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Singapore—Platts’ May LNG Japan Korea
Marker rose 5 cents Wednesday to
$5.35/MMBtu as recent declines in prices
sparked some buying interest.

With prices in the low-$5/MMBtu range,
“we might be able to make some room to
take cargoes,” A North Asian buyer said.

Such low LNG prices could compare
favorably with spot coal prices, encouraging
fuel switching, he said.

Platts’ weekly FOB Qinhuangdao 90-day
forward coal assessment was $4.23/MMBtu
Friday. Coal-fired generation tends to be
less efficient than gas-fired generation, so
gas can be a cheaper fuel, even when its
unit price is higher than coal.

However, it is unclear to what extent,
and how quickly, North Asian utilities can
switch among thermal fuels for power
generation.

Even if North Asian utilities could
substitute spot LNG for coal, they may not
be able to buy relatively cheap spot LNG
because their contractual obligations to buy
term LNG would meet all their current
demand, even if term LNG would be more
expensive, the buyer said.

Three utilities in Asia have expressed
interest in spot May deliveries, but each
time sellers lowered their offers in
negotiations, the buyers lowered their bids,
another source said.

“The buyers just keep moving the goal
posts,” the source said.

A trader said he sees only one buyer in
the region with firm interest in spot
cargoes, and that buyer seemingly recently
reached a deal to buy a cargo.

“That was the last demand,” he added.

Tokyo—BG has signed the first
preliminary contract with a Japanese buyer
for planned LNG supplies from Australian
coalseam gas, through an agreement with
Tokyo Gas for output from BG’s proposed
Queensland Curtis LNG project near
Gladstone, in eastern Australia, the UK-
based company said Wednesday.

BG’s Australian subsidiary, QGC, and
Tokyo Gas, which is Japan’s largest gas
utility, signed a non-binding heads of

agreement for Tokyo Gas to buy 1.2 million
mt/yr of LNG (equivalent to 154,000 Mcf/d
of gas) for 20 years, beginning in 2015, the
companies said. The LNG would be
supplied on an ex-ship basis.

Tokyo Gas also would acquire a 1.25%
interest in some of BG’s tenements in the
Surat Basin in Queensland and a 2.5%
stake in the second of two planned
liquefaction trains at QCLNG.

Tokyo Gas signs supply, equity deal with QCLNG

Washington—President Obama
proposed Wednesday opening large areas
of the Atlantic Ocean and eastern Gulf of
Mexico under US jurisdiction to oil and
gas exploration for the first time in
decades while placing the Pacific coastline
and parts of Alaska’s frontier off limits.

Obama’s plan includes exploration off
the coast of Virginia, but administration
officials said environmental and seismic
analysis would likely delay a planned
Virginia lease sale next year until 2012.

The plan also could move drilling
closer than ever to the western coast of
Florida, although it includes a 125-mile
buffer zone. The eastern Gulf is currently
subject to a congressional moratorium
and is closed to development.

Obama said the blueprint balances
environmental concerns and the desire to
move to renewable energy sources with
the more immediate need to reduce
dependence on foreign oil and create jobs.

(continued on page 3)

(continued on page 3)

Obama plans to open new offshore areas

(continued on page 7)

JKM up 5 cents as low prices spark buying interest

Platts Asia daily spot LNG

DES Japan/Korea Marker (JKM) – $/MMBtu

JKM (May) (a) 5.35
H2 Apr 5.45
H1 May 5.35
H2 May 5.35
JKM vs Henry Hub futures (May) (b) 1.332
JKM vs NBP futures (May) (b) 0.781
JKM vs. Asian Dated Brent (ADB) crude oil (b) -9.881

NG Futures and Related Assessments 

$/MMBtu Pence/Therm

NYMEX Henry Hub (May) 4.018 (b)
NYMEX Henry Hub (Jun) 4.109 (b)
UK NBP (May) 4.569 (b) 30.26 (c)
UK NBP (Jun) 4.554 (b) 30.16 (c)

$/MMBtu $/barrel

ADB Crude Oil 15.23 (d) 80.12 (b)
Deviation cost of freight 

to Taiwan/China -0.25

FOB Middle East/AP Day Rates

FOB Middle East ($/MMBtu) 4.30
Asia Pacific Carrier Day Rates ($/day) 33000

India Net Forward, Australia Netback – $/MMBtu

FOB Australia 4.78
Freight 0.57
DES JKM 5.35

FOB Middle East 4.30
Freight 0.25
DES West India 4.55

Shipping Calculator

Australia- Middle East-

Japan/Korea India

Ship size (mt) 64000 64000
Trip length (days) 8 3
Carrier Day Rate ($/day) 33000 33000
Day rate cost ($/MMBtu) 0.18    0.08
Boil-off cost ($/MMBtu) 0.18    0.11
Bunker fuel ex-wharf 
380 CST ($/mt) 578.00  460.00
Fuel oil cost  ($/MMBtu) 0.22    0.06
Cost of voyage ($/MMBtu) 0.57    0.25

