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China LNG:
Surfing the Mobility Wave
China has high expectations
in liquefied natural gas
(LNG) development,
especially for automotive,
mass transit, and truck
applications. Petrochina
recently announced plans to
cooperate with several
municipal governments in
promoting LNG-fuelled
buses. China's LNG industry
is witnessing a gradual
liberalization with
downstream opportunities
opening up for new entrants,
particularly in gas retailing.
LNG is certain to play an
increasing role in powering
mobility in China, but how
important will it be?

Xinhua, the official News Agency of China, announced on December 2013
that the government will promote a mixed-ownership economy by diversifying
the shareholding structure of state-owned enterprises (SOEs) to speed up their
transformation. On March 2014, the three major National Oil Companies (NOC)
including Sinopec, Petrochina and CNOOC, have announced willingness to open
their oligopoly control of the retail gas station network, initially to Chinese private
companies to invest in LNG stations. There was as well domestic investment in
CNG stations, which has seen growing use in municipal bus and taxi systems.
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LNG as a catalyst to boost natural gas usage
in China
In 2013 natural gas (NG) played a small role in
China's energy economy, less than 5 percent
of the primary energy mix. But the growth
prospects are tremendous with a target to reach
10 percent by 2020, driven by the combination of
economic development and an urgent search for
environmentally friendly energy.
China's domestic NG supply is severely limited by
both low production, remote locations and rough
terrain, an under-developed pipeline infrastructure,
and structural issues in the State-owned sector itself.
LNG has developed rapidly in the past years, with
imported LNG providing 85 to 90 percent of China's
NG supply. Current projections see China importing
60 billion cubic meters (bcm) of LNG by 2020,
as compared to 25 bcm in 2013. Most imported
LNG is re-gasified and injected into the existing NG
distribution network.
China is making substantial investments in domestic
LNG infrastructures with more than 20 LNG import
terminals (mainly for major NOCs) in various phases
of completion. A broader range of public and private
players, for both equipment supply and operations
is taking positions in LNG carriers, floating storage &
regasification units, and filling stations.

China automotive LNG as the biggest and
fastest developing application
Outside the systems for regasification and NG
distribution, automotive is the largest consuming
sector of LNG with 30 percent to 40 percent of
China volumes in 2012. Other applications are mainly
industrial such as glass and ceramics and power
generation.
The automotive LNG growth has been driven by
the development of commercial vehicles especially
heavy duty truck segment (HDT) and pressure to
reduce vehicle emissions, supported with financial
subsidies from the government at the acquisition or
conversion of the vehicle. In October 2012, NDRC
published plans in a policy statement to push the
automotive LNG sector. This incentivized both
NOCs and municipalities such as Beijing to push the
development of LNG usage in public transportation.
Monitor Deloitte estimates that China's LNG powered
vehicle park will reach 700,000 to 800,000 LNG
vehicles by 2020, creating fuel demand of 30 to 34
bcm in LNG.
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LNG is displaying a cost advantage as well as
environmental advantage over diesel fuel, but LNG
competes in the mobility market with CNG, which
requires less capital investment for vehicle conversion.
In a first approach to ensure the economic viability
of LNG fuelled as compared to diesel fuelled cartage
vehicles, the delta unit price between diesel and LNG
must be of at least 0.3 RMB (the diesel price in liters
minus vehicle LNG fuel price in kgs). This differential
does not exist in all provinces across China. Because
LNG enables longer range than CNG, it offers
advantages for city busses, intercity busses, and heavy
duty trucks.
The major constraint for the development of
LNG fuelled vehicles is infrastructure, which is the
typical challenge for alternative energy. LNG station
development is the key for LNG vehicle promotion,
but China had only 640 LNG fueling stations in
2012 while CNG had more than 3,000 stations
(for reference China has more than 90,000 retail
gas stations). Petrochina has been very active in
automotive LNG with a framework agreement signed
in 2012 with the Beijing municipality to provide filling
capacity for more than 3,000 LNG-fuelled buses by
end of 2013. Kunlun Energy, one of its subsidiaries,
also entered into collaboration agreements with
several cities including Hefei, Guangzhou and
Changzhou to construct LNG refilling stations.

Market access and LNG supply to be
considered by new entrants
To meet the growing demand from LNG-powered
vehicles, China has promoted the building of LNG
fueling station, from the 640 mentioned in 2012 to
2,500 by end of 2014 (source: ICIS).
Two NOCs (Petrochina and CNOOC) are dominating
the automotive LNG retailing play in China, while
private challengers such as ENN Energy and Xinjiang
Guanghui have emerged with a combined market
share of 20 to 25 percent in terms of number of retail
gas stations. For reference ENN is a major supplier
of gas and service equipment in Beijing and Tianjin,
and has created a joint venture with Utah-based CH4
Energy Corp. to build a network of natural gas fueling
stations for trucks along the major highways across
the U.S.
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LNG players, especially private companies, willing
to enter the automotive market will need to focus
on market access (self-owned [newly built or
acquired], franchised or partnered with a retail gas
station network). They will also need to secure an
LNG supply. Various supply options exist but the
automotive demand would not be sufficient to
absorb the volumes to support a dedicated import
terminal. The two private challengers (ENN and
Guanghui) have already gotten initial approval to
build an LNG import terminal, that can be used for
automotive LNG and residential / commercial NG
after re-gasification. Capital investment required
being significant, players should anticipate operating
rate considering current unused capacity in some
terminals located adjacent to large municipal markets
like Beijing and Tianjin.
The high potential profit margin of LNG stations in
given regions has raised the interest of various players
including biogas (from animal or municipal waste)
and syngas producers.
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