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CAUTIONARY STATEMENT

REGARDING FORWARD-LOOKING STATEMENTS

This annual report contains certain statements that are, or may be deemed to be, forward-looking statements within the meaning of Section 27A
of the Securities Act of 1933, as amended, or the Securities Act, and Section 21E of the Securities Exchange Act of 1934, as amended, or the
Exchange Act. All statements, other than statements of historical facts, included herein or incorporated herein by reference are forward-looking
statements. Included among forward-looking statements are, among other things:

statements relating to the construction and operation of each of our proposed liquefied natural gas ( LNG ) receiving terminals or our
proposed natural gas pipelines, or expansions or extensions thereof, including statements concerning the completion or expansion
thereof by certain dates or at all, the costs related thereto and certain characteristics, including amounts of regasification and storage
capacity, the number of storage tanks and docks, pipeline deliverability and the number of pipeline interconnections, if any;

statements that we expect to receive an order from the Federal Energy Regulatory Commission ( FERC ) authorizing us to
construct and operate proposed LNG receiving terminals or proposed pipelines by certain dates, or at all;

statements regarding future levels of domestic natural gas production, supply or consumption; future levels of LNG imports into North
America; sales of natural gas in North America; and the transportation, other infrastructure or prices related to natural gas, LNG or
other energy sources or hydrocarbon products;

statements regarding any financing transactions or arrangements, or ability to enter into such transactions, whether on the part of
Cheniere or at the project level;

statements regarding any terminal use agreement ( TUA ) or other commercial arrangements presently contracted, optioned, marketed
or potential arrangements to be performed substantially in the future, including any cash distributions and revenues anticipated to be
received and the anticipated timing thereof, and statements regarding the amounts of total LNG regasification capacity that are, or may
become, subject to TUAS or other contracts;

statements regarding counterparties to our TUAs, construction contracts and other contracts;

statements regarding any business strategy, any business plans or any other plans, forecasts, projections or objectives, including
potential revenues and capital expenditures, any or all of which are subject to change;

statements regarding legislative, governmental, regulatory, administrative or other public body actions, requirements, permits,
investigations, proceedings or decisions;

statements regarding our anticipated LNG and natural gas marketing activities; and

any other statements that relate to non-historical or future information.
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These forward-looking statements are often identified by the use of terms and phrases such as achieve, anticipate, believe, estimate, expect,
potential,  forecast, plan, project, propose, strategy and similar terms and phrases. Although we believe that the expectations reflected in tl

forward-looking statements are reasonable, they do involve assumptions, risks and uncertainties, and these expectations may prove to be

incorrect. You should not place undue reliance on these forward-looking statements, which speak only as of the date of this annual report.

Our actual results could differ materially from those anticipated in these forward-looking statements as a result of a variety of factors, including
those discussed in  Risk Factors. All forward-looking statements attributable to us or persons acting on our behalf are expressly qualified in their
entirety by these risk factors. These forward-looking statements are made as of the date of this annual report.
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DEFINITIONS

In this annual report, unless the context otherwise requires:

Bbl means 42 US gallons of oil or condensate;

Bcf means billion cubic feet;

Bcf7d means billion cubic feet per day;

EPC means engineering, procurement and construction;

EPCM means engineering, procurement, construction and management;

1PA means indexed purchase agreement;

LNG means liquefied natural gas;

Mcf means thousand cubic feet;

Mcfe means Mcf equivalents with barrels of oil or condensate converted to Mcf at 1 barrel = 6 Mcf;

MMcf/d means million cubic feet per day;

MMBtu means million British thermal units; and

TUA means terminal use agreement.

PART I

ITEMS 1. AND 2. BUSINESS AND PROPERTIES
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General

Cheniere Energy, Inc., a Delaware corporation, is a Houston-based company engaged, through its subsidiaries, in the energy business generally.

As used in this annual report, the terms Cheniere , we , us and our refer to Cheniere Energy, Inc. and its subsidiaries, including our publicly trad
subsidiary partnership, Cheniere Energy Partners, L.P. ( Cheniere Partners ). We are currently engaged primarily in the business of developing

and constructing, and then owning and operating, a network of three onshore LNG receiving terminals and natural gas pipelines, and we are also
developing a business to market LNG and natural gas, primarily through our wholly-owned subsidiary, Cheniere Marketing, Inc. ( Cheniere

Marketing ). To a limited extent, we continue to be engaged in oil and natural gas exploration and development activities in the Gulf of Mexico.

Our common stock has been publicly traded since July 3, 1996 and is currently traded on the American Stock Exchange under the symbol LNG .
Our principal executive offices are located at 700 Milam Street, Suite 800, Houston, Texas 77002, and our telephone number is (713) 375-5000.
Our internet address is http://www.cheniere.com. We provide public access to our annual reports on Form 10-K, quarterly reports on Form 10-Q,
current reports on Form 8-K, and amendments to these reports as soon as reasonably practicable after we electronically file those materials with,
or furnish those materials to, the Securities and Exchange Commission ( SEC ) under the Exchange Act. These reports may be accessed free of
charge through our internet website. We make our website content available for informational purposes only. The website should not be relied
upon for investment purposes, nor is it incorporated by reference into this Form 10-K.

Cheniere Energy Partners

In March and April 2007, we and Cheniere Partners completed a public offering of 15,525,000 Cheniere Partners common units. Cheniere
Partners received $98.4 million of net proceeds, after deducting the underwriting discount and structuring fees, upon issuance of 5,054,164
common units to the public in the
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offering. Cheniere Partners invested the $98.4 million of net proceeds that it received from the offering in U.S. treasury securities to fund a
distribution reserve. As part of the offering, we, as a selling unitholder, received $203.9 million of net proceeds in connection with the sale of
10,470,836 of our Cheniere Partners common units to the public. In connection with the offering and in exchange for Cheniere Partners common
and subordinated units, we contributed the equity interests in the entity owning the Sabine Pass LNG receiving terminal to Cheniere Partners. As
a result of the offering, our ownership interest in Cheniere Partners is approximately 90.6%.

Business Segments

Our business activities are conducted by four reporting segments for which we provide information in our financial statements for the years
ended December 31, 2007, 2006 and 2005 as required under Statement of Financial Accounting Standards (SFAS) No. 131, Disclosures about
Segments of an Enterprise and Related Information. These four segments are our:

LNG receiving terminal business,

natural gas pipeline business,

LNG and natural gas marketing business, and

oil and gas exploration and development business.

Overview of the LNG Industry

LNG is natural gas that, through a refrigeration process, has been reduced to a liquid state, which represents approximately 1/600th of its
gaseous volume. The liquefaction of natural gas into LNG allows it to be shipped economically from areas of the world where natural gas is
abundant and inexpensive to produce to other areas where natural gas demand and infrastructure exist to justify economically the use of LNG.
LNG is transported using large oceangoing LNG tankers specifically constructed for this purpose. LNG receiving terminals offload LNG from
LNG tankers, store the LNG prior to processing, heat the LNG to return it to a gaseous state and deliver the resulting natural gas into pipelines
for transportation to market.

Our Business Strategy

We are pursuing a business strategy with the following primary components:
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complete the development of our Sabine Pass LNG receiving terminal currently under construction in western Cameron Parish,
Louisiana on the Sabine Pass Channel with an aggregate designed regasification capacity of approximately 4 Bcf/d;

complete the development and construction of our two additional LNG receiving terminals, Corpus Christi LNG and Creole Trail
LNG, upon, among other things, achieving acceptable commercial arrangements, with an aggregate designed regasification capacity of
up to 6 Bef/d;

the development and construction of natural gas pipelines and other infrastructure within North America;

develop an LNG and natural gas marketing business, including: natural gas and LNG trading activities, purchasing LNG on a short-
and long-term basis, LNG shipping, natural gas storage, buying and selling domestic natural gas and entering into swaps, futures and
physical and financial options in support of our trading and marketing activities;

pursue other energy business initiatives, including participating in projects that own or are developing foreign natural gas reserves that
could be converted into LNG and investing in LNG shipping businesses; and

engage in limited oil and gas exploration and development activities generally.

On February 25, 2008, we announced that we are evaluating strategic options to enhance shareholder value, including options to optimize the
value of the Sabine Pass LNG receiving terminal and the regasification capacity at the facility held under a long-term TUA by Cheniere
Marketing.
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LNG Receiving Terminal Business

We began developing our LNG receiving terminal business in 1999 and, since then, have been among the first companies to secure sites and
commence development of new LNG receiving terminals in North America. We have focused our development efforts on the following three
LNG receiving terminal projects: Sabine Pass LNG in western Cameron Parish, Louisiana on the Sabine Pass Channel; Corpus Christi LNG near
Corpus Christi, Texas; and Creole Trail LNG at the mouth of the Calcasieu Channel in central Cameron Parish, Louisiana. Our ownership
interest in the Sabine Pass LNG receiving terminal is held through Cheniere Partners, in which we hold an approximate 90.6% interest. In turn,
Cheniere Partners owns a 100% interest in Sabine Pass LNG, L.P. ( Sabine Pass LNG ), which is currently constructing the Sabine Pass LNG
receiving terminal. We currently own 100% interests in the both the Corpus Christi and Creole Trail LNG receiving terminal projects. In
addition, we own a 30% interest in a fourth LNG receiving terminal project, Freeport LNG, located on Quintana Island near Freeport, Texas.

