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223,342,323 shares of the registrant’s Common Stock, $0.003 par value, were issued and outstanding as of October 24,
2012.
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Part I. Financial Information

Item 1.Consolidated Financial Statements
CHENIERE ENERGY, INC. AND SUBSIDIARIES
CONSOLIDATED BALANCE SHEETS

(in thousands, except share data)

ASSETS

Current assets

Cash and cash equivalents
Restricted cash and cash equivalents
Accounts and interest receivable
LNG inventory

Prepaid expenses and other

Total current assets

Non-current restricted cash and cash equivalents
Property, plant and equipment, net
Debt issuance costs, net

Goodwill

Intangible LNG assets

Advances under long-term contracts
Other

Total assets

LIABILITIES AND STOCKHOLDERS' EQUITY (DEFICIT)
Current liabilities

Accounts payable

Current debt, net of discount

Accrued liabilities

Deferred revenue

Other

Total current liabilities

Long-term debt, net of discount

Long-term debt-related parties, net of discount
Non-current derivative liabilities

Long-term deferred revenue

Other non-current liabilities

Commitments and contingencies

Stockholders' equity (deficit)

Preferred stock, $0.0001 par value, 5.0 million shares authorized, none issued

Common stock, $0.003 par value

Authorized: 480.0 million shares and 240.0 million shares at September 30, 2012 and

December 31, 2011, respectively

Issued and outstanding: 223.3 million shares and 129.5 million shares at September 30

2012 and December 31, 2011, respectively

Treasury stock: 4.7 million shares and 3.4 million shares at September 30, 2012 and

December 31, 2011, respectively, at cost

September 30, December 31,

2012
(unaudited)

$214,995
500,711
29,200
6,597
15,911
767,414
267,700
2,995,052
222,144
76,819
4,356
15,088
35,152
$4,383,725

$2,282
138,780
26,525
535
168,122
2,295,939

29,384

22,500
2,882

7671

(39,115

2011

$459,160
102,165
3,043
6,562
20,522
591,452
82,892
2,107,129
33,356
76,819
4,782
18,895
$2,915,325

$1,103
492,724
63,074
26,628
1,431
584,960
2,465,113
9,598
25,500
3,146

389

) (20,195

)
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Additional paid-in-capital 2,163,796 898,702
Accumulated deficit (1,498,661 ) (1,260,205
Accumulated other comprehensive loss (29,797 ) (258

Total stockholders' equity (deficit) 596,894 (381,567
Non-controlling interest 1,268,004 208,575
Total equity (deficit) 1,864,898 (172,992
Total liabilities and equity (deficit) $4,383,725 $2,915,325

The accompanying notes are an integral part of these consolidated financial statements.
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CHENIERE ENERGY, INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF OPERATIONS
(in thousands, except per share data)

(unaudited)
Three Months Ended Nine Months Ended
September 30, September 30,
2012 2011 2012 2011
Revenues
LNG terminal revenues $65,939 $68,375 $199,269  $205,678
Marketing and trading revenues (losses) (292 ) (2,999 ) (1,641 ) 10,055
Oil and gas sales 350 426 1,165 2,079
Other 1 11 6 42
Total revenues 65,998 65,813 198,799 217,854
Operating costs and expenses
General and administrative expense 79,427 16,227 120,236 57,116
Depreciation, depletion and amortization 15,233 15,271 47,001 46,282
LNG terminal and pipeline operating expense 14,056 10,976 36,606 29,023
LNG terminal and pipeline development expense 11,721 11,143 54,629 32,936
Other 78 1,841 244 2,117
Total operating costs and expenses 120,515 55,458 258,716 167,474
Income (loss) from operations (54,517 ) 10,355 (59,917 ) 50,380
Other income (expense)
Interest expense, net (45,504 ) (65,125 ) (159,719 ) (193,867 )
Loss on early extinguishment of debt — — (15,098 ) —
Derivative gain (loss) 287 (716 ) (288 ) (1,164 )
Other income (expense) (12,081 ) 17 (11,500 ) 245
Total other expense (57,298 ) (65,824 ) (186,605 ) (194,786 )
Loss before income taxes and non-controlling interest (111,815 ) (55,469 ) (246,522 ) (144,406 )
Income tax provision (61 ) — (211 ) —
Net loss (111,876 ) (55,469 ) (246,733 ) (144,406 )
Non-controlling interest 2,875 1,533 8,277 3,459
Net loss attributable to common stockholders $(109,001) $(53,936 ) $(238,456) $(140,947)

Net loss per share attributable to common stockholders - basic and
diluted

Weighted average number of common shares outstanding - basic
and diluted

$0.52 ) $(0.67 ) $(140 ) $(1.94 )

208,712 80,473 170,414 72,739
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The accompanying notes are an integral part of these consolidated financial statements.

