Has the train
left the station?
A view of Liquefied Natural
Gas from Qatar
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Oil and Gas

Liquefied Natural Gas (LNG), the buzzing phrase
of the nineties that catapulted Qatar onto the world
stage, is simply natural gas: methane-cooled to 164º Celcius (its natural boiling point) thereby
turning it to liquid. Easily said, but do not try this
at home: it costs around USD 5 billion and five
years to construct a plant to liquefy natural gas.
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Why invest so much time and money? It’s all in the
name of getting access to an ever-growing energyhungry market. Natural gas, once extracted and
purified, is normally transported to consumers through
pipelines such as the Russian pipelines running across
Europe. This is still the case for a major portion of the
natural gas supply chain. But for countries like Qatar,
access to outside markets is very limited due to a
number of geopolitical factors. The solution? Compress
the natural gas 600 times into its liquid state, which is
odorless, colorless, non-toxic, non-corrosive and nonflammable. And the icing on the cake? It can be carried
on special ships around the globe.

In the last 12 years, LNG has taken us all by surprise
with global demand growing by 140 percent and now
accounting for roughly 10 percent of the methane
consumed worldwide. Energy experts have long been
saying that gas will play a major part of our energy
future, being relatively cleaner and cheaper than crude
oil. Nuclear energy, once a strong contender for the
second position to the oil king, has seen its fortunes
dwindle following the Fukushima disaster in Japan
in 2011.
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In the last 12 years, LNG has taken us
all by surprise with global demand
growing by 140 percent and now
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World natural gas production increased by 3.1% in 2011. While the
US saw the largest national increase, the Middle East recorded the
largest regional increment to production. Production growth in
Russia and Turkmenistan was partly offset by a large decline in
European production. Natural gas consumption increased by 2.2%,
with below-average growth in all regions but North America. The
European Union experienced the sharpest decline in natural gas
consumption (-9.9%) on record.
Europe & Eurasia

North America

Asia Pacific

Rest of World

Source: BP Statistical Review of World Energy 2012 © BP 2012
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With global warming and environmental concerns
everyday on the news, the past decade has seen
countries investing more in gas power generation
plants. Several energy experts suggest that natural gas
will become the world’s number-two fuel as demand
shifts to lower carbon sources. This has provided the
needed impetus for Oil & Gas Majors, National Oil
Companies and independent prospectors alike to look
for more gas, and has resulted in the ballooning of
global proved gas reserves.
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Russia, Iran and Qatar have so far managed to stand
firm in claiming the top positions as the countries with
the three largest reserves globally. But the landscape is
changing rapidly with new discoveries in Mozambique,
Australia, Cyprus and the Mediterranean, among others,
and the development of fracking technology, which has
resulted in the cost of extraction of shale gas in the U.S.
to become an economically viable reality.

So where does Qatar fit in?
Qatar has proven natural gas reserves of approximately
25.4 trillion cubic meters (TCM), almost 14 percent of all
known natural gas reserves and the third largest in the
world behind Russia and Iran. The majority is located in
the massive offshore North Field, which spans an area
roughly equivalent to Qatar itself.
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(MMt) of LNG. The 7.8 MMt train is considered a megatrain and is currently the largest operating in the world.
In December 2010, the State of Qatar celebrated the
achievement of 77 million metric tonnes per annum
(Mta) of LNG production capacity, reconfirming the
country’s position as the world’s leading producer of
LNG with the largest production capacity – by far. By
2011, Qatar accounted for 31 percent of global LNG
output, exporting to 23 countries. These recent
developments, coupled with gas prices in the Far East
often reaching USD 19, boosted Qatar’s hydro-carbon
revenues to USD 210 billion in 2011, resulting in Qatar
enjoying the highest GDP per capita in the world.

