evidenced in Dr. Scott’s study and report. He predicts a minor lull in activity for 2019 but expects it to
pick back up again in 2020 with several years of increased activity to follow. Sales tax revenues in
particular continued to be very strong compared to previous years. The local economy has experienced
increased economic activity in Calcasieu Parish for the last several years and is expected to continue for
the next several years due to industrial plant expansion, new plant construction and the developing LNG
industry. These activities have boosted the need for construction materials, supplies and services. Short-
term housing construction is on the rise to meet the needs of construction workers who also purchase goods
and services. These activities boost sales tax revenues.

The plant expansions and new construction will create permanent jobs in the long run, which will in turn
bring more families to the area and thus increase the student population in parish schools. The current
enrollment of 32,932 students is expected to rise in future years as permanent jobs are created. The extent
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and timing of that increase is difficult to predict. The general condition of school buildings is fair to good
depending on age. As described in the Major Initiatives section below, the school board has a good history
of maintaining and expanding its facilities as needed. Parish school buildings range in age from 1 year to
65 years with the average age of 25-30 years.

Minimum Foundation Program

The (MFP) provides funding from the State of Louisiana based on per-pupil allocations and additional
funding for weighted areas including vocational, at-risk or special education status. The base per-pupil
allocation for 2017-2018 was $3,961, the same as the prior year. State budget woes forced local districts
to once again live without the standard 2.75% increase in the per pupil rate that had been customary for a
number of years. The State also continued transferring local funds withheld from Calcasieu MFP funding
in 2017-2018 for local privately run charter schools. A transfer of nearly $13.3 million was withheld from
CPSB and sent primarily to three local charter schools. The process will continue to develop if additional
charter schools open in the parish and as the State continues to modify the newly adopted voucher tuition
program.

MAJOR INITIATIVES
Capital Outlay Programs

The School Board has historically funded capital projects through individual bond elections in each of
twelve districts throughout the parish. In 2005-06, $2.845 million in bonds were sold to complete issuance
of $177.60 million in new general obligation and sales tax bonds since 1999. The funds were all dedicated
to renovation, modernization, and new construction in parish schools.

In October 2006, the School Board issued $3,000,000 of 10-year excess revenue certificates to be repaid
through the General Fund by a sales tax within the Moss Bluff bonding district. Proceeds were used for
capital improvements at Sam Houston High School.

On May 7, 2007, Bell City area voters approved a $3,250,000 bond issue, with bonds sold in August 2007
for renovations and new construction at Bell City High School.

Two general obligation bond issues were approved in November 2007 by voters in Westlake/Maplewood
($35,000,000) and Sulphur ($37,500,000). The initial bond sales of $15,000,000 each occurred in
February 2008, with subsequent issues of $10,000,000 in February 2009. The final sale of $12,500,000 in
Sulphur occurred in November 2009 while the final $10,000,000 in the Westlake/Maplewood issue was
sold in May 2010. All projects were for renovations and new construction.

DeQuincy voters authorized the sale of $11,500,000 in bonds March of 2008 for the construction of a new
elementary school and renovation of the existing elementary school.

Voters in the Starks community authorized the sale of $5,000,000 in bonds in an April 2012, election for
school construction and general renovations at Starks High School.

Bond elections for school renovations and construction were approved by voters in the lowa, Vinton, and
Sulphur communities on April 6, 2013. The bond proceeds were delivered in July 2013, with projects for
renovations and new construction. In Iowa, $13,200,000 was used to construct an elementary gym and
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new middle school, $10,000,000 in Vinton for renovations, pavilions, multi-purpose building and new
baseball/softball fields, and $4,600,000 in Sulphur for renovations.

An addendum to the 1999 performance-based contract with Johnson Controls Inc. (JCI) was signed in
January 2005. With the sale of $7.055 million in excess revenue certificates, the School Board funded
additional energy retrofits and equipment upgrades throughout the school system which were completed
in August 2006. The performance-based nature of the contract provided that JCI monitor energy costs and
guaranteed enough energy savings from the energy upgrades to pay for the cost of the program. JCI also
managed the large complex energy using equipment in the school system as a part of the contract
addendum. JCI had full responsibility for the equipment for an annual fee that was also guaranteed by the
company to be paid for with energy savings. The contract was set to expire in 2016, but a Request for
Proposal (RFP) process was utilized to institute a full maintenance contract on all A/C equipment except
for window a/c units. The process resulted in JCI being awarded the full maintenance contract which also
included some A/C equipment replacement provisions and lighting maintenance.

Voters in Sulphur approved an $8,000,000 bond issue in November, 2013, for the construction of a new
football stadium. Other local contributions and fundraisers provided an additional $900,000 to allow the
installation of an artificial turf playing field.

