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In a year when tense international 
geopolitics, shifting trade patterns, 
fast-paced industry evolution and the 
collapse of the oil price topped the news 
agenda, the Gas Strategies Interviews 
series set out to provide insightful  
snapshots of major industry themes as 
2014 progressed. 
 
In this compendium, we present a  
selection of the year’s interviews in the 
order in which they were published on 
the Gas Strategies mobile apps - adding, 
where necessary, footnotes to reflect role 
changes of the interviewees and major 
industry events since they were  
initially conducted.

As well as providing access to the Gas  
Strategies Interviews series, our apps also 
carry daily commentary and regular features 
from our range of titles (Gas Matters, LNG 
Business Review and Gas Matters Today) 
and are available to download for free from 
the Apple and Android app stores.
 
I hope you enjoy reading this first edition of 
Essential Interviews and will be delighted 
to hear from you if you would like to  
feature in a future Gas Strategies Interview.

David Beattie
Editor - Information Services
+44 (0) 20 7332 9961
d.beattie@gasstrategies.com

Editor’s letter
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The USD 26.9 billion Yamal LNG 
megaproject in the Russian Arctic took 
FID in December 2013. Total, which has 
a 20% stake in the project, is set to buy 
some 4 mtpa from it for the next 20 or 
more years. Japan is the obvious market 
for any new LNG project, but the country’s 
long-term demand is uncertain. However, 
prices in the region remain the highest and 
whilst the creation of an Asian gas hub 
could diversify price risk, hub-based  
contracts would not be an ideal solution 
for all buyers. Philippe Sauquet, CEO¹ of 
gas and power at Total, talks to Gas  
Strategies about securing LNG buyers for 
Yamal volumes in light of these global 
demand trends.

YAMAL LNG

What stage is Total at with Yamal LNG?

We took FID in December 2013 and the 
project is moving ahead at full speed. We 
have signed the main contract for the 
construction, which is ongoing, but 
financing still needs to be finalised. We 
have nearly completed [the marketing of 
the LNG], but there is still some volume to 
be sold. 

You have purchased a large volume of 
LNG from the project. What do you plan 
to do with it?

The intention is to sell all of it in Asia. We 
have a historical presence there, and most 
future LNG growth will come from that 
region. But there is a question mark over 
Japan. For now, the country has to deal 
with its nuclear situation. It is the intention 
of the current Japanese government to 
return to nuclear power, but they are still 
in the process of agreeing what the 
technical requirements should be to ensureFirst published in Gas Matters, May 2014

Philippe Sauquet

President - Refining and Chemicals
Total
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that if there is a restart in the nuclear fleet 
it will be a safe one.

What is likely is that only part of the fleet 
will be restarted, and what is obvious 
is that even Japanese utilities are still 
uncertain about the future of the plants. 
Therefore, we are unsure about their future 
LNG needs. Right now, Japanese buyers 
are still very cautious about committing  
[to LNG] on a long-term basis.

The usual practice when we launch an 
LNG project is to sell all of the production 
on a long-term 10-20-year contract. But 
more recently, to accommodate buyers’ 
needs for more flexibility, we have started 
building and trading an LNG portfolio. That 
means that, through our trading company, 
we are buying long-term from our project.

We are committed to buying volumes 
from Yamal LNG on a long-term basis, 
and this gives the project perfect certainty 
for future marketing prospects. Once we 
have committed to purchase, it is our 
responsibility to resell these quantities on 
long-term contracts or keep one part for 
spot sales – short-term or mid-term – of 
five to 10 years. We haven’t excluded the 
possibility of selling volumes from Yamal 
to Japan in the future.

But it won’t be from the batch of long-
term volumes?

No, we could sell based on two to three-
year contracts. If Japanese utilities are 
reluctant to commit to 20 years, we 
can accept some risk – selling for five to 
seven years. If after that period they are 
no longer interested because they have 
started new nuclear power plants, we will 
find other buyers. The LNG market is wide 
enough, and we know enough to be  

confident that we will find room for this LNG.

If there was enough appetite to buy LNG 
on long-term contracts we wouldn’t need 
Total Gas and Power to purchase volumes 
from Yamal and resell to other customers, 
because Yamal would sell directly to them. 
So the added value that we bring on one 
side to Yamal and our partners Novatek, as 
well as to the market, is to sit in between 
and buy long-term to then resell it.

We can cope with customers’ aspirations 
and with their need for flexibility. Because, 
if we don’t sell to Japan after a while, we 
will sell to China, India, Korea, Taiwan or 
many other countries. Of course, there is 
a risk in committing on a long-term basis 
when we have not been reselling 100% 
but once you have built your credibility, 
your size and market share, you can take 
those risks.

Is Yamal LNG going to be affected by 
the Russia-Ukraine crisis in terms of its 
financing or execution?

Regarding the execution, I don’t think 
so. But of course, if for instance we end 
up in a situation as serious as the one 
in Iran, there will not be any possibility 
of developing an LNG project because 
of the sanctions. But sanctions [need to 
be particularly hard-hitting] to block the 
development of an LNG project. Frankly, 
today I don’t imagine the threat that Iran 
posed to the international community to 
be comparable to Russia.

So is the crisis seen as more of a 
regional rather than international issue 
as Iran was?

No, because Russia is part of the 
international community and you cannot 
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accept one member infringing the territorial 
rights of a country. It’s a reminder of the 
Cold War.

So despite concerns expressed by the 
US you don’t expect the global energy 
market to be impacted by the crisis?

You have to remember that Russia has 
been delivering gas to Europe for a long 
time and even during the worst times, 
during the Cold War, Russia did not cut off 
supplies. Despite the high tensions, gas 
continued to flow because it was in the 
basic interest of Russia and it was also a 
basic need of Europe.

What issues is the industry having to 
face in light of the ongoing tensions?

The main question is whether Europe can 
depend less on Russian gas which has been 
transited via Ukraine. This is not the first 
time the EU has had difficulties receiving 
gas through Ukraine. It has a strategic 
geographical position, sitting in between 
Russia and Europe. If Russia is willing to 
cut gas to Ukraine it will be forced to cut 
gas to Europe but [the bloc’s] reliance on 
Russian gas is not a new issue. It’s not a 
question of price, it’s a question of energy 
dependency, which is in fact a question of 
life or death. If you cut energy supplies, 
countries cannot operate.

ASIAN GAS HUB

Moving to the other side of the globe, 
what are your thoughts on the creation 
of an Asian gas hub?

If there was a liquid market [in Asia], we 
could make long-term and short-term bets. 
We could trade LNG. But today, clearly, 
there is no such market. That means that 

when we are launching our new projects, 
like Yamal LNG, we are forced to consider 
other solutions.

We could sell 50% of the production to a 
liquid market [in Asia]. But as long as that 
doesn’t exist, we still need to finance our 
projects and the lenders want to minimise 
their risk – and that’s understandable. The 
lenders like to have long-term contracts, 
ensuring that all of their production is sold. 
They tend to prefer oil-linked prices.