(a) JKM Marker averages the assessments of the two half-
months comprising the first full month of forward delivery.
LNG assessments assessed at Asian market close 0830
GMT. (b) NYMEX Henry Hub futures, ICE NBP futures and
Asian Dated Brent crude oil all assessed at Asian market
close 0830 GMT. (c) ICE NBP futures converted from
Pence/Therm to $/MMBtu. (d) Asian Dated Brent
converted from $/barrel to $/MMBtu. Detailed assessment
methodology is found on www.platts.com.

Key price benchmarks

Asia contract markers – $/bbl

JCC crude oil (February) 78.83

Europe contract markers

Platts UK next-month NBP gas – p/th 31.40
Platts UK next-month NBP gas – $/MMBtu 4.74

US contract markers – $/MMBtu

Platts next-day Henry Hub 3.925
NYMEX Henry Hub (May) settlement 3.869

]
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Tokyo—InterOil has reached a
preliminary agreement with a Japanese
partner for a liquids stripping project that
would be a precursor to InterOil’s planned
LNG development in Papua New Guinea,
sources close to the matter said Tuesday.

The liquids stripping project would start
up in 2012 and would involve the
processing of 400,000 Mcf/d of gas to
produce 10,000 b/d of condensate, the
sources said.

“Condensate stripping and gas recycling
is the first step in a successful LNG project,”
a source told Platts.

Should the deal with the Japanese
partner be formalized, the condensate
stripping operation would generate early
cash flow to underpin InterOil’s
planned LNG project in Port Moresby,
the source added.

The gas for the condensate project
would come from InterOil’s Elk and
Antelope fields in the Eastern Papua Basin,
which also are being developed to supply
the LNG project.

The agreement on the liquids project
was struck prior to a ceremony in Tokyo,
during which Papua New Guinea’s state-
owned petroleum and mining company,
Petromin PNG Holdings, and Japan
Petroleum Exploration signed two
memoranda of understanding for
technological cooperation and training
engineering personnel for the energy sector.

The MOUs were signed by Petromin
CEO Joshua R. Kalinoe and Japex CEO
Osamu Watanabe, in the presence of PNG
Prime Minister Michael Somare. The parties
plan to finalize the agreements by June.

Japex, which is 34%-owned by Japan’s
Ministry of Economy, Trade and Industry,
has provided training and technical services
to energy sectors in a number of oil-
producing countries, including Iraq. In an
interview with Platts March 15, Watanabe
said Japex had begun “studying various
options” to import more LNG by
participating in upstream gas assets “by
2018-2020.”

Speaking to Platts on the sidelines of
the signing ceremony, Somare said, “We
are very proud of the fact that the
Japanese partnership is now coming in
and making a commitment for
developing the (liquids) project.”

Petromin PNG is expected to acquire a
20.5% stake in InterOil’s LNG project, with
a further 2% to be held by local landowners
directly impacted by the plant. Somare said
he does not foresee any issues with local
residents related to the project. 

InterOil has “proven reserves, which we
believe (it) would be able to develop at the
same time,” the premier said when asked
about the prospects for the LNG project.

InterOil and its partners plan to build a
two-train liquefaction facility with
combined capacity of 8 million mt/yr
(equivalent to 1 Bcf/d of gas). The project is
expected to cost $7 billion.

InterOil now estimates it would be able
to bring the first 4-million-mt/yr train
online in 2015 and the second train nine
months later, the source close to the project
said. The plant was previously expected to
start operating in 2014-15.

InterOil previously said it was talking
with potential partners in Japan, South

InterOil may have Japanese partner in PNG

]

Feedstocks Scorecard ($/MMBtu)
Asia

Japan JCC LNG (February) 10.20
Singapore fuel oil 12.66
Qinhuangdao coal 4.23
Minas crude oil 16.043
LSWR Mixed/Cracked FOB Indonesia 11.836
Fuel oil 180 CST FOB Singapore 11.942
Naphtha CFR Japan 17.578

Europe

Northwest Europe fuel oil 11.70
ARA coal 3.10

US

US Gulf Coast 3%S fuel oil 11.29
New York Harbor 1%S fuel oil 11.77

Japan JCC value shows latest available CIF price published
by the Ministry of Finance, converted to US dollars per
MMBtu. All other values reflect Platts most recent one-
month forward assessments for each product in each
region, converted to US dollars per MMBtu.