CONSOLIDATED STATEMENTS OF COMPREHENSIVE LOSS
(in thousands)

(unaudited)

Three Months Ended

September 30,

2012 2011
Net loss $(111,876 ) $(55,469
Comprehensive loss
Change in fair value of interest rate cash flow hedges (29,676 ) —
Foreign currency translation 153 30
Total other comprehensive income (loss) (29,523 ) 30
Comprehensive loss (141,399 ) (55,439
Comprehensive loss attributable to non-controlling interest 2,875 1,533

Comprehensive loss attributable to common stockholders $(138,524 ) $(53,906

Nine Months Ended
September 30,
2012 2011

) $(246,733 ) $(144,406 )

(29,676 ) —

137 (56 )

(29,539 ) (56 )
) (276,272 ) (144,462 )

8,277 3,459

) $(267,995 ) $(141,003 )
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The accompanying notes are an integral part of these consolidated financial statements.
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CHENIERE ENERGY, INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF STOCKHOLDERS’ EQUITY (DEFICIT)

(in thousands)
(unaudited)

Total Stockholders' Equity (Deficit)

Common Stock Treasury Stock

Shares

Balance—Decemb
31,2011

Issuances of stock 84,932 255
Issuances of

restricted stock 10,234 31
Forfeitures of
restricted stock
Stock-based
compensation
Treasury stock
acquired

Foreign currency
translation
Interest rate cash
flow hedges
Loss attributable
to non-controlling — —
interest

Sale of Class B

Units to

non-controlling

interest, net

Sale of common

units to

non-controlling

interest, net

Distribution to

non-controlling — —
interest

Net loss — —

Balance—Septem
30,2012 0843 334

az ) —

(1,330 ) (4

$671

Paid-in
Capital

AmounSharesAmount

759,510 $389 3,386 $(20,195) $898,702

— 1,209,008
—_ - (31

12 — —
56,113

1,330 (18,920 ) 4

4,728 $(39,115) $2,163,796

Additional

Accumulatfi\(jlon_
Accumulated Other controllin
Deficit Comprehensive £
nterest
Loss
$(1,260,205) $(258 ) $208,575
— 137 —
— (29,676 ) —
— — (8,277
— — 887,361
— — 204,973
— — (24,628
(238,456 ) — —

Total
Equity
(Deficit)

$(172,992 )
1,209,263

56,113
(18,920 )
137

(29,676 )

) (8,277 )

887,361

204,973

) (24,628 )

(238,456 )

$(1,498,661) $(29,797) $1,268,004 $1,864,898
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The accompanying notes are an integral part of these consolidated financial statements.
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CHENIERE ENERGY, INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF CASH FLOWS
(in thousands)
(unaudited)

Cash flows from operating activities

Net loss

Adjustments to reconcile net loss to net cash used in operating activities:
Non-cash compensation

Depreciation, depletion and amortization

Loss on early extinguishment of debt

Crest Royalty

Non-cash interest expense on 2008 Loans

Amortization of debt issuance and discount costs
Non-controlling interest

Use of (investment in) restricted cash and cash equivalents
Other

Changes in operating assets and liabilities:

Accounts and interest receivable

Accounts payable and accrued liabilities

LNG inventory, net

Deferred revenue

Prepaid expenses and other

Net cash used in operating activities

Cash flows from investing activities

Use of restricted cash and cash equivalents

LNG terminal and pipeline construction-in-process, net
Investment in Cheniere Partners

Purchase of intangible and fixed assets, net of sales
Other

Net cash used in investing activities

Cash flows from financing activities

Sale of common stock, net

Sale of Class B Units by Cheniere Partners

Sale of common units by Cheniere Partners
Proceeds from Liquefaction Credit Facility
Investment in restricted cash and cash equivalents
Repurchases and prepayments of debt

Debt issuance costs

Distributions to non-controlling interest

Purchase of treasury shares

Net cash provided by (used in) financing activities

Net increase (decrease) in cash and cash equivalents
Cash and cash equivalents—beginning of period

Nine Months Ended
September 30,
2012 2011

$(238,456 ) $(140,947

53,961 16,629
47,001 46,282
15,095 —
(13,384 ) —

— 19,636
18,073 21,331
(8,277 ) (3,459
24,139 (35,673
(2,017 ) 3,572
(23,871 ) 407
19,413 44,016
3,455 (5,667
(3,104 ) (3,629
2,993 (2,413
(104,979 ) (39,915
1,352,656 6,512
(871,167 ) (6,538
(534,940 ) (17,806
(3,053 ) —
(18,543 ) (2,145
(75,047 ) (19,977
1,200,717 123,113
887,563 —
205,174 52,628
100,000 —
(1,425,209 ) (32,504
(776,514 ) —
(210,828 ) (4,341
(24,628 ) (20,123
(20,414 ) (1,730
(64,139 ) 117,043
(244,165 ) 57,151
459,160 74,161

~— N

11
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Cash and cash equivalents—end of period $214,995

The accompanying notes are an integral part of these consolidated financial statements.

$131,312

12
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CHENIERE ENERGY, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(unaudited)

NOTE 1—Basis of Presentation

The accompanying unaudited consolidated financial statements of Cheniere Energy, Inc. have been prepared in
accordance with generally accepted accounting principles in the United States ("GAAP") for interim financial
information and with Rule 10-01 of Regulation S-X. Accordingly, they do not include all of the information and
footnotes required by GAAP for complete financial statements. In our opinion, all adjustments, consisting only of
normal recurring adjustments necessary for a fair presentation, have been included. As used herein, the terms
"Cheniere," "the Company," "we," "our" and "us" refer to Cheniere Energy, Inc. and its wholly owned or controlled
subsidiaries, unless otherwise stated or indicated by context.