Sabine Pass LNG Receiving Terminal

Development

We are constructing the Sabine Pass LNG receiving terminal in western Cameron Parish, Louisiana, on the Sabine Pass Channel. In 2003, we
formed Sabine Pass LNG to own, develop and operate the Sabine Pass LNG receiving terminal. We have entered into leases for three tracts of
land consisting of 853 acres in Cameron Parish, Louisiana for the project site. The Sabine Pass LNG receiving terminal was designed, and
permitted by the FERC, with an initial regasification capacity of approximately 2.6 Bcf/d and three LNG storage tanks with an aggregate LNG
storage capacity of approximately 10.1 Bef and two unloading docks capable of handling the largest LNG carriers currently being operated or
built. In June 2006, Sabine Pass LNG received approval from the FERC to increase the regasification capacity of the Sabine Pass LNG receiving
terminal from approximately 2.6 Bcf/d to 4.0 Bef/d (with peak capacity of 4.3 Bef/d) and increase the aggregate LNG storage capacity from
approximately 10.1 Bef to 16.8 Bef by adding up to three additional LNG storage tanks, additional vaporizers and related facilities.

Construction

In March 2005, the FERC issued an order authorizing Sabine Pass LNG to commence construction of the Sabine Pass LNG receiving terminal,
subject to certain ongoing conditions. Sabine Pass LNG expects its EPC contractor, Bechtel Corporation, to complete construction and
commissioning of the first three tanks, approximately 2.6 Bcf/d of regasification capacity, and associated facilities necessary to achieve initial
commercial operations during the second quarter of 2008.

In June 2006, Sabine Pass LNG received authorization from the FERC to commence construction activities for the expansion of the Sabine Pass
LNG receiving terminal, subject to certain ongoing conditions. The first stage of the expansion includes the addition of the fourth and fifth LNG
storage tanks, and additional regasification capacity of approximately 1.4 Bcf/d. Sabine Pass LNG expects to complete the construction and
commissioning of this stage of its expansion during the third quarter of 2009.
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We estimate that the aggregate cost to complete construction of the Sabine Pass LNG receiving terminal will be approximately $1.4 billion,
before financing costs. Our cost estimates are subject to change due to such items as cost overruns, change orders, increased component and
material costs, escalation of labor costs and increased spending to maintain our construction schedule.

Customers

The entire capacity of approximately 4.0 Bcf/d at the Sabine Pass LNG receiving terminal has been contracted under two 20-year, firm
commitment TUAs with third parties, and one with our wholly-owned subsidiary Cheniere Marketing. Each of the customers at the Sabine Pass
LNG receiving terminal must make the
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full contracted amount of capacity reservation fee payments under its TUA whether or not it uses any of its reserved capacity. Provided the
Sabine Pass LNG receiving terminal has achieved commercial operation, which we expect will occur during the second quarter of 2008, capacity
reservation fee TUA payments will be made by the Sabine Pass LNG customers as follows:

Total LNG USA, Inc. ( Total ) has reserved approximately 1.0 Bcf/d of regasification capacity and has agreed to make monthly
capacity payments to Sabine Pass LNG aggregating approximately $125 million per year for 20 years commencing April 1, 2009.
Total, S.A. has guaranteed Total s obligations under its TUA up to $2.5 billion, subject to certain exceptions.

Chevron U.S.A., Inc. ( Chevron ) has reserved approximately 1.0 Bcf/d of regasification capacity and has agreed to make monthly
capacity payments to Sabine Pass LNG aggregating approximately $125 million per year for 20 years commencing not later than
July 1, 2009. Chevron Corporation has guaranteed Chevron s obligations under its TUA up to 80% of the fees payable by Chevron.

Our wholly-owned subsidiary, Cheniere Marketing, has reserved approximately 2.0 Bef/d of regasification capacity, and is entitled to
use any capacity not utilized by Total and Chevron. Cheniere Marketing has agreed to make monthly capacity payments to Sabine
Pass LNG aggregating approximately $250 million per year for at least 19 years commencing January 1, 2009, plus capacity payments
of $5 million per month during an initial commercial operations ramp-up period in 2008. Cheniere has guaranteed Cheniere
Marketing s obligations under its TUA.

Under each of these TUAs, Sabine Pass LNG is also entitled to retain 2% of the LNG delivered for the customer s account, which Sabine Pass
LNG will use primarily as fuel for revaporation and self-generated power at the Sabine Pass LNG receiving terminal.

Each of Total and Chevron has paid us $20 million in nonrefundable advance capacity reservation fees, which will be amortized over a 10-year
period as a reduction of each customer s regasification capacity fees payable under its TUA.

Corpus Christi LNG Receiving Terminal

We are also developing the Corpus Christi LNG receiving terminal near Corpus Christi, Texas. We formed Corpus Christi LNG, L.P. ( Corpus
Christi LNG ) in May 2003 to develop the terminal. The Corpus Christi LNG receiving terminal is located on 612 leased acres and was designed,
and permitted by the FERC, with a regasification capacity of approximately 2.6 Bcf/d, three LNG storage tanks with an aggregate LNG storage
capacity of approximately 10.1 Bef and two unloading docks capable of handling the largest LNG carriers currently being operated or built. In
December 2005, the FERC issued an order authorizing Corpus Christi LNG to commence initial construction of the Corpus Christi LNG
receiving terminal, subject to satisfaction of certain conditions specified by the FERC. In order to accelerate the timing of its development of the
Corpus Christi LNG receiving terminal, Corpus Christi LNG commenced in April 2006 preliminary site work, which has since been completed.
Engineering and design work on the LNG receiving terminal is ongoing. We will contemplate making a final investment decision to complete
construction of the Corpus Christi LNG receiving terminal upon, among other things, achieving acceptable commercial arrangements and
entering into acceptable financing arrangements.

Creole Trail LNG Receiving Terminal
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We are also developing an LNG receiving terminal at the mouth of the Calcasieu Channel in central Cameron Parish, Louisiana. We formed
Creole Trail LNG, L.P. ( Creole Trail LNG ) in December 2004 to develop the terminal. We have options to lease tracts of land comprising 1,750
acres in Cameron Parish, Louisiana for the project site. The Creole Trail LNG receiving terminal was designed, and permitted by the FERC,

with a regasification capacity of 3.3 Bcf/d, four LNG storage tanks with an aggregate LNG storage capacity of 13.5 Bcf and two unloading

docks capable of handling the largest LNG carriers currently being
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operated or built. In June 2006, the FERC authorized Creole Trail LNG to site, construct and operate the Creole Trail LNG receiving terminal.
We will contemplate making a final investment decision to commence construction of the Creole Trail LNG receiving terminal upon, among
other things, achieving acceptable commercial arrangements and entering into acceptable financing arrangements.

Other LNG Receiving Terminal Sites

We continue to evaluate, and may develop, additional sites that we believe may be commercially desirable locations for LNG receiving
terminals.

Other LNG Receiving Terminal Interests Freeport LNG

We own a 30% limited partner interest in Freeport LNG Development, L.P. ( Freeport LNG ), which is constructing an LNG receiving facility on
Quintana Island near Freeport, Texas. The first phase of the project includes regasification capacity of 1.75 Bcf/d, one dock, two LNG storage
tanks with an aggregate LNG storage capacity of 6.7 Bcf, and a 9.4-mile, 42-inch diameter pipeline through which natural gas will be

transported to customer redelivery points at Stratton Ridge, Texas. We currently expect that the first phase of the Freeport LNG receiving

terminal project will commence operations in the second quarter of 2008. The proposed second phase, which has received FERC approval,
includes additional regasification capacity of up to 2.25 Bcf/d, a second dock, and a third LNG storage tank. Freeport LNG is also currently
constructing 7.5 Bef of underground salt cavern storage at Stratton Ridge which is expected to be completed and integrated with the LNG
receiving terminal operations in the first quarter of 2011.

Freeport LNG has entered into TUAs with three customers: The Dow Chemical Company for approximately 500 MMcf/d of regasification
capacity; ConocoPhillips Company for approximately 900 MMcf/d of regasification capacity; and MC Global Gas Corporation, a wholly owned
subsidiary of Mitsubishi Corporation, for approximately 150 MMcf/d of regasification capacity. We believe that Freeport LNG has obtained
sufficient financing to fund the first phase of the project and a portion of the proposed second phase; as a result, we do not anticipate that any
capital calls will be made upon us as a limited partner in Freeport LNG in the foreseeable future.

LNG Receiving Terminal Competition

New supplies to meet North America s natural gas demand could be developed from a combination of the following sources:

existing producing basins in the United States, Canada and Mexico;

frontier basins in Alaska, northern Canada and offshore deepwater;
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areas currently restricted from exploration and development due to public policies, such as areas in the Rocky Mountains and offshore
Atlantic, Pacific and Gulf of Mexico coasts; and

imported LNG.

In addition, demand for energy currently met by natural gas could alternatively be met by other energy forms such as coal, hydroelectric, oil,
wind, solar and nuclear energy. LNG will face competition from each of these energy sources.

We compete with other companies to construct LNG receiving terminals in economically desirable locations. According to the FERC, as of
January 14, 2008, there were six existing LNG receiving terminals in North America, including one offshore facility for receiving natural gas
regasified from LNG onboard
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specialized LNG vessels, and other new LNG receiving terminals or expansions approved or proposed to be constructed. To the extent that we
may desire to sell regasification capacity in our proposed LNG receiving terminals or resell some of our contracted regasification capacity, we
will compete with other proposed third-party LNG receiving terminals or existing terminals having uncommitted capacity.