Is that because oil-linked contracts are 
largely considered to provide more  
price certainty?

They do give more certainty, lenders 
are used to oil-indexed prices. When, in 
the middle of the last decade, we were 
launching projects in Qatar, Yemen and 
Nigeria, all these projects were targeting 
the US market – which was then  
considered to be the most attractive buyer. 
The US has a liquid market so all the 
contracts were hub-indexed, and we could 
secure project finance based on this. So 
lenders could accept hub indexation.

Now some Asian buyers, including Asian 
governments, are dreaming of long-term 
contracts indexed to the US hub price, and 
they are hoping that will bring them lower 
prices. But what we have tried to explain 
to them is that there is no obvious 
connection between indexation and the 
price level. 

From our experience, the lowest price that 
we have in a long-term contract is  
oil-indexed, negotiated when the price 
was USD 25/barrel. For buyers, from time 
to time, an oil-indexed price can be lower 
than a hub-based price.
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So you don’t think a hub is the solution 
for Asia?

A hub could be a [potential] solution for 
diversifying risk because buyers can be 
partly supplied based on hub-indexed 
prices. But what is important to the buyer 
is that the price paid is coherent with the 
supply and demand balance of  
their country. 

It would be ideal if there was a liquid 
index in Asia. But since there is no market 
price there, given there is more demand 
than supply, we are being forced to adopt 
something else.

In most cases oil is likely to be better 
correlated to the supply and demand 
balance in Asia. It’s a worldwide price, 
and usually if there is booming global 
economic growth there will be more 
demand, and therefore the price of oil will 
increase. As it is a huge market, it will 
need very strong movements to justify a 
sharp price variation. 

By contrast, the US and UK gas markets are 
much smaller and their prices are weather 
dependant. If it is cold in the US, the price 
of gas will increase and this [scenario] is 
even more pronounced in the UK.

The fact that gas is such a specific fuel 
and so expensive to transport makes it 
bound to a regional market. It’s difficult to 
imagine a global gas market.

So how can we create a liquid market 
in Asia?

You already have the JKM (Japan Korea 
Marker), the spot market for  
exchanging LNG cargoes. The price today 
is USD 16-20/MMBtu in Asia. This is higher 

than the long-term contracts, which are 
priced at USD 13-16/MMBtu, but not at  
USD 20/MMBtu [the premium for the 
winter period]. 

This [should serve] as a reminder for Asian 
gas customers that having a market may 
not solve the issue. They are in an area 
where growth is the highest, demand 
is the highest [following the Fukushima 
nuclear crisis] and if they are paying the 
highest price in the world, there are some 
basic reasons for that.

So do buyers need to offer higher prices 
in order to secure LNG?

Yes, and indeed they have pushed the 
prices up. European prices wouldn’t be as 
high as they are today if it wasn’t for 
Fukushima - which prompted the extra 
demand for LNG in Japan. We all see the 
number of LNG cargoes being reduced in 
Europe. LNG consumption in Europe this 
winter was at a historical low.

If customers want to lower the price, they 
need to either favour new LNG projects or 
cut demand and the price will go down.

Can Europe attract LNG imports, especially 
if European gas prices fall further?

It is a difficult question to answer. But if 
Europe does need LNG imports it is 
doubtful that gas prices there can decrease 
much further. 

Today, you have some very competitive 
projects in the US and when you look at 
the US price, adding the cost of liquefaction, 
transportation and regasification, you will 
be more or less at the same level as we 
have in Europe now. 
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So we need the current European gas price 
to attract the more cost-competitive LNG. 

Furthermore, if Asia is able to swallow all 
the production of these very competitive US 
projects, European prices will need to attract 
[offtake from] projects which are more 
costly – in fact, they will need to increase.

Could this happen in the next 
three years?

No, because the only US project that will 
be producing in three years from now is 
Sabine Pass. We know already what will 
happen in 2017. But for 2020 there is a lot 
of uncertainty, and we may have the likely 
scenario I described earlier in which 
European prices, at their current level, 
attract some US LNG – but you still can 
arrive at a scenario in which there is a 
huge wave of LNG coming from the US, 
crushing the price.

So how soon can we expect US LNG 
exports to land in Europe?

I don’t think Europe will receive much 
US LNG in 2017. In 2020, everything will 
depend on the amount of LNG produced 
in the US in relation to Asian demand. 
What is clear is that the first US LNG 
project in the Gulf of Mexico, developed at 
the Sabine Pass regasification terminal – 
where only liquefaction trains are needed 
– will be very competitive. The greenfield 
ones will be less competitive. This LNG will 
go to the highest market – be it Asia, be 
it Europe. If the Asian market is what we 
think it is, it will swallow all of it.

¹ Philippe Sauquet was appointed President - Refining 
and Chemicals and member of the Executive  
Committee of Total on 22 October 2014, following the 
death of Christophe de Margerie.
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The strategy of diversification
In March 2014 Japan paid an average 
of USD 18.30/MMBtu for LNG spot 
cargoes on a delivered ex-ship (DES) basis, 
according to the country’s energy ministry 
(METI). In fiscal year 2013, LNG imports of 
87.7 mt cost JPY 7.34 trillion (USD 71.7  
billion), 25.9% of the total hydrocarbon 
fuel import bill for that period. Gas  
companies have been able to pass on 
prices to their customers, protecting the 
company from the full the impact of 
higher LNG prices. However, the pressure 
on Asian buyers like Tokyo Gas, Japan’s 
third-biggest buyer of LNG and largest 
among the city gas companies, from their 
government and from the public is  
intensifying. Tokyo Gas needs to ensure 
that the supply is available to meet  
growing demand and replace the output 
from older projects amid the deregulation 
of the gas and electricity markets and 
increased competition.

Diversification is the key to Tokyo Gas’s 
strategy, according to Shigeru Muraki, who 
was appointed director and vice chairman 
of the board in April. Muraki, who was 
previously the chief executive of the  
company’s energy solutions division, talks 
to Gas Strategies about Tokyo Gas’s strategy 
for the diversification of supply sources, 
contractual conditions, infrastructure,  
and business segments – in particular 
expansion of its power business.

Lowering the cost of LNG imports
The increase in LNG costs in Japan has 
been mainly the result of price increases 
in oil-indexed contracts and for spot 
purchases¹, which have increased since 
March 2011. High oil prices² and low US 
natural gas prices have left Asian buyers 
paying as much as five times Henry Hub
prices for their natural gas supplies. The

First published in LNG Business Review,  
June 2014

Shigeru Muraki

Director and Vice Chairman
Tokyo Gas
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emergence of the US as a potentially 
major LNG exporter with prices indexed to 
Henry Hub is widely seen in Asia as  
contributing to the achievement of a 
reduced LNG price.

