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Financing LNG projects in changing  
market conditions

The huge escalation in liquefaction plant capital costs over the last few years has 
brought with it the need to raise ever-increasing levels of finance. While giant 
corporations such as the oil supermajors can fund such projects off their balance 
sheets, many LNG project participants cannot, and project finance is the natural 
alternative, with more than half of the liquefaction projects launched since 2005 
having raised funds by this route. Despite the massive sums of money involved and 
the tremors that have shaken the banking sector worldwide, these enormous projects 
are successfully raising the needed finance. 

INPEX and Total’s Ichthys LNG project in Australia, for example, is not only the most expensive 
LNG project in history at $34 billion, but the project finance being raised, estimated at $20 
billion, will be the world’s largest project finance loan. Despite the huge sums involved, 
the project sponsors are currently in the process of successfully securing the required debt, 
which is expected to come from Japan Bank for International Cooperation (JBIC), Australia’s 
Export Finance & Insurance Corp, France’s Coface, Export-Import Bank of Korea, K-Sure and 
Nippon Export & Investment Insurance. 

The Ichthys case shows that very large sums indeed can still be raised through conventional 
project finance for LNG schemes. But the last few years has also seen some new financing 
strategies employed by project sponsors. Cheniere Energy, for example, which recently 
closed the financing for its Sabine Pass LNG project, has adopted a novel approach, involving  
private equity investment from Blackstone in the project in addition to more conventional 
project finance debt. And lenders have also shown a willingness to support technically 
innovative projects provided that the financing structure allocates risks in an acceptable 
way. The APLNG project in Australia, for example, has recently closed the financing on its 
coal seam gas-based project based on a structure which seems to insulate the banks from 
the upstream risk of the coal seam gas project by only project financing the downstream 
facilities, including the LNG plant. LNG Business Review looks at these projects along with 
some other current financing examples and examines the different financing strategies 
which have been employed, and the continued appetite among lenders to support LNG 
projects.

Cheniere’s Sabine Pass

Cheniere Energy took FID in August on the first two trains of its four train 18 mtpa Sabine 
Pass LNG project in Louisiana, based on conversion of the existing regasification plant into an 
export facility. Financing this project presented some major challenges. But Cheniere, a tiny 
company compared to the supermajors who are normally the sponsors of the LNG projects, 
and which appeared to be on the brink of bankruptcy not very long ago, has been able to 
raise an estimated $5.6 billion for the Sabine Pass project – funded with approximately $2 
billion of equity and around $3.6 billion of debt. The $3.6 billion bank credit facility will be 
held by a syndicate of 11 joint lead arranger banks and ten additional banks and financial 
institutions. Some $1.5 billion of the $2 billion in equity came from Blackstone, a group of 
private equity and asset management firms. Another $0.5 billion came from Singapore’s 
Temasek and Hong Kong’s RRJ Capital.
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The overall risks associated with US LNG exports are not inconsiderable, as a rise in US 
gas prices – albeit looking unlikely based on current price levels – would undermine the 
economics of the whole scheme. But in signing long-term SPAs with BG Group and Spain’s 
Gas Natural for 7 mtpa out of the 9 mtpa capacity, Cheniere has put all this risk on the 
buyers. And indeed, even if the trade becomes uneconomic and the buyers decide not 
to lift their entitlement they will still be liable for a fixed charge which (presumably) is 
enough to cover the capital charges. This reduces the risk from Cheniere’s point of view to 
counterparty risk and, given the quality of the buyers this was clearly a risk that Blackstone 
and the banks were prepared to accept.

Cheniere also had to convince its backers that it can actually implement the project, running 
against the conventional wisdom that LNG is a “big boys’ game”. Essentially this boiled 
down to putting trust in Bechtel, the EPC contractor, to deliver a working project on schedule 
and budget, with the contractor assuming the risks inherent in a lump-sum turnkey project. 
Given the experience of Bechtel and the relatively predictable construction environment of 
the US Gulf Coast, this was a risk which seems to have been acceptable.