In addition, in connection with obtaining LNG for commissioning of the Sabine Pass LNG receiving terminal, Sabine Pass LNG must compete
in the world LNG market to purchase and transport cargoes of LNG. Sabine Pass LNG may purchase and transport such cargoes at costs that
may result in losses upon resale of the regasified LNG.

LNG Receiving Terminal Governmental Regulation

Our LNG receiving terminal operations are subject to extensive regulation under federal, state and local statutes, rules, regulations and other
laws. Among other matters, these laws require that we engage in consultations with certain federal and state agencies and that we obtain certain
permits and other authorizations before commencement of construction and operation of LNG receiving terminals. This regulatory burden
increases the cost of constructing and operating the LNG receiving terminals, and failure to comply with such laws could result in substantial
penalties.

FERC

In order to site and construct our proposed LNG receiving terminals, we must receive and are required to maintain authorization from the FERC
under Section 3 of the Natural Gas Act of 1938 ( NGA ). The FERC permitting process includes:

initial public notice and public meetings;

data gathering and analysis at the FERC s request;

issuance of a Draft Environmental Impact Statement by the FERC;

additional public meetings, as warranted;

issuance of a Final Environmental Impact Statement by the FERC; and

the FERC order authorizing construction.
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In addition, orders from the FERC authorizing construction of an LNG receiving terminal are typically subject to specified conditions that must
be satisfied throughout the construction, commissioning and operation of terminals. Those conditions require us to:

appoint third-party environmental inspectors to monitor compliance with the FERC s conditions;

submit any material changes to the design or construction of the facility for FERC approval;

submit an implementation plan for compliance with the FERC-ordered mitigation measures;

submit monthly construction reports and weekly environmental reports detailing construction progress and ongoing compliance
efforts;

file plans regarding the installation, implementation and operation of various safety measures and comply with those plans.

In addition, throughout the life of our LNG receiving terminals, they will be subject to regular reporting requirements to the FERC and the
Department of Transportation regarding the operation and maintenance of the facilities.
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Other Federal Governmental Permits, Approvals and Consultations

In addition to the FERC authorization under Section 3 of the NGA, our construction and operation of LNG receiving terminals are also subject
to additional federal permits, approvals and consultations required by certain other federal agencies, including: Advisory Counsel on Historic
Preservation, U.S. Army Corps of Engineers, U.S. Department of Commerce, National Marine Fisheries Services, U.S. Department of the
Interior, U.S. Fish and Wildlife Service, U.S. Environmental Protection Agency and U.S. Department of Homeland Security.

Our LNG receiving terminals will also be subject to U.S. Department of Transportation siting requirements and regulations of the U.S. Coast
Guard relating to facility security. Moreover, our LNG receiving terminals will also be subject to local and state laws, rules and regulations.

Energy Policy Act of 2005

In 2005, the Energy Policy Act of 2005 ( EPAct ) was signed into law. The EPAct gave the FERC exclusive authority to approve or deny an
application for the siting, construction, expansion or operation of an LNG receiving terminal. The EPAct also amended the NGA to prohibit
market manipulation and the NGA and the Natural Gas Policy Act of 1978 ( NGPA ) to increase civil and criminal penalties for any violations of
the NGA, NGPA and any rules, regulations or orders of the FERC up to $1 million per day per violation. The FERC issued a final rule making it
unlawful for any entity, in connection with the purchase or sale of natural gas or transportation service subject to the FERC s jurisdiction, to
defraud, make an untrue statement or omit a material fact or engage in any practice, act or course of business that operates or would operate as a
fraud.

LNG Receiving Terminal Environmental Regulation

Our LNG receiving terminal operations are subject to various federal, state and local laws and regulations relating to the protection of the
environment. In some cases, these laws and regulations require us to obtain governmental permits and authorizations before we may conduct
certain activities. These environmental laws and regulations may impose substantial penalties for noncompliance and substantial liabilities for
pollution. Many of these laws and regulations restrict or prohibit the types, quantities and concentration of substances that can be released into
the environment and can lead to substantial liabilities for non-compliance or for pollution or releases of hazardous substances, materials or
compounds or otherwise require additional costs or changes in operations that could have a material adverse effect on our business, results of
operations, financial condition and prospects. Failure to comply with these laws and regulations may also result in substantial civil and criminal
fines and penalties. As with the industry generally, our operations will entail risks in these areas, and compliance with these laws and regulations
increases our overall cost of business. While these laws and regulations affect our capital expenditures and earnings, we believe that these laws
and regulations do not affect our competitive position in the industry because our competitors are similarly affected. Environmental laws and
regulations have historically been subject to frequent revision and reinterpretation. Consequently, we are unable to predict the future costs or
other future impacts of environmental regulations on our future operations.

Comprehensive Environmental Response, Compensation and Liability Act (CERCLA)
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CERCLA, also known as the Superfund law, imposes liability, without regard to fault, on certain classes of persons who are considered to be
responsible for the spill or release of a hazardous substance into the environment. Potentially liable persons include the owner or operator of the
site where the release occurred and persons who disposed or arranged for the disposal of hazardous substances at the site. Under CERCLA,
responsible persons may be subject to joint and several liability for:

the costs of cleaning up the hazardous substances that have been released into the environment;

damages to natural resources; and

the costs of certain health studies.
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In addition, it is not uncommon for neighboring landowners and other third parties to file claims for personal injury and property damage
allegedly caused by the release of hazardous substances. Although CERCLA currently excludes petroleum, natural gas, natural gas liquids and
LNG from its definition of hazardous substances, this exemption may be limited or modified by the U.S. Congress in the future.

Clean Air Act (CAA)

Our LNG receiving terminal operations are subject to the federal CAA and comparable state and local laws. We may be required to incur certain
capital expenditures over the next several years for air pollution control equipment in connection with maintaining or obtaining permits and
approvals addressing other air emission-related issues. We do not believe, however, that our operations will be materially adversely affected by
any such requirements.

The U.S. Supreme Court has ruled that the Environmental Protection Agency ( EPA ) has authority under existing legislation to regulate carbon
dioxide and other heat-trapping gases in mobile source emissions. In addition, Congress is currently considering proposed legislation directed at
reducing greenhouse gas emissions. It is not possible at this time to predict how future regulations or legislation may address greenhouse gas
emissions and impact our business. However, future regulations and laws could result in increased compliance costs or additional operating
restrictions, and could have a material adverse effect on our business, financial position, results of operations and cash flows.

Clean Water Act (CWA)

Our LNG receiving terminal operations are also subject to the federal CWA and analogous state and local laws. Pursuant to certain requirements
of the CWA, the EPA has adopted regulations concerning discharges of wastewater and storm water runoff. This program requires covered
facilities to obtain individual permits, participate in a group permit or seek coverage under an EPA general permit.

Resource Conservation and Recovery Act (RCRA)

The federal RCRA and comparable state statutes govern the disposal of hazardous wastes. In the event any hazardous wastes are generated in
connection with our LNG receiving terminal operations, we are subject to regulatory requirements affecting the handling, transportation,
treatment, storage and disposal of such wastes.

Endangered Species Act

Our LNG receiving terminal operations and planned construction activities may also be restricted by requirements under the Endangered Species
Act, which seeks to ensure that human activities do not jeopardize endangered or threatened animal, fish and plant species nor destroy or modify
their critical habitats.
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Natural Gas Pipeline Business

We formed Cheniere Pipeline Company, a wholly-owned subsidiary, to develop natural gas pipelines that will provide access to North American
natural gas markets for customers of our Sabine Pass and proposed Corpus Christi and Creole Trail LNG receiving terminals. We are also
developing other pipeline projects not primarily related to our LNG receiving terminals. Our pipeline systems that are being developed in
conjunction with our LNG receiving terminals will interconnect with multiple interstate pipelines, providing a means of delivering revaporized
natural gas from our LNG receiving terminals to various North American natural gas markets. Our other projects are market focused, seeking to
connect natural gas supplies to growing markets. Our ultimate decisions regarding pipeline connections to our facilities will depend upon future
events, including, in particular, customer preferences and general market demand for natural gas from a particular LNG receiving terminal.
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Creole Trail Pipeline

Development

In October 2007, the FERC approved an application to merge our Sabine Pass Pipeline into our Creole Trail Pipeline, thereby creating an
integrated pipeline system of approximately 150 miles in length. The Creole Trail Pipeline is being constructed in two phases. Phase 1, which is
currently nearing completion of construction, consists of 94 miles of natural gas pipeline connecting with the Sabine Pass LNG receiving
terminal and running easterly along a corridor that will allow for interconnection points with existing interstate and intrastate natural gas
pipelines in southwest Louisiana. Phase 2, once constructed, will consist of approximately 59 miles of natural gas pipeline running from the
terminus of Phase 1 east to a terminus near Rayne, Louisiana.

Construction

Construction of Phase 1 of the Creole Trail Pipeline commenced in the second quarter of 2007, and we anticipate that a portion of Phase 1 will
be available for operations in the first quarter of 2008, with the remaining portion anticipated to be available for operations in the second quarter
of 2008. We will contemplate making a final investment decision to construct Phase 2 of the Creole Trail Pipeline upon, among other things,
achieving acceptable commercial arrangements and entering into acceptable financing arrangements. The total anticipated cost to construct
Phase 1 of the Creole Trail Pipeline is approximately $550 million, before financing costs. Our cost estimates are subject to change due to such
items as cost overruns, change orders, delays in construction, increased component and material costs and escalation of labor costs.

