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A very liquid market

The liguefied natural gas (LNG) sector worldwide has a
promising future for project financiers and developers,
according to John E Hehir, director at project advisory
house Taylor-Dedongh, boosted largely by a ravenous
US appetite for the commodity. Projects from
Equatorial Guinea to Venezuela are marching onwards.

For project finance lendersand
advisors seeking opportunities
inthe LNG liquefaction sector,
today'sAtlantic Basin landscape
offers numerousintriguing
alternatives. Naturally, some of
the LNG projects contemplated
within the Atlantic Basin might,
perhaps by virtue of being
equity funded, not result in
immediate advisory or lending
opportunities. Nevertheless,
severd recent converging
factors could help to ensure
that more of today's crop of
potential LNG project
financingswill materialisethan
originally expected.

More growth for US

Foremost among thefactors
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conspiring to help ensure LNG
project development isthe
obviousincreasing US demand
for gas, whichled toAlan
Greengpan's recent well-
publicised statements regarding
the potential benefits of
increased LNG imports. In
testimoniesto both the House
Energy & Commerce
Committee (June 10, 2003) and
the Senate Energy Committee
(July 10, 2003), Greenspan
recommended a"major
expansion” of USLNG
receiving capacity, and
described LNG asthe"ultimate
safety valve' in mitigating
supply and demand imbalances.
Reflecting trends which began
long before Greenspan's

comments, at least 14 serious
LNG receiving projects have
been submitted for regulatory
approval in recent months,
including the expansion of the
Elbaldand facility and new
facilitiesin Louisiana, Texas,
Cdlifornig, the Bahamasand
Mexico. Receiving terminal
developersinclude both LNG
liquefaction developers, such as
ChevronTexaco, and
entrepreneurs without
liquefaction investments, such
as Cheniere.

Thisgrowthin USreceiving
capacity isboth asymptom of,
and an enabler of, increased
targeting of the US market by
AtlanticBasin LNG
liquefaction projects. Tothe
extent future LNG projects
entail more USLNG sales,
expertiseintherelated risks (ie,
Henry Hub pricerisk) will be
demanded of LNG project
finance advisors, who will need
toinspire fresh evaluation of
theserisksby lenders.
Additionally, thereisthe
inclination of both the USand
Europeto reducetheir relative
dependence on Middle East
energy Sources.

Foremost amongst potential
beneficiaries of thistrend are
the nations of West Africa, to
which the USisdirecting strong
diplomatic attention.
Simultaneously, West African
LNG projectsare developing
strategic preferences of their
owntosall moreLNG intothe
USthan historically, as
European gas-on-gas
competition increases.
Notwithstanding this
convenient alignment of USand
West African LNG delivery
interests, Europe wasthe
original anchor market for
Nigerian LNG production and
could continueto bean
important LNG destination for
suchWest African LNG
projectsasAngola, Nigeriaand
Equatoria Guinea

A secondary factor favouring
theincreased likelihood of LNG
project fruition isthe necessity
in some countriesto avoid gas
flaring.

Finally, the combined effect of
all of thesefactorswill makethe
prospect of capturing
economies of scale even more
compelling for existing LNG
projects, thereby bolstering the
casefor contemplated
expansion projects, such as
AtlanticLNG's Train 4, and
additional NigeriaLNG Trains.
While encouraging potential
LNG project sponsorsto
develop new projects, the
above-discussed factors
effectively complicate the task
each sponsor facesin ng
its prospective competitive
position amongst anincreasing
number of entrants.

For example, a sponsor
contemplating an LNG project
must consider the
competitiveness of their project
relativeto each of the numerous
combinations of projectswhich
could comprise the competitive
landscape at thetimetheir
project commences operations.
Additionally, theincreasingly
inconvenient location and
geological formation of thegas
resources being exploitedin
today'sLNG projectshas
increased the relative weighting
of technical considerations
within aproject'sfinancesbility
anaysis.

Advisory qualities
Against this backdrop, the
function and qualifications of
LNG project finance advisorsis
changing. Not only must the
advisor be versed inthe myriad
considerationsimpacting
project competitivenessand
financeahility, but the
assignmentsthemselvesare
increasingly feasibility —
oriented, in contrast to the
traditional debt-raising
assignment.
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By definition, therefore, the
business mode of today'sLNG
advisor cannot be strictly
predicated on also financing the
project, in either the short or
long term. Accessto attractive
finance-raising advisory work
will require commitment to
satisfying LNG sponsors long
lead-time pre-feasibility
advisory needs.

Some sponsors, most notably
Marathon Qil, ChevronTexaco,
ExxonMohil, Total, and BP,
have recently elected to retain
financial advisorsto help ensure
that initial feasibility (or
'bankability") analysisand
preliminary marketing
negotiations are undertaken
with dueregardtothe
requirements of relevant

LNG financiers.

In particular, given thelocation
of most of today's LNG projects
and the size of their funding
needs, the preferences of ECAs
and MLAsmust be
accommodated inthe
preliminary project
development phase because, as
seenin therecent US$1 hillion
NigeriaLNG Plusexpansion
project, such lendersare
indispensable.

Thelocations of most LNG
projects present political risks
which are acceptable only to
ECAs, MLAsandto
commercial bankswhich are
either covered with political risk
insurance or benefiting
fromimplied political risk
protection through

co-lending arrangements.