In December 2010, the State of Qatar
celebrated the achievement of 77 million
metric tonnes per annum (Mta) of LNG
production capacity, reconfirming the
country’s position as the world’s leading
producer of LNG with the largest
production capacity – by far

Current LNG market trends
The scene, however, is not all idyllic. In an effort to
integrate and control its supply chain, Qatar had, in
partnership with Exxon Mobil, undertaken the
construction of regasification plants in Europe (Southook
terminal in the U.K. and Adriatic terminal in Italy) and in
the U.S. (Golden Pass). The latter investment, costing

Throughout the 1990s, until the mid-2000s, Qatar
invested heavily in the construction of its LNG
production facilities. The latest trains of RasGas and
Qatargas came online during 2010 and early 2011 with
the same liquefaction capacity of 7.8 million tonnes
Major trade movements 2011
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around USD 3 billion, was planned prior to the advent
of shale gas. In the mid-2000s, with the start of
production of shale gas, gas prices in the U.S. rapidly
plummeted to USD 2 before stabilizing at around USD
3.5 in the past couple of years. This episode has seen
Qatar redirecting its cargos from the U.S. to Asia, where
gas prices are peaking, especially in China and Japan.
In fact, unlike the crude oil market, currently there is no
global gas market per se. At best, as can be seen on the
chart below, the market is regionalized, with the U.S.,
Europe and Asia representing the major consumers.
This might change if new players such as the U.S.
and Australia start to export heavily. However, with
constant environment and health lobbies and the
legislature in the U.S. trying to maintain low domestic
prices and Australia needing at least another five years
for the completion of its plants, the near future looks
good for Qatar’s LNG. Another factor giving Qatar its
edge is the relatively low cost of extraction compared
with other countries (a similar analogy can be drawn
between Saudi oil cost compared to, say, the North Sea
or Canadian Sands). Recent evidence has shown how
high labor costs in Australia, for example, can be a
seriously limiting factor in bringing its LNG projects to
fruition. This makes competing with Qatar LNG a major
challenge.

Recent evidence has shown how high
labor costs in Australia, for example,
can be a seriously limiting factor in
bringing its LNG projects to fruition.
This makes competing with Qatar
LNG a major challenge.
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What are the next steps for Qatar?
On the foreign investment front, Qatar has been
focusing on the energy sector, building stakes of 5
percent in Shell and 2 percent in Total through its
Sovereign Wealth Fund, Qatar Investment Authority. The
National Oil Company, QP, has also been busy. Barzan,
a USD 10 billion gas plant, being constructed under the
Rasgas banner will cater for local gas needs. Through its
international arm, QPI, it has been investing around the
globe with a view to consolidate, and in many cases
vertically integrate, its operations so as to control the
supply chain. To date QPI has acquired interests in gas
power plants in Egypt and Vietnam and is actively
looking for potential investments.
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Australia is now the fourth-largest LNG exporter and
is already China's biggest supplier, with liquefaction
capacity forecasted to increase five times from current
levels to 100 million tonnes per annum (Mta) by 2020.
However, it seems Qatar sees this as an opportunity
rather than a threat. Abdulrahman Al-Shaibi, director
of finance at Qatar Petroleum, recently told Reuters in
Dubai: “I think we are exploring all geographical places
that would really achieve our business objectives and
Australia definitely is an important proposition where
maybe we will be able to find good investment
opportunities…”
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With Qatar’s current state-of-the-art
gas processing infrastructure, fullyfunctioning shipping fleet of 54 LNG
vessels and accumulated industry
know-how, the country seems
strategically positioned to play a
key on the global energy stage
Australia vs Qatar planned LNG production by 2018