Customers

We offered our Creole Trail Pipeline capacity to potential customers through a formal open season process, and awarded Cheniere Marketing all
of the capacity in the Creole Trail Pipeline. Cheniere Marketing has entered into a firm transportation agreement for transportation at a
negotiated rate for the transport and sale of revaporized natural gas that it derives from its own imported LNG or LNG that it purchases from
other importers for sale into North American markets. See ~ LNG and Natural Gas Marketing Business below. Cheniere Marketing s capacity
rights and obligations under the transportation precedent agreements may be assigned to unaffiliated customers with whom we enter into TUAs
for our LNG receiving terminals capacity and who may also desire to enter into agreements for the transportation of revaporized gas on the
Creole Trail Pipeline. Furthermore, we expect that other unaffiliated third-party shippers of domestic natural gas may desire transportation
services in the Creole Trail Pipeline on at least an interruptible basis.

Corpus Christi Pipeline

We formed Cheniere Corpus Christi Pipeline, L.P., a wholly-owned subsidiary of Cheniere, to develop a 24-mile, 48-inch interstate natural gas
pipeline that is designed to transport 2.6 Bcf/d of regasified LNG, from the Corpus Christi LNG receiving terminal northwesterly along a
corridor that will allow for interconnection points with various interstate and intrastate natural gas transmission pipelines. The FERC issued an
order in April 2005 authorizing us to construct, own and operate the Corpus Christi Pipeline, subject to specified conditions that must be
satisfied. We will contemplate making an investment decision to commence construction of the Corpus Christi Pipeline upon, among other
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things, achieving acceptable commercial arrangements and entering into acceptable financing arrangements to build the Corpus Christi LNG
receiving terminal.

Other Pipelines

We continue to evaluate, and may develop, additional pipelines that we believe may be commercially desirable based on customer preferences
and general market demand for natural gas. Currently, we are evaluating the following pipeline projects.

Cheniere Southern Trail Pipeline

Cheniere Partners conducted a non-binding open season to gauge interest from prospective shippers in the proposed Cheniere Southern Trail
Pipeline. Negotiations with open season respondents are ongoing. As currently
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contemplated, the Cheniere Southern Trail Pipeline would involve the construction of approximately 350 miles of up to 42-inch diameter
pipeline that is currently estimated to cost approximately $1.5 billion, before financing costs. We will contemplate making a final investment
decision to commence construction of the Cheniere Southern Trail Pipeline upon, among other things, entering into acceptable commercial
arrangements, receiving FERC authorization to construct and operate the pipeline and obtaining adequate financing to construct the Cheniere
Southern Trail Pipeline.

Frontera Pipeline

In September 2007, we entered into an equity purchase agreement with Tidelands Oil & Gas Corporation and acquired an 80% interest in
Frontera Pipeline, LLC, an entity which owns 100% of Sonora Pipeline and Terranova Energia, and which together are developing the Burgos
Hub Project. The Burgos Hub Project is a proposed integrated pipeline project traversing the United States and Mexico border and the potential
construction of a related underground natural gas storage facility in Mexico. The aggregate cost to construct the project is currently estimated to
be approximately $700 million to $800 million, before financing costs. Our cost estimate is subject to change due to such items as cost overruns,
change orders, delays in construction, increased component and material costs, escalation of labor costs and increased spending to maintain our
construction schedule. We will contemplate making a final investment decision in the Burgos Hub Project upon, among other things, receiving
all required authorizations to construct and operate the pipeline and storage facility, arranging appropriate financing and entering into acceptable
commercial arrangements for the pipeline and storage facility.

Natural Gas Pipeline Competition

Our proposed pipelines will compete with intrastate and other interstate pipelines throughout our service territory. The principal elements of
competition among pipelines are rates, terms of service, access to supply and flexibility and reliability of service. In addition, the FERC s
continuing efforts to increase competition in the natural gas industry are increasing the natural gas transportation options of a pipeline s
traditional customers.

Our pipelines will face competition from other intrastate and/or interstate pipelines that connect with our LNG receiving terminals. In particular,
our Creole Trail Pipeline will compete with the proposed Kinder Morgan Louisiana Pipeline owned by Kinder Morgan Energy Partners, L.P.

( Kinder Morgan ). Kinder Morgan has announced that it is building a 3.2 Bcf/d take-away pipeline system from the Sabine Pass LNG receiving
terminal. Total and Chevron have both announced agreements with Kinder Morgan securing 100% of the initial capacity on the Kinder Morgan
Louisiana Pipeline for 20 years.

Natural Gas Pipeline Governmental Regulation

Interstate Natural Gas Pipelines

Under the NGA, the FERC is granted authority to set just and reasonable rates for the transmission or sale of natural gas in interstate commerce.
It also gives FERC the authority to grant certificates allowing construction and operation of facilities used in interstate gas transmission and
authorizing the provision of services. Under the FERC s regulations, their jurisdiction generally extends to the transportation of natural gas in
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interstate commerce, to the sale in interstate commerce of natural gas for resale for ultimate public consumption for domestic, commercial,
industrial, or any other use, and to natural-gas companies engaged in such transportation or sale. However, FERC s jurisdiction does not extend
to the production, gathering, or local distribution of natural gas.

In general, the FERC s authority to regulate interstate natural gas pipelines and the services that they provide includes:

rates and charges for natural gas transportation and related services;

the certification and construction of new facilities;

10
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the extension and abandonment of services and facilities;

the maintenance of accounts and records;

the acquisition and disposition of facilities;

the initiation and discontinuation of services; and

various other matters.

Failure to comply with the NGA can result in the imposition of administrative, civil and criminal remedies, including civil and criminal penalties
which were recently increased under the EPAct.

The natural gas industry historically has been regulated since 1938. Among other things, the FERC regulates the transportation rates and terms
and conditions of service of interstate natural gas pipelines. See ~ Rates below. In recent years, the FERC has pursued pro-competitive policies in
its regulation of interstate natural gas pipelines; however, the FERC may or may not continue this approach in the future.

We have received authorization from the FERC to provide firm and interruptible transportation services, as well as parking and lending services,
for our pipelines based on cost of service rates. Beginning in the mid-1980s, the FERC initiated a number of regulatory changes intended to
create a more competitive environment in the natural gas marketplace. Among the most important of these changes were:

Order No. 436 (1985), which requires open-access, nondiscriminatory transportation of natural gas;

Order No. 497 (1988), which set forth new standards and guidelines imposing certain constraints on the interaction between interstate
natural gas pipelines and their marketing affiliates and imposing certain disclosure requirements regarding that interaction;

Order No. 636 (1992), which required interstate natural gas pipelines that perform open-access transportation under blanket
certificates to unbundle or separate their traditional merchant sales services from their transportation and storage services and to
provide comparable transportation and storage services with respect to all natural gas supplies whether purchased from the pipeline or
from other merchants such as marketers or producers. Order No. 636 also permitted pipeline customers to release all or part of their
firm transportation capacity to third parties. Order No. 636 has been affirmed in all material respects upon judicial review; and

Order No. 637 (2000), which, among other things, required pipelines to implement imbalance management services; restricted the
ability of pipelines to impose penalties for imbalances, overruns and non-compliance with operational flow orders; and implemented
new pipeline reporting requirements.

In November 2003, the FERC issued a series of orders adopting revised Standards of Conduct (Order No. 2004) that apply uniformly to
interstate natural gas pipelines. These Standards of Conduct were designed to govern relationships between the pipeline and any energy affiliate,
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rather than governing conduct between the pipeline and its marketing affiliate. However, in 2006, Order No. 2004, as applied to natural gas
pipelines, was vacated by a federal court, and the FERC issued an interim rule which expressly states that the Standards of Conduct do not
govern the relationship between natural gas pipelines and our marketing employees. We have established the required policies and procedures to
comply with the Standards of Conduct, and are subject to audit by the FERC to review compliance, policies and our training programs.

Our pipelines that interconnect with our LNG receiving terminals will be interstate natural gas pipelines requiring us to obtain authorization
from the FERC pursuant to Section 7 of the NGA to construct and operate these pipeline facilities. The rates that we charge will be subject to the
FERC s regulation under Section 4 of the NGA. Our interstate pipelines will also be subject to the FERC s open access requirements and the
FERC s Standards of Conduct as discussed above. The FERC s exercise of jurisdiction over interstate natural gas pipelines is substantially
broader than its exercise of jurisdiction over LNG receiving terminals.
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Natural Gas Pipeline Safety

Louisiana and Texas administer federal pipeline safety standards under the Natural Gas Pipeline Safety Act of 1968, as amended ( NGPSA ),
which requires certain pipelines to comply with safety standards in constructing and operating the pipelines and subjects the pipelines to regular
inspections. Failure to comply with the NGPSA may result in the imposition of administrative, civil and criminal remedies.