Tokyo Gas limits as much as possible the 
portion of LNG sourced from any single 
country to a maximum of 30% of its total 
portfolio, according to Muraki. A rule that 
holds true for US volumes. Given Tokyo 
Gas imports about 12 mtpa, this would 
put the limit at 3.6 mtpa, though Muraki 
suggested an approximate ceiling of 4 mtpa.

Starting an LNG trading business
Aside from using alternative indices such 
as Henry Hub, Muraki says Tokyo Gas is 
looking to lower LNG prices through a 
number of means. In particular, it plans 
to start an LNG trading business³. This 
will confer a number of advantages, not 
least the opportunity to resell LNG cargoes 
to customers in Asia and Europe. Taking 
a global portfolio approach in its LNG 
business opens up the possibility of asset 
optimisation, according to Muraki. Tokyo 
Gas took a stake in the T-Power CCGT  
plant in Belgium in 2011, which could 
receive regasified LNG delivered to the 
Zeebrugge terminal.

Other approaches to reduce costs, 
according to Muraki, include the 
renegotiation of existing oil-indexed 
contracts during price reviews  (usually 
every five years), the use of different 
pricing mechanisms in oil-indexed 
contracts such as reducing the slope (the 
linkage to oil prices) as well as the use 
of floor or ceiling prices, re-introducing 
S-curves, and seeking increased flexibility 
from lifting destination restrictions as well 
through short-term contracts and 
spot contracts.

The possibility of an unsatisfactory price 
review going to arbitration was not ruled 
out by Muraki. Such an outcome would be 
a first for buyers of LNG in Asia, who have 
historically taken a pragmatic approach to 
resolving pricing disputes contrasting with 
European LNG buyers who have successfully 
won concessions through the courts.

Muraki also talked about the possibility of 
de-linking the fixed cost portion of LNG 
from the oil-price as a means to lowering 
the cost of LNG:

“LNG has a very large fixed cost portion. 
So theoretically if producers want to 
maintain a secure and fair return on their 
investment we can make the investment 
portion as a fixed cost or very low slope.”

He acknowledged the challenge of 
achieving significant changes to existing 
long-term contracts, despite saying that 
arbitration was a possibility, but said that 
Tokyo Gas’s leverage in negotiations would 
increase significantly once those contracts 
came up for renewal.

Another approach for Tokyo Gas would be 
to reduce offtake volumes as far as 
possible under existing take-or-pay 
agreements, and substitute more flexible 
and/or more competitively priced volumes 
from new suppliers. Tokyo Gas plans 
to buy 1.4 mtpa of gas from Dominion 
Resource’s Cove Point LNG plant in the 
US, which received US Federal Energy 
Regulatory Commission (FERC) approval 
in September 2014, and is set to begin 
operations in 2017.

Investment in liquefaction/production
Tokyo Gas has taken small equity stakes – 
a maximum of 5% – in a number of LNG 
projects in which it is a significant offtaker. 

4



10

Aside from LNG supply, this has given 
the company “information and probably 
a small return on investment”, though 
Muraki added that “this kind of investment 
has become less attractive for us”. While 
it is not part of its strategy to take a larger 
equity interest in liquefaction projects, 
Muraki said Tokyo Gas will be looking to 
make more investments in US upstream 
assets, to enable it to hedge against 
movements in the US gas price.

However, this approach will not be taken 
in Canada, where Tokyo Gas has a small 
upstream shale gas position there:
“We will probably not be involved in the 
LNG upstream and midstream of Canada 
since there are too many players.”

Deregulation of Japan’s energy sector
In response to full liberalisation of Japan’s 
power sector in 2016, Tokyo Gas is looking 
to expand its domestic power business 
significantly. Although this will be largely 
through building and supplying its own 
fleet of new gas-fired plant, Muraki said.

Tokyo Gas will also consider the 
construction of coal-fired power plant, and 
the capacity will be dependent on the 
competitiveness of gas as a generation 
fuel, but ruled out any involvement in 
oil-fired units or nuclear plants.

Under its long-term business plan 
proposed in 2011, Tokyo Gas set a goal of 
boosting its domestic gas-fired capacity to 
3 million-5 million kW by 2020, from 
2 million kW in fiscal 2011-12.

The liberalisation of Japan’s gas market has 
been slow, since major city gas companies 
– like Tokyo Gas itself – import LNG and 
construct and operate receiving terminals 
and distribution networks.

New entrants are gradually gaining market 
share in Japan’s gas market. And though 
Tokyo Gas has retained almost 100% 
of the market share of its main region, 
according to Muraki, it is looking to supply 
gas within the supply areas of other city 
gas companies.

A limiting factor for liberalisation is the 
nature of Japan’s gas infrastructure, 
however, where the pipeline network is 
made up largely of unconnected regional 
distribution networks centred on LNG 
receiving terminals:

“There is already regulated third party 
access (TPA) to the gas pipelines. However, 
TPA to LNG import terminals now is very 
limited. TPA exists, if the excess capacity 
exists, but it doesn’t at this moment”

The government will probably address this 
lack of access to terminals if it does not 
resolve itself. The lack of access will not be 
for many years, Muraki added.

¹ From 2000 until the end of 2003, average 
Japanese LNG prices tended to follow fairly closely 
the trajectory of the JCC price. However, since the 
start of 2004 two significant trends emerged. The first 
is that the average LNG price began to diverge 
significantly from the JCC price as oil prices rose into 
the top end of S-curves and beyond the applicable 
range. The discount has grown as oil prices have 
climbed to levels over USD 100/barrel and has 
reduced as prices have fallen.

The second significant trend has been a widening of 
the range of prices that buyers have had to pay, as 
the slopes and constants varied, depending on the 
timing of the finalisation of the pricing agreement.

² Separately, and since this interview was published 
(June 2014), Brent crude oil prices have declined 
significantly. This will lead to a reduction in prices 
of LNG under long-term contract by early 2015. The 
longer-term outlook for oil remains uncertain. It is 
possible that OPEC members will agree to  
production cuts in the hope that it will reverse the 
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price fall, though analysts from several major banks 
have revised downwards their forecast of the Brent 
crude oil price for 2015.

In July, after the interview was published, Tokyo Gas 
purchase 0.52 mtpa of LNG from Cameron LNG  
(specifically from Mitsui, which will handle 4 mtpa 
from the project booked under a tolling agreement).

³ In April, it was reported that Tokyo Gas would 
engage in the resale of LNG before 2017.

   Not all Asian contracts have price review 
provisions, and where they exist they can be rather 
vague. Some more recent contracts specify that price 
review will take into account the most recent 
contracts signed at the time of the review. But this 
raises an issue of the discoverability of such prices 
given the confidentiality of the relevant arrangements.

4



12

Carbon capture and storage (CCS) has 
become a bone of contention for the 
energy industry. The expense involved in 
implementing it on a global scale has so 
far prevented the fledgling technology 
from taking off – which is why Shell’s 
commitment to CCS raised eyebrows in 
2013. Shell’s gas CCS project at Peterhead 
in Scotland, which is currently undergoing 
front end engineering design (FEED), will 
capture, compress and transport 1 million 
tonnes/year of CO2 via a pipeline linking 
the CCGT plant to the depleted Goldeneye 
reservoir in the North Sea. 