Australia Pacific LNG

There are three coal seam gas-to-LNG projects under construction on Curtis Island in 
Queensland, Australia: APLNG, QCLNG and GLNG. But despite the similarity of the projects 
each has adopted a different approach to finance, providing a fascinating case study in the 
factors which determine the financing route for an LNG scheme.

Australia Pacific LNG project (APLNG), with sponsors Origin, ConocoPhillips and Sinopec secured 
$8.5 billion in project finance in May for the development of the 9 mtpa two train coal-seam 
gas (CSG)-to-LNG project. Although ConocoPhillips and Sinopec could no doubt have funded 
their equity share, the same was not true of Origin Energy, providing an impetus to seek 
project finance. The issue was whether a project based on CSG could be project financed as it 
uses technology that has not been used before as a feed to LNG production.

The results were positive, and the finance closed in September. The funds were secured 
from the Export-Import Bank of the United States (US ExIm), the Export-Import Bank of 
China (China ExIm) and a syndicate of Australian and international commercial banks.

US ExIm, provided $2.95 billion of financing, its second largest project finance loan in its 
history. Karl Kendall, from the engineering and environment division at US ExIm told LNG 
Business Review: “Though this is a first CSG-to-LNG project, CSG itself is a normal source of 
gas particularly in the US. It’s not an insignificant contributor to US gas reserves so in getting 
past the initial review process, we got comfortable that we are looking at a gas resource 
which ultimately we cannot view as that exotic if developed properly.”

A key to securing finance was to insulate the lenders from the upstream risk by 
keeping this separate from the development of the LNG facility and only financing the 
downstream parts of the project, principally the liquefaction facilities on Curtis Island 
near Gladstone in Queensland.

A lawyer with intimate knowledge of project finance told LNG Business Review: “It was a 
very serious diligence issue for the lenders to get comfortable that there would indeed be 

LNG Project Finance 
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sufficient coal seam gas to make the financing work but they got over it. I think it’s pretty 
safe to say that the lenders to the APLNG felt comfortable with the coal seam gas.”

The sponsors themselves will fund the upstream development of the project.

But the novelty of CSG-based LNG was by no means the only risk factor that the APLNG 
lenders had to get comfortable with. The sale of 7.6 mtpa of the plant’s 9 mtpa capacity to a 
single buyer – Sinopec – was also something the lenders had to get comfortable with. David 
Drury, Managing Consultant with Gas Strategies, which advised the APLNG lenders on market 
issues told LNG Business Review: “The sale to Sinopec raised several market issues which the 
lenders had to consider. It is one of the largest single LNG sales transactions ever, Sinopec is 
a relatively inexperienced LNG buyer – in fact it has yet to import a single cargo – and LNG 
faces real competition from other gas sources in China. Giving the lenders adequate comfort 
on these factors required some careful analysis, but ultimately the quality of the buyer and 
the demonstrated appetite of China for increasing levels of LNG imports were decisive.”

Queensland Curtis LNG

BG Group’s 100%-owned QCLNG, with the plant located alongside the APLNG facility, 
adopted a different funding approach. For the majors it is significantly cheaper to raise 
corporate debt on the strength of their balance sheet. So in general, they will only seek 
project finance if their partners do not have enough debt raising capacity and need project 
finance. Given its sole ownership of the project, BG decided to fund the two-train 8.4 mtpa 
facility from its balance sheet. In May, the company revised the total bill for the project 
upward to $20.4 billion – $5.4 billion more than the original estimate of $15 billion. 

In March, BG Group put 20% of its stake in the LNG project up for sale, but there has been 
no sign of a deal been done. 

Gladstone LNG

As for the Santos-operated 7.8 mtpa Gladstone LNG project – the third CSG project on Curtis 
Island – Santos and Petronas had originally funded the project out of their own equity but 
have gradually reduced their equity project to fund the cost of development. 

Santos, previously a 60% shareholder in the project with Petronas holding the remaining 
40%, sold off half its equity interest to raise the funds needed to proceed. Santos now has 
a 30% stake in the project, France’s Total has 27.5%, Malaysia’s Petronas has 27.5%, and 
Korea’s KOGAS the other 15%.