The Pipeline Safety Improvement Act of 2002 (' PSIA ), which is administered by the U.S. Department of Transportation Office of Pipeline
Safety, governs the areas of testing, education, training and communication. The PSIA requires pipeline companies to perform extensive
integrity tests on natural gas transmission pipelines that exist in high population density areas designated as high consequence areas. Pipeline
companies are required to perform the integrity tests on a seven-year cycle. The risk ratings are based on numerous factors, including the
population density in the geographic regions served by a particular pipeline, as well as the age and condition of the pipeline and its protective
coating. Testing consists of hydrostatic testing, internal electronic testing, or direct assessment of the piping. In addition to the pipeline integrity
tests, pipeline companies must implement a qualification program to make certain that employees are properly trained. In December 2003, the
Department of Transportation issued a final rule requiring pipeline operators to develop integrity management programs for gas transportation
pipelines. The final rule requires pipeline operators to perform ongoing assessments of pipeline integrity; identify and characterize applicable
threats to pipeline segments that could impact a high consequence area; improve data collection, integration and analysis; repair and remediate
the pipeline, as necessary; and implement preventive and mitigation actions. This rule incorporates the requirements of the PSIA.

Energy Policy Act of 2005

The EPAct contains numerous provisions relevant to the natural gas industry and to interstate pipelines. See ~ LNG Receiving Terminal Business
Governmental Regulation Energy Policy Act of 2005.

Rates

Under the NGA, rates charged for the interstate transportation of natural gas must be just and reasonable and not unduly discriminatory or
preferential. Amounts collected by the pipeline that the FERC finds unlawful are subject to refund with interest.

Natural Gas Pipeline Environmental Regulation

Our natural gas pipeline business is subject to the same federal, state and local laws and regulations relating to the protection of the environment
that are applicable to our LNG receiving terminals. See LNG Receiving Terminal Business LNG Receiving Terminal Environmental Regulation
above.

LNG and Natural Gas Marketing Business
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Our wholly-owned subsidiary, Cheniere Marketing, is developing a natural gas and LNG marketing and trading business. Its principal asset is a
TUA at the Sabine Pass LNG receiving terminal. We intend to build a portfolio of long-term and short-term and spot LNG purchase agreements
from foreign suppliers, pursuant to which LNG will be delivered to either our LNG receiving terminals or other terminals with whom we will
trade on the supplier s vessels, or on vessels that we contract for our own use. In order to facilitate the importation of LNG into the U.S., we are
also developing a portfolio of downstream natural gas sales agreements with major local distribution companies, power generators, industrial
users and other gas marketing firms. We will also purchase domestic natural gas to satisfy our sales commitments during times that we elect to
divert contracted supplies away from the U.S., or during times that we are not able to obtain LNG supplies.

In the course of engaging in the foregoing commercial activities, Cheniere Marketing has entered into, and will in the future enter into, various
commercial transactions. These transactions include natural gas purchases
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and sales and options on natural gas purchases and sales, generally using master contracts promulgated by the North American Energy Standards
Board ( NAESB contracts ) or the International Swap Dealers Association ( ISDA contracts ); short- and long-term natural gas transportation
contracts with various domestic transporters, including firm, interruptible, capacity release and parking and loan agreements; short- and
long-term natural gas storage agreements; natural gas processing agreements; financial derivatives agreements, generally using ISDA contracts;
and futures and options on futures cleared on the NYMEX exchange through our brokerage agreements. Our marketing activities may also
include the use of derivative transactions in order to take market positions or manage and hedge exposure to price, volume, timing, location,
quality and credit risk associated with the marketing of LNG and natural gas. We have developed risk management policies, procedures and
systems, which are reviewed regularly, to assist us in controlling and managing our marketing activities.

As a result of our acquisition of the remaining equity interest in J & S Cheniere S.A. ( J & S Cheniere ), we have acquired a 100% interest in time
charter agreements for two LNG vessels. We plan to utilize these LNG tankers to transport LNG from foreign suppliers or merchants to LNG
receiving terminals in the U.S. or to international markets if more favorable economic conditions exist in those markets.

LNG and Natural Gas Marketing Competition

Our LNG purchase efforts compete for supplies of LNG with:

large, multinational and national companies with longer operating histories, more development experience, greater name recognition,
larger staffs and substantially greater financial, technical and marketing resources; and

oil and gas producers who sell or control LNG derived from their international oil and gas properties.

Additionally, we compete for supplies against purchasers located in other countries, in which prevailing market prices can be substantially
different, and frequently higher, than those in the U.S.

Our natural gas marketing efforts compete for sales of natural gas with a variety of competitors including:

major integrated marketers who have large amounts of capital to support their marketing operations and offer a full-range of services
and market numerous products other than natural gas;

producer marketers who sell their own natural gas production or the production of their affiliated natural gas production company;

small geographically focused marketers who focus on marketing natural gas for the geographic area in which their affiliated
distributor operates; and
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aggregators who gather small volumes of natural gas from various sources, combine them and sell the larger volumes for more
favorable prices and terms than would be possible selling the smaller volumes separately.

LNG and Natural Gas Marketing Governmental Regulation

In 1992 and 1993, the FERC concluded that sellers of short-term or long-term natural gas supplies would not have market power over the sale
for resale of natural gas. The FERC established light-handed regulation over sales for resale of natural gas and adopted regulations granting
blanket certificates to allow entities selling natural gas to make interstate sales for resale at negotiated rates. In 2003, the FERC amended the
blanket marketing certificates to require that all sellers adhere to a code of conduct with respect to natural gas sales. The code of conduct
addresses such matters as natural gas withholding, manipulation of market prices, communication of accurate information and record retention.
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The EPAct contains provisions intended to prohibit the manipulation of the natural gas markets and is applicable to our marketing business as
well. See  LNG Receiving Terminal Business Governmental Regulation Energy Policy Act of 2005.

The prices at which we will sell natural gas are not regulated, insofar as the interstate market is concerned and, for the most part, are not subject
to state regulation. We are permitted to domestically make sales of natural gas for resale in interstate commerce pursuant to a blanket marketing
certificate automatically granted by the FERC. Our sales of natural gas will be affected by the availability, terms and cost of pipeline
transportation. As noted above, under  Natural Gas Pipeline Business Natural Gas Pipeline Governmental Regulation, the price and terms of
access to pipeline transportation are subject to extensive federal and state regulation.

Oil and Gas Exploration and Development Business

Although our focus is primarily on development of LNG-related businesses, we continue to be involved to a limited extent in oil and gas
exploration, development and exploitation. Our historical oil and gas exploration activities have existed through active interpretation of our
seismic data and generation of prospects, through participation in the drilling of wells, and through farm-out arrangements and back-in interests
(see below) whereby the capital costs of such activities are borne primarily by industry partners. Our current oil and gas exploration and
development activities have been focused on two areas: the Cameron Project, which covers an area of approximately 230 square miles extending
roughly three to five miles on either side of the westernmost 28 miles of Louisiana coastline; and the Offshore Texas Project Area, which covers
approximately 6,800 square miles in the shallow waters offshore Texas and the West Cameron Area of offshore Louisiana.

Oil and Gas Exploration and Development Prospects

Our exploration team generated, captured, sold or caused to be drilled 11 prospects during 2005, 2006 and 2007. We retained interests in the
form of working interests, overriding royalty interests (a share of the hydrocarbons produced from an oil and gas property, free of the expense of
production) and back-in working interests (an agreement whereby we retain a reversion right to a working interest in a well at payout but bear
none of the cost of drilling the initial well). Our overriding royalty interests ranged from 0.63% up to 5.0%, and back-in working interests ranged
from 15.0% up to 20.0%. We also participated in the drilling of wells with cost-bearing working interests of 5.0% up to 25.0%. In the wells
where we participated with a cost-bearing working interest, we also retained an overriding royalty interest prior to payout and a back-in working
interest after payout. All 11 of the above-mentioned prospects were drilled by our industry partners.

Oil and Gas Exploration and Development Drilling Activities

During 2005, we participated directly in the drilling of two wells; in 2006, we participated directly in the drilling of four wells; and in 2007, we
did not participate directly in the drilling of any wells. Our industry partners drilled three wells, seven wells and one well in 2005, 2006 and
2007, respectively, on prospects that we generated. During 2005, one well was a discovery; during 2006, five wells were discoveries and during
2007, one well was a discovery. For the discoveries drilled in the years 2005 through 2007, four of the wells were producing, one was awaiting
development and two were deemed temporarily abandoned.
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At December 31, 2007, we had working interests of 5.0% to 25.0% in three wells and overriding royalty interests (ranging from 0.63% to 5.0%)
in eighteen other wells. Of the 21 wells in which we had an interest as of December 31, 2007, eleven were productive, one was awaiting
development, two were deemed non-commercial, and seven were shut in waiting for plugging and abandonment. All seven of the wells waiting
for plugging were wells in which we had only an overriding royalty interest and therefore, we have no liability for abandonment costs.
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Oil and Gas Exploration and Development Production and Sales

The following table presents certain information with respect to our oil and natural gas production, average sales prices received and average
production costs during 2005, 2006 and 2007.

Year Ended December 31,

2007 2006 2005
Production:
Oil (Bbl) 8,908 3,295 2,167
Gas (Mcf) 609,714 319,112 396,284
Gas equivalents (Mcfe) 663,162 338,882 409,286
Average sales prices:
Oil (per Bbl) $ 70.38 $ 61.97 $ 48.64
Gas (per Mcf) $ 779 $ 6.60 $ 732
Selected data per Mcfe:
Average sales price $ 811 $ 682 $ 734
Production costs $ 054 $ 070 $ 0.58
Oil and gas depreciation, depletion and amortization
excluding impairments (1) $  L11 $ 061 $ 0.09

(1)  Amounts reported for the year ended December 31, 2005 have been adjusted to reflect the change in our method of accounting for
investments in oil and gas properties from the full cost method to the successful efforts method.