The demonstration project made it  
to the final stage of a GBP 1 billion (USD 
1.6 billion) race organised by the UK 
government, and has significant political 
backing. But what will guarantee that this 
new attempt to launch CCS is not another 
false alarm? 

Bill Spence, head of the Peterhead CCS 
project, tells Gas Strategies that location 
and timing make it a sweet spot for CCS – 
‘sweeter’ by far than previous attempts. 

Spence, who was previously vice president 
of strategic issues for Shell’s projects and 
technologies business, and vice president 
of CO2 in its corporate head office, says  
the technology has a strong cost base –  
making it possible for gas to remain firmly 
in the decarbonised energy mix.

The world as we know it depends and 
will remain dependent on fossil fuels for 
many years to come. You do not dispute 
that, but instead emphasise that there 
are ‘clean’ ways to use these fuels.

The gas community is a big part of the US, 
where there has been a significant
shift – CO2 emissions have gone downFirst published in Gas Matters, October 2014

Bill Spence

Business Opportunity Manager
Peterhead CCS Project

Shell
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by switching from coal to natural gas and 
getting that 50% reduction (gas emits half 
the amount of CO2 as coal). 

Gas is such an important piece of the  
puzzle, and CCS is the next piece. If we 
move from coal to gas we get that 50% 
reduction. Then add CCS and we get a 
further 90% reduction.

CCS for gas would be ideal. Making the 
economics work on an industrial scale 
could make it cheaper than some 
renewables, such as offshore wind,  
which says a lot about its potential.

This is a piece of work we’ve actually done 
with the UK government, as part of a team 
called the ‘CCS tax reduction task force’. 
We looked at where the cost savings could 
come from, and we are very competitive 
with renewables. We have a really strong 
cost base for gas, with CCS, to remain 
firmly in the mix in a decarbonised world.

How much does Shell focus on 
innovation and new technologies?

Shell has a strong technical innovation 
culture and works really hard to be on the 
leading edge of technology. At the same 
time, we have a whole division that rates 
future scenarios, looking at how the world 
could unfold going forward. This, together 
with our technology innovation heritage 
describes a company that 30 years ago 
was strongly pursuing LNG, while almost 
everyone else did not understand it 
purpose. Now, we have a thriving LNG 
market worldwide.

Continuous technology innovation 
combined with a long view of the future 
leads us to these type of innovations, such 
as floating LNG and CCS, all of which keep 

our reserve base current and thriving as 
we go forward.

Today CCS looks like a niche. But if you 
look at our future energy needs and the 
fact that we have to reduce CO2 
emissions, I don’t see any other way of 
solving that puzzle – more energy and less 
CO2 – unless we deploy CCS very widely.

There seems to be a lot at stake – are 
you saying that you cannot envisage a 
solution without CCS?

There are many other solutions, nuclear 
and energy efficiency [being part of them], 
but when we look at the growth of energy 
demand around the world and the pace at 
which alternative energies are growing, it 
doesn’t fill the gap. So we will continue to 
need fossil fuels and natural gas will be a 
part of that, but we will also need those 
fossil fuels to be continuously cleaner, so 
we go back to the solution of gas 
displacing coal.

Gas plus CCS keeps gas current as we go 
forward, providing all the energy we need 
but almost none of the CO2. That’s what 
really got us thinking about this particular 
project. It gives us a really good data point 
to say to the world: “Here it is, it works”. 
We also know that the first of its kind will 
be a bit like the first mobile phone – 
probably expensive, but we know exactly 
what needs to be done for the second, 
third and fourth to bring that cost down 
and redeem part of the decarbonised mix.

So it brings me to what is core to the 
project team – we are not only interested 
in building a one-of-a-kind here in 
Scotland. We want this to be the 
first-of-a-kind. The difference is that 
the-first-of-a-kind means there will be a 
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second and a third, giving industry the 
confidence that it works, that it is not  
difficult and it is a reliable form of energy 
that can follow demand.

So it is a demonstration plant at 
this stage.

Absolutely. It is commercial, very large 
scale and would deliver electricity to 
500,000 homes – but it is the first of a 
kind. We are demonstrating to the world 
that it works at this scale.

Do you have any other sites in mind for 
future gas CCS projects?

At this point we are focused on Peterhead, 
and this year we are doing the FEED for it. 
Neither ourselves, nor the UK government, 
have committed to a final investment as 
yet. At this point, it is best that I keep my 
focus on the Peterhead project and get 
it to the point where we can make that 
decision next year – whether we have the 
right design to launch the demonstration. 
The FEED design will allow us to properly 
cost the project, and based on costing both 
Shell and the UK Department of Energy 
and Climate Change (DECC) will be able to 
come to a final investment decision.

Why did you choose gas CCS and 
not coal?

We do not have any coal reserves; what’s 
most important for us is to show that 
it works on gas. At present, there is a 
coal-based project just about to launch in 
Canada, called Boundary Dam. They will 
be showing that coal plus CCS can deliver 
electricity. What is important for us and for 
our gas portfolio is to show that gas plus 
CCS works.

Have you chosen Peterhead for a 
specific reason? 

Peterhead is the perfect spot for a 
project right now. Starting with the 
technical angle, much of the infrastructure 
is already there. At Peterhead we already 
have a gas-fired power station. We then 
go 60 miles or 100 km offshore and there 
is a gas field called Goldeneye, which is 
now depleted.

The platform is about ten years old – the 
field was so good it produced all of its gas 
in ten years – so now we’ve got a platform 
in fabulous condition with five wells going 
into this reservoir, but the space is now 
available to put CO2 back in. Between the 
onshore power station and the offshore 
field there is a pipeline that used to bring 
the Goldeneye gas to shore.

It’s a technical sweet spot where we  
need to add a CO2 capture plant at the 
power station and a compressor, which 
would take the CO2 out of the flue gas 
from the turbine, purify it into pure CO2 
and compress it into liquid. Then we  
would put it into an existing pipeline,  
off to an existing platform, down one of 
the five existing wells and into the  
existing reservoir.

[Not only do we have a] technical sweet 
spot, we have a commercial one too [in 
the shape of] the UK government  
CCS competition. 

The UK government is helping fund [both 
the building and the operation] of the 
facility. The competition started a few 
years back with eight competitors and it 
is now down to two remaining projects – 
ourselves and White Rose.
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It is one of those fortuitous moments 
when, technically, it is the right time, 
commercially it is the right time, and we 
are conducting this study to see if 
economically it is the right time.

Have you considered using a storage 
site as well, or will you just use the 
gas field?

The gas field will be pure storage, there 
will not be any enhanced oil recovery 
(EOR) with that. In our history, we have 
done plenty of CO2 EOR. It is one of our 
capabilities, but within the bundle of 
projects we are designing and 
investigating at present, it is strictly 
for storage.