The sponsors in June revised upwards the cost of the project to $18.5 billion.

In December last year Santos obtained $1.2 billion in debt facilities backed by three government 
export credit agencies. Santos said the new ECA facilities provide the company with additional 
liquidity with flexible drawdown dates during the construction period of the GLNG project. In 
this case Santos seems to be strengthening its ability to fund its equity share of the project 
by borrowing against the security of project cash flows. This is a different approach from the 
APLNG scheme, where the downstream LNG project itself is the borrower.

LNG Project Finance 
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Santos Chief Financial Officer Andrew Seaton said the ECA facilities were part of Santos’ 
funding strategy and demonstrates the company’s ability to source capital from a diverse 
range of sources on attractive terms.

Different market conditions

The three different approaches adopted for the three parallel projects in Queensland 
illustrate the diversity of financial strategies that is possible in funding LNG schemes. In 
general if other factors are favourable for an LNG scheme to reach FID, projects have been 
able to secure finance, illustrating the attractiveness of well-founded LNG projects to the 
financial community.

The lawyer speaking to LNG Business Review said there are several reasons for 
the continued interest: “1. the stability of the cash flow from LNG projects, 2. The 
importance of the LNG to the buyers and 3. The lack of any default in recent times on any  
 LNG financing.”

“Therefore from a risk standpoint, lenders know that when they lend to any LNG project 
they have always been repaid. Also the buyers of LNG are all credit worthy entities “…
which lowers the financing risks further…”from a lenders standpoint,” he added.

But the nature of the lenders to LNG projects has changed over the last few years, with 
the commercial banks becoming less important as leaders of such deals and the national 
Export-Import Banks, otherwise known as ECAs (Export Credit Agencies) taking a much 
more central role.

What are the ECAs getting out of this?

ECAS lend to LNG projects because they know they will get procurement of goods and 
services from their country. US ExIm, for example will make a loan to an LNG project not 
only because of the quality of the project but most importantly because its financing 
will stimulate the procurement of eligible goods and services from the US. “It’s tying its 
financing to the procurement of goods and services, the more procurement of goods and 
services from the US the more its willing to lend,” the lawyer said.

And, as illustrated in the APLNG example, with the increase of the capital cost and with the 
decline in participation for long-term transactions by the commercial banks, the ECAs are 
participating to a larger extent in these transactions. 

APLNG probably could not have raised $8.5 billion in the commerical bank market for its 
financing, and it needed the involvement of US and China ExIm banks.

“We provided about $3 billion in financing together with China ExIm Bank and really it isn’t 
that we go and seek LNG projects. ExIm bank is sought by a lot of borrowers and exporters 
depending on what their financing plans are,” Hala, El Mondes vice president of structured 
finance division at US ExIm told LNG Business Review. “We are an ECA and we are driven by 
the procurement in a transaction and the procurement was large.”

LNG Project Finance 
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Reasons for continued funding

The examples of Sabine Pass and the three Queensland project show the variety of funding 
routes that LNG projects can pursue. In the past still others have been used – Qatar’s 
RasGas, for example, used the bond market to finance part of the costs of its Trains 3 to 7 
construction, raising some $2.3 billion in this way in 2009. 

The financing routes chosen in any particular case will depend on the particular project 
structures, capabilities and ambitions of the partners and the local environment. And new 
projects are likely to bring new challenges. 

A sizeable tranche of further US LNG export schemes seems poised to move forward if 
the regulatory green light is given. These projects will face some of the same issues to 
those posed by the Sabine Pass financing, but each will have their own particular issues, 
and together will face questions of competition, potential for over-investment and effect 
on US domestic market prices. Projects in East Africa face issues of immature regulatory 
environment and lack of track record in major infrastructure finance. Projects in Russia will 
face a range of issues, primarily related to location. Further innovation in managing and 
allocating the risks that these issues throw up will be necessary to finance these projects. 
Based on past experience the industry is likely to be able to come up with solutions if the 
projects have a sound market and cost basis.  LBR
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