Oil and Gas Exploration and Development Acreage

The following table sets forth certain information with respect to our developed and undeveloped leased acreage as of December 31, 2007.

Developed Undeveloped
Acres Acres (1)
Gross Net Gross Net
Texas 960 % 40,320 12,096
Total g ;O 40,320 12,096

(1) We have 6,048 net lease acres expiring in 2008.
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Oil and Gas Reserves

All of the information herein regarding estimates of our proved reserves, related future net revenues and PV-10 as of December 31, 2007 is
taken from the report generated by Sharp Petroleum Engineering, Inc., an independent petroleum engineer, in accordance with the rules and

regulations of the SEC. The independent engineer s estimates were based upon a review of production histories and other geologic, economic,

ownership and engineering data that we provided.

Offshore Texas
Offshore Louisiana

Proved Reserves

Proved Developed Reserves
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December 31, 2007

Proved Reserves

Oil (Bbl) Gas (Mcf) Mcfe PV-10 (1)
7,251 1,117,514 1,161,020 $4,306,119
1,618 142,419 152,127 $ 855418
8,869 1,259,933 1,313,147 $5,161,537
8,869 1,259,933 1,313,147 $5,161,537
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(1) The PV-10 amount (present value of estimated pre-tax future net revenues discounted at 10%) is calculated using year-end prices of
$92.63 per barrel of oil and $6.215 per Mcf of gas.

There are numerous uncertainties inherent in estimating quantities of proved reserves and in projecting future rates of production and future
amounts and timing of development expenditures, including many factors beyond our control. Reserve engineering is a subjective process of
estimating underground accumulations of crude oil and natural gas that cannot be measured in an exact manner, and the accuracy of any reserve
estimate is a function of the quality of available data and of engineering and geological interpretation and judgment. The quantities of oil and gas
that are ultimately recovered, production and operating costs, the amount and timing of future development expenditures, geologic success and
future oil and gas sales prices may all differ from those assumed in these estimates. In addition, our reserves may be subject to downward or
upward revision based upon production history, purchases or sales of properties, results of future development, prevailing oil and gas prices and
other factors. Therefore, the present value shown above should not be construed as the current market value of the estimated oil and gas reserves
attributable to our properties.

In accordance with SEC guidelines, the estimates of future net revenues from our proved reserves and the present value thereof are made using
oil and gas sales prices in effect as of the dates of such estimates and are held constant throughout the life of the properties except where such
guidelines permit alternate treatment, including, in the case of gas contracts, the use of fixed and determinable contractual price escalations. We
may receive amounts different than the estimates for a number of reasons, including changes in prices. See Supplemental Information to
Consolidated Financial Statements. Estimates of our proved oil and gas reserves were not filed with or included in reports to any other federal
authority or agency other than the SEC during the fiscal year ended December 31, 2007.

Oil and Gas Exploration and Development Experience

We have built a technical and management team that is experienced in the Gulf of Mexico and in various technical specialties required for our
exploration program. The technical staff averages over 30 years of experience exploring for oil and gas in the Gulf Coast. We believe that this
experienced team allows us to be very productive in the generation and acquisition of prospects.

Oil and Gas Exploration and Development Competition and Markets

The availability of a ready market for and the price of any hydrocarbons that we produce will depend on many factors beyond our control,
including:

the extent of domestic production and imports of foreign oil;

the marketing of competitive fuels, the proximity and capacity of natural gas pipelines;

the availability of transportation and other market facilities;
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the demand for hydrocarbons;

the political conditions in international oil-producing regions;

the effect of federal and state regulation of allowable rates of production;

taxation; and

the conduct of drilling operations and federal regulation of natural gas.

In addition, the restructuring of the natural gas pipeline industry has eliminated the gas purchasing activity of traditional interstate gas
transmission pipeline buyers. Producers of natural gas, therefore, have been required to develop new markets among gas marketing companies,
end-users of natural gas and local distribution companies. All of these factors, together with economic factors in the marketing area, generally
may affect the supply and/or demand for oil and gas and thus the prices available for sales of oil and gas.
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Competition in the industry is intense, particularly with respect to the acquisition of producing properties and proved undeveloped acreage. We
compete with independent producers of varying sizes, all of which are engaged in the exploration, development and acquisition of producing and
non-producing properties.

Oil and Gas Exploration and Development Governmental Regulation

Our oil and gas exploration, development and related operations are subject to extensive federal, state and local statutes, rules, regulations and
other laws. Failure to comply with such laws can result in substantial penalties. The regulatory burden on the oil and gas industry increases our
cost of doing business and affects our profitability.

MMS Regulations

We conduct certain activities on federal oil and gas leases which the Minerals Management Service ( MMS ), administers. The MMS grants
leases through competitive bidding. These leases contain relatively standardized terms and require compliance with detailed MMS regulations
and orders pursuant to The Outer Continental Shelf Lands Act ( OCSLA ). For example, for offshore operations, we must comply with the
following MMS requirements:

obtain MMS approval of exploration plans prior to the commencement of exploration operations;

obtain MMS approval of development and production plans prior to the commencement of such operations;

obtain an MMS permit prior to the commencement of drilling (in addition to permits which may be required from other agencies, such
as the Coast Guard, the Army Corps of Engineers and the EPA);

comply with stringent MMS engineering and construction specifications applicable to offshore production facilities located on the
Outer Continental Shelf ( OCS );

comply with MMS prohibitions or restrictions on the flaring or venting of natural gas, liquid hydrocarbons and oil; and

comply with MMS regulations governing the plugging and abandonment of wells located offshore and the removal of all production
facilities.

Bonding and Financial Responsibility Requirements
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In connection with our ownership or operation of oil and gas leases, we are required by governmental agencies, including the MMS, to obtain
bonding or otherwise demonstrate financial responsibility at varying levels. These bonds may cover such obligations as plugging and
abandonment of wells, removal and closure of related exploration and production facilities, and pollution liabilities. The costs of such bonding
and financial responsibility requirements can be substantial, and we may not be able to obtain such bonds and/or otherwise demonstrate financial
responsibility in all cases.

Regulation of Production

Our oil and gas production operations are subject to state conservation laws and regulations, including:

laws relating to the unitization or pooling of oil and gas properties;

laws establishing the maximum rates of production from wells;

laws regulating the spacing of wells;

laws regulating the plugging and abandonment of wells; and

laws which otherwise regulate the operation of, and production from, both oil and gas wells.
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Such laws may restrict the rate at which the wells in which we have an interest may produce oil or gas, with the result that the amount or timing
of our revenues could be adversely affected.

Oil and Gas Exploration and Development Environmental Regulation

Our oil and gas exploration, development and related operations are subject to the same federal, state and local laws and regulations relating to
the protection of the environment that are applicable to our LNG operations. See ~ LNG Receiving Terminal Business Environmental Regulation
above. In addition, our oil and gas exploration, development and related operations are subject to the following regulations.

The disposal of wastes containing Naturally Occurring Radioactive Material, which are commonly generated during oil and gas production, is
regulated under state law. Typically, wastes containing naturally occurring radioactive material can be managed on site or disposed of at
facilities licensed to receive such waste at costs that are not expected to be material.

The federal Oil Pollution Act of 1990 ( OPA ) requires owners and operators of facilities that could be the source of an oil spill into waters of the
U.S. (a term defined to include rivers, creeks, wetlands and coastal waters) to adopt and implement plans and procedures to prevent any such oil
spill. OPA also requires affected facility owners and operators to demonstrate that they have at least $35 million in financial resources to pay the
costs of cleaning up an oil spill and to compensate any parties damaged by an oil spill. Such financial assurances may be increased to as much as
$150 million if a formal assessment indicates such an increase is warranted.

Financial Information about Segments

During the last three fiscal years, substantially all of our revenues have resulted from our oil and gas exploration and development activities. For
information about our segments revenues, profits and losses and total assets, see Note 26  Business Segment Information of our Notes to
Consolidated Financial Statements.

Subsidiaries

Our assets are generally held by or under our operating subsidiaries. We conduct most of our operations through these subsidiaries, including our
operations relating to the development of our LNG receiving terminal business, the development of our pipeline business and our marketing
business.

Employees
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We had 378 full-time employees as of February 15, 2008.
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ITEM 1A. RISK FACTORS

The following are some of the important factors that could affect our financial performance or could cause actual results to differ materially from
estimates contained in our forward-looking statements. We may encounter risks in addition to those described below. Additional risks and
uncertainties not currently known to us, or that we currently deem to be immaterial, may also impair or adversely affect our business, results of
operation, financial condition and prospects.

Risks Relating to Our Financial Matters

We have not been profitable historically, and we are currently experiencing negative operating cash flow. Our ability to achieve profitability
and generate positive operating cash flow in the future is subject to significant uncertainty.

From our inception, we have generally incurred operating losses, and we will likely continue to incur operating losses and experience negative
operating cash flow through at least 2008. We have incurred, and continue to incur, significant capital and operating expenditures while we
develop our planned LNG receiving terminals and pipelines. Although we plan to commence commercial operations of the Sabine Pass LNG
receiving terminal during 2008, we do not expect to generate positive operating cash flow from our LNG receiving terminal segment until 2009
at the earliest. Our current oil and gas exploration activities, which are limited in scope, will not generate sufficient funds to cover our 2008
expenditures.