Korea, China and India, including China
National Offshore Oil and PetroChina, as
well as India’s Petronet and GAIL, for the
potential sale of a combined 25-35%
stake in the LNG project. Most of the
equity would come from InterOil’s 58%
interest, while Clarion Finanz subsidiary
Pacific LNG would reduce its stake to
12% from about 20%.

InterOil and its partners are in “final
negotiations” to select a partner, “as there
are several Japanese companies that have
expressed interest in becoming partners in
the condensate and the LNG project,” said
the source, declining to elaborate. 

PNG is also host to a $15-billion
LNG project being developed by an
ExxonMobil-led consortium. That 6.6-
million-mt/yr project is already
sanctioned and being built, with startup
targeted for 2014.—Takeo Kumagai
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Tokyo—Japan’s Tohoku Electric plans
to more than double its crude and fuel oil
consumption to a combined 1.16 million
kiloliters (7.30 million barrels) in the
April 2010-March 2011 fiscal year, from
an estimated 530,000 kl for the current
fiscal year, senior company officials told
reporters Wednesday.

The planned increase in oil
consumption would come at the
expense of its planned LNG purchases,
which are projected to decrease 7.2% to
2.71 million mt in the upcoming fiscal
year, compared with an estimated 2.92

million mt in the current fiscal year, the
officials said.

The officials attributed the company’s
expected increase in oil consumption to
fewer planned maintenance outages at its
oil-fired thermal power plants in the
upcoming fiscal year.

Tohoku Electric’s planned LNG
consumption in the upcoming fiscal year
would equate to its long-term contractual
supply, the officials said.

Tohoku Electric expects to use more
LNG than its contractual volume this
current fiscal year because it bought a

few spot cargoes during the year, the
officials added.

Tohoku Electric expects its nuclear
utilization rate would rise to 74% in the
upcoming fiscal year, up from 70% in the
current fiscal year, the officials said.

Tohoku Electric projects a 1.1% year-
on-year increase in electricity sales, to
79.4 billion kWh, in the 2010-11 fiscal
year, from 78.5 billion kWh in the
current fiscal year, as there are signs of a
moderate recovery in industrial demand,
the officials added.—Takeo Kumagai and
Atsuko Kawasaki

Tohoku Electric to buy less LNG, significantly more oil in FY 2010-11

On the supply side, sources said there
are still plenty of spot cargoes being offered
in the market, including from Russia’s
Sakhalin 2, Australia’s North West Shelf
and Yemen LNG projects.

Several sources said May spot deliveries
would be priced at $5.00-$5.50/MMBtu.

An Asian buyer said his company
would consider buying a cargo at a $1

premium to the US’ Henry Hub price.
US New York Mercantile Exchange May

gas futures prices were $4.018/MMBtu at
0830 GMT Wednesday, up 10.9 cents from
the same time Tuesday. That put the JKM
at a premium of $1.332/MMBtu to the
Henry Hub, and implied the buyer would
bid at a little more than $5/MMBtu for
May deliveries to Japan or South Korea.

Meanwhile UK prices were also a touch
firmer. May futures at the National
Balancing Point were 30.26 pence/therm
($4.56/MMBtu) at 0830 GMT Wednesday,
up 0.55 p from the same time Tuesday,
giving the JKM a premium to the NBP of
just 78.1 cents.

Relatively cool weather in Europe is

JKM up 5 cents as low prices spark buying interest   (from page 1)

The agreement was hailed by
Queensland Premier Anna Bligh, who
valued the deal at more than A$20 billion
($18.4 billion).

“This is yet another historic day for
Queensland because it means we will not
only supply the massive emerging LNG
market in China (through a previous BG-
CNOOC contract); we also have a 20-year
commitment to supply the world’s largest
LNG market in Japan,” she said in a
statement.

QCLNG initially would have capacity
of 8.5 million mt/yr from the two trains.
First production is targeted by 2014.

BG and Tokyo Gas plan to finalize the
deal by the end of the year, they said.
The deal would be conditioned on BG
making a final investment decision on
the QCLNG project. The FID is expected
this year.

Japanese buyers have been perceived
by some industry observers to be
reluctant to sign supply deals for LNG to
be produced from several coalseam-gas
projects planned in eastern Australia, due
to questions over the quality and content
of the gas. The companies developing the
coalseam gas projects in Australia have
disputed the notion that Japanese buyers
would not be interested in their supplies.

Japanese utilities generally prefer
rich gas, and the coalseam gas would be
relatively lean. However, Satoru
Yasuoka, Tokyo Gas’ general manager of
gas resources, told reporters in Tokyo
that his company is confident about
using LNG that would be made with
coalseam gas, because it would be very
similar to the Alaskan LNG Tokyo Gas
has imported for decades.