Shale gas: the game-changer for Qatar?
Maybe not! Qatar’s Golden Pass degasification plant
in the U.S., which was all but redundant a year ago,
received permission to export LNG from the U.S. in
October 2012. Qatar and its partner, Exxon Mobil, are
still finalizing the plans for the USD 10 billion investment
that would be required to develop the liquefaction
plant. The plant, with an expected annual capacity of
15.6 Mmt will open up new avenues in Qatar’s global
LNG supply chain.
According to the 2012 BP energy outlook 2030, global
energy consumption is expected to grow by 40 percent
from its current levels to reach approximately 16.6
billion toe (tonnes of oil equivalent) by 2030. The Middle
East supply will still play a key role, contributing 2.5 toe
or 26 percent of the global growth.
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Qatar further plans to spend USD 25 billion on
expanding its domestic petrochemical industry over
the next decade, more than doubling its annual
petrochemical production capacity from 9.2 Mmt now
to 23 Mmt by 2020. The petrochemicals will target
growth markets in Asia, Africa and Latin America.
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Natural gas is projected to be the fastest-growing fossil
fuel globally (2.1% per annum). BP projects the global
LNG supply to grow 4.5% per annum by 2030, more
than twice as fast as total global gas production (2.1%
per annum) and faster than inter-regional pipeline trade
(3.0% per annum). LNG is expected to contribute 25
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percent of global supply growth between 2010-30
(1990-2010: 19%). The world gas reserves in 2010
could sustain 59 years of production at current levels.
However, experts expect the reserve levels to more than
double over the next 20 years. Shale gas is expected to
play a key role in the North American energy production
going forward but will remain on the back burner in
other regions including Europe.
At the World Climate Summit in Doha in December
2012, H.E. Mohammed bin Saleh Al Sada, Minister
of Energy and Industry of Qatar, said that demand for
natural gas will rise by more than 60 percent from 2010
through 2040, overtaking coal for the number two
position behind oil. Unconventional Gas, such as shale
gas, is foreseen to contribute 30 percent of global
production in 2040, meaning that conventional gas is
expected to meet 70 percent of gas demand even after
three decades. “With this, the development of Natural
Gas and LNG capacities will become necessary to
balance the world energy equation,” Dr. Sada said.
Dr. Sada also said the future of energy will be shaped
by decisive factors such as the secure availability of
conventional resources, the growth of renewable
energy, development and deployment of new
technologies, national energy policies, security of
supply and demand in its wider sense and reduction
of geopolitical tensions which lead to logistical and
investment challenges in supply across the energy value
chain. This theme is re-emphasized by the decisions
of countries like Japan to rebalance their energy mix
towards gas while moving away from nuclear and
energy giants such as Eni and Anadarco, who in turn
have announced their intention to jointly develop their
fields and invest in a liquefaction plant.
Qatar is currently selling a substantial portion of its
LNG through long-term Sales and Puchase Agreements
(SPAs), thereby locking in clients and prices and hedging
any drops in gas prices. However, recent trends in the
gas market are showing a shift away from this model of
long-term pricing to an oil-indexed pricing model. This
would eventually result in the gas price spread between
east and west thinning with more homogeneous prices
and a competitive global market.

“There has been a lot of speculation
recently that Qatar’s LNG preeminence may soon be challenged
by shale from the U.S. and LNG from
Australia. This is overdone: Qatar’s
LNG commercial and shipping
relationships are so well developed
globally that they give Qatar a whole
range of options to maintain and
optimize its leading position.”
Kenneth McKellar
With Qatar’s current state-of-the-art gas processing
infrastructure, fully-functioning shipping fleet of 54 LNG
vessels and accumulated industry know-how, the
country seems strategically positioned to play a key on
the global energy stage. Given the constant shifts in the
gas market dynamics and uncertainties over the future
direction of gas prices, Qatar needs to carefully consider
its next moves, although it is well-placed to become
one of the drivers of the gas market. Positive steps in
this direction have been taken through the creation
of the Gas Exporting Countries Forum, which has
ambitions to become the OPEC of the gas world.
Headquartered in Doha, the Forum already has 15
member countries including the gas giants, Russia, Iran
and Qatar. Together, these members control 70% of the
world proven natural gas reserves.
“There has been a lot of speculation recently that
Qatar’s LNG pre-eminence may soon be challenged
by shale from the U.S and LNG from Australia. This
is overdone: Qatar’s LNG commercial and shipping
relationships are so well developed globally that they
give Qatar a whole range of options to maintain and
optimize its leading position” said Kenneth McKellar.
by Saleem Mamode, principal, Audit, Deloitte
Middle East
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