Results of operations for the three and nine months ended September 30, 2012 are not necessarily indicative of the
results of operations that will be realized for the year ending December 31, 2012.

Certain reclassifications have been made to prior period information to conform to the current presentation. The
reclassifications had no effect on our overall consolidated financial position, results of operations or cash flows.

For further information, refer to the consolidated financial statements and accompanying notes included in our Annual
Report on Form 10-K for the year ended December 31, 2011, as amended by Amendment No. 1 on Form 10-K/A.

NOTE 2—Restricted Cash and Cash Equivalents

Restricted cash and cash equivalents consist of cash and cash equivalents that are contractually restricted as to usage
or withdrawal, as follows:

Senior Notes Debt Service Reserve

Sabine Pass LNG, L.P. ("Sabine Pass LNG") has consummated private offerings of an aggregate principal amount of
$2,215.5 million of Senior Notes (See Note 6—"Debt and Debt—Related Parties" ). Under the indenture governing the
Senior Notes (the "Sabine Pass Indenture"), except for permitted tax distributions and certain other permitted
distributions, Sabine Pass LNG may not make distributions until certain conditions are satisfied, including that there
must be on deposit in an interest payment account an amount equal to one-sixth of the semi-annual interest payment
multiplied by the number of elapsed months since the last semi-annual interest payment and there must be on deposit
in a permanent debt service reserve fund an amount equal to one semi-annual interest payment of $82.4 million.
Distributions are permitted only after satisfying the foregoing funding requirements, a fixed charge coverage ratio test
of 2:1 and other conditions specified in the Sabine Pass Indenture.

As of September 30, 2012 and December 31, 2011, we classified $54.9 million and $13.7 million, respectively, as
current restricted cash and cash equivalents for the payment of interest due within twelve months. As of

September 30, 2012 and December 31, 2011, we classified the permanent debt service reserve fund of $82.4 million
as non-current restricted cash and cash equivalents. These cash accounts are controlled by a collateral trustee and,
therefore, are shown as restricted cash and cash equivalents on our Consolidated Balance Sheets.

Liquefaction Reserve

13
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In July 2012, Sabine Pass Liquefaction, LLC ("Sabine Pass Liquefaction") closed on a $3.6 billion senior secured
credit facility (the "Liquefaction Credit Facility"). Under the terms and conditions of the Liquefaction Credit Facility,
Sabine Pass Liquefaction is required to deposit all cash received into reserve accounts controlled by a collateral
trustee. Therefore, all of Sabine Pass Liquefaction's cash and cash equivalents are shown as restricted cash and cash
equivalents on our Consolidated Balance Sheets. As of September 30, 2012, we classified $184.8 million as
non-current restricted cash and cash equivalents held by Sabine Pass Liquefaction as such funds are to be used to
acquire non-current assets. As of September 30, 2012, we classified $68.4 million as current restricted cash and cash
equivalents held by Sabine Pass Liquefaction as such funds are to be used to pay for current liabilities.

14
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CHENIERE ENERGY, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—Continued
(unaudited)

Other Restricted Cash and Cash Equivalents

As of September 30, 2012 and December 31, 2011, $369.1 million and $81.4 million, respectively, of current
restricted cash and cash equivalents were primarily related to cash and cash equivalents held by Sabine Pass LNG and
Cheniere Energy Partners, L.P. ("Cheniere Partners") that were considered restricted to Cheniere. As of

September 30, 2012, $8.3 million had been classified as current restricted cash and cash equivalents due to various
other contractual restrictions. As of December 31, 2011, $6.4 million had been classified as current restricted cash and
cash equivalents due to various other contractual restrictions on our Consolidated Balance Sheets. As of

September 30, 2012 and December 31, 2011, $0.5 million had been classified as non-current restricted cash and cash
equivalents due to various other contractual restrictions on our Consolidated Balance Sheets.

NOTE 3—Property, Plant and Equipment
Property, plant and equipment consists of LNG terminal and natural gas pipeline costs, LNG site and related costs,

investments in oil and gas properties, and fixed assets, as follows (in thousands):
September 30, December 31,

2012 2011
LNG terminal costs
LNG terminal $1,650,965 $1,647,107
LNG terminal construction-in-process 966,389 39,010
LNG site and related costs, net 4,976 4,982
Accumulated depreciation (156,864 ) (125,108 )
Total LNG terminal costs, net $2,465,466 $1,565,991
Natural gas pipeline costs
Natural gas pipeline $564,027 $564,021
Natural gas pipeline construction-in-process 2,427 2,427
Pipeline right-of-ways 18,455 18,455
Accumulated depreciation (64,062 ) (52,878 )
Total natural gas pipeline costs $520,847 $532,025
Oil and gas properties, successful efforts method
Proved $4,170 $4,170
Accumulated depreciation, depletion and amortization (3,179 ) (3,033 )
Total oil and gas properties, net $991 $1,137
Fixed assets
Computer and office equipment $6,739 $5,952
Furniture and fixtures 4,057 4,057
Computer software 12,707 12,601
Leasehold improvements 8,732 7,318
Other 2,738 1,892
Accumulated depreciation (27,225 ) (23,844 )
Total fixed assets, net $7,748 $7.,976
Property, plant and equipment, net $2,995,052 $2,107,129

15
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LNG Terminal Costs

Depreciation expense related to the Sabine Pass LNG terminal totaled $10.6 million and $10.8 million for the three
months ended September 30, 2012 and 2011, respectively. Depreciation expense related to the Sabine Pass LNG
terminal totaled $31.8 million and $32.2 million for the nine months ended September 30, 2012 and 2011,
respectively.