Does the EOR expertise help you in 
developing CCS?

It does. Many years ago we used to do 
CO2 EOR in West Texas. We have indeed 
built CO2 pipelines for gas; it helps us on 
the technical front and also gives us that 
little bit of insight into operating with 
CO2 – what it takes in terms of exposure, 
monitoring and measuring such projects, 
the kind of skill that we often forget the 
importance of for these projects.

What is really helpful though is that this 
is a young industry, and while there are 
not a lot of projects around, the ones that 
exist are good at sharing knowledge. That 
helps, as well as having our own internal 
knowledge. At this stage, as competitive 
as other technologies may be, this is a 
collaborative technology. Every time we 
complete a piece of our design work, we 
share that piece of knowledge with the UK 
government, which puts it on its website 
so that other projects can learn from ours 
and do it at a lower cost.

So this is part of an effort to ensure that 
the second and third projects of this kind 
can be done more inexpensively.

How big a role does this play in helping 
CCS take off, and what financial support 
are you expecting to receive?

We have support from both the 
Conservatives and Liberal Democrats. 
What’s more, the whole competition 
was put in place by [former UK energy 
minister] Ed Miliband when Labour was 
in power. So we know we have support 
across all three major parties. We also 
have support in Scotland.

The UK government is offering  
GBP 1 billion for the winner of the CCS 
competition, but is EU  
funding available? 

There is GBP 1 billion at stake [from the UK 
government], but in fact the funds are for 
up to two projects, so there could be two 
winners – both White Rose and Peterhead 
could proceed.  However, Peterhead is 
subject to a positive FID by both Shell and 
the government.

Elsewhere, the EU has offered funding 
to the White Rose project, they were 
looking at the ROAD project (Rotterdam 
Capture and Storage Demonstration) in the 
Netherlands, but I would like to see the 
EU funding more projects across Europe to 
make sure that everybody is progressing at 
the same time, and we can share 
knowledge simultaneously.

Shell and others have been  
unsuccessful in trying to get CCS projects 
off the ground in the past. What makes 
you confident that it will be different 
this time?
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I think we are at a unique point. We’ve 
got the right infrastructure, and at the 
same time there is this competition [for 
funding]. We often talk about how other 
projects have not succeeded. But it is not 
uncommon for projects not to proceed as 
you gain more and more knowledge about 
them. So it’s is not necessarily a bad sign, 
It may be that they were in the wrong 
place at the wrong time, [or maybe] it was 
the wrong cost point.

Projects falling away is not a problem. 
What’s important is to understand why 
they did not proceed, so that we can learn 
and incorporate that into the new project. 
When I look back at some of the projects 
we have done in the past I have access to 
knowledge such as capture technologies, 
working with communities… even though 
the project did not get built, so much 
knowledge has been passed on. It helps us 
design a better project this time. As long 
as the learning is captured, it is not really 
seen as a failure. It is all part of the 
longer-term success.

When do you think you will be able to 
give some cost estimates for the project?

We will have an initial sense late next 
year, but that is an issue that we’ll have 
to work through with the UK government 
– specifically, how a cost base works for 
a project like this. But we certainly need 
the design work in place, and we need to 
speak with the markets – the contracting 
force or the companies that will build the 
project – before we reach that 
investment decision.
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Following a long period of investment 
hibernation across North Africa, Egypt’s 
upstream has reawakened. A recent 
overhaul of the country’s fiscal regime and 
long-overdue reform of its power price 
subsidies have attracted the likes of BP, 
Total and Eni in a successful bidding round 
this year – while in sharp contrast, Algeria 
had only four takers for the 31 blocks on 
offer in its recent bidding round. It is clear 
that Egypt’s resources have retained their 
pull, even if the incentives for IOC 
investment have changed. In the medium 
term at least, companies will have to sell 
their gas on the domestic market, with 
growing demand soon to make the 
country a net gas importer.

But while Egypt’s reforms have attracted 
IOCs, the only way for it to retain them is 
by rebuilding the trust lost when it began 
to hold back LNG export volumes for 
domestic consumption. The USD 350 
million debt instalment to BG Group 
in October was a baby step forward, 
but there is much to do before Egypt’s 
upstream can get back up and running. 
Gas Strategies talks to Middle East energy 
expert Justin Dargin, and asks what impact 
the 2014 reforms have had on Egypt’s 
energy outlook, and how the country can 
best meet its growing demand.

The latest news from Egypt is that it has 
begun to pay its debts to IOCs such as BG 
Group, which suffered significant losses 
due to the country’s diversion of LNG to 
its domestic market. But as the company 
says, “A decision by BG Group to release 
funds for further development remains 
contingent on a material – and sustained – 
improvement in the investment climate… 
including a significant reduction in the 
outstanding receivable position.”

First published in Gas Matters, October 2014

Justin Dargin

Middle East energy expert
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Egypt, over the past couple of years, has 
had significant problems retaining 
investment in its upstream gas sector. One 
of the most significant obstacles was the 
large amount of debt that it owed to its 
foreign operators, currently to the tune of 
USD 4.9 billion. Earlier this month, debt 
stood at USD 6.4 billion, but Egypt made a 
USD 1.5 billion payment to foreign 
operators to reduce that burden.

Since President Abdel Fattah el-Sisi came 
to power [in June 2014], Egypt has 
comprehensively begun to resolve 
outstanding issues with foreign operators 
in a bid to stimulate upstream gas
investment. El-Sisi has announced that 
paying off energy sector related debt is a 
major priority for his administration. This 
must be understood in the context of Egypt 
systematically reforming its energy sector 
to increase its attractiveness to IOCs.

In tandem with the debt repayment, Egypt 
revised its terms of investment to increase 
the price it pays to operators to produce 
gas. These two steps will ensure, as  
shown by keen interest in its most recent 
bidding round, that Egypt will regain its 
market credibility and reinvigorate its  
gas production.

What must Egypt do in order to  
regain credibility in the eyes of  
international investors?

Arriving at a negotiated settlement 
with its foreign operators was just one 
step in Egypt’s overall energy sector 
reorganisation. The modification of its 
terms of investment for upstream 
developers was another crucial piece of 
this puzzle.

However, the most important step that 

Egypt took was removing the burdensome 
subsidy regime. Many observers thought 
that Egypt would not take that step in the 
near term as it was thought to be a 
political firebomb, especially in this chaotic 
time of broad social and political unrest. 
Yet, by modifying the energy subsidy 
framework, Egypt has shown to the 
market that it is willing and able to take 
the necessary action to reduce its 
oppressive budgetary deficits and tackle 
the rise in energy demand.

Those steps have given the market 
renewed faith in the new administration, 
and investors are illustrating their faith 
with major investment plans.

If we contrast the enthusiastic response to 
the latest Egyptian bidding round with tepid 
interest in Algeria’s recent bidding round, it 
is clear that international operators view the 
future viability of these two countries quite 
differently, with Egypt – despite its wide 
ranging problems – proving itself a regional 
investment destination.

