
Because of new finds of natural gas, the world anticipates an
‘over-supply’, which has resulted in a massive drop in prices in
all world markets, from up to $15 per gigajoule last year to as
low as $4 today, with longer-term hedging contracts in North
America reportedly being signed at about $6.

So, the new LNG port at Kitimat faces considerable
uncertainty in terms of demand, price, and the overall
economics of LNG shipping.

What was to have been a proposed facility to import
Liquefied Natural Gas (LNG) to meet Canadian demand has
recently changed direction, and now has been reborn as an
export facility, connected, as before, to the Pacific Trail
pipeline. 

The announcement that Kitimat LNG, a Calgary-based
subsidiary of Galveston LNG Ltd, has now signed
memorandums of understanding with Korea Gas Corporation
and the the European distributor Gas Natural, for a total of
70% of production, raises many questions about world natural
gas markets. 

What’s Going On? Confusion
South Korea and China are two of the fastest growing natural
gas markets in southeast Asia but here Canada faces strong
sales competition from Qatar, which is in the process of
building some 45 new LNG tankers, some of them the largest in
the world. 

However, European markets, while growing steadily but not
very rapidly, face increasing uncertainty of supply from their
largest supplier, Russia. Continuing disputes with the Ukraine
last winter led to supply interruptions in Europe.

Consumption of natural gas in Alberta tar sands production
so far shows no signs of decline. Pressure on tar sands
producers and refiners to use input fuel that reduces
greenhouse gas emissions could also lead to increased gas
demand in the medium-term future.

But on the North America supply side, new shale gas
developments at Horn River and Montney in northeastern BC
face competition for US markets with new shale gas
developments in the US. The new Rocky Mountain Express
pipeline, delivering shale gas from western US to eastern US
markets, has already affected Canadian exports. All this leads to
an very uncertain outlook. Could the Kitimat port turn back to
an importer overnight?

Back To Kitimat—One Ship per Week
Meanwhile, Kitimat LNG anticipates filling one LNG tanker per
week from a facility to be built on Haisla First Nations land at
Bish Cove, some 15km west of Kitimat. 

The port is expected to ship 700 million cubic feet a day,
about 10% of BC’s expected production of 7.6 billion cubic
feet/day within the next ten years.

The site has received federal environmental approval for the
previously planned regasification facility, and Kitimat LNG
state that they expect no additional environmental studies
would be required to use it as a liquefaction facility. It is
expected that the new terminal could be in operation by 2014.

The LNG port would be connected with Spectra Energy
Transmission’s (formerly Duke Energy Transmission and
previously Westcoast Transmission) existing pipeline system
through Pacific Trail Pipelines, a joint venture beteen Kitimat
LNG and Pacific Northern Gas. 

Tanker Safety
Questions have also been raised about the safety of LNG
tankers operating within the confined waters of BC’s north
coast. There are at present some 270 LNG tankers operating
around the world. These are big ships: the typical tanker has a
capacity of some 140,000–180,000 cubic metres, or some 1.9
million cubic feet, and is about 280 metres long.  (Qatar is
currently building LNG tankers which are 50% larger in
capacity, but only a very few terminals in the world are
equipped to handle them. But they are expected to reduce
shipping costs by 30%, significant competition to smaller
vessels.)

A 280m ship requires a considerable amount of room to
maneuver. While LNG tankers worldwide have an excellent
safety record, this may be the result of the extra precautions
taken by ship designers, crews, and the specialized ports where
they transfer their cargo. This extra care would most certainly
be required as an LNG tanker traversed the 140km or so of the
Douglas Channel between Hecate Strait and Kitimat, including
Wright Sound and Gil Island, where BC Ferries’ Queen of the
North came to grief. 

Safety 
There seems little doubt that any accident or collision involving
an LNG tanker could pose a catastrophic risk. When
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approaching US ports, special regulations apply to LNG
tankers. An ‘exclusion zone’ around the ship, from which all
other vessels must be cleared, is enforced by the Coast Guard: it
extends two miles ahead of the ship, one mile behind, and 500
yards on either side. No other type of ship carries such a zone. 

Canada does not yet enforce such a zone, and its application
to the long narrow passages of BC’s north coast would be
problematical.

This part of the coast may currently still be closed to oil
tankers under a moratorium disputed by the current federal
government.0
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