
Current State and Prospects of LNG in the 
UNECE Region 

Chapter 2: LNG Value Chain 
UN Economic Commission for Europe 

Committee on Sustainable Energy,  
Working Party on Gas, 21th Session 

Geneva, 18 January 2011 

xx 
Gas Natural Fenosa                Stream Repsol-Gas Natural LNG 



Index 

•  Chapter 2 LNG Value Chain Outline 

•  LNG Market View 
–  Supply & Demand 
–  LNG Flows 
–  Pricing Dynamics 
–  Trends 



Chapter Outline (I) – LNG Value Chain 

•  Introduction – Description – History 
•  Capacity Analysis / Global LNG Balance 

–  Reserves – Liquefaction – Regasification – Shipping – Demand 
–  Current bottleneck in demand 
–  Potential future (medium term) bottleneck in liquefaction 

•  Technology 
–  Current Status: Liquefaction – Storage – Regasification – Shipping 
–  New developments 

•  Offshore popularity: FSRU & FPSO 
•  Unconventional gas 
•  Compressed natural gas 

–  GTL 
–  Satellite & Peak Saving Plants 
–  Natural Gas Vehicles 



Chapter Outline (II) – LNG Value Chain 

•  Economics 
–  Costs (liquefaction > 50% of total investment) 
–  Business Models: Traditional – Integrator – Aggregator – Tolling 
–  Project financing 
–  Risk analysis and allocation 

•  Marketing 
–  Strategy: Domestic vs Exportation – Term – Shipping Size – 

Distribution – Destination – Use 
–  LNG SPA Contracts: specific clauses 
–  Quality Specifications 



Degree of completion 

•  Information compiling: 99% 

•  Writing: 90% 

Chapter Outline (III) – LNG Value Chain 



LNG Supply: historical evolution 

 LNG Exports by country (mtpa) 



LNG Supply: new projects 

• 2000-10: LNG supply has increased by 100 mtpa led by Qatar 

• 2011-13: new projects slowing down. Algeria, Pluto, Angola 

• From 2014: Australian production booming 

2009 44 T4&5 Qatargas II 
Sakhalin 

T6 Rasgas III 
T1 Yemen LNG 

Tanguh 
2010 31 T7 Rasgas III 

T2 Yemen LNG 
Qatargas III & IV 

Peru LNG 
2011 (E) 4.8 Pluto LNG 
2012 (E) 5.2 Angola LNG 
2013 (E) 9.2 Skikda replacement  

Gassi Touil 
2014 (E) 21.6 PNG LNG 

Gorgon LNG 
Queensland CBM Projects 



LNG Demand 

• Rise of domestic gas demand constraining feed gas in producing countries 

• Gas demand growth driven mainly by fuel substitution for power generation 
 Regulation uncertainty: CO2 emissions policy, renewable energy subsidies, domestic coal protection 

• US: lower LNG demand caused by shale gas boost.  

 Potentially LNG exports from 2015 

• Asia: strong gas and LNG consumption after the economic recovery.  

 Japan growing slower than emerging countries 

• Europe: LNG demand growing in UK, NWE and Italy but stable or 

decreasing in Spain due to weak economy and Medgaz PL 

• South America and Middle East: new seasonal markets 



LNG Demand: forecasts 

• Despite global economic downturn, LNG demand remains firm 



LNG Demand: US 

• US LNG demand forecasts decreasing due to unconventional surge 

2005 

2006 

2007 

2008 
2009 (1) 

2009 (2) 



2010 LNG Flows (E) 



LNG Pricing Dynamics 
• Asia: oil indexed premium market 

• Europe: gas-LNG competition. Introduction of partial indexation to liquid 

hubs in long and medium term contracts 

• US: Henry Hub priced according to production cost, probably below NBP 

•  Increasing volatility from seasonal effects 



LNG Pricing Dynamics: example of volatility 

 December: price volatility in US North East hubs ($/MBTU) 



LNG Trends 

•  Increasing number of players with different interests: 
 Utilities 
 Traders 
 Producers: IOCs and NOCs 
 Incumbents 
 Shipping Co 
 Investment Banks 

