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The Shah Deniz partners announced that they had taken FID on 
phase II of their gas field development plans just before Christmas 
and ticked off another stage in the connection of Caspian gas 
exports to western Europe. The job is not finished yet, of course. 
First gas deliveries beyond Turkey are not expected until 2019, 
and some issues about the pipeline through Turkey remain to be 
resolved, and are considered in our article in this issue.

Whatever uncertainties remain are however dwarfed by those 
surrounding the development of gas reserves in Libya and 
Argentina, which we also consider this month. In both cases there 
are political, organisational and financial aspects of the uncertainty 
about when and whether progress will be made in developing 
gas reserves which are known to exist but have not yet been fully 
exploited. Personal security is not a problem in Argentina, but is an 
additional factor in Libya which frustrates any attempts to interest 
investors in re-entering the upstream. In both cases however it is 
precisely the difficulty of attracting investment from experienced 
companies which seems to be the major stumbling block.   

Stumbling blocks of a different kind stand in the way of gas 
industry publicists trying to promote the image of gas and preserve 
a significant role for gas in an energy world where the attention of 
politicians seems to be dominated by renewables and a resurgent 
coal industry. Gas obviously - to the gas industry - has a strong 
and continuing role to play in the world of diminishing carbon 
emissions, but the trick will be to convince policy makers to pay 
attention to the benefits of preferring low-carbon gas to high-
carbon coal.

Finally in this issue, Gas Matters asked Fluxys Communications 
Director Rudy Van Beurden to expand on his company’s ‘octopus 
strategy’, which involves the Belgian TSO taking interests in 
pipelines as far south as Italy, and as far east as Turkey. Maybe 
what Fluxys is doing will be a template for expansion by other 
European TSOs?

John Elkins 
Editor

LETTER FROM THE EDITOR



   GAS MATTERS | FEBRUARY 2014 | 4

The Shah Deniz consortium finally took FID 
on the second stage of development of 
the giant Azerbaijani gas field (SDII) just 
before Christmas, after more than ten years 
of negotiation. This opens the way for the 
export of 16 Bcm/year of Azerbaijani gas 
through Azerbaijan and Georgia to Turkey 
and Europe, using the Trans Anatolian Gas 
Pipeline (TANAP) across Turkey, and the 
Trans Adriatic Pipeline (TAP) across Greece, 
Albania and into Italy. Most of the SDII gas 
(10 Bcm/year) has already been signed up 
by nine European companies for delivery 
to Italy, Greece and Bulgaria, but questions 
remain about exactly what will happen with 

TANAP. Is a 30 Bcm/year pipeline needed 
(now) to transport just the 10 Bcm/year 
from SDII? Could an expansion of the Turkish 
transmission network do the job instead? 
Would Azerbaijan be happy for its planned 
and future Caspian gas flows to depend on 
a pipeline over whose operations it had 
no control? And where do possible future 
gas flows from Azerbaijan and Kurdistan 
whose timing and quantities are uncertain 
fit in? As we have seen with SDII, turning 
prospects into projects can take a long time. 
Nevertheless, Caspian gas is at last firmly 
planned to be delivered to Europe.

In the two years since the downfall of President 
Muammar Gaddafi little has happened to 
suggest that the Libyan oil and gas sector 
is on the verge of a return to normality, let 
alone to expansion. Precarious security, the 
absence of a strong central government 
and an uncertain fiscal regime, combined 
with disappointing exploration results all 
point towards a "wait and see" approach by 
international companies. Paolo Scaroni, the 
CEO of Eni, which has a long history in Libya 
has said that the country is “very much out 

of control”. And yet Eni continues to operate 
the Greenstream gas pipeline to Italy and 
other companies still maintain a presence 
there, although Shell suspended its Libyan 
operations last year, and BP is “evaluating 
its options". Meanwhile oil and gas exports 
have been interrupted several times recently 
and there have been blackouts in Tripoli and, 
worst of all the murder of a British energy 
worker and a friend near an Eni site in Libya 
early in January. Gas Matters looks for hopeful 
signs.