In June 2012, LNG trains 1 and 2 of the liquefaction facilities Cheniere Partners is developing and constructing
adjacent to the Sabine Pass LNG terminal (the "Liquefaction Project") satisfied the criteria for capitalization.
Accordingly, costs associated

16
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CHENIERE ENERGY, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—Continued
(unaudited)

with the construction of LNG trains 1 and 2 of the Liquefaction Project have been recorded as construction-in-process
since that date. For the three and nine months ended September 30, 2012, we capitalized $14.0 million of interest
expense related to the construction of LNG trains 1 and 2 of the Liquefaction Project.

Natural Gas Pipeline Costs

Depreciation expense related to the Creole Trail Pipeline totaled $3.8 million and $3.7 million for the three months
ended September 30, 2012 and 2011, respectively. Depreciation expense related to the Creole Trail Pipeline totaled
$11.2 million for the nine months ended September 30, 2012 and 2011.

Fixed Assets

Depreciation expense related to our fixed assets totaled $0.7 million and $0.9 million for the three months ended
September 30, 2012 and 2011, respectively. Depreciation expense related to our fixed assets totaled $3.4 million and
$2.5 million for the nine months ended September 30, 2012 and 2011, respectively.

NOTE 4—Non-controlling Interest

We have consolidated Cheniere Partners, a master limited partnership formed by us to own and operate the Sabine
Pass LNG terminal and related assets. The entities’ financial statements are consolidated in our consolidated financial
statements and the entity's other equity is recorded as a non-controlling interest. The following table sets forth the
components of our non-controlling interest balance since inception attributable to third-party investors’ interests at
September 30, 2012 (in thousands):

Net proceeds from Cheniere Partners’ issuance of common units (1) $355,765

Net proceeds from Holdings’ sale of Cheniere Partners common units (2) 203,946
Distributions to Cheniere Partners’ non-controlling interest (3) (145,651 )
Net proceeds from Cheniere Partners’ issuance of Class B Units (4) 887,361
Non-controlling interest share of loss of Cheniere Partners (33,417 )
Non-controlling interest at September 30, 2012 $1,268,004

In March and April 2007, we and Cheniere Partners completed a public offering of 15,525,000 Cheniere Partners
common units (the "Cheniere Partners Offering"). Cheniere Partners received $98.4 million in net proceeds from
the issuance of its common units to the public. Prior to January 1, 2009, a company was able to elect an accounting
policy of recording a gain or loss on the sale of common equity of a subsidiary equal to the amount of proceeds
received in excess of the carrying value of the parent’s investment. Effective January 1, 2009, the sale of common
equity of a subsidiary is accounted for as an equity transaction.

In January 2011, Cheniere Partners initiated an at-the-market program to sell up to 1.0 million common units, the
proceeds from which would be used primarily to fund development costs associated with the Liquefaction Project. As
of December 31, 2011, Cheniere Partners had sold 0.5 million common units with net proceeds of $9.0 million.
During the nine months ended September 30, 2012, Cheniere Partners sold 0.5 million common units with net
proceeds of $11.1 million.

In September 2011, Cheniere Partners sold 3.0 million common units in an underwritten public offering and 1.1
million common units to Cheniere Common Units Holding, LLC, a wholly owned subsidiary of Cheniere, at a price of
$15.25 per common unit. Cheniere Partners received net proceeds of $43.3 million and $16.4 million from the public
offering and Cheniere Common Units Holding, LL.C sale, respectively.

In September 2012, Cheniere Partners sold 8.0 million common units in an underwritten public offering at a price of
$25.07 per common unit for net cash proceeds of $194.0 million.

ey
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In conjunction with the Cheniere Partners Offering, Cheniere LNG Holdings, LLC ("Holdings") sold a portion of
the Cheniere Partners common units held by it to the public, realizing net proceeds of $203.9 million, which

(2)included $39.4 million of net proceeds realized once the underwriters exercised their option to purchase an
additional 2,025,000 common units from Holdings. Due to the subordinated distribution rights on our subordinated
units, we recorded those proceeds as non-controlling interest.

18
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CHENIERE ENERGY, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—Continued
(unaudited)

Cash distributions to the non-controlling interest are recorded directly against the non-controlling interest on our
Consolidated Balance Sheets. There is no obligation beyond what is reflected in our consolidated financial
(3) statements to fund or absorb such distributions to the non-controlling interest. If in the future the non-controlling
interest on our Consolidated Balance Sheets is reduced to zero, these distributions may increase the loss allocated
to us.
In May 2012, Cheniere Partners and Blackstone CQP Holdco LP ("Blackstone") entered into a unit purchase
agreement (the "Blackstone Unit Purchase Agreement") whereby Cheniere Partners agreed to sell to Blackstone in
a private placement 100 million Class B Units of Cheniere Partners ("Class B Units") at a price of $15.00 per Class
B Unit. Cheniere Partners has issued and sold 66.7 million Class B Units to Blackstone as of September 30, 2012.
The net proceeds will be used to fund the equity portion of the costs of developing, constructing and placing into
service LNG trains 1 and 2 of the Liquefaction Project.