North Lake Charles voters approved a $46,000,000 bond issue on November 18, 2017, for improvements
and expansion to all 8 schools within the district. Projects are to include classroom additions, new A/C,
reroofing, security upgrades, new canopies, new drives, playground equipment, new restrooms and multi-
purpose gym facility. Of the approved amount, $18,085,000 has been issued.

The School Board continues to replace temporary classrooms with permanent classroom space (Pods) using
riverboat head tax proceeds and $5 million of Qualified School Construction Bonds. Permanent classroom
construction projects funded with riverboat head tax proceeds now exceed $28.7 million for 430
classrooms. Pod Project 10 is currently underway for the construction of 12 pods (128 classrooms) across
the parish. This project is being funded through the issuance of $15,000,000 of GO bonds secured by
Riverboat head tax proceeds.

General Initiatives

Effective January 1, 2005, the School Board assumed operations of the Calcasieu Parish School Board
Headstart Program. The program has approximately 500 three and four year-old students in five parishwide
locations. The School Board has merged several facilities into existing schools and will continue to look
for common services to provide the most efficient operation of the program. Pre-kindergarten programs
are comprehensive across the school system with the program offered to all eligible students for 2017-2018.

The Calcasieu Parish Scantron Assessment Plan, applied again in the 2017-2018 school year, includes the
Performance Series online norm referenced test as the pre and post-test. The Performance Series online
test is designed to measure a student’s growth within the school year as well as across grade levels. The
Achievement Series paper and pencil test is a criterion referenced benchmark test designed to measure
ability on specific Louisiana standards as students prepare for each grade level Louisiana state assessment.
The Achievement Series Benchmark tests complement the Performance Series test information by targeting
specific grade level Louisiana Standards. These Benchmarks Tests are used to set Student Learning Targets
and are given three times a year in grades 1 through 8 to monitor student progress in ELA and Math. In
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addition, teachers in grades K through 8 have access to hundreds of Louisiana standards items in the
Scantron Progress Monitoring Item Banks. These items are used to construct formative assessments to
further monitor student progress and expose students to the rigor of the Louisiana tests. The application of
the Scantron Program is proving to be an exceptional tool for evaluating the overall progress of students in
the learning environment.

The School Board made nearly $25 million in budget modifications for the 2010-2011 school year because
of decreased sales tax collections and interest earnings as well as increased retirement costs. The 2011-12
fiscal year faced an additional $10 million in changes from the continued increases in employee benefit
costs, which have been very successful in keeping the school system on solid financial ground. In 2012-
2013, the budget was a little less volatile with revenues remaining constant and expenditure increases more
predictable. The 2013-2014 adopted budget was balanced with few reductions required mostly because of
$9.5 million in one-time proceeds from the sale of a building. Fiscal year 2014-2015 had stronger sales tax
revenues but was offset by increased expenditures due to an employee sales tax supplement and teacher
performance stipends, unforeseen maintenance costs, and increased charter school transfers.

Fiscal year 2015-16 had significant increases in both revenues and expenditures. Revenues increased by
$33.8 million primarily from the new 2 cent sales and a very strong economy. Expenditures increased by
$31.8 million primarily due to salary increases related to the new "z cent sales tax. Salary changes included
teachers receiving a $4,000 increase to their base salary while support staff received a 10% increase. Fiscal
year 2016-17 saw revenues increase by $12.1 million due to a continued strong local economy driven by
petrochemical plant expansion and construction. Expenditures increased by $8.7 million due primarily to
employee salary and benefit costs as well as increased charter school transfers. Fiscal year 2018 saw the
highest sales tax collections ever with an increase of $33.2 million due in large part to a plant expansion
nearing the end of it’s construction phase and high value equipment being installed. On the negative side,
MFP revenues decreased by $3 million due mainly to increasing sales taxes from 2 years prior. This factor
in the formula will cause future reductions in MFP funding. Budgeted expenditures increased by about $50
million due first to a $30,000,000 transfer of reserve funds to a capital projects fund to be assigned for
capital expenditures across the parish. Secondly, the largest salary supplement ever was paid to employees
at a cost to the General Fund of over $15 million.

Educational Programs

In 2017-18, Calcasieu Parish again participated in the Louisiana Educational Assessment Program, (LEAP)
as part of the state’s accountability program in the subjects, of English Language Arts, Math, Science, and
Social Studies in grades 3-11. LEAP Assessments are criterion reference tests, created by the State of
Louisiana, that measure student proficiency in each core subject. Student scores are divided into the
proficiency levels of Advanced, Mastery, Basic, Approaching Basic, and Unsatisfactory. ELA and Math
LEAP Assessments are aligned to the New Louisiana State Student Standards adopted by the Board of
Elementary and Secondary Education, (BESE) in 2016. Science LEAP Assessments are aligned to the Next
Generation Science Standards adopted in 2016 and the Social Studies LEAP Assessments are aligned to
standards adopted by the State of Louisiana in 2011. None of the LEAP Assessments are currently tied to
student promotion to the next grade level.