Will Egypt continue exporting LNG?

Egypt is in a very difficult position in terms 
of reigniting LNG exports. Domestic demand 
is simply too high, and the political cost will 
be significant if the government does not 
satisfy local demand.

Nonetheless, it appears that there could 
be some sort of revival of Egyptian LNG 
exports in the mid-term. BG has recently 
reached out to BP to link their offshore 
gas developments in a bid to restore BG’s 
Egyptian LNG business.

BG wants to connect the gas infrastructure 
at the West Delta Deep Marine gas 
reservoir to BP’s holdings in North 
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Alexandria (Libra and Taurus), and then 
funnel the gas to its LNG plant for export 
to South America and Asia. If this plan 
comes to fruition, BG hopes to restart LNG 
exports in 2015/16.

Additionally, BG signed an MoU in June 
with the partners in Leviathan, the giant 
Israeli field, to export gas to Idku for  
processing and export. It is also in 
preliminary negotiations with Cyprus 
Hydrocarbons to import gas from Cyprus.  
If any of these plans develop into 
something tangible, then it is entirely 
possible that Egypt could continue to 
export LNG in some form.

But this remains to be seen. Egypt’s 
domestic gas requirements are immense, 
and politically speaking, Egypt must meet 
local demand before it considers export.

Will regional politics hinder import  
prospects with Israel?

I don’t really think it is as political as 
people assume. On one hand, of course, 
after having had several wars during the 
past century, relations between the two 
countries are not necessarily cosy. 
However, most people disregard the fact 
that there has been cooperation covering 
a wide range of fields between the two 
countries, such as in the energy and 
military sectors.

Potential Egyptian imports of Israeli LNG 
may not be as fraught with political 
difficulty as many conclude. There is, 
among the Egyptian populace, significant 
animosity against Israel but much of the 
anger against the former Egyptian LNG 
export agreement with Israel was due to 
the fact that Egypt was supplying gas at 
below-market rates.

Since the election of el-Sisi, there has been 
significant cooperation between Egypt 
and Israel on the security front. Egypt has 
allowed Israeli drones to fly over the Sinai 
in order to assist it with the strategic 
hunting down of militants in the area. 

During the Gaza offensive, Egypt was 
working with Israel to make sure that arms 
were not transported over the border to 
Gaza and was engaged in comprehensive 
tunnel demolition.

Therefore, while many Egyptians may not 
like it, the current government has  
indicated that it will do what is necessary 
to secure Egypt’s energy security. And, if  
it must collaborate with Israel to do so, it 
will do so.

However, what would be extremely 
important for the government is to make 
certain that the pricing model for any gas 
import is defensible. If Egyptians conclude 
that the country is paying more than the 
going market rate for Israeli gas, there 
could be immense anger directed at el-Sisi. 
It is possible that Egypt could import Israeli 
gas at a price of USD 8/MMBtu, and this 
could prove quite competitive when 
compared with LNG imports from other 
countries which could reach about 
USD 18/MMBtu when the total costs of 
regasification and transportation are taken 
into account.

Would gas imports from Israel come via 
pipeline or LNG?

It could be either. However, it is likely that 
the gas would be imported through the 
Arab Gas Pipeline (AGP). But until the 
situation in the Sinai calms down it could 
be difficult to secure imports, as this 
pipeline has been attacked by militants 
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numerous times since the revolution 
of 2011.

In terms of LNG, Egypt would need its 
floating storage and regasification unit 
(FSRU) up and running to be able to 
commence with LNG importation. But, 
price-wise, it makes much more sense for 
pipeline imports from Israel as the cost 
would be lower and the close distance 
does not justify turning to LNG imports.

Could Israel be the first country to 
export gas to Egypt?

Israel likely would not be the first. Egypt 
has already finalised three LNG import 
deals. The first shipments are due to arrive 
from Algeria by the end of 2014. Egypt 
also signed import contracts with Gazprom 
and EDF for additional amounts. However, 
the FSRU has been delayed  
several times and the new date of  
installation is in December 2014.

Any finalisation of potential gas import 
deals with Israel will likely take place at 
the end of 2014 or the beginning of 2015. 
And, if it is in LNG, then it would take 
some time for it to arrive as Israel needs 
to finalise its LNG plans.

Initially it was thought that the FSRU 
would be up and running by the summer 
of 2014. Then, the Egyptian government 
delayed it until September. The most 
recent date for installation is now  
December. One of the reasons for the 
delay was that initial negotiations with 
Hoegh fell through and Egypt turned to 
Excelerate Energy to provide the FSRU. It is 
extremely important to launch the FSRU so 
that Egypt can meet the high gas demand 
that arises each summer.

Is the government able to afford LNG 
imports in the long run, or is this just a 
necessary stopgap? What is its longer-
term energy supply strategy?

LNG is a very, very expensive solution for 
Egypt as it is still a developing country 
with significant poverty.

It is also having difficulty finding a means 
to pay for its future LNG imports. However, 
it has set aside approximately USD 700 
million in its 2014 budget to cover the cost 
of future imports. Furthermore, it is likely 
that Egypt’s Gulf patrons will step in to 
assist when necessary.

Government officials believe that Egypt 
will be able to resolve its energy crisis  
by 2018 as the results of increased 
upstream investment and reduced per- 
capita energy consumption brought about 
by reduced subsidies. 

Nonetheless, Egypt has significant 
domestic gas reserves and if it is able to 
stimulate its production, as well as 
comprehensively reduce per-capita gas/
power consumption, then it may not need 
to import LNG by the end of this decade.

Furthermore, the country wants to  
systematically reduce demand from the 
industrial and power sectors through the 
progressive removal of subsidies. These 
two steps are the basic contours of Egypt’s 
long-term strategy to ensure it has a  
sustainable energy position.

To what extent will the pricing 
reconfiguration reduce consumption in 
the industrial and power 
generation sectors?

Pricing reconfiguration will undeniably 
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reduce domestic power and gas demand. 
However, it remains to be seen by what 
extent. The el-Sisi administration in July 
implemented the reconfiguration of the 
subsidy regime. It will take a bit of time 
for the changes to percolate through the 
system. Also, what the ultimate  
market-based gas and power prices will 
be are key to determining by what level 
consumption will decline. But, as prices 
increase, industry will become more  
efficient and consume less gas while  
citizens will consume less electricity.

However, the power demand reductions 
will likely only be per-capita declines, not 
in the aggregate. The reason for this is 
that Egypt’s population is growing every 
year, and is experiencing a youth bulge. 
So, even if the country reduces demand 
per person, it will still have to grapple with 
more citizens in the future, and that is the 
reason why it will never really be able to 
tackle aggregate demand.

Egypt’s gas consumption will always have 
upward growth as long as the population 
increases. But instead of having power 
demand growth of 6-7%/year, it will 
instead likely have an increase of  
3-4%/year. 

