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The conventional wisdom said that the U.S.
would soon become a big importer of natural
gas. The conventional wisdom biew it.

By Russell Gold

N THE suMMER of 2003,
former Federal Reserve
Chairman Alan
Greenspan appeared be-
—time. TOTE @ COngressional com-
mittee to share his thoughts
about the U.S. natural-gas mar-
ket. It might have been better for
the industry, and some inves-
tors, had he kept those views to
himself.

Recent price spikes, Mr.
Greenspan said, were the result
ofincreased demand chasing lim-
ited U.S. supplies. Natural gas
heats about half of U.S. homes
and generates 20% of the na-
tion’s electricity.

To stabilize the market, Mr.
Greenspan said, the U.S. needed
to become a major importer of
liquefied natural gas, or LNG.
Moreover, he added, “Access to
world natural-gas supplies will
require a major expansion of
LNG terminal import capacity.”
New facilities would have to be
built in'the U.S. to handle the ex-
pected surge in imports.

Mz, Greenspan and the indus-
try experts who shared this view—
and there were many—couldn’t
have been more wrong. But

‘within a year of his testimony,

there were plans for 40 new or
expanded LNG terminals under
consideration in North America,
according to a tally by the Fed-
eral Energy Regulatory Commis-
sion. By March 2005, the list had
grown to 55,

Today only six have been
built, and most of those sit idle.
Weeks pass hetween visits from

o TN Bonw
a tanker full of frosty LNG. Even

before the economic slowdown,
it was clear the nation had am-
ple natural-gas supplies. Large-
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scale imports simply weren’t
needed. And new reports sug-
gest the U.S. won’t need to turn
into a massive importer of natu-
ral gas anytime soon.

How did the conventional wis-
dom get it so wrong?
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Forecasts can swing abruptly
when it comes to figuring out
where natural gas is needed and
how much. Expectations of fu-
ture supply can change quickly,
too. Asthis market grows and ad-
justs, once-lauded business
plans can quickly be swept
aside,

“There is still a lot of un-
charted territory,” says Bob Fryk-
lund, vice president of industry
relations at energy consulting
firm THS Inc. in Houston. “Peo-
ple are still trying to understand
how this market works.”

A few years ago, most people
looked at 1.8, natural-gas pro-
duction and saw it entering a
slow, terminal decline. But in

fact, the opposite has happened.
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encouraved a horde of compa-
nies to develop “unconven-
tional” gas fields such as the Rar-

nett and Haynesville shales, lo-

cated, respectively, in north’

Texas and along the Texas-Loui-
siana border. These shale wells,
once thought to be too costly
and difficult to exploit, suc-
ceeded beyond everyone’s expec-
tations.

“We went through a period of
highpricesthat allowed ahigher-

. priced supply to mature enough

that costs have come down,”
says Jen Snyder, head of North
American natural-gas research
for Edinburgh-based consultant
Wood Mackenzie,

The unconventional wells
are producing more gas with
each passing season—and be-
coming less expensive to drill.
Recently drilled wells in the
Haynesville shale are starting
off at 24 million cubic feet a day
and are profitable even withnat-
ural-gas prices as low as $4 per
million British thermal units,
“Huge,” was the succinet ap-
praisal of the Haynesville shale
recently by a BMO Capital Mar-
kets energy analyst.

This surge of new gas has low-
ered domestic prices and re-

duced the need for imports.
Please turn to page R7
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Cheniere’s Play

One of these is Houston-
based Cheniere EnergyInc. Che-
niere Chairman and Chief Execu-
tive Charif Soukiwas anearly be-
liever in the future of import ter-
minals. He decided back in 2000
to pursue an aggressive LNG
strategy, sec

ng land and per-
mits and building terminals. The
plan was to build the entryway
for imported gas and charge a
fee to anyone who wanted in.

In 2004 and 2005, Cheniere
made presentations to Wall
Street analysts about how it
wouldbuilda sﬁvmc of LNG termi-
nals. Ttheld options onland to de-
velop terminals from Alabama all
the way down to Brownsville,
Texas, on the Mexican border. In
some presentations, it used amap
that seemed to suggest its termi-
nals would dominate the western
half of the Gulf of Mexico.

Investors responded posi-
tively to that vision and pushed
Cheniere shares, which during
2004 had traded for around $10,
to a high of about $44 in 2008.

But Cheniere was preparing
for an incoming wave of im-
ported LNG that hasn’t arrived.
It built the Sabine Pass facility,
on the waterway straddling the

"exas-Louisiana border, large
nough to accommodate one
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]G tanker aweek. Only three ar-
rived from the time the facility
op enﬂﬂ last April to the end of
2008, Cheniere’s plans to huild

another LNG terminal in Corpus
Chnstl Texas, meanwhile, are
dormant, as are plans for atermi-
nal in Cameron Parish, La.

The company’s miscalcula-
tion has hammered the stock. Its
shares are trading for less than
$5, and the company has strug-
gled with liguidity. Last Aym, it
laid off more than half of its 360
employees in an effort to
serve cach

mderestimated price vola-
tﬂ v.’ says Mr. Sould, who adds
that he never e¥pected natural-
gas prices o rise as quic d r as
they did from early 2002 to
mid-2005-~the surge that made
it profitable for other companies
to tap into domestic supplies
such as the Barnett and Haynes-
ville shales.
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is flow of LNG does
rive, it will come none too soon

Cheniere, which hasn’t
nied an annual profit since it
first issued stock to the public
in 1998, It still owns half of the
capacity at Sabine Pass, and un- -
used terminal space doesn’t gen-
erate revenue. In February
2008, the conipany needed to
borrow to pay off debts and
maintain liquidity.

“Ttwas amiserable time to be
raising money and a miserable
time to be in the LNG business,”
says Mr. Souki. Accustomed tc
raising. capital
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for borrowing
casts of 7% to 8%, it settied for a
$250 million cony
deal in August for which it must
pay 12% interest.

The $250 million is enoughto
keep Cheniere afloat for another
three years, according to the
company. By then, Mr. Souki
says he expects to have sold half
again of the capacity Cheniere

has held onto at Sabine Pass
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