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Stages of gas market hub development
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Key takeaways

Discussion points



Asia: The share of natural gas in primary mix amounts to ~12%

« Total primary energy consumption in Asia has increased from 240 Exajoules in 2018 to 247 Exajoules in 2019
» Total gas production in Asia amounted to ~489 Bcm in 2019
» Total gas consumption in the Asian region amounted to ~801 Bcm in 2019
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With growing economy and high consumption of liquid fuels,
these Asian countries have a big potential for natural gas
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Presenter
Presentation Notes
Notes:
Countries like India & Bangladesh are currently reliant on LNG for natural gas supply, with depleting domestic gas
The government of Bangladesh is planning an onshore terminal that will cater 7.5 MTPA of LNG. Further, it plans to develop another LNG terminal to cater the demand.
There have been some developments towards LNG import terminal development in Sri Lanka
Indonesia: INPEX & Shell received official approval from the Indonesian govt for the revised development plan of Abadi LNG project, with an onshore liquefaction plant
Singapore: Pavillion Energy and TOTAL signed a 10-year deal to develop a LNG bunker supply chain in the port of Singapore
Philippines: In September, First Gen Corporation announced that it has chosen JGC as the EPC contractor for its LNG terminal project in Batangas City. The company will look to start building the modified jetty and the early completion of this work will allow an FSRU to be brought in on an interim basis. The FSRU will allow First Gen to receive LNG as early as 2021. 
Thailand: In January 2019, PTT completed the expansion of Map Ta Phut LNG terminal, increasing capacity from 10.7 MTPA to 11.5 MTPA. The company plans to test the reloading facilities in 2020. PTT is also developing the Nong Fab LNG receiving terminal in Rayong. The terminal is expected to be completed in 2022. It will have a total regasification capacity of 7.5 MTPA. 



Competitive gas markets & its prerequisites

Competitive gas markets:

* Natural gas market hubs are a key feature of competitive gas markets in the US, the UK, and Europe
 These hubs provide physical locations for trading gas and for price discovery of natural gas sold in the hub
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Stages of gas market hub development

STAGE 01 STAGE 02 STAGE 03

Gas prices Third party access to Bilateral trading
deregulated and gas transport facilities, predominates
sales unbundled terminals

STAGE 08 STAGE 07 STAGE 06

Non- physical traders
enter

Price Indexation Over the counter
brokered trading

STAGE 09 STAGE 10

Liquid forward price
curve

Futures exchange

Sz
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STAGE 04

Transparency in
pricing and volumes
traded

STAGE 05

Standardization of
trading rules and
contracts



Presenter
Presentation Notes
Notes: (1) Government deregulates the price; regulators separate the commodity sales function from transportation and other logistics services. Number of buyers and sellers increases. (2) This opens the hub network to the new buyers and sellers. 3) Buyers and sellers' contract with each other on their own terms over the TPA facilities. The number of parties and transactions expand (4) Reliable price information supports bilateral trading and reduces transaction costs. (5) Instituted by regulators or an industry organization, ensures common use of terms and standardized trading and transfer practices. (6) Merchants, financial institutions, and brokers enter the market to trade gas and provide additional market liquidity.  (7) Liquidity at the market/hub increases to the point that PRE-reported prices are reliable indicators of market balance; traders use prices as index for pricing in contracts (8) Non-physical traders offering pure financial hedging instruments based on the hub index enter the market to take price risk and offer customized over-the-counter (OTC) hedging. (9) A commodity exchange such as the New York Mercantile Exchange (NYMEX) creates a standardized tradeable futures contract and offers a trading platform under exchange rules. (10) Parties trade large numbers of futures contracts for deliveries many months out, providing future price discovery and a means of managing price risk on future commitments 
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Current Status: Development Stage of Asian Countries
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Third Party

Access

The national gas markets in Asia pacific

are in early stages of liberalization

 Singapore is an exception with its fully
deregulated gas market

* Only Singapore has fully achieved
stages 1 & 2 as described in the previous
slide

e Japan, Singapore and China are

competing to become the LNG hub for

Asia Pacific

* In Thailand Regulators enforced only an account unbundling

of PTT natural gas distribution
 Malaysia:
Berhad) had not yet happened

 Indonesia: Deregulation & Liberalization were introduced in

2001 by the new gas law

Sources: International Energy Law Review,
Oxford Energy

In 2019, unbundling of GMB (Gas Malaysia


Presenter
Presentation Notes
Notes: 
The LNG demand in Southeast Asia is projected to be on an upward trend
3 factors are crucial to Southeast Asia for meeting projected demand of LNG: accelerating buildout of natural gas infrastructure, incentivizing new exploration & development of natural gas and political will to overcome obstacles
Indonesia, Philippines along with Vietnam is expected to account for roughly 60% of all LNG demand in Southeast Asian region by 2030 
The Philippines downstream natural gas regulation (PDNGR) was introduced in 2017, its aim is to promote the country as an LNG emerging market characterized by a liberalized environment and market-based pricing.
In Indonesia, the current incentives regime and the PSC (production sharing contract) currently implemented encourages companies to undertake enhanced recovery rather than exploration of new reserves

https://s3.amazonaws.com/kslaw-staging/attachments/000/004/439/original/3-2-17_International_Energy_Law_Review.pdf?1497764640
https://www.oxfordenergy.org/wpcms/wp-content/uploads/2020/03/Gas-Industry-Reform-and-the-Evolution-of-a-Competitive-Gas-Market-in-Malaysia-NG-158.pdf

Key Takeaways

= The principal policies that create a competitive gas market include the following: unbundling of
natural gas from transportation and delivery services, guarantee of non- discriminatory third-
party access to transportation services and the deregulation of natural gas prices

= All other gas market hubs have been based on pipeline models of delivery.
= Large Asian markets (Japan, South Korea, Taiwan) have traditionally relied on LNG.
Asiais highly dependent on LNG and its progress towards market hub-based price
discovery will depend on several factors like more spot trading of LNG, full TPAto LNG
facilities, other institutional and regulatory reforms for individual countries
= Government must be firmly committed to carry through with the liberalization reforms.
= The consensus is that LNG trading norms are undergoing many changes, with substantial

variability and uncertainty in the market regarding pricing and contract terms

A
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Discussion points

= Understanding of market and regulatory reforms towards achievement of liberalization.

= Understanding how these countries have progressed in terms of market liberalization and ease
of access from the point of view of an LNG supplier.

= View on how governments of different countries are committed towards liberalization and their
view on cost and benefits of market reforms.

= Understanding of how LNG trading norms are changing across all these countries and what is
their stage of development.

= Understanding of how LNG suppliers view the market and regulatory changes taking place in
these countries and how the suppliers will react in terms of products and services offered,
pricing arrangements, contractual terms to buyers, and capital investments to supply the Asian
markets.

A
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Thank You!

For any questions on the slides,
please contact

Harry Vidas

Vice President (Energy Markets)
Harry.Vidas@icf.com

Gurpreet Chugh
Managing Director, India

Gurpreet.Chugh@icf.com
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