So some latent demand will be 
suppressed by rising prices?

Precisely. What happens when you 
increase prices is that wasteful 
consumption is reduced dramatically. 
Individuals who used to leave their lights 
and air conditioning on while not at home 
will now be more mindful about power 
conservation. Price increases will also 
stimulate the purchase of more energy-
efficient appliances.

The other impact of rising gas prices is on 
the upstream sector. Increases will kindle 
investment in gas production by enticing 
IOCs to come to Egypt and produce gas 
from difficult fields – the non-associated, 
complex fields and those deep offshore. 
This is the other side of the equation. 
Power and domestic demand will be 
reduced to a certain degree, and we will 
see an increase in production.

Given that Egypt does not currently 
export LNG, how can IOCs make a profit 
and how could they trust that consumers 
(residential and large industrial and 
power users) will pay their bills?

Egypt has significant non-associated, 
complex fields that need to be developed. 
The production cost typically runs from USD 
4-6/MMBtu, depending on the field in 
question. Previously, the government had 
a relatively low price ceiling, compensating 
energy companies at just above  
USD 2/MMBtu for production. The reason 
why Egypt was paying such a low price 
was because the price at which it allocated 
gas domestically was at that level. It was 
not remunerative for IOCs to get involved. 
And because of this dynamic, Egypt has 
had problems developing its domestic 
resources and satisfying demand.

Now, the terms of investments, together 
with the pricing modification due to the 
subsidy removal have raised that rate to 
above USD 4/MMBtu. The increased price 
paid to IOCs has created incentives for 
them to renew investment in the country. 
And they want to be in Egypt, because 
it has significant reserves of natural gas. 
It was only the pricing issue that was 
causing them to be reluctant to increase 
investment. The reforms undertaken by 
el-Sisi have made it more attractive for 
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IOCs to supply the domestic market.

It will probably take five to 10 years before 
investment in upstream production begins 
to bear fruit. That is the long-term strategy 
of Egypt, and IOCs are already returning or 
renewing their commitment. For example, 
BP announced that it will invest USD 1.5 
billion in Egypt by the end of 2014, and 
this is just one aspect of the [impact of 
Egypt’s energy sector] reforms.

So the new focus will be to produce gas 
for domestic consumption. There is still 
the possibility that BG will begin to export 
LNG again if it successfully links its gas 
infrastructure with BP, or imports gas from 
Israel or Cyprus.

But even more LNG imports will add 
another layer of price increases to 
end-user bills.

They will. When all costs are taken into 
account, such as transport and 
regasification, LNG imports could cost 
Egypt anywhere from USD 15-18/MMBtu.

However, Egypt is receiving financial 
assistance from its Gulf patrons and 
international organisations such as the 
World Bank. This assistance should allow 
Egypt to cover the cost of its LNG imports, 
at least in the short to medium term. But, 
like it or not, gas and power prices for 
end-users will increase and citizens and 
major industrial users are beginning to 
recognise that this is the price that must 
be paid for Egypt to remain solvent.

This will translate into higher bills for 
residential users as well. What if this 
leads to civil unrest?

Egypt already suffers from civil unrest. 

Prior to the removal of subsidies, Egypt 
was facing significant blackouts that were 
causing a lot of anger. The blackouts were 
one of the reasons the Morsi administration 
was viewed as incompetent and led 
Egyptians to take to the streets.

The Egyptian population has granted el-Sisi 
a mandate to tackle the main problems 
impacting Egypt at the moment, such as 
energy, security and the economy. 

Furthermore, the president’s administration 
has been proactive in communicating why 
prices need to be increased.

Egypt has also made this an issue of 
national interest – people must pay their 
power bills or their electricity will be 
shut off and there will be blackouts. The 
administration has also created targeted 
price subsidies whereby those citizens with 
a lower income will have slower 
price increases.

Egyptians are beginning to understand  
the need for reform to a greater degree, 
not least due to the power blackouts 
during the past few summers. These 
blackouts were a direct result of years of 
subsidised prices.
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Martin Houston worked for BG Group for 
more than 30 years, and is widely 
credited as one of the key architects of 
the group’s leading LNG business. Since 
his appointment as head of BG Trinidad & 
Tobago more than 20 years ago and his 
involvement in Atlantic LNG, he went on 
to oversee LNG projects in Egypt, Australia, 
and the US, and in 2011 became the first 
recipient of the CWC Group’s LNG executive 
of the year award. In February 2014, he 
retired as the COO and in March moved to 
Houston to establish Parallax – an energy 
investment company which is now active 
across the energy chain, including through 
an upstream company - Millennial Energy, 
which he chairs and a number of  
embryonic LNG investments.

In January 2014 he was appointed to the 
board at international healthcare group, 
Bupa, plays an advisory role to New York-
based investment firm Pine Brook Road 
Partners and recently joined the board of 
private E&P company CC Energy 
Development. His interview with Gas 
Strategies explores viewpoints Houston 
expressed in recent speeches on some of 
the key challenges facing the  
LNG industry.

A brief retrospective
On how the LNG industry got where it is 
today, Houston acknowledged that several 
contemporary changes had occurred that 
could be described as key, notably the 
speed at which market disintermediation 
has taken place, the adoption of firstly 
floating storage regasification units (FSRUs) 
and latterly floating liquefaction, risk  
management processes, innovations in 
project finance, and the complete  
breakdown of what were previously seen 
as the barriers to entry into the industry –

First published in LNG Business Review,  
November 2014

Martin Houston

Chairman
Parallax Energy

(former COO at BG Group)
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high capital cost and the management of
long-term price and volume risk. However, 
what started today’s revolution, according 
to Houston was the renaissance of the 
Atlantic Basin in 1993 through 1996 that 
began with the race between Atlantic LNG 
and Nigerian LNG, a race which Atlantic 
LNG won:

“Supply was now coming into the market 
without necessarily having a hard-wired 
home. The Atlantic Basin gave us a new 
source of supply and created a reservoir 
of overflow supply for Asia and back up 
supply for Europe.”

BG Group’s arrival as one of the first LNG 
market portfolio players was another  
big change:

“All of a sudden there was somebody who 
was neither a buyer nor a seller, BG was 
both. And that changed the complexion of 
the industry as well.”

Houston points to two seismic shifts that 
occurred over the space of 15 years which 
serve to illustrate how quickly the industry 
is evolving. First, the US moving from an 
importer to what looks likely to be a  
significant exporter. And second, a rapid 
growth in flexible volumes that has 
allowed the industry to accommodate 
market shocks such as the Fukushima 
earthquake and Tsunami in Japan in 2011. 
A final point on how the LNG industry got 
where it is today, was through  
“gas awareness”.

“The supermajors didn’t understand or 
know gas. It took them two decades to 
organise themselves to play in it. And it 
was that gas “light bulb moment” that 
was another key turning point”.