“)

NOTE 5—Accrued Liabilities

As of September 30, 2012 and December 31, 2011, accrued liabilities consisted of the following (in thousands):
September 30, December 31,

2012 2011
Accrued interest expense and related fees $55,241 $35,884
Payroll 17,245 19,321
LNG terminal costs 869 1,122
LNG liquefaction costs 53,914 1,702
Other accrued liabilities 11,511 5,045
Accrued liabilities $138,780 $63,074

NOTE 6—Debt and Debt—Related Parties

As of September 30, 2012 and December 31, 2011, our debt consisted of the following (in thousands):
September 30, December 31,

2012 2011
Current debt
2007 Term Loan $— $298,000
Convertible Senior Unsecured Notes — 204,630
Total current debt — 502,630
Current debt discount
Convertible Senior Unsecured Notes — (9,906
Total current debt, net of discount $— $492.724
Long-term debt (including related parties)
Senior Notes $2,215,500 $2,215,500
Liquefaction Credit Facility 100,000 —
2008 Loans (including related parties) — 282,293
Total long-term debt 2,315,500 2,497,793
Long-term debt discount
Senior Notes (19,561 (23,082
Total long-term debt (including related parties), net of discount $2,295,939 $2,474,711
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2007 Term Loan

In May 2007, Cheniere Subsidiary Holdings, LLC, a wholly owned subsidiary of Cheniere, entered into a $400.0
million credit agreement ("2007 Term Loan"). Borrowings under the 2007 Term Loan generally bore interest at a
fixed rate of 9%% per annum. Interest was calculated on the unpaid principal amount of the 2007 Term Loan
outstanding and was payable quarterly in arrears on March 31, June 30, September 30 and December 31 of each year.
The 2007 Term Loan had a maturity date of May 31, 2012. The 2007 Term Loan was secured by a pledge of our
135,383,831 subordinated units in Cheniere Partners.
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CHENIERE ENERGY, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—Continued
(unaudited)

In May 2010, we sold our 30% interest in Freeport LNG Development, L.P. ("Freeport LNG") to institutional
investors for net proceeds of $104.3 million. The net proceeds from the sale were used to prepay $102.0 million of the
2007 Term Loan in May 2010. As of December 31, 2010, $298.0 million was outstanding under the 2007 Term Loan
and included in long-term debt on our Consolidated Balance Sheets. During the second quarter of 2011, we
reclassified $298.0 million of debt from a long-term liability to a current liability because our 2007 Term Loan was
due within 12 months as of May 31, 2011.

In January 2012, we used a portion of the net proceeds from the public offering of common stock in December 2011
to repay in full the outstanding principal balance of the 2007 Term Loan. The aggregate repayment amount was
$298.2 million, including the outstanding principal amount and accrued interest through January 5, 2012.

Convertible Senior Unsecured Notes

In July 2005, we consummated a private offering of $325.0 million aggregate principal amount of Convertible Senior
Unsecured Notes to qualified institutional buyers pursuant to Rule 144A under the Securities Act of 1933, as amended
("the Securities Act"). The notes bore interest at a rate of 2%4% per year. The notes were convertible at any time into
our common stock under certain circumstances at an initial conversion rate of 28.2326 shares per $1,000 principal
amount of the notes, which was equal to a conversion price of approximately $35.42 per share.

We had the right to redeem some or all of the notes on or before August 1, 2012, for cash equal to 100% of the
principal plus any accrued and unpaid interest if in the previous 10 trading days the volume-weighted average price of
our common stock exceeded $53.13, subject to adjustment, for at least five consecutive trading days. In the event of
such redemption, we would have made an additional payment equal to the present value of all remaining scheduled
interest payments through August 1, 2012, discounted at the U.S. Treasury securities rate plus 50 basis points. The
indenture governing the notes contained customary reporting requirements.

During the second quarter of 2009, we reduced debt by exchanging $120.4 million aggregate principal amount of our
Convertible Senior Unsecured Notes for a combination of $30.0 million cash and cash equivalents and 4.0 million
shares of common stock, reducing our principal amount due in 2012 to $204.6 million. The remaining principal
amount of the Convertible Senior Unsecured Notes was convertible into 5.8 million shares.

During the third quarter of 2011, we reclassified $190.7 million of debt, net of discount, from a long-term liability to a
current liability because our Convertible Senior Unsecured Notes were due within 12 months as of August 1, 2011.

We adopted on January 1, 2009 an accounting standard that requires issuers of certain convertible debt instruments to
separately account for the liability component and the equity component represented by the embedded conversion
option in a manner that will reflect that entity's nonconvertible debt borrowing rate when interest costs are recognized
in subsequent periods. The fair value of the embedded conversion option at the date of issuance of the Convertible
Senior Unsecured Notes was determined to be $134.0 million and has been recorded as a debt discount to the
Convertible Senior Unsecured Notes, with a corresponding adjustment to additional paid-in capital.

