
BC’
s dreams of becoming a giant supplier of
liquefied natural gas to Asia originated before
the last provincial election, when natural gas

was selling on the North American market for $4 per million
British Thermal Units (MMBtu), and on the Asian market for as
much as $20. 

Four bucks was barely enough to cover the cost of
production, even though the potential for fracked gas in
northeast BC seemed endless. Could it bring BC benefits like
Alberta’s tar sands: endless industry, endless wealth, and
endless tax revenues?

But that was then, and this is now. Asian spot prices are now
down to under $12; the Russians are proposing to pipe gas to
China for $10; and the sharp pencil crowd at the French bank
Societe Genérale have calculated that in order to make a profit
selling LNG from North America, the Asian price has to be at
least $10.65. (And the European price has to be $9.)

These prices are volatile, depending upon the weather and
politics, two most reliable variables. And the North American
price is volatile too; the US market echoes to the sound of ‘Drill,
baby, drill!’ as natural gas moves in on big coal as the preferred
fuel for electrical generation. But it looks like $4.50 for next year,
according to the sharp pencils.

So LNG no longer seems a sure bet. In fact, it’s only suitable
for corporations that are very sure of their risk tolerance, which
depends on having the deep pockets to carry on if it doesn’t
come out right. It’s not for speculators, even if they are backed
by the government.

Royalties And Taxes
And it also depends on what the BC government expects to get
paid in royalties and taxes; which they say they’ll have worked
out by this fall.

Tolerable taxation, of course, has to be at a rate that can be
supported by the selling price, less the capital and operating
costs of production, pipelines, ships, and plants. It still has to be

enough to produce the government’s promised $100 billion
Prosperity Fund.

Using fracking technology, natural gas can be produced in
many parts of the world not previously recognized as having
fossil fuel potential. This has given rise to many proposals to
produce LNG for export to European and Asian markets.

But with weakening and volatile market prices, and
increasing numbers of potential liquefaction projects, solid
investment decisions are hard to find. And fracking requires
continuing investment in drilling follow-up wells in order to
keep production up.

So it is not surprising that, in May, Australia’s Woodside
Petroleum, a specialist LNG developer, pulled out of an
agreement to participate in Israel’s Leviathan project in the east
Mediterranean. In east Africa, Tanzanian offshore gas
discoveries have failed to attract LNG plant investment. The
French oil giant Total has exited Azerbaijan’s Shah Deniz II
project, with a potential of 16 billion cubic metres of gas for
Turkish and European markets by 2020.

With the recent addition of two LNG terminal proposals on
Vancouver Island, BC now has 14 proposals, requiring five
major pipelines from the northeast to the coast (not to mention
two to the Island); none of these is supported by committed
investment.

The government’s target is five out of fourteen. But LNG
export proposals, popping up all over the world, have to face
some well-established competitors: Qatar, Australia, Russia,
selling into markets which have strong bargaining power—
China, Japan, South Korea, Europe. Not an easy marketing
environment, particularly if you are four years too late.

So BC’s provincial government, betting the farm on massive
development of LNG for export, cannot yet count on investment
of the many billions of dollars required. 

In fact, it can’t count on five LNG plants. Or even one. Even
heavily subsidized. 0
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