Tokyo Gas’ contract to import LNG
from the ConocoPhillips-operated Kenai
LNG plant in Alaska expires next
March, and it is unclear if it would be
renewed after that. Tokyo Gas’ current
import volumes from the Alaska project
are unclear, but before the contract was
extended in March last year for two
years, it had a contract for as much as
320,000 mt/yr.

When asked about destination
flexibility for the planned QCLNG
supplies, Yasuoka said details of
destinations clauses have been worked
out, but declined to comment further.

“The agreements extend further our
long and fruitful relationship with Tokyo
Gas, bringing a new source of natural gas
to Japan—the world’s largest LNG
market,” BG Group Chief Executive Frank
Chapman said in a statement. “Tokyo Gas

will become one of our important
foundation customers for Queensland
Curtis LNG, as we progress rapidly
towards project sanction later this year.”

The QCLNG project is underpinned
by agreements to deliver supplies from
both the Queensland operation and from
BG’s global portfolio, the company said.
Those agreements include a 20-year
contract signed March 24 for supply of
3.6 million mt/yr to China National
Offshore Oil Corp.; a 21-year contract to
supply 1.7 million mt/yr to Quintero
LNG in Chile, announced in June 2007;
and a 20-year agreement to supply as
much as 3 million mt/yr to customers in
Singapore, announced in April 2008.

Federal and state environmental
approvals for QCLNG are expected by the
middle of the year, Bligh said.

BG already has committed to spend
A$3.5 billion ($3.2 billion) for long-lead-
time items and awarded major contracts
for the plant and 550 km (341 miles) of
pipelines to move gas from the Surat
Basin to Gladstone.

As much as A$10 billion is expected
to be spent on building QCLNG over the
next four years, Bligh added.—Takeo
Kumagai and Atsuko Kawasaki, with
Christine Forster in Sydney

Tokyo Gas signs supply, equity deal with QCLNG   (from page 1)

(continued on page 5)
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Knoxville, Tennessee—Marking its entry into the LNG sector,
GE Energy Financial Services said Wednesday it would pay $150
million to Houston-based Crest Group for its 30% interest in
the Gulf LNG Energy terminal being built in the Port of
Pascagoula, Mississippi, along the US’ Gulf Coast.

The $1.1-billion terminal is expected to be in service late
next year with 6.6 Bcf of storage capacity, 1.3 Bcf/d of sendout
capacity and connections to the Gulfstream Natural Gas, Destin
Pipeline, Florida Gas Transmission and Transcontinental Gas
Pipe Line systems.

Gulf LNG has secured 20-year supply agreements for all of
its capacity, GE Energy noted. The other partners in the

terminal are El Paso and Sonangol, Angola’s state-owned oil and
gas company, which would also bring supplies to the facility.

“Our investment in an asset that will form part of the
nation’s energy backbone reflects our strategy of supporting
growing businesses, helping to meet energy demand and
drawing on the pillar of GE’s strength and expertise in
energy,” said Dan Castagnola, a managing director of GE
Energy in Houston. “Representing our expansion into LNG,
this transaction complements our investment in US natural
gas pipelines—30,000 miles of pipelines in North America—
that help ensure a steady supply of clean, efficient energy.”
—Stephanie Seay 

GE pays $150 million for 30% interest in US’ Gulf LNG terminal

Warsaw—Polish independent gas distributor CP Energia had
signed a Zloty-11.7-million ($4-million) agreement to buy LNG
from Gazprom Export until the end of March next year, CP
Energia said Tuesday.

CP Energia was set up in 2005 and supplies gas to mainly
industrial customers that have no access to the supply network of
the country’s dominant gas company, state-owned PGNiG. Gazprom
Export is the export subsidiary of Russia’s state-owned gas
monopoly, Gazprom.

Poland is also developing an LNG import terminal to reduce its
dependence on Russian pipeline gas.

Under the agreement, the LNG would be transported

overland in cryogenic trucks to CP Energia’s customers in
northeastern Poland.

The amendment to the existing supply agreement between
the two companies is worth three times more than the contract
signed last year, CP Energia said in a statement.

“Since the end of 2009, we have substantially increased the
quantity of gas we sell in northeast Poland, resulting in an
increase in the number of LNG gas transports from Russia,” CP
Energia Chief Executive Marcin Buczkowski said in a statement.

The contracted LNG is produced by CP Energia’s Russian
subsidiary, ZAO Kryogaz, but Gazprom Export acts as an
intermediary.—Adam Easton

Poland’s CP Energia, Gazprom extend deal for trucked LNG supplies

Singapore—Japan’s LNG imports
totaled 6.03 million mt (equivalent to
282 Bcf of gas) in February, slightly up
from January’s total of 6 million mt but
up 14.8% from February last year,
according to data released Tuesday by
the Ministry of Finance.