In August 2012, we repaid in full the outstanding principal balance of the Convertible Senior Unsecured Notes. The

aggregate repayment amount was $206.9 million including the outstanding principal amount and accrued interest
through August 1, 2012.
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Senior Notes

In November 2006, Sabine Pass LNG issued an aggregate principal amount of $2,032.0 million of Senior Notes (the
"Senior Notes"), consisting of $550.0 million of 7%% Senior Secured Notes due 2013 (the "2013 Notes") and
$1,482.0 million of 7%2% Senior Secured Notes due 2016 (the "2016 Notes"). In September 2008, Sabine Pass LNG
issued an additional $183.5 million, before discount, of 2016 Notes whose terms were identical to the previously
outstanding 2016 Notes. Interest on the Senior Notes is payable semi-annually in arrears on May 30 and November 30
of each year. The Senior Notes are secured on a first-priority basis by a security interest in all of Sabine Pass LNG’s
equity interests and substantially all of its operating assets.
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CHENIERE ENERGY, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—Continued
(unaudited)

Sabine Pass LNG may redeem some or all of the Senior Notes at any time, and from time to time, at a redemption
price equal to 100% of the principal plus any accrued and unpaid interest plus the greater of:

*1.0% of the principal amount of the Senior Notes; or

the excess of: a) the present value at such redemption date of (i) the redemption price of the Senior Notes plus (ii) all
required interest payments due on the Senior Notes (excluding accrued but unpaid interest to the redemption date),
computed using a discount rate equal to the Treasury Rate as of such redemption date plus 50 basis points; over b) the
principal amount of the Senior Notes, if greater.

Under the Sabine Pass Indenture, except for permitted tax distributions, Sabine Pass LNG may not make distributions
until certain conditions are satisfied: there must be on deposit in an interest payment account an amount equal to
one-sixth of the semi-annual interest payment multiplied by the number of elapsed months since the last semi-annual
interest payment, and there must be on deposit in a permanent debt service reserve fund an amount equal to one
semi-annual interest payment of approximately $82.4 million. Distributions are permitted only after satisfying the
foregoing funding requirements, a fixed charge coverage ratio test of 2:1 and other conditions specified in the Sabine
Pass Indenture. During the nine months ended September 30, 2012, Sabine Pass LNG made distributions of $182.9
million after satisfying all the applicable conditions in the Sabine Pass Indenture. During the nine months ended
September 30, 2011, Sabine Pass LNG made distributions of $231.7 million after satisfying all the applicable
conditions in the Sabine Pass Indenture.

See Note 15—"Subsequent Events" for a description of the repurchase in October 2012 of the 2013 Notes and Sabine
Pass LNG's issuance of new notes.

2008 Loans

In August 2008, we entered into a credit agreement pursuant to which we obtained $250.0 million in convertible term
loans ("2008 Loans"). The 2008 Loans had a maturity date in 2018. The 2008 Loans bore interest at a fixed rate of
12% per annum, except during the occurrence of an event of default during which time the rate of interest would have
been 14% per annum. Interest was due semi-annually on the last business day of January and July. The 2008 Loans
were secured by Cheniere's rights and fees payable under management services agreements with Sabine Pass LNG
and Cheniere Partners, by Cheniere's 12.0 million common units in Cheniere Partners, by the equity and assets of
Cheniere's pipeline entities, by the equity of various other subsidiaries and certain other assets and subsidiary
guarantees.

In June 2010, the 2008 Loans were amended to permit all funds on deposit in a terminal use agreement ("TUA")
reserve payment account to be applied to the prepayment of the accrued interest on the loans outstanding under the
2008 Loans, with any remainder to be applied to the prepayment of the principal balance of such 2008 Loans. As a
result, $63.6 million from the TUA reserve account was used to prepay $60.9 million of accrued interest and $2.7
million of principal of the 2008 Loans.

In December 2010, the 2008 Loans were amended to, among other things: eliminate the "put rights" which had
allowed the lenders to demand repayment of the 2008 Loans on the third, fifth, and seventh anniversaries thereof;
allow for the early prepayment of the 2008 Loans; allow Cheniere for a limited period to sell Cheniere Partners
common units held as collateral and prepay the 2008 Loans with the proceeds; and release restrictions on prepayments
of other indebtedness of Cheniere as certain conditions were met. In addition, 96.6% of the lenders agreed to terminate
their rights to exchange the 2008 Loans for Series B Preferred Stock of Cheniere.
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The outstanding principal amount of the 2008 Loans held by Scorpion Capital Partners, L.P. ("Scorpion") was
exchangeable for shares of Cheniere common stock at a price of $5.00 per share pursuant to an amendment to the
2008 Loans adopted in September 2011. No portion of any accrued interest was eligible for exchange into Cheniere
common stock. On June 16, 2011, our stockholders approved a proposal to permit Scorpion to exchange its 2008
Loans for common stock, to hold such shares of common stock, and to allow Scorpion to vote the common stock as
any other stockholder. The portion of outstanding principal amount of the 2008 Loans for Scorpion was classified as
related party long-term debt on our consolidated financial statements because Scorpion is an affiliate of one of
Cheniere's directors. As of December 31, 2011, we classified $9.6 million of the 2008 Loans as part of Long-Term
Debt—Related Parties on our Consolidated Balance Sheets because a related party then held these portions of this debt.
In April 2012, Scorpion exchanged all $8.4 million of its loan for 1.7 million shares of Cheniere common stock and
$1.4 million cash.