So pervasiveare ECA and MLA
borrowing standardswithin the
LNG project feasibility process
that even LNG projectswhich
areinitially funded with sponsor
equity are customarily
structured to accommodate | ater
ECA or MLA funding (ie, for an
expansion or refinancing).
Besides an assured emphasison
ECA and MLA issues,
prospective LNG project
financingswill likely entail
local debt trancheswhere
feasible, aswell as separate ship
financing arrangements. Such
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ship financings broaden the
project'sfunding access by
tapping niche lenders, and by
having higher leverage than the
LNG project.

Moreover, ship financingsare
repaid viathe main project's
charter payments, which are
senior to project-based debt
service, Advisorsexperiencedin
resourcefully assembling
similarly efficient debt source
combinations, in any industry,
will beviewed favorably in
LNG advisory competitions.

Potential lining up

The horizon of Atlantic Basin
LNG projects potentialy
reaching final investment
decision within the next three
yearsis crowded with projects
in Nigeria, Equatoria Guinea,
Qatar, Angola, Algeria, Trinidad
& Tobago, Venezuela, and
perhaps even Egypt.

Qatar hoststwo prospective
LNG projects, sponsored by
Qatar Petroleum Corporation,
onewith ExxonMobil
(QatarGas 2) and thelatest one
announced with ConocoPhillips
(QatarGas 3). QatarGas 2,
consisting of two 7.7 mtpy
trainsand alarge scale shipping
operation to delivering LNG to
the UK, isexpected to start
producing in the 2006-07
timeframe, with construction
contractsto beawarded in

mid 2004.

QatarGas 3, whichisthe subject
of al12-month feasibility study
agreement signed on July 11,
2003, isreportedly aimed
exclusively at the USimport
market, and would begin
operationsin 2008 or 2009. Itis
estimated to produce 7.5 mtpy,
with asingletrain.

With theroughly US$1 billion
debt financing of the Nigeria
LNG Plus expansion complete,
NigeriaLNG's demonstrated
ability and willingnessto
capture substantial economies
of scaenaturaly fuels
speculation regarding thetiming
of asixth, or even seventhtrain
(sponsors: NNPC, Shell, Totdl,
ENI). The NLNG Plus

financing drew vast appetite
from banks (local and
international) and export credit
agencies, partly owingto
assignment to lendersof Train
1-3 assetsand cashflows aswell
asto expansion cost advantages.
NLNG hassigned two
agreementswith BG to supply
2.5milliontonsof LNGtothe
USannualy, starting in 2005.
Nigerias BrassLNG Project
(sponsors: NNPC,
ConocoPhillips, ENI), expected
to begin producing 5 mtpy of
LNG in 2007, isalso expected
to entail asignificant US

saes component.

Further reflecting the
previously-discussed trend in
diversification by West African
LNG projectstoward US sales,
Marathon Oil and GEPetrol
have, with respect to their LNG
project in Equatoria Guinea,
signed amemorandum of
understanding with BG in May
2003 to supply 3.4 milliontons
of LNG per year for 17 years.
Asannounced, BG would
purchasethe gas primarily for
itsLake Charles, Louisiana
terminal beginning in 2007.

Alternative
developments
Elsewherein West Africa, the
sponsors of theAngolaLNG
Project (sponsors. Sonangol,
ChevronTexaco, ExxonMohil,
Total, BP) arereviewing

devel opment alternativeswith
respect to a4 mtpy singletrain
project with gas supplied
mainly from associated gas
resources operated by

the sponsors.

InTrinidad & Tobago, the
government approved in June
2003 the addition of afourth
traintotheAtlanticLNG
Project (sponsors. NGC, BG,
BP and Repsol), which would
bethelargest of the project's
trainsat 5.2 mtpy production
capacity (bringing total project
capacity to 15 mtpy).

The US$1.2 billionfourth train
isexpected to be operational in
early 2006, and will reportedly
befocused on USLNG sales.
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Atlantic LNG had recently
completed aUS$1 hillion
expansion entailing the addition
of asecond and third train;
trains 1-3 will continueto serve
the US and Spanish markets.

A potential rival toAtlantic
LNG inserving the US market
could bethe US$2.7 billion
Marsical SucreLNG Projectin
Venezuela, which could begin
construction as soon as 2005.
The project'sfeasibility is
currently under review by the
sponsor group (PDV SA, Shell,
and Mitsubishi).

Europe'sfirst LNG project,
Snoehvit (1 train, 4.2 mintpy),
isexpected to be operational at
theend of 2006. Sonehvit, with
alarge sponsor group (Statail,
Total, Petoro, Gaz de France,
Norsk Hydro, Amerada Hess,
RWE and Svenska Petroleum)
and substantial estimated costs
(about US$6 hillion) isexpected
to serve the French, Spanish,
and USLNG markets.

The above-listed sampling of
prospective LNG projects
reflects severd of the new

traits characterising the LNG
project landscape, namely larger
scale, anincreasing US sales
destination element,

and adecidedly emerging
marketsflavour.

Thesefactors, combined with an
increasingly urgent appreciation
for USLNG imports, could
increasetheincentivesfor LNG
project development, resulting
inmore opportunitiesfor LNG
advisorsand lenders.

John Hehir, Taylor DeJongh
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