After years of falling indigenous gas 
production and increasing imports, Argentina 
seems to be pinning its hopes on developing 
the large shale gas reserves in the Vaca Muerta 
oil and gas formation in western Patagonia. 
Argentina has a tarnished international 
image following past and present economic 
problems including devaluations of the peso 
and  the expropriation of Spanish company 
Repsol’s 51% stake in YPF, Argentina’s 
biggest energy company. Developing the Vaca 
Muerta shale will require much investment, 
and this will inevitably require involvement 

from international companies, few of whom 
few have committed so far, with the notable 
exception of Chevron, which is being sued by 
Repsol in an attempt to block exploitation of 
its sequestered assets. But the situation may 
be changing. The Argentine government 
has announced some new concessions to 
foreign upstream partners, and may be close 
to a compensation agreement with Repsol. 
Meanwhile energy self-sufficiency is far away 
and expensive pipeline and LNG imports are 
needed to try to forestall blackouts during 
the summer air conditioning season.

Shah Deniz II takes FID, but pipeline choices remain Page 6

Page 16

Page 10

Will Libya ever deliver its gas promise?  

Argentina - Can the dead cow be brought back to life?

EXECUTIVE SUMMARIES
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Gas is acknowledged to be the cleanest fossil 
fuel, but struggles to maintain market share 
in the energy market as coal and renewables 
continue to thrive. In the US annual emissions 
from power generation fell by 10% between 
2010 and 2012 as generators switched from 
coal to natural (shale) gas, but in Germany 
emissions have been rising as cheap coal 
has displaced cleaner gas and reached the 
highest level since 1990 in 2013. Natural gas 
undoubtedly has an image problem, partly 
because it is seen as an offshoot of the oil 
industry, and partly because of the ‘PR failure’ 
of shale gas – especially in Europe. Coal on 
the other hand remains popular, and argues 
that it is cleaning up its act with research 

into new technologies, but it has been slow 
to develop and implement CCS and IGCC. The 
main reason for the continued success of the 
coal industry around the world is that "money 
talks". Coal is cheap, coal industry jobs are 
plentiful, and the coal industry knows how 
to lobby successfully. The International Gas 
Union (IGU) is working on creating a new 
image for gas worldwide based on five ‘A’s, 
that gas is Available, Acceptable, Accessible, 
Adaptable and Affordable. But the main 
value proposition of the gas industry is that 
it is cleaner than coal, less expensive than 
renewables and more flexible than both. 
Getting this message across to politicians is 
the problem

Fluxys is the Belgian transmission system 
operator with responsibility for 4,100 km 
of pipelines in Belgium and the Zeebrugge 
terminal. Along with all other TSOs in 
Europe it is facing uncertain times against 
the background of the unclear future role of 
gas; falling support for renewables; shifting 
and contradictory EU energy policies; an 
oversupply of carbon permits; gas-fired power 
plants running at unprofitable load factors 
and cheap coal seizing an increasing share in 
power generation. Fluxys has however gone 
for growth, taking stakes in the Trans Europa 
Naturgas Pipeline (TENP) through which it 
supplies Norwegian gas to German, Swiss 
and Italian markets; the North European Gas 
Pipeline (NEL), which delivers Russian gas 

from the north German coast to Germany, 
Belgium, the Netherlands, France and the 
UK; and the Transitgas system in Switzerland 
which takes gas from TENP to Italy. It also has 
stakes in the BBL and Interconnector pipelines 
which connect the UK with the Netherlands 
and Belgium. Most recently it has acquired a 
16% share in the Trans Adriatic Pipeline (TAP) 
which will bring Shah Deniz gas through 
Greece and Albania and under the Adriatic to 
Italy.  Thus Fluxys can now move gas between 
the far west and the far east of Europe, as 
well as between the Mediterranean and the 
Atlantic and Baltic. Gas Matters asked Fluxys 
Communications Director Rudy Van Beurden to 
expand on his company’s ‘octopus strategy’.