February LNG imports from
Australia, Japan’s largest supplier in
February, firmed 15.4% month on
month to 1.2 million mt. Meanwhile,
LNG imports from Russia recorded the
largest month-on-month drop
percentage drop of 22.9% in February,
with 400,579 mt of LNG coming into
Japan.

The weighted-average price paid for
imported LNG in February was
$527.58/mt ($10.15/MMBtu). The most
expensive imports were from Equatorial
Guinea at $650.51/mt ($12.51/MMBtu),
while Omani imports were the cheapest
at $347.70/mt ($6.69/MMBtu).

In terms of spot deals, Algeria and
Trinidad and Tobago each supplied one
cargo to Japan in February. Algeria
supplied 59,710 mt at $7.30/MMBtu,
while Trinidad and Tobago supplied

58,240 mt at $11.63/MMBtu. The
February monthly average of the Platts

Japan Korea Marker was $7.48/MMBtu.
—Hong Chou Hui

Japan imports 6.03 million mt of LNG in February, up 14.8% on the year

Japan’s LNG imports
Feb-10 Jan-10 Feb-09 % change % change 

on month on year

Australia 1,204,666 1,043,941 956,795 15.4 25.9
Malaysia 1,184,658 1,231,718 1,215,540 -3.8 -2.5
Indonesia 1,027,311 1,074,261 1,056,400 -4.4 -2.8
Qatar 645,382 736,395 541,168 -12.4 19.3
Brunei 555,900 496,810 528,692 11.9 5.1
UAE 486,762 423,041 418,327 15.1 16.4
Russia 400,579 519,783 NA -22.9 NA
Oman 253,680 316,840 257,417 -19.9 -1.5
E Guinea 117,166 58,832 117,090 99.2 0.1
US 35,478 35,520 39,878 -0.1 -11.0
Trinidad 58,240 NA NA NA NA
Algeria 59,710 NA NA NA NA
Egypt NA NA 57,582 NA NA
Nigeria NA 59,844 61,250 NA NA
Total 6,029,532 5,996,985 5,250,139 0.5 14.8

CIF PRICE

$/mt 527.58 519.52 564.32 1.6 -6.5
Yen/mt 47,598 47,593 50,789 0.0 -6.3
Exchange rate 90.22 91.61 90.00 -1.5 0.2
JCC price ($/b) 78.830 74.758 45.265 5.4 74.2
Source: Ministry of Finance
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Prices & Data
US LNG Throughput (Dt/d)

Point Capacity Mar 25 Mar 26 Mar 27 Mar 28 Mar 29 Mar 30 Mar 31

CANAPORT, N.B.

MARITIMES & NORTHEAST PIPELINE LLC 1,189,834 154,793 134,118 120,394 119,689 109,601 117,191 114,446

COVE POINT, MD

DOMINION COVE POINT LNG LP 1,800,000 148,853 136,773 114,367 104,348 117,375 53,889 33,091

ELBA ISLAND, GA

SOUTHERN NATURAL GAS CO 952,593 281,928 220,326 201,246 211,024 182,359 219,179 192,201

ENERGIA COSTA AZUL, BAJA, MEXICO

NORTH BAJA PIPELINE LLC 512,500 110,608 121,270 106,571 106,483 107,057 101,609 106,718

EVERETT, MA

ALGONQUIN GAS TRANSMISSION CO 275,200 143,943 139,922 140,791 113,998 130,972 140,979 137,570
TENNESSEE GAS PIPELINE CO 200,000 86,013 106,194 110,330 64,976 100,140 101,150 92,545

GULF GATEWAY

BLUE WATER PIPELINE 694,299 0 0 0 0 0 0 0
SEA ROBIN PIPELINE CO 635,000 0 0 0 0 0 0 0

HACKBERRY, LA

CAMERON LNG 1,500,000 13,026 13,026 13,026 13,026 13,026 13,026 13,026

LAKE CHARLES, LA

TRUNKLINE GAS CO LLC 1,800,000 636 2,078 2,484 2,484 2,484 364,754 352,338

NEPTUNE LNG

ALGONQUIN GAS TRANSMISSION CO 400,000 31,989 24,244 22,513 22,513 20,824 0 0

NORTHEAST GATEWAY

ALGONQUIN GAS TRANSMISSION CO 1,200,000 0 0 0 0 0 0 0

SABINE PASS

CHENIERE CREOLE TRAIL PIPELINE CO 2,100,000 0 0 0 0 0 0 21,154
KINDER MORGAN LOUISIANA PIPELINE LLC 3,395,134 301,557 376,934 351,809 351,809 381,960 351,809 261,307

Total: 1,273,346 1,274,885 1,183,531 1,110,350 1,165,798 1,463,586 1,324,396

Notes: 1 dekatherm equals approximately 1 MMBtu. The volume in the column with today’s date is what was scheduled to flow on the pipeline as of 4 pm Central time. The volume
listed for other dates is the final volume scheduled for that day. Platts gathers the data from web sites of interstate pipelines. Freeport LNG is not listed because it flows regasified LNG
into intrastate pipelines, which are not required to disclose throughput.