10

24



Edgar Filing: CHENIERE ENERGY INC - Form 10-Q

CHENIERE ENERGY, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—Continued
(unaudited)

In June 2012, we repaid in full the entire outstanding principal balance of the 2008 Loans. Upon such payment, the
credit agreement and related agreements were terminated. As a result, we recorded a $15.1 million loss on early
extinguishment of debt in June 2012.

Liquefaction Credit Facility

In July 2012, Sabine Pass Liquefaction entered into the $3.6 billion Liquefaction Credit Facility with a syndicate of
lenders. The Liquefaction Credit Facility will be used to fund a portion of the costs of developing, constructing and
placing into operation LNG trains 1 and 2 of the Liquefaction Project. The Liquefaction Credit Facility will mature on
the earlier of July 31, 2019 or the second anniversary of the completion date of LNG trains 1 and 2 of the Liquefaction
Project. Borrowings under the Liquefaction Credit Facility may be refinanced, in whole or in part, at any time without
premium or penalty, except for interest hedging and interest rate breakage costs. Sabine Pass Liquefaction made a
$100.0 million borrowing under the Liquefaction Credit Facility in August 2012 after meeting the required conditions
precedent to the initial advance. The second advance will not be made until Sabine Pass Liquefaction has received an
aggregate of at least $1.9 billion of equity or subordinated debt proceeds, and has expended at least $1.8 billion of
such funds in payment of costs for LNG trains 1 and 2 of the Liquefaction Project. In addition, the second advance
will not be made until Cheniere Creole Trail Pipeline, L.P. has received equity or debt commitments sufficient to fund
the pipeline modifications necessary to provide sufficient gas supply for the Liquefaction Project.

Borrowings under the Liquefaction Credit Facility bear interest, at Sabine Pass Liquefaction's election, at a variable
rate equal to LIBOR or the base rate, plus the applicable margin. The applicable margin for LIBOR loans is 3.50%
during construction and 3.75% during operations, and the applicable margin for base rate loans is 2.50% during
construction and 2.75% during operations. Interest on LIBOR loans is due and payable at the end of each LIBOR
period, and interest on base rate loans is due and payable at the end of each calendar quarter. The Liquefaction Credit
Facility required Sabine Pass Liquefaction to pay certain up-front fees to the agents and lenders in the aggregate
amount of approximately $178 million and provides for a commitment fee calculated at a rate per annum equal to 40%
of the applicable margin for LIBOR loans, multiplied by the average daily amount of the undrawn commitment.
Annual administrative fees must also be paid to the agent and the trustee. The principal of loans made under the
Liquefaction Credit Facility must be repaid in quarterly installments, commencing with the first calendar quarter
ending at least three months following the completion of LNG trains 1 and 2 of the Liquefaction Project. Scheduled
repayments are based upon an 18-year amortization, with the remaining balance due upon the maturity of the
Liquefaction Credit Facility.

Under the terms and conditions of the Liquefaction Credit Facility, all cash held by Sabine Pass Liquefaction is
controlled by the collateral agent. These funds can only be released by the collateral agent upon satisfaction of certain
terms and conditions, including receipt of satisfactory documentation that the Liquefaction Project costs are bona fide
expenditures and are permitted under the terms of the Liquefaction Credit Facility. The Liquefaction Credit Facility
does not permit Sabine Pass Liquefaction to hold any cash, or cash equivalents, outside of the accounts established
under the agreement. Because these cash accounts are controlled by the collateral agent, the cash balance of $100.0
million held in these accounts as of September 30, 2012 is classified as restricted on our Consolidated Balance Sheets.

The Liquefaction Credit Facility contains customary conditions precedent for the second borrowing and any
subsequent borrowings, as well as customary affirmative and negative covenants. The obligations of Sabine Pass
Liquefaction under the Liquefaction Credit Facility are secured by substantially all of the assets of Sabine Pass
Liquefaction as well as all of the membership interests in Sabine Pass Liquefaction, and a security interest in Cheniere
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Partners' rights under the Blackstone Unit Purchase Agreement and the guaranty related thereto.

Under the terms of the Liquefaction Credit Facility, Sabine Pass Liquefaction is required to hedge against the potential
of rising interest rates with respect to no less than 75% (calculated on a weighted average basis) of the projected
outstanding borrowings. In connection with the closing of the Liquefaction Credit Facility, Sabine Pass Liquefaction
entered into interest rate swap agreements. The swap agreements have the effect of fixing the LIBOR component of
the interest rate payable under the Liquefaction Credit Facility with respect to forecasted borrowings under the
Liquefaction Credit Facility up to a maximum of $2.9 billion at 1.98% from August 14, 2012 to July 31, 2019, the
final termination date of the swap agreements.

11
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CHENIERE ENERGY, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—Continued
(unaudited)

NOTE 7—Financial Instruments
Derivative Instruments

We have entered into certain instruments to hedge the exposure to variability in expected future cash flows
attributable to the future sale of our LNG inventory ("LNG Inventory Derivatives"), to hedge the exposure to price
risk attributable to future purchases of natural gas to be utilized as fuel to operate the Sabine Pass LNG terminal
("Fuel Derivatives"), and to hedge the exposure to volatility in a portion of the floating-rate interest payments under
the Liquefaction Credit Facility ("Interest Rate Derivatives").