Key challenges facing the LNG industry
We are at another inflection point in 
the evolution of mankind’s energy story, 
according to Houston, and the key 
challenges facing the LNG industry will 
differ “depending on where you sit” or as 
he described in a recent speech,  
“depending upon the lens through  
which you look”.

This is particularly important in the context 
of those that believe the world will be 
awash with gas, a view to which  
Houston does not subscribe, yet which is 
a prevailing view in many LNG consuming 
countries. Related to this is the matter of 
LNG pricing, the hottest of energy  
potatoes outside of the recent, rapid and  
unexpected slide in the oil price:

“The industry has become obsessive about 
price formation and price and got the 
two completely mixed up. But actually 
nobody’s talking about the cost of  
supply. That matters. From the viewpoint 
of a potential project proposer, a lot of the 
world is priced out of the current market, 
particularly as oil prices fall”

Market fundamentals remain key
“Talk is cheap, execution is reality, delivery 
is everything,” Houston said, echoing a 
point made in a recent speech. The LNG 
price will continue to be driven by market 
fundamentals (including the cost of supply, 
the cost of alternatives and demand) all 
of which will result in regional markets 
that remain differentiated in terms of both 
price and pricing mechanisms.

However, Houston warned, if a buyer 
believes that he can obtain a certain price 
level and that’s the only basis on which 
he’s going to contract, it will continue and 
elongate what he sees as an impasse in 
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the system, and could lead to a next cycle 
of LNG supply tightness, as new projects 
are delayed.

“Buyers are using the US as leverage, as 
they see it, to bring the suppliers to heel. 
The problem is they think they picked the 
right time to do it because they see all this 
US LNG, when they’ve actually picked the 
wrong time. The world is structurally short 
of LNG today and new projects are 
essential to ease the market tightness 
which is being perpetuated by  
indecision”. But US exports are unlikely 
to be a universal solution for long-term 
demand, and new conventional projects 
will also be required.

The dangers of ‘self-delusion’
Another industry challenge is what 
Houston described as “the risk of self-
delusion”, where for example, project 
developers set unrealistic dates for when 
milestones such as FID and first LNG will 
be reached in major projects.

The disservice it does to the industry, 
according to Houston, is that it  
exacerbates the imbalance between real 
supply and demand, and it stifles latent 
demand. Other people in the industry  
are making decisions based on these  
unrealistic timelines.

Costs since 2006 have risen exponentially, 
and certainly much faster than commodity 
prices – with costs moving from about  
USD 400 per tonne per annum (tpa) to a 
range of around USD 600/tpa for today’s 
brownfield projects to well over USD 
2,000/tpa in some cases. 

This rise has been driven by several factors, 
and with no straightforward solution, 
according to Houston, who remains a 

staunch supporter of strong relationships in 
the supply chain, transparent price  
discovery, and single sourcing around 
standard design (“design it once, build it 
many times”). He pointed out in a recent 
speech that: “We are nowhere near  
as efficient as the car industry, we don’t 
integrate the supply chain efficiently, we 
don’t cooperate as we should or  
standardise and we haven’t properly  
professionalised the contract specialists in 
our organisations”.

Earning and keeping the ‘licence  
to operate’
Another critical challenge is the industry’s 
licence to operate, or L2O. The key lessons 
from industry events such as Fukushima 
and Macondo, alongside the populist 
opposition to fracking, are that people 
must be reassured about the industry’s 
motives, they must be consulted and they 
must become the industry’s advocates. 
Failure to address this may delay the 
development of projects in new territories 
such as the Arctic, western Canada and 
east Africa that would in turn have a 
global impact.

Houston raises a question mark over how 
good the LNG industry is at assessing 
and explaining risk in the context of the 
interplay between resource access and 
available returns. After accounting for 
the geopolitical turbulence in which we 
are operating, these resource access 
challenges can be cost, environmental, 
political, personnel safety, fiscal creep,  
rule of law and populist activism. It is not 
hard to allocate these risks to specific 
geographies in which the industry 
operates today.

“The implications of failure here are huge 
and go industry-wide. Once our reputation 



26

is tarnished, the road back is very hard.”

A lack of economic rationality
Technology and innovation have always 
played a critical role in the industry. 
Houston cites Peter Voser formerly of Shell, 
who said: “They lower economic limits”. 
But the issue for Houston is that as an 
industry, we are not sharing the  
knowledge and learning; we are not  
coordinating spend.

“This is the most economically irrational 
business in the world bar none. Fifty  
percent of the LNG industry’s ships run 
empty in other words, 100% of the  
logistics run empty 50% of the time.  
This is an industry where ego trumps  
commercial logic. So, can western  
Canada repeat the Queensland outcome 
with regards to cost over-runs and lack of 
cooperation? Of course it can.”

The industry continues to be challenged by 
the lack of people with the right 
experience profile in all sectors, not least 
world class project managers, high quality 
sub–surface engineers, and C–suite 
succession candidates. LNG supply projects 
are by nature complex, large–scale and 
capital intensive. Yet a significant 
proportion of the new LNG capacity 
currently proposed worldwide has lead 
partners with no previous LNG 
development experience.

New challenges raised by US 
LNG projects
Houston’s view on US LNG remains that 
perhaps 60-70 mtpa of currently proposed 
export capacity could be in place by 2025, 
but he suggests, perhaps it could be a lot 
less. Houston underlined that the effect  
of switching on a lot of new LNG plant in 
the US would have effects on US gas  

prices and pipeline flows that are not yet 
widely understood.

“There are a couple of things happening 
concurrently here. One, US demand is 
increasing and much more significantly 
than the people are registering right now.” 

He maintains that the general outlook for 
gas demand (and therefore price) in the 
US is bearish for an LNG producer, and 
does not fully take account of a number  
of factors, including demand from gas  
as a transportation fuel, the industrial  
renaissance in the Gulf and the so-called 
rust belt, and increasing gas exports  
to Mexico. 

By 2020, incremental US gas demand 
could reach 20 Bcf/day, he says.

As demand grows from new LNG plant 
build up over time: “This pull on the day 
is going to cause a number of different 
outcomes. Firstly, it will increase volatility 
(look at oil today). Secondly, we’re going 
to see basis differentials shift significantly 
all over the US [“the differential price of 
the different hubs”]. What happens  
inexorably is that the gas price is likely to 
go up and I don’t think we’re talking USD 5 
or USD 6/MMBtu.”

Outlook
There’s too much hubris in the industry, 
said Houston, which will not deliver LNG.

“More than ever, success will be 
determined by realistic expectations, cost 
and schedule reality, pragmatism and the 
ability to close the deal; by commercial 
innovation and capability; by government 
and stakeholder alignment and the ability 
to build partnerships that work.”
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As barriers to entry have come down and 
new players have been drawn in, the 
industry will increasingly be measured not 
by the best performers, but rather by  
the weakest.

“I have always been an advocate of not 
over-complicating this industry. However, 
one lesson should be clear: we will 
oversimplify it at our peril”.
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