(a) Canaport volumes show throughput from Brunswick Pipeline at the US-Canadian border.

(b) Everett volumes do not include volumes flowing to Mystic River power plant via an intrastate pipeline or volumes trucked from the import terminal. According to terminal operator
GDF Suez, about 70 Bcf/yr, or about 5.83 Bcf/mo, is sent to the Mystic River plant and about 5-10% of the terminal’s total sendout moves via trucks.

(c) Energia Costa Azul volumes show throughput from North Baja Pipeline at the US-Mexico border.

propping up spot gas prices there, a
European source said, adding that several
LNG cargoes are due to arrive in the UK
next month and in May, which would
likely reduce prices there.

Charter rates continued to look
weaker. Platts’ Asia Pacific Day Rate was
$33,000/d Wednesday, down $1,000 from
Tuesday. A shipping source said Asian-
Pacific day rates are “trending lower”
than in the Atlantic Basin, due to the

number of warm ships available in the
Pacific Basin.

The low level of inter-basin LNG trade
theoretically should pressure rates, he
added, but shipowners are holding on to
hopes of firmer levels due to a series of
recent cargo tenders.

Adgas’ tender for a spot cargo to be
loaded in Abu Dhabi in early May is
scheduled to close Friday, a source said.
The cargo would likely be sold in the low-

$4/MMBtu range, several sources said.
Platts’ FOB Middle East was steady

Wednesday at $4.30/MMBtu.
Trinidad and Tobago’s PFLE is holding

another tender, for a spot cargo to be
loaded April 22, with bids due Wednesday,
sources said. PFLE’s previous tender, for a
cargo to be loaded April 6, was reportedly
won by BP. The UK company plans to take
the cargo to Spain, a European source
said.—Jonty Rushforth

JKM up 5 cents as low prices spark buying interest (from page 3)

http://www.platts.com/Analytic%20Solutions/energyadvantage/index.xml?src=LNG
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Washington—TransCanada can go
forward late this month with an open
season to field shipper interest in a
proposed gas pipeline from Alaska’s
North Slope, the US Federal Energy
Regulatory Commission said Wednesday.

The order allows TransCanada and its
development partner, ExxonMobil, to
start negotiating with potential gas
shippers for long-term commitments that
would be crucial to getting the estimated
$41-billion infrastructure project built.

FERC approved the open season on
the conditions that TransCanada
immediately open its data to prospective
bidders and revise its guidelines to make
clear that any producer considering
signing a shipping contract must keep a
firewall between those functions and its
work developing the pipeline.

Instead of requiring the company to
provide copies of all documents, FERC
suggested it open public reading rooms
in Houston, Anchorage, Calgary and
Whitehorse, in the Canadian territory
Yukon.

TransCanada’s bidding period is
scheduled to run from April 30 to July 30,
beating competitors BP and ConocoPhillips
by a few months. That team, calling itself
Denali, hopes to file its proposal with FERC

next month and host an open season from
July to October.

The massive scale of the project,
which would run from Alaska to Alberta
and ultimately to the Lower-48 states,
would support only one pipeline. Some
economists remain skeptical that any
project would make it to the construction
phase, given competition from cheaper
and closer-to-market shale gas, as well as
the bearish outlook for gas prices.

TransCanada President and CEO Hal
Kvisle said during the Pipeline
Opportunities Conference in Houston
Wednesday that he’s optimistic about
future demand for gas, in part because of
its growing role in power generation.

“We’re bullish in terms of gas demand
going forward,” he said.

During TransCanada’s open season,
shippers can weigh in on two options for
tapping Prudhoe Bay gas: sending 4.5
Bcf/d about 1,700 miles to Alberta or
sending 3 Bcf/d about 800 miles to
Valdez, where a third party would build a
liquefaction plant to ship the gas to
Pacific Basin markets.

The developers said they would save
shippers $500 million a year to make the
project more enticing by reducing the
pipeline’s rate of return from 14% to 12%

and promising to pass along only 80% of
capital costs through its toll for the first
20 years.

The project’s price tag has soared in
recent years. TransCanada predicted in
January the route to Alberta would cost
$32 billion to $41 billion, the high end
being more than twice the estimate
released just four years ago.

Shippers are expected to sign long-term
contracts only if they anticipate gas prices
rising beyond their projected costs.
TransCanada said it could move gas from
Prudhoe Bay to Alberta for $3.02/MMBtu to
$3.89/MMBtu and to an LNG terminal at
Valdez for $2.76/MMBtu to $3.59/MMBtu.