The following table (in thousands) shows the fair value of our derivative assets and liabilities that are required to be

measured at fair value on a recurring basis as of September 30, 2012 and December 31, 2011, which are classified as

other current assets, other current liabilities and other non-current liabilities in our Consolidated Balance Sheets.
Fair Value Measurements as of

September 30, 2012 December 31, 2011
ngteq Significant . .. Ql.mted. Significant . ..
Prices in Significant Prices in Significant
. Other . Other
Active Unobservable Active Unobservable
Observable Total Observable Total
Markets Tnputs Inputs Markets Tnputs Inputs
(ll;evel (Level 2) (Level 3) (11;evel (Level 2) (Level 3)
LNG Inventory
Derivatives asset $— $222 ) $— $222 ) $— $ 1,951 $ — $1,951
(liability)
Fuel Derivatives asset
(lability) — 60 — 60 — (1,415 ) — (1,415)
Interest Rate Derivatives
(liability) — (29,676 ) — (29,676 ) — — — —

The estimated fair values of our LNG Inventory Derivatives and Fuel Derivatives are the amount at which the
instruments could be exchanged currently between willing parties. We value these derivatives using observable
commodity price curves and other relevant data. We value our Interest Rate Derivatives using valuations that are
calibrated to the initial trade prices. Using an income-based approach, subsequent valuations are based on observable
inputs to the valuation model including interest rate curves, risk adjusted discount rates, credit spreads and other
relevant data.

Commodity Cash Flow Hedges

Changes in the fair value of our LNG Inventory Derivatives and Fuel Derivatives are reported in earnings because we
have not elected to designate these derivative instruments as a hedging instrument that is required to qualify for cash
flow hedge accounting. The following table (in thousands) shows the fair value and location of our LNG Inventory
and Fuel Derivatives on our Consolidated Balance Sheets:

Fair Value Measurements as of

) September 30, December 31,
Balance Sheet Location 2012 2011
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LNG Inventory Derivatives asset Prepaid expenses and other (other
(liability) current liabilities) $222 ) $1.951
Fuel Derivatives asset (liability) Prepaid expenses and other (other ¢ (1,415 )

current liabilities)

12
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CHENIERE ENERGY, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—Continued
(unaudited)

The following table (in thousands) shows the changes in the fair value and settlements of our LNG Inventory
Derivatives recorded in marketing and trading revenues (losses) on our Consolidated Statements of Operations during
the three and nine months ended September 30, 2012 and 2011:

Three Months Ended Nine Months Ended

September 30, September 30,

2012 2011 2012 2011
LNG Inventory Derivatives $(265 ) $838 $599 $384

The following table (in thousands) shows the changes in the fair value and settlements of our Fuel Derivatives
recorded in derivative gain (loss) on our Consolidated Statements of Operations during the three and nine months
ended September 30, 2012 and 2011:

Three Months Ended Nine Months Ended
September 30, September 30,
2012 2011 2012 2011
Fuel Derivatives $287 $(716 ) $(288 ) $(1,164 )

Interest Rate Swaps Designated as Cash Flow Hedges

In August 2012, Sabine Pass Liquefaction entered into Interest Rate Derivatives to protect against volatility of future
cash flows and hedge a portion of the variable interest payments on the Liquefaction Credit Facility.

Sabine Pass Liquefaction has elected to designate these Interest Rate Derivatives as hedging instruments which is
required in order to qualify for cash flow hedge accounting. As a result of this cash flow hedge designation, we
recognize the Interest Rate Derivatives as an asset or liability at fair value, and reflect changes in fair value through
other comprehensive income in our Consolidated Statements of Comprehensive Loss. Any hedge ineffectiveness
associated with the Interest Rate Derivatives is recorded immediately as derivative gain (loss) in our Consolidated
Statements of Operations. The realized gain (loss) on the Interest Rate Derivatives is recorded as an (increase)
decrease in interest expense on our Consolidated Statements of Operations to the extent not capitalized as part of the
Liquefaction Project. The effective portion of the gains or losses on our Interest Rate Derivatives recorded in other
comprehensive income is reclassified to earnings over the life of the Liquefaction Credit Facility as the fixed rate
interest obligations affect earnings. In addition, amounts recorded in other comprehensive income are also reclassified
into earnings if it becomes probable that the hedged forecasted transaction will not occur.

The Interest Rate Derivatives hedge approximately 75% of the weighted average of the expected outstanding
borrowings over the term of the Liquefaction Credit Facility. The aggregate notional amount each month follows our
expected borrowing schedule under the Liquefaction Credit Facility with an expected maximum swap notional
amount outstanding of $2.9 billion in 2017. At September 30, 2012, Sabine Pass Liquefaction had the following
Interest Rate Derivatives outstanding that converted $20.0 million of the Liquefaction Credit Facility from a variable
to a fixed interest rate. Sabine Pass Liquefaction pays a fixed interest rate on the swap and in exchange receives a
variable interest rate based on the one-month LIBOR.

Initial Notional = Maximum ) . Welghted Average Variable Interest
. Effective Date Maturity Date Fixed Interest .
Amount Notional Amount ] Rate Received
Rate Paid
$20.0 million  $2.9 billion August 14,2012 July 31,2019 1.98% SI“Begﬁomh
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Interest Rate Derivatives were reflected in our Consolidated Balance Sheets at fair value with the effective portion of
the Interest Rate Derivatives' gain or los