Any delays beyond the expected development periods for our planned LNG receiving terminals or pipelines would prolong, and could increase
the level of, our operating losses and negative operating cash flow. Our future liquidity may also be affected by the timing of construction
financing availability in relation to the incurrence of construction costs and other outflows and by the anticipated timing of receipt of cash flow
under TUAs and other sales of capacity in relation to the incurrence of projected project operating expenses. However, many factors (including
factors beyond our control) could result in a disparity between liquidity sources and cash needs, including factors such as construction delays
and breaches of agreements. Our ability to generate positive operating cash flow and achieve profitability in the future is dependent on our
ability to successfully complete our Sabine Pass LNG receiving terminal and other development projects as well as our ability to commercially
exploit Cheniere Marketing s reserved capacity at the Sabine Pass LNG receiving terminal. Our ability to accomplish these objectives is subject
to a number of risks, including those discussed below.

Our ability to develop our planned LNG receiving terminals and pipelines is contingent on our ability to obtain funding. If we are unable to
do so, we may be unable to implement or complete our business plan, and our business may ultimately be unsuccessful.

As of December 31, 2007, we had $296.5 million in cash and cash equivalents and $770.2 million in restricted cash and cash equivalents and
treasury securities, including $420.4 million in restricted cash to be used to complete construction of the Sabine Pass LNG receiving terminal.
We will need substantially more financing to complete all of our proposed LNG receiving terminals a natural gas pipelines. In addition, the
continued development of our marketing business will require significant credit support and funding. To fund these development projects, we
plan to pursue a variety of sources of funding, including some or all of the following:
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debt and/or equity financing at the project level;

debt and/or equity financing by Cheniere or its subsidiaries; and

asset sales, to the extent permitted, and joint venture arrangements by Cheniere and/or its subsidiaries.

Our ability to obtain these or other types of financing will depend, in part, on factors beyond our control, such as the status of various debt and
equity markets at the time financing is sought and such markets view of our industry and prospects at such time. In particular, currently tight
lending conditions in the U.S. credit markets
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may make it more time consuming and expensive for us to obtain financing, if we can obtain financing at all. Accordingly, we may not be able
to obtain financing on terms that are acceptable to us, if at all, even if our development projects are otherwise proceeding on schedule. In
addition, our ability to obtain some types of financing may be dependent upon our ability to obtain other types of financing. For example,
project-level debt financing is typically contingent upon a significant equity capital contribution from the project sponsor. As a result, even if we
are able to identify potential project-level lenders, we may still have to obtain another form of external financing for us to fund an equity capital
contribution to the project subsidiary. Any project-level debt financing would likely be conditioned upon our prior receipt of commitments for a
portion of projected regasification capacity under long-term TUAs, as well as our achievement of additional milestones. A failure to obtain
financing at any point in the development process of any of our projects could cause us to delay or fail to complete our business plan, which
could cause our business to be unsuccessful.

Even if we are able to obtain financing, the terms required may adversely affect our business.

In order to obtain many types of financing, we may have to accept terms that are disadvantageous to us or that may have an adverse impact on
our current or future business, operations or financial condition. For example:

borrowings or debt issuances may subject us to certain restrictive covenants, including covenants restricting our ability to raise
additional capital or cross-defaults to our other indebtedness;

borrowings or debt issuances at the project level may subject the project entity to restrictive covenants, including covenants restricting
its ability to make distributions to us or limiting our ability to sell our interests in such entity;

additional sales of interests in our LNG projects would reduce our interest in future revenues once the LNG receiving terminals
commence operations;

the prepayment of terminal use fees by, or a business development loan from, prospective customers would reduce future revenues
once the LNG receiving terminals commence operations;

offerings of our equity securities would cause dilution for holders of our common stock;

our ability to borrow funds under some project financing arrangements will likely be subject to our satisfying the conditions and
covenants in the financing and the construction schedule agreed to at the time we enter into such arrangement. If circumstances
change, we may need to seek waivers of conditions or covenants under our financing arrangements to prevent defaults thereunder and
acceleration thereof, which we might not be able to obtain on a timely basis, or at all; and

we may be required to make equity contributions before we can borrow under certain financing arrangements.

Our substantial indebtedness could adversely affect our ability to operate our business.
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As of December 31, 2007, we had approximately $2.8 billion of indebtedness. Our substantial indebtedness could have important consequences,
including:

limiting our ability to obtain additional financing to fund our capital expenditures, working capital, acquisitions, debt service
requirements or liquidity needs for general business or other purposes;

limiting our ability to use operating cash flow in other areas of our business because we must dedicate a substantial portion of these
funds to service debt, including indebtedness that we may incur in the future;

limiting our ability to compete with other companies who are not as highly leveraged;

limiting our ability to react to changing market conditions in our industry and in our customers industries and to economic downturns;

limiting our flexibility in planning for, or reacting to, changes in our business and future business opportunities;
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making us more vulnerable than a less leveraged company to a downturn in our business or in the economys;

limiting our ability to attract customers; and

resulting in a material adverse effect on our business, results of operations and financial condition if we are unable to service our
indebtedness or obtain additional financing, as needed.

Our substantial indebtedness and the restrictive covenants contained in our debt agreements may not allow us the flexibility that we need to
operate our business in an effective and efficient manner and may prevent us from taking advantage of strategic and financial opportunities that
would benefit our business.

Our ability to satisfy our obligations will depend upon our future operating performance. Prevailing economic conditions and financial, business
and other factors, many of which are beyond our control, will affect our ability to make payments on our debt obligations. If we are not able to
generate sufficient cash from operations to meet our other obligations, we may need to refinance all or a portion of our indebtedness on or before
maturity. We may not be able to refinance any of our indebtedness on commercially reasonable terms or at all.

We may experience cost overruns and delays in the completion of our Sabine Pass and other proposed LNG receiving terminals and
pipelines as well as difficulties in obtaining funding for any additional costs, which could have a material adverse effect on our financial
condition and results of operations.

Our construction costs for Sabine Pass and/or other proposed LNG receiving terminals and pipelines may be significantly higher than our current
estimates as a result of cost overruns, change orders under existing or future construction contracts, increased component and material costs,
escalating labor costs, limited availability of labor, delays in construction and increased spending to maintain construction schedules. As of
February 14, 2008, change orders for $172.7 million had been approved under the EPC agreements with Bechtel and other contractors for the
Sabine Pass LNG receiving terminal. We have limited experience constructing LNG receiving terminals.

Furthermore, in order to cover increased construction costs we may need to obtain additional funding. If we fail to obtain sufficient funding, our
business plan could fail. Our ability to obtain debt or equity financing that may be needed to provide additional funding to cover increased
construction costs will depend, in part, on factors beyond our control, such as the status of various capital and industry markets at the time
financing is sought. Accordingly, we may not be able to obtain financing on terms that are acceptable to us, if at all. Even if we are able to obtain
financing, we may have to accept terms that are disadvantageous to us or that may have a material adverse effect on our current or future
business, results of operations, financial condition and prospects.

Our existing level of cash resources, negative cash flow and limited ability to obtain additional financing could cause us to defer or limit
development of our business.

We are dependent upon our existing cash resources, and the availability of additional debt or equity financing, in order to fund our negative
operating cash flow and to provide the capital required for the continued development of our business. Prevailing economic and market
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conditions, as well as other factors, may adversely affect the availability and cost of additional financing, which could require us to defer or limit
expenditures we would otherwise make in developing our business. Such deferrals or limitations in the development of our business could be
significant and could adversely affect our ability to pursue our business strategy, which in turn could adversely affect our results of operations,
financial condition and business prospects.

21

Index to Financial Statements 48



Edgar Filing: CHENIERE ENERGY INC - Form 10-K

Table of Conten
Index to Financial men

Risks Relating to Our LNG Receiving Terminal Business

Our inability to timely construct and commission our LNG receiving terminals would prevent us from commencing operations when
anticipated and would delay or prevent us from realizing anticipated cash flows.

We are currently constructing the Sabine Pass LNG receiving terminal. We may not complete the Sabine Pass LNG receiving terminal, and our
other LNG receiving terminals, in a timely manner, or at all, due to numerous factors, some of which are beyond our control. Factors that could
adversely affect our planned completion include:

failure by Bechtel or the other contractors to fulfill their obligations under their construction contracts, or disagreements with them
over their contractual obligations;

our failure to enter into satisfactory additional agreements with contractors for construction of any portion of any LNG receiving
terminal;

shortages of materials or delays in delivery of materials;

cost overruns and difficulty in obtaining sufficient debt or equity financing to pay for such additional costs;

difficulties or delays in obtaining LNG for commissioning activities necessary to achieve commercial operability of the LNG
receiving terminals;

cost overruns due to difficulties or delays in obtaining LNG for commissioning our LNG receiving terminals at acceptable cost;

failure to obtain and retain all necessary governmental and third-party permits, licenses and approvals for the construction and
operation of the LNG receiving terminals;

weather conditions, such as hurricanes, and other catastrophes, such as explosions, fires, floods and accidents;

difficulties in attracting and maintaining a sufficient skilled and unskilled workforce, increases in the level of labor costs and the
existence of any labor disputes;

resistance in the local community to the development of the LNG receiving terminals due to safety, environmental or security
concerns; and

local and general economic and infrastructure conditions.
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Our inability to timely complete the Sabine Pass LNG receiving terminal and our other LNG receiving terminals, as a result of any of the
foregoing factors, could prevent us from commencing operations when anticipated, which could delay payments under the TUAs. As a result, we
may not receive our anticipated cash flows on time or at all.