LAA1 is Louisiana’s alternate assessment for students with persistent academic difficulties. Students who
are three or more standard deviations below the mean IQ qualify to take LAA1 Assessments. LAAI
Assessments are given to students who meet the required criteria in grades 3-11.
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The Louisiana Accountability Program also requires End of Course (EOC) testing for high school students
as a graduation requirement. Freshmen who entered high school in the 2010-11 school year and thereafter
must pass one of the EOC tests in each of the following categories to be eligible to graduate: Algebra I or
Geometry, and U.S. History or Biology 1. End of Course Assessments also make up 16% of a student’s
final grade in each subject they are given. Proficiency levels for EOC Assessments are Excellent, Good,
Fair, and Needs Improvement. All eleventh grade high school students are required to take the ACT as part
of the Louisiana Accountability Program.

Freshmen entering high school in the 2017-18 school year and thereafter will be required to pass either the
English I or English IT EOC to graduate and their proficiency will be measured in the same current five
levels of the LEAP Assessments.

Calcasieu Parish has made steady progress on these State Assessments through the years with a trend
towards higher achievement.

FINANCIAL INFORMATION

Internal Controls. The School Board is responsible for establishing and maintaining internal control
designed to ensure that the assets of the School Board are protected from loss, theft or misuse and to ensure
that adequate accounting data is compiled to allow for the preparation of financial statements in conformity
with generally accepted accounting principles.

Internal control is designed to provide reasonable, but not absolute, assurance that these objectives are met.
The concept of reasonable assurance recognizes that: (1) the cost of a control should not exceed the benefits
likely to be derived; and (2) the valuation of costs and benefits requires estimates and judgments by
management.

Single Audit. As a recipient of federal and state financial assistance, the School Board also is responsible
for ensuring that adequate internal control is in place to ensure compliance with applicable laws and
regulations related to those programs. This internal control is subject to periodic evaluation by management
and the internal audit staff of the School Board.

As a part of the School Board's single audit described earlier, tests are performed on internal control,
including that portion related to federal awards programs, as well as compliance with applicable laws and
regulations. The auditors’ opinions on the financial statements, compliance on major federal award
programs, and its report on compliance and internal control as required by Government Auditing Standards
describe the extent and limitations of this testing.

Budgetary Controls. In addition, the School Board maintains budgetary controls. The objective of these
budgetary controls is to ensure compliance with legal provisions embodied in the annual appropriated
budget approved by the board. Activities of the general fund and special revenue funds are included in the
annual appropriated budget. Project-length financial plans are adopted for the capital projects funds. The
level of budgetary control (that is, the level at which expenditures cannot legally exceed the appropriated
amount) is established by function within each fund. The School Board also maintains an encumbrance
accounting system as one technique of accomplishing budgetary control. Open encumbrances are reported
as a reservation of fund balance at year-end.

As demonstrated by the statements and schedules included in the financial section of this report, the School
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Board continues to meet its responsibility for sound financial management.

Financial Condition. The original School Board General Fund budget for each year begins assuming zero
resources and breaks functions down to their essential elements. The process forces the analysis and
planning of programs with a clear focus on priorities and alternatives, but has numerous political challenges
as funding tightens. The School Board strives to identify programs with specific funding sources and to fit
prioritized expenditures within available revenue levels to insure that each year’s beginning budget is
balanced.

The School Board has a policy which recommends that unassigned fund balance in the General Fund be
maintained at 9% of projected revenues with a minimum of $30,000,000. Even with hurricanes and tax
revenue volatility, the stability created by this policy has served the system well in conjunction with the
zero-based budgeting process. The financial condition of the School Board remains stable with strong
commitment to continuing to fund priority educational programs.

OTHER INFORMATION

Independent Audit. State statutes require an annual audit by independent certified public accountants.
The auditing firm of Postlewaite & Netterville, APAC was selected by the School Board to perform the
2018 audit. In addition to meeting the requirements set forth in state statutes, the audit also was designed
to meet the requirements of the Single Audit Act of 1996, and related Title 2 U.S. Code of Federal
Regulations Part 200, Uniform Administrative Requirements, Cost Principles, and Audit Requirements for
Federal Awards (Uniform Guidance). The independent auditors' report on the basic financial statements
and combining and individual nonmajor fund statements and schedules is included in the financial section
of this report. The auditors' reports related specifically to the single audit, internal controls, and compliance
with applicable laws and regulations can be found in a separately issued Single Audit Reporting package.

AWARDS
GOVERNMENT FINANCE OFFICERS ASSOCIATION

The Government Finance Officers Association of the United States and Canada (GFOA) awarded a
Certificate of Achievement for Excellence in Financial Reporting to the Calcasieu Parish School Board for
its Comprehensive Annual Financial Report for the fiscal year ended June 30, 2017. This was the 30"
consecutive year that the school board has achieved this prestigious award.