Gerry Goobie, a managing consultant
at Purvin and Gertz in Calgary, said it
might cost shippers another $1.50 to
$2/MMBtu to move the gas from Alberta
to eastern Canada or the US Northeast
and then another $1/MMBtu for
operational costs.

“You’ve really got to say, ‘Am I certain
that prices are going to be above six bucks
when this thing comes on,’” he said in
January, after reviewing TransCanada’s open
season proposal in January. “That’s the
thought process that’s going on among the
producers.”—Meghan Gordon, with Eunice
Bridges in Houston

US FERC approves first Alaska pipeline open season

Houston—US-based J.P. Morgan has
joined the growing number of investment
banks in the LNG business, under a two-
year agreement announced Wednesday
with Houston-based Cheniere Energy
giving the bank capacity rights at
Cheniere’s 4-Bcf/d Sabine Pass LNG
import terminal in, Louisiana.

J.P. Morgan would have capacity
rights to as much as 2 Bcf/d, it said, but it
declined to disclose any other details of
the arrangement.

However, in a filing with the US
Securities and Exchange Commission,
Cheniere said its Cheniere Marketing unit
entered into a two-year services agreement
under which it would “develop and
maintain commercial and trading
opportunities in the (LNG) industry and
present any such opportunities
exclusively” to J.P. Morgan LNG.

In return, the J.P. Morgan unit would
pay an undisclosed fixed fee and
additional fees based on the gross
margins of each deal and the total
revenue earned during the term of the

agreement.
Cheniere Marketing also said it

would sell to J.P. Morgan the LNG
inventory it has in storage at the
company’s Sabine Pass terminal in
Texas as of April 1.

In addition, the two companies also
signed an agreement under which
Cheniere will surrender to J.P. Morgan a
portion of its existing storage and
regasification capacity at Sabine Pass on a
cargo-by-cargo basis in amounts required
to regasify, store and deliver any LNG
purchased by J.P. Morgan under the
services deal.

Cheniere Marketing also said it
granted J.P. Morgan the option to enter
into a terminal-use agreement with
Sabine Pass for about 500,000 Mcf/d at
roughly 32 cents/MMBtu for a term that
will expire October 1, 2028.

Paul Posoli, J.P. Morgan’s head of
global power, gas, coal and emissions, told
Platts that the agreement is not a standard
terminal-use agreement, under which a
company would lease a certain amount of

capacity for a certain time period.
He said Sabine Pass has 2 Bcf/d of

capacity that has not been leased, and this
arrangement would allow Cheniere and
J.P. Morgan to combine their expertise.
Cheniere previously planned to import its
own cargoes through the unused capacity
at Sabine Pass, but now J.P. Morgan would
bring in cargoes and Cheniere would help
market them, he said.

It’s also possible J.P. Morgan would
buy a cargo and divert it to a higher-
paying market, Posoli said.

Neither Cheniere nor J.P. Morgan has
an LNG supply contract, but J.P. Morgan
would presumably be in a much better
position to buy spot cargoes because it
has significantly more funds.

“This is our entry into the (LNG
market),” Posoli said. “We’ve been
patiently reviewing the market, and we
felt the best way to enter the market is
with somebody who has expertise.”

Posoli said it is unclear how much
LNG J.P. Morgan would be able to buy,

J.P. Morgan, Cheniere enter LNG partnership through Sabine Pass

(continued on page 7)
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“Given our energy needs, in order to
sustain economic growth, produce jobs
and keep our businesses competitive, we’re
going to need to harness traditional sources
of fuel even as we ramp up production of
new sources of renewable, homegrown
energy,” he said at a press conference at
Andrews Air Force Base in Maryland.

As part of a response to a court
challenge to the current five-year plan
governing offshore leasing, Interior
Secretary Ken Salazar said proposed
leasing activity in Alaska’s Bristol Bay
will be canceled.

Four pending Alaska sales, including
Beaufort Sea auctions scheduled for 2010
and 2011 and Chukchi Sea sales set for
2010 and 2012, also will be canceled, with
further scientific research scheduled to
determine their suitability for future
leasing. A previously planned sale in
Alaska’s Cook Inlet will proceed.

Salazar did not unveil specifics of
proposed lease sales for an impending five-
year Outer Continental Shelf plan that
covers 2012-2017. Other questions also
were unanswered Wednesday, including
whether Atlantic coastal states would share
in the revenue generated by leasing off
their shores.

Obama’s proposal drew support from
industry groups and some environmental
organizations, although it angered both
those who had pushed for a more
aggressive exploration plan as well as those
seeking greater environmental protections.