Page 22

Page 28

Gas brushes up its image in the face of competition from coal 

The Gas Matters Interview – Rudy Van Beurden, Fluxys - 
Building pipes in an uncertain future

EXECUTIVE SUMMARIES
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Shah Deniz II takes FID, but pipeline  
choices remain 
After more than a decade of negotiation and speculation, it’s official. Just before 
Christmas, the Shah Deniz consortium took final investment decision (FID) for stage two 
development of the giant Azerbaijani gas field. In the words of the project partners 
– BP, SOCAR, Statoil, Total, Lukoil, NICO and TPAO – the $28 billion expansion, which 
will provide 16 Bcm/year of gas for export and consumption in Turkey and Europe, will 
“trigger plans to expand the South Caucasus Pipeline through Azerbaijan and Georgia, 
to construct the Trans Anatolian Gas Pipeline (TANAP) across Turkey and to construct the 
Trans Adriatic Pipeline (TAP) across Greece, Albania and into Italy”.

But is the future quite so assured? Questions still need to be answered about the economics, 
volumes and logistics of TANAP. Gas Matters looks at the issues now facing the Shah Deniz 
consortium.

The chief among those could be dubbed “scale versus substance”. Although the field is estimated 
to hold a massive 1 Tcm, phase two will transport just 16 Bcm/year. First gas from Shah Deniz 
II (SDII) is targeted for late 2018, with 6 Bcm/year of sales to Georgia and Turkey and 10 Bcm/
year of deliveries to Europe to follow around a year later. To facilitate this increase, the partners 
plan to build the 30 Bcm/year, 1,800-km TANAP pipeline to run the length of Turkey (with the 
option to double capacity to 60 Bcm/year) and the 870-km TAP pipeline to take gas onwards 
from the Turkish-Greek border to southern Italy.

In the autumn of 2013, TAP announced that it had signed deals with nine European companies 
for the 10 Bcm/year of gas available to the continent. Axpo Trading, Bulgargaz, DEPA, Enel, 
E.ON, Gas Natural, GDF SUEZ, Hera Trading and Shell Energy Europe will all pick up gas under 
25 year contracts, purchasing in Italy, Greece and Bulgaria.

Eight out of the 10 Bcm/year will go to “buyers intending to supply Italy and adjacent market 
hubs”, the TAP joint venture company said, with 1 Bcm/year each to Greek (DEPA) and Bulgarian 
(Bulgargaz) suppliers. No formal announcement on the terms has been made but the indications 
from those involved are that the deals are linked to spot gas prices rather than oil.

Aside from the very real possibility that the 2018/19 timetable will slide, estimated construction 
costs for TANAP have soared from $7.5 billion to $12 billion. As part of the FID announcement, 
Statoil said it would not be taking up its 12% interest in the pipeline while Total confirmed that 
it would not exercise its 5% option in TANAP.

Explaining the decision, Statoil CEO Helge Lund said: “We have considered our potential 
positions throughout the project’s value chain, balancing economics and risks to identify the 
optimal participation. The divestment corresponds with our strategy of portfolio optimisation 
based on rigid prioritisation of future investment.”

Or as one industry observer put it: “Statoil and Total are not keen to be part of a grand pipeline 
which will probably not be a money-spinner – to say the least.” Another way of putting it is 
that their interest in the project was to make sure that the pipeline is built and that the gas 
flows, not in operating the pipeline.

Now some analysts are questioning the need for TANAP at all. As one told Gas Matters: “The 
nub of the problem is why build a great big pipeline when only a maximum of 16 Bcm/year – 
10 Bcm/year going to Europe – is definite before 2020.” 
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SHAH DENIZ

Alternatives to TANAP
It has been suggested that the BOTAS pipeline system in Turkey could be looped as an alternative 
to TANAP. Such an expansion would be a much cheaper option and one suggestion ventured in 
industry circles is that Turkey could use the Azerbaijani gas intended for the European market 
in Turkey and swap it for Russian gas intended for the Turkish market which could be diverted 
to EU markets through Gazprom’s South Stream pipeline. Such a move might make financial 
sense but would be opposed in Brussels and Washington and would contravene the political 
objective of lessening dependence on Russian gas by creating a new physical route for Caspian 
and other gas to Europe. Kurdish gas could be another option for supplying southeast Turkey.

One analyst who has knowledge of the Shah Deniz set-up told Gas Matters this is unlikely to 
happen. “My best guess is that SDII will go ahead, TANAP will get built as will TAP. The full project 
economics look challenging and rates of return may well be lower than participants would like. It 
looks like a fairly significant proportion of revenues from the upstream part of the project, around 
40%, will come from condensate. [Shah Deniz condensate production is expected to increase 
from the current level of 55,000 bbls/d to 120,000 bbls/d once SDII is complete].”