In order to be awarded a Certificate of Achievement, a governmental unit must publish an easily readable
and efficiently organized comprehensive annual financial report, whose contents conform to program
standards. Such reports must satisfy both generally accepted accounting principles and applicable legal
requirements.

A Certificate of Achievement is valid for a period of one year only. We believe our current report continues

to conform to the Certificate of Achievement Program requirements, and we are submitting it to GFOA to
determine its eligibility for another certificate.
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ASSOCIATION OF SCHOOL BUSINESS OFFICIALS

Calcasieu Parish School Board has also been awarded a Certificate of Excellence in Financial Reporting by
the Association of School Business Officials (ASBO) stating that the School Board's Comprehensive
Annual Financial Report for the fiscal year ended June 30, 2017, substantially conforms to the
recommended principles and standards of financial reporting adopted by that organization. This was the
35" consecutive year that the school board has achieved this prestigious award. We believe that our current
report continues to conform with the Certificate of Excellence Program requirements, and we are submitting
it to ASBO to determine its eligibility for another certificate.
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Postlethwaite & Netterville A Professional Accounting Corporation

Independent Auditors’ Report

Board Members
Calcasieu Parish School Board
Lake Charles, Louisiana

Report on the Financial Statements

We have audited the accompanying financial statements of the governmental activities, each major fund,
and the aggregate remaining fund information of the Calcasieu Parish School Board (the Board), as of and
for the year ended June 30, 2018, and the related notes to the financial statements, which collectively
comprise the Board's basic financial statements as listed in the table of contents.

Management's Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these financial statements in
accordance with accounting principles generally accepted in the United States of America; this includes
the design, implementation, and maintenance of internal control relevant to the preparation and fair
presentation of financial statements that are free from material misstatement, whether due to fraud or
error.

Auditors’ Responsibility

Our responsibility is to express opinions on these financial statements based on our audit. We conducted
our audit in accordance with auditing standards generally accepted in the United States of America and
the standards applicable to financial audits contained in Government Auditing Standards, issued by the
Comptroller General of the United States. Those standards require that we plan and perform the audit to
obtain reasonable assurance about whether the financial statements are free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in
the financial statements. The procedures selected depend on the auditors’ judgment, including the
assessment of the risks of material misstatement of the financial statements, whether due to fraud or error.
In making those risk assessments, the auditor considers internal control relevant to the entity's preparation
and fair presentation of the financial statements in order to design audit procedures that are appropriate in
the circumstances, but not for the purpose of expressing an opinion on the effectiveness of the entity's
internal control. Accordingly, we express no such opinion. An audit also includes evaluating the
appropriateness of accounting policies used and the reasonableness of significant accounting estimates
made by management, as well as evaluating the overall presentation of the financial statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for
our audit opinions.
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Opinions

In our opinion, the financial statements referred to above present fairly, in all material respects, the
respective financial position of the governmental activities, each major fund, and the aggregate remaining
fund information of the Calcasieu Parish School Board, as of June 30, 2018, and the respective changes in
financial position and, where applicable, cash flows thereof for the year then ended in accordance with
accounting principles generally accepted in the United States of America.

Emphasis of a Matter

As described in Note 1E to the financial statements, the Board adopted Governmental Accounting
Standards Board (GASB) Statement Number 75, Accounting and Financial Reporting for
Postemployment Benefits Other Than Pensions for the year ended June 30, 2018. This new standard
requires the School Board to recognize and report its total other post-employment benefit liability,
measured according to actuarial methods and approaches prescribed within the standard along with
certain disclosures. Our opinion is not modified with respect to this matter.

Other Matters
Required Supplementary Information

Accounting principles generally accepted in the United States of America require that the Management's
Discussion and Analysis, the Schedule of Changes in Total OPEB Liability and Related Ratios, the
Schedule of the School Board’s Proportionate Share of the Net Pension Liability for the Retirement
Systems, the Schedule of Employers’ Contributions to the Retirement Systems, the General Fund
Schedule of Revenues, Expenditures, and Changes in Fund Balances — Budget to Actual, and the related
notes to the required supplementary information, as listed in the table of contents, be presented to
supplement the basic financial statements. Such information, although not a part of the basic financial
statements, is required by the Governmental Accounting Standards Board who considers it to be an
essential part of financial reporting for placing the basic financial statements in an appropriate
operational, economic, or historical context. We have applied certain limited procedures to the required
supplementary information in accordance with auditing standards generally accepted in the United States
of America, which consisted of inquiries of management about the methods of preparing the information
and comparing the information for consistency with management's responses to our inquiries, the basic
financial statements, and other knowledg<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>