
The number of prospective LNG ter-
minal projects in North America
has exceeded by a great margin the

actual needs of the market.
It has become more than clear that of

the sixty-odd approved, proposed and
potential terminal projects tracked by the
FERC, only some will see their way
through to construction and eventual
commissioning.

Soon the number of prospective projects
is going to stop growing and start decreas-
ing and the commercial window of oppor-
tunity for 2010-2012 will begin to close.

This trend can already be seen in the
recently announced decision by Cono-
coPhillips to withdraw its application for
its Compass Point terminal off the coast of
Alabama and in Anadarko's decision to
"mothball" its partially constructed Bear
Head facility in eastern Canada. 

The LNG regasification market in North
America has reached a turning point.

The outcome of the LNG terminal race
is of particular interest to companies such
as European and Japanese utilities and

trading companies that have LNG supply,
either through equity stakes or offtake
contracts, and have a growing interest in
accessing the North American market.

The strategic reasons for interest in the
US market are varied.  Some firms see val-
ue in establishing an integrated LNG
chain.  Some seek to take advantage of
arbitrage opportunities between European
and American markets.

Some more conservative companies
may even seek access as a means of estab-
lishing an outlet for excess LNG supply in
the case that demand in their primary
market falters.

Many of these firms also have no desire
to develop their own terminal in North
America.

The lead times are too long, the risks
are too great and they may not have much
relevant experience in the region.

Instead they want to participate in an
existing development, either through an
equity stake, a capacity agreement or both.

However, given the high level of activ-
ity and the surplus number of prospective

projects, these firms must judge their
potential partners very carefully in order
to avoid committing to one of the many
projects that may not complete develop-
ment or construction.

At the same time these firms bring
resources, such as LNG supply or equity
financing, that add value and can help
move a project from prospect to reality.

Developer profiles
The following analysis of some of the
issues in the market that need to be con-
sidered will help point the way forward
for a company seeking to join a project
that will end up in the winner's circle.

Different types of developers have dif-
ferent needs for their projects, and thus the
level of difficulty interested parties face
getting into a project depends on the type
of developer heading up the given venture.

For the purposes of this analysis, we
have divided the current universe of
North American developers into three
groups: large firms with equity LNG sup-
ply, large firms without equity stakes in
liquefaction and independent developers.

As the graphic above shows, no one
group has an overwhelming majority,
although independent developers are the
most numerous.

In general, terminals need to achieve
three major objectives - regulatory/com-
munity approval, LNG supply, and
financing - in order to have a strong
chance of getting built.

Large firms with equity LNG (this cate-
gory consists mostly of oil majors) do not
normally have much difficulty obtaining
either supply or financing.

Their large balance sheets enable easy
access to financing and these companies
normally plan to bring their own LNG to
their terminals.

The biggest hurdles for this group seem
to be in the approval process.  Anecdotal
evidence suggests that local communities

are often more suspicious of large corpo-
rations than they are of smaller developers
and this is an advantage that many inde-
pendents have sought to exploit.

Despite this issue, the reality for third
parties seeking entry into a project is that
most of the sponsors in this group prefer
to go it alone.

Because the sponsors already have suf-
ficient cash, their own LNG supply and
project development expertise, it is rare
that a third party can offer anything that
adds a great deal of value and thus any
participation, if available at all, will prob-
ably come at a high premium.  

Continuing this analysis, it is apparent
that large firms without LNG supply may
offer an opening to third parties that can
bring LNG to the table.

However, it is not clear that this oppor-
tunity is always available because some of
the firms in this group, Anadarko is an
example, are not content to sell capacity at
their terminal and earn the tolling fee.

Instead they may pursue a more inte-
grated strategy and seek equity in a lique-
faction project that can then be linked to
their regasification facility.

These companies may prefer to hold
their terminal projects empty as an option
on future liquefaction opportunities rather
than sell capacity to third parties and com-
promise long-term flexibility and value.

Independent players
The projects that are most open to third-
party participation, indeed are designed
for third-party participation, are those
sponsored by independent developers.

Most of these projects follow a tolling
structure and thus need long-term Termi-
nal Use Agreements (TUAs) to underwrite
the financing of their terminals.

The poster child for this model is Che-
niere's Sabine Pass facility.  Through its
TUA with Total, Cheniere was able to exe-
cute a public listing and secure the cash
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Trend emerges for North American terminals race

� The number of prospective projects is going to stop growing and the commercial window of opportunity 
for 2010-2012 will begin to close

� Competition brings together large firms with equity LNG supply, large firms without equity stakes
in liquefaction and independent developers
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There is no overwhelming majority among North America's LNG developers
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supply, their financial muscle closes some
of the equity opportunity available in a
given project.

However, their presence may also sig-
nal an increased probability of success for
the project and less risk.

Third parties seeking terminal capacity
with a smaller equity stake may find this
type of project attractive.  Although an

equity investor with LNG supply is
afforded greater leverage, and thus can
come in to the deal at a later stage, the cor-
responding increase in the cost of equity
may severely cut into the returns on
investment.

Finishing the project
Once a company has become a participant

in a terminal project there remains much
work to be done. 

In particular, a growing issue on which
the management team must focus is the
engineering, procurement and construc-
tion (EPC) contracting strategy.

A global boom in infrastructure proj-
ects has given most major EPC contractors
more work than they can handle.  As a

result of their ability to pick and choose
projects, these contractors are less willing
to take on significant construction risk and
may push to lower the performance and
delay liquidated damage caps.

This in turn makes lenders wary of pro-
viding debt to a project that does not have
sufficient risk coverage through the con-
struction period. 

Sponsors can increase
lender comfort with the lim-
ited coverage contractors are
willing to provide by choos-
ing a proven EPC firm with
experience building LNG
terminals and by being pre-
pared to increase the contin-
gency portion of the financ-
ing structure.

The last step to success-
ful terminal development is
the raising of project debt.
If the development has been
true, then the project's com-
mercial structure is such
that the bank's main expo-
sure is the credit risk of the
counterparties to the termi-
nal's TUAs.

If the counterparties pos-
sess an investment-grade
credit rating, then this risk is
one that banks are more than
willing to take and a compet-
itive project financing can
ensue with significant lever-
age ratios available to the
project.

This is the stage, however,
when wrong moves made
during the development
process can return to haunt
the project's sponsors.

The time that is wasted in
renegotiating commercial
agreements to fit the banks'
criteria may open the door to
the project's competitors and
end the venture's chances of
being constructed.

Conclusion
The market has already
begun to pick the winners
and losers of the North
American LNG terminal
race. 

Industry players seeking a
North American link in their
LNG strategy are not too
late, however. 

In fact, many of these
firms will prove to be an
important part in the mar-
ket's decision as to which ter-
minals get built.  Unfortu-
nately, some of these firms
may also end up on the
wrong side of that decision.

The keys to choosing
wisely will be careful assess-
ment the universe of
prospective terminals, an
understanding of how to
select the project with the
commercial structure that
best fits the firm's risk pro-
file, and having the ability to
finalize the project once a
position is taken.                 �
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