“However, I think from a strategic point of view building TANAP is important for SOCAR as it 
gives a route to market for the additional gas that will follow SDII. This includes additional 
volumes from Shah Deniz and other Azerbaijani fields including Absheron, Umid, Babek and 
others. It will help keep the Russians honest, will help prevent the Azerbaijanis from being 
held hostage by the Turkish in negotiating transit through the BOTAS system and win them 
political credit with the EU for delivering a new robust delivery system for non-Russian gas,” 
added the analyst.

And few would question the desire of Azerbaijan to be independent of Russian influence; 
historically relations have ranged from strained to hostile.

Third-party Access?
So, working on the basis that a 30 Bcm/year, 1,800-km TANAP pipeline will be built, how will 
SOCAR and BOTAS manage the link? A source who has been close to the Shah Deniz partners 
told Gas Matters: “Turkey will want to keep control. If it has source options, why would it let 
SOCAR, which doesn’t offer expertise as a pipeline operator, control a pipeline through Turkey? 
I understand that one key problem with the original Nabucco pipeline [a precursor to the 
scaled down Nabucco West, the proposed rival scheme to TAP] was the desire BOTAS had to 
control operations in Turkey.”

It is true that if Nabucco had been selected then Turkey would have been obliged to offer third-party 
access along the length of the route, a prospect that was not acceptable in either Ankara or Baku. 
SOCAR was named as operator in the statement announcing FID. But the real struggle over TANAP 
will come not over its operatorship but over capacity allocation. The pipeline is not anywhere near 
full and SOCAR will certainly want to transport gas from future projects it is currently planning with 
foreign partners. It holds a 68% share in TANAP compared with BOTAS’s 20%.

After all, despite the question marks that surround TANAP, it is still being tipped as the future 
conduit for a new wave of Caspian gas supplies. Azerbaijan expects total gas output from its 
fields to reach 40 Bcm/year by 2025 and is thought to be looking to boost exports to Europe 
from 10 Bcm/year to 20 Bcm/year by 2025. Where the additional 20 Bcm/year would go 
remains unclear.

By the 2020s, even the most pessimistic analysts accept that European gas demand should 
return to some sort of growth. Whether that will spark demand for greater pipeline capacity 
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from the Caspian depends on various non-Caspian factors – perhaps, most significantly, on 
the progress of Russia’s South Stream project. If it goes ahead in anything approaching the 
originally-proposed form, it will bring 63 Bcm/year or more of gas right into south-eastern 
Europe, the Southern Corridor’s original target market.

There are vast potential Azerbaijani gas supplies as yet untapped. The most significant estimated 
reserves are at Absheron (150 to 300 Bcm) but there are also the Shafag-Asiman, Umid and 
Babek fields. The shortage of high-spec drilling rigs has been identified as a key potential 
obstacle to increasing production. Drilling has already been pushed back at Babek, Shafag-
Asiman and elsewhere, and could be delayed at Absheron. To alleviate potential bottlenecks, 
SOCAR last summer signed an $800 million contract with Keppel Offshore & Marine to build a 
rig designed for a drilling depth of up to 40,000 feet (12,000 metres) and able to operate in 
1,000 metres of water, scheduled for delivery in the fourth quarter of 2016.

Access to TANAP will be key to unlocking future Azeri supplies but an agreement on its 
development has not been made public. “I would guess that SOCAR would not want to see 

SHAH DENIZ

The Shah Deniz co-venturers are (after acquisitions): BP, operator (28.8%), SOCAR (16.7%), Statoil 
(15.5%), Total (10%), Lukoil (10%), NICO (10%) and TPOA (9%). These percentages include the 
purchases of equity from Statoil by BP and SOCAR, which are expected to be completed this year.

The TANAP partners are expected to be: SOCAR, operator (68%), BOTAS (20%) and BP (12%) 
following the purchase of TANAP interests by BOTAS and BP that are expected to be completed 
this year. 