•  Increasing liquidity in the spot market 

• Growing international trading 

• Globalization 

• Higher importance of storage and flexibility 

• Vertical integration  



LNG Trends 

Traditional business New trends 

No integration upstream-midstream 

Long term (10-20 years) 

Buyers used to be histor ical 
(monopoly) 

Price formulae related to oi l 
products 

Integration upstream-midstream 

Shorter term (5-10 years) 

New buyers entering the business 

Price formulae related to Brent 
and/or liquid indexes 



LNG Trends: comparing the evolution with oil markets 
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Oil 

Derivative markets 
mature – industry  
dis-integration and  
realignment 

Oil 
derivatives  
grow 

Spot prices 
benchmark for 
all trades 

Growth of 
spot 
trading 

Administered 
markets 

• Most trade on 
term contracts 

• Administered 
government and 
private 
corporation 
pricing 

• 19 producers 
(13 in OPEC) 

• Production, 
purchasing, and 
refining 
dominated by 
the “7 sisters” 
oil majors 

• Vertically 
integrated 
industry 

1950-72 

• Spot sales 
only 5% of 
total sales; 
many traders 
enter spot 
market  

• Rapid price 
escalation  

• Term contracts 
increasingly 
linked to prices 
of spot 
benchmarks 

• Nationalization 
of upstream 
operations 
breaks up 
vertical 
integration 

1973-79 

• Sellers’ market 
became buyers’ 
market  

• Additional non-
OPEC 
production 
reduces 
preeminence of 
OPEC 

• Spot trading over 
30% of total 
sales 

• 1983 – WTI 
futures listed on 
NYMEX 

• OTC derivatives 
illegal in U.S. 
until 1987 

Early 1980s 

• Increased price 
volatility   

• 1986 crude 
price collapse 

• “Netback 
pricing” by 
Saudis 

• Forward and 
futures markets 
grow in 
importance 

• Oil majors 
reduce costs 

• 1987 – Chase 
completes first 
matched 
commodity 
swap 

1986-89 

• Intermediary 
trades dwarf 
underlying 
physical markets 

• Increased 
liquidity and 
derivatives 
competition  

• Major oil 
companies 
restructure 
activities – role of 
refining and 
marketing 
reviewed 

Early 1990s-today 

LNG 

• The oil path  
could happen in 
the LNG market, 
at least partially 

• As the LNG 
market becomes 
fully arbitraged, 
efficient spot 
markets in LNG 
likely to emerge 

• Critical question 
is how  and how 
long will market 
evolution take? 

• (1962-2002) • (2002-?) • (2002-?) 



LNG Trends: costs (I) 

EXPLORATION AND 
DEVELOPMENT 

LIQUEFACTION  SHIPPING REGASIFICATION 
TRANSPORT AND 
DISTRIBUTION 

During the period 2005-2009 there has been a high 
increase in the costs (upstream, liquefaction and 
regasification. 

Due to the economical crisis, this cost has decreases but 
has not reached the previous level. 

Shipping cost has followed a different path to the rest of 
the value chain. 



LNG Trends: costs (II) 

 Shipping Costs Evolution 



LNG Trends: demand 

• LNG earning market share  to piped gas  

 LNG currently 8% of total gas consumption and 27% of traded gas 

•  In spite of the crisis LNG demand increased by 17% in 2009. 

+19% 

+29% 



LNG Trends: supply and demand balance 

Source: IHS CERA. 



LNG Trends: gas and renewables mix 

Nov 4th 2010 Nov 9th 2010 

CCGT’s 
Wind 

CCGT 

Wind Wind 



LNG Trends: floating  

• Offshore popularity: 
 Easier permitting process 
 Fast track solution 
 Less capital intensive 

• Floating regasification is a mature technology 
 Dockside receiving point:  

 Teeside (UK), Bahía Blanca (Argentina), Pecem and 
Guanabara (Brazil), Dubai (UAE), Kuwait 

 Offshore deepwater port: 
 Gulf Gateway, Northeast Gateway, Neptune (US) 

• Floating liquefaction: many projects under 

study 



Thank you 