We are dependent on Bechtel and other contractors for the successful completion of our LNG receiving terminals.

We have limited experience constructing LNG receiving terminals and working with EPC contractors, including Bechtel, and with other
construction contractors. Timely and cost-effective completion of our proposed LNG receiving terminals in compliance with agreed
specifications is central to our business strategy and is highly dependent on our contractors performance under their agreements with us. Our
contractors ability to perform successfully under their contracts is dependent on a number of factors, including their ability to:

design and engineer our proposed LNG receiving terminals to operate in accordance with specifications;

engage and retain third-party subcontractors and procure equipment and supplies;

respond to difficulties such as equipment failure, delivery delays, schedule changes and failure to perform by subcontractors, some of
which are beyond their control;
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attract, develop and retain skilled personnel, including engineers;

post required construction bonds and comply with the terms thereof;

manage the construction process generally, including coordinating with other contractors and regulatory agencies; and

maintain their own financial condition, including adequate working capital.

Although some of our EPC contracts provide for liquidated damages, if the contractor fails to perform in the manner required with respect to
certain of its obligations, the events that trigger a requirement to pay liquidated damages may delay or impair the operation of the applicable
LNG receiving terminal, and any liquidated damages that we receive may not be sufficient to cover the damages that we suffer as a result of any
such delay or impairment. In addition, each contractor s liability for liquidated damages is subject to a cap. Each of our material agreements with
contractors is also subject to termination by the contractor prior to completion of construction under certain circumstances, including extended
delays (of 100 days or more) caused by force majeure events and our insolvency, breach of material obligations not subject to adjustment by
change order, or failure to pay undisputed amounts.

Furthermore, we may have disagreements with our contractors about different elements of the construction process, which could lead to the
assertion of rights and remedies under their contracts and increase the cost of the project or result in a contractor s unwillingness to perform
further work on the project. If any contractor is unable or unwilling to perform according to the negotiated terms and timetable of its respective
agreement for any reason or terminates its agreement, we would be required to engage a substitute contractor. This would likely result in
significant project delays and increased costs.

To commission our LNG receiving terminals, we must purchase and process LNG. We have not previously purchased or processed any LNG.

Our LNG receiving terminals must undergo a commissioning process for their storage tanks and other equipment before commencement of
commercial operation. The commissioning process will require a substantial quantity of LNG as well as access to adequate LNG tankers to
deliver the LNG.

Our construction cost estimates include the costs of acquiring this LNG (a minor portion we refer to as heel LNG) at our LNG receiving
terminals. Our actual cost to obtain LNG for the commissioning process could exceed our estimates, and the overrun could be significant.

We face several principal risks associated with this required purchase of LNG, including the following:

we may be unable to enter into a contract for the purchase of the LNG needed for commissioning and may be unable to obtain tankers
to deliver such LNG on terms reasonably acceptable to us or at all;
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we will bear the commodity price risk associated with purchasing the LNG, holding it in inventory for a period of time and selling the
regasified LNG; and

we may be unable to obtain financing for the purchase and shipment of the LNG on terms that are reasonably acceptable to us or at all.

Our failure to obtain LNG, or our inability to finance the purchase of LNG needed for commissioning, would impede commencement of
commercial operation at our LNG receiving terminals, which could delay the date on which our TUA customers are required to begin making
payments to us. This delay in payments could have a material adverse effect on our business, results of operations, financial condition and
prospects.
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Failure to obtain and maintain approvals and permits from governmental and regulatory agencies with respect to the development of our
LNG receiving terminals could impede completion of the terminals and have a material adverse effect on us.

The design, construction and operation of LNG receiving terminals are all highly regulated activities. The FERC s approval under Section 3 of
the NGA, as well as several other material governmental and regulatory approvals and permits, are required in order to construct and operate our
proposed LNG receiving terminals. Although we have obtained NGA Section 3 authorization to construct and operate our LNG receiving
terminals, such authorization is subject to ongoing conditions imposed by the FERC. We also have not obtained several other material
governmental and regulatory approvals and permits required in order to construct and operate our proposed LNG receiving terminals, including
several under the Clean Air Act and the Clean Water Act from the U.S. Army Corps of Engineers and the Louisiana Department of
Environmental Quality. We have no control over the outcome of the review and approval process. We do not know whether or when any such
approvals or permits can be obtained, or whether or not any existing or potential interventions or other actions by third parties will interfere with
our ability to obtain and maintain such permits or approvals. Failure to obtain and maintain any of these approvals and permits could have a
material adverse effect on our business, results of operations, financial condition and prospects.

After our LNG receiving terminals are placed in service, their businesses will involve significant operational risks.

If we are successful in completing our LNG receiving terminals, we will still face risks associated with operating the facilities. These risks will
include, but will not be limited to, the following:

the facilities performing below expected levels of efficiency;

breakdown or failures of equipment or systems;

operational errors by vessel or tug operators or others;

operational errors by us or any contracted facility operator or others;

labor disputes; and

weather-related interruptions of operations.

We may be required to purchase natural gas to provide fuel at our LNG receiving terminals, which would increase operating costs and could
have a material adverse effect on our results of operations.

The TUAs for regasification capacity at the Sabine Pass LNG receiving terminal provide for an in-kind deduction of 2% of the LNG delivered to
the Sabine Pass LNG receiving terminal, which will be used primarily as fuel for revaporization and self-generated power and to cover natural
gas unavoidably lost at the facility. There is a risk that this 2% in-kind deduction will be insufficient for these needs and that we will have to

Table of Contents 53



Edgar Filing: CHENIERE ENERGY INC - Form 10-K

purchase additional natural gas from third parties. Sabine Pass LNG has no arrangements in place to obtain any such natural gas and will bear
the risk of changing prices with respect to additional natural gas that it may need to purchase for fuel.

We face competition in the LNG receiving terminal business from competitors with far greater resources, as well as potential overcapacity in
the LNG receiving terminal marketplace.

Many companies have secured access to, or are pursuing the development or acquisition of LNG import infrastructure to serve the U.S. gas
market including major energy corporations (e.g., BG, BP, ExxonMobil, Occidental and ConocoPhillips), industrial corporations, domestic and
foreign utilities, and several smaller entrants such as ourselves. Almost all of these competitors have longer operating histories, more
development experience, greater name recognition, larger staffs and substantially greater financial, technical and marketing
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resources and access to LNG supply than we and our affiliates do. The superior resources that these competitors have available for deployment
could allow them to compete successfully against us, if and when our TUAs terminate or expire, and/or against Cheniere Marketing, which
could have a material adverse effect on us.

Some industry analysts have predicted substantial excess LNG receiving capacity in North America for at least several years based on terminals
currently in operation or under construction. This could have a material adverse effect on Cheniere Marketing or on us in the event we have to
replace our TUAS, and on our business, results of operations, financial condition and prospects.

We may have difficulty obtaining enough customers for regasification capacity at our proposed LNG receiving terminals to implement and
complete our business plan. We may change our business strategy as to how and when we market our capacity.

Our current marketing strategy calls for us to enter into long-term TUAs for a portion of the regasification capacity at our LNG receiving
terminals, including a commitment to pay capacity reservation fees, prior to the commencement of construction of each facility. The portion of
our total regasification capacity that we plan to commit under such long-term TUAs has changed in the past and may change in the future for
various reasons, including responding to market factors or perceived opportunities that we believe may be available to us. Our ability to obtain
project-level financing for each LNG receiving facility may be contingent on our ability to enter into commercial agreements in advance of the
commencement of construction. As of the date of this filing, we do not have any third-party agreements in place for either our proposed Corpus
Christi LNG receiving terminal or our proposed Creole Trail LNG receiving terminal, nor do we have any third-party contracts in place for the
use of our pipelines.

We may experience difficulty attracting additional customers because we are a small, developing company with no operating history in the LNG
business. In order to succeed, we must convince additional potential customers, among other things, that we will be able to secure adequate
financing for the construction of the LNG receiving terminals and natural gas pipelines that we are developing and that they will be approved by
appropriate governmental agencies. We may also change our strategy due to our inability to enter into agreements with additional customers
prior to construction and based on our views regarding future prices, demand and supply of natural gas and regasification capacity. If these
efforts are not successful, our business, results of operations, financial condition and prospects could be materially adversely affected.

Our TUAs are subject to termination by our contractual counterparties under certain circumstances, and we are generally dependent on the
performance of those counterparties under the TUAs.

Sabine Pass LNG has entered into long-term third-party TUAs with Total and Chevron. Each of the TUAS contains various termination rights.
For example, each counterparty may terminate its TUA if the Sabine Pass LNG receiving terminal experiences a force majeure delay for longer
than 18 months, fails to deliver a specified amount of natural gas redelivery nominations or fails to receive or unload a specified number of LNG
cargoes. Sabine Pass LNG may not be able to replace these TUAs on desirable terms, or at all, if they are terminated. In the case of each of these
TUAs, Sabine Pass LNG is dependent on the respective counterparty s continued willingness and ability to perform its obligations under the
TUAs. If either of these counterparties fails to perform its obligations under its respective TUA, our business, results of operations, financial
condition and prospects could be materially adversely affected, even if Sabine Pass LNG were ultimately successful in s