“The president’s decision to allow
energy exploration off Virginia’s coast will
mean thousands of new jobs, hundreds of
millions in new state revenue and tens of
billions of dollars in economic impact for
the Commonwealth,” Virginia Governor
Bob McDonnell said in a statement.

But the Center for Biological Diversity,
which had successfully sued to block the
current 2007-2012 five-year plan for
offshore drilling, slammed the move.

“Today’s announcement is
unfortunately all too typical of what we
have seen so far from President Obama—
promises of change, a year of ‘deliberation,’
and ultimately, adoption of flawed and
outdated Bush policies as his own,”

Brendan Cummings, the group’s senior
counsel, said in a statement.

The group praised the decision to halt a
planned lease sale in Bristol Bay but was
harshly critical of a decision to allow Shell
to continue with plans to drill exploratory
wells this summer in the Chukchi and
Beaufort seas.

The National Ocean Industries
Association, which represents offshore
energy companies, praised the plan, as did
the American Petroleum Institute and the
Independent Petroleum Association of
America.

“If the proposed areas ultimately end
up being leased, it will represent the most
significant increase in access to domestic
energy from our oceans in decades,” NOIA
President Randall Luthi said.

Drilling on the Atlantic OCS will not
happen anytime soon. Earlier this year, the
administration released a timeline for
environmental studies necessary before
seismic exploration can proceed. 

Under that timeline, an environmental
impact study will not be completed before
July 2012. Companies could then apply for
permits to conduct the seismic studies that
would be necessary before drilling occurs.

Members of Congress were quick to
weigh in on Obama’s plan, either raising
concerns that proposed new production in
some areas could endanger delicate
ecosystems, or that continued bans
elsewhere would lead to ever-increasing
prices at the pump for consumers.

House Minority Leader John Boehner
said Obama is flouting the will of the
public.

“Opening up areas off the Virginia
coast to offshore production is a positive
step, but keeping the Pacific Coast and
Alaska, as well as the most promising
resources off the Gulf of Mexico, under
lock and key makes no sense at a time
when gasoline prices are rising and
Americans are asking ‘Where are the
jobs?’” the Ohio Republican said in a
statement.

Florida Democrat Bill Nelson, a staunch
opponent of drilling anywhere near his
state’s beaches, said the 125-mile buffer
between Florida’s coast and Gulf of Mexico

development showed Obama had “heeded
that concern.”

Some lawmakers responded by
announcing that they would introduce
legislation to tweak the Obama plan or
build upon it.

Massachusetts Democratic
Representative Edward Markey said he
would reintroduce legislation to require oil
and gas companies to drill the leases they
have or face penalties. The concept, known
as “use it or lose it,” appeared in Obama’s
2010 and 2011 budget requests.

Virginia’s Democratic delegation was
divided over the administration’s
decision to begin leasing off the coast of
their state in the next two years.
Senators Mark Warner and Jim Webb
said they would introduce a bill to direct
a portion of the royalty revenue from
production back to their state, which is
facing a budget crisis.

Webb and Warner could run into
significant resistance on the issue of
revenue-sharing, especially from Senator
Jeff Bingaman, chairman of the Senate
Energy and Natural Resources Committee.
The New Mexico Democrat has long
opposed giving states a cut of offshore
royalties, and his panel might be the first
stop for their bill.

But the committee’s ranking
Republican, Senator Lisa Murkowski of
Alaska, favors sharing revenue with states.

Obama stressed that his drilling plan
was part of a broader proposal that
included renewable energy, nuclear power
and biofuels. To emphasize the point, he
gave his speech in front of a Navy fighter
jet that is slated to break the sound barrier
in a few weeks on a fuel mixture that is
50% biofuels.

“This announcement is part of a
broader strategy that will move us from an
economy that runs on fossil fuels and
foreign oil to one that relies more on
homegrown fuels and clean energy,” the
president said. “And the only way this
transition will succeed is if it strengthens
our economy in the short term and long
term. To fail to recognize this reality would
be a mistake.”—Gary Gentile, Jean Chemnick
and Rodney White

Obama plans to open new offshore areas    (from page 1)

but the company feels it is a good time to
enter the market because of the rapid and
large increase in global liquefaction
capacity since last year.

“We expect a lot more activity in
spot cargoes and we think there is a

great need for intermediary
companies,” he said. “Historically, it’s
been a point-to-point business, but
there is a greater need for products and
risk management instruments from an
intermediary like J.P. Morgan.

Posoli declined to say if J.P. Morgan is
looking to acquire regasification capacity
in terminals in other countries, to allow
it more easily take advantage of arbitrage
opportunities.—Ron Nissimov, with Jeff
Barber in Washington

J.P. Morgan, Cheniere enter LNG partnership through Sabine Pass   (from page 6)
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