The TAP partners are: SOCAR (20%), BP (20%), Statoil (20%), Fluxys (16%) Total (10%), E.ON 
(9%) and Axpo (5%). 
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BOTAS allocating capacity to Iraqi Kurdistan,” one observer told Gas Matters. “However, maybe 
the transit deal it has struck with BOTAS is so good that it has relinquished control over capacity 
allocation. Conversely, maybe the gas price it is offering Turkey is so favourable that they have 
reached an understanding on the matter. We just don’t know.”

Iraqi Kurdistan does offer another long-term supply option for the Southern Corridor. In 
November, independent oil and gas company Genel and the Kurdish Regional Government 
(KRG) signed a gas sales agreement that will result in gas from the semi-autonomous Iraqi 
region hitting the Turkish market from 2017, with an initial 4 Bcm/year rising to 10 Bcm/year 
by 2020. Iraqui Kurdistan has been attracting significant interest from Western majors who 
have been doing business directly with the KRG against the express wishes of the Iraqi federal 
government in Baghdad. This issue is far from resolved.

Although a future in which much more than 10 Bcm/year of Azerbaijani gas reaches Europe is 
a very likely proposition, for some it doesn’t justify the expense of TANAP. One analyst told Gas 
Matters Today: “Will there be more gas in time, sure, but how much and when? Don’t forget 
it’s taken more than a decade to get Shah Deniz II decisions taken – that’s not a criticism but 
an illustration of how long it takes to do this kind of project.”

SDII will initially send only 10 Bcm/year of gas for European consumption and deliver just 2% 
of the estimated 500 Bcm consumed in the EU each year. But it does open the continent to 
Caspian supplies for the first time and this, proponents of Shah Deniz II would argue, is the 
crucial point. In that sense, the symbolic significance of the Shah Deniz II FID cannot be denied. 
However, whether it will, as BP CEO Bob Dudley believes, “change the energy map of an entire 
region” anytime soon is open to much debate.  GM

SHAH DENIZ
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Argentina – can the dead cow be  
brought back to life?
With the focus on potential shale gas markets beyond the US intensifying, Argentina has 
a golden opportunity. Its 802 Tcf of technically recoverable shale gas places the South 
American nation second only to China globally, according to the EIA. Argentina became 
a net importer of natural gas in 2008 and has seen domestic demand grow strongly and 
production slump further in the years since. Shale resources - principally in the Vaca 
Muerta* oil and gas formation in western Patagonia - offer Argentina the possibility 
of returning to energy self-sufficiency and even becoming an important exporter once 
more. But with Chevron the only international investor committing big money to date, 
2014 could reveal whether mistrust in the country’s government is simply too great for 
it to become the next global shale hotspot.

When the Argentine government announced in April 2012 that it was expropriating the 51% 
stake in YPF - Argentina’s biggest energy company - which was owned by Spain’s Repsol, 
it justified the move by citing under-investment by YPF in exploration and production. 
The nationalisation infuriated Repsol but the Spanish company’s demand for $10.5 billion 
compensation was initially met with derision by Argentine President Cristina Fernandez de 
Kirchner’s government, creating a tense legal stand-off, though a deal is now mooted. 

In July 2013 the picture was further complicated when Chevron signed an agreement with 
YPF to invest $1.24 billion in developing part of the Vaca Muerta shale deposit. Repsol began 
suing Chevron in Spain and the US to abandon the joint venture and asked the World Bank’s 
arbitration body to block YPF from developing Vaca Muerta.

Perhaps just as worrying for Kirchner was the admission by Miguel Galuccio, the CEO of YPF, 
that Argentina needed “many Chevrons” in order to properly exploit its star asset.

With Repsol threatening to sue any firms partnering with YPF in Argentina, no investments 
anywhere close to the magnitude of Chevron’s have yet emerged. However, mounting domestic 
pressure on Argentina’s government to solve its energy as well as its economic problems 
- having recently devalued its current, the peso - has led to signs of unusual ministerial 
pragmatism in Buenos Aires.

Times may be changing . . .
Under a government decree issued on the eve of the Chevron deal, companies investing at 
least $1 billion in Argentina over five years will be allowed to export up to 20% of their 
production - presumably to Chile or Uruguay - tax-free at international prices - and to move 
earnings from those sales freely in and out of the country. 

While that announcement has not yet led to a sharp upturn in investment, it may soon begin to 
take on new significance after an “agreement in principle” was reached in November last year 
to end the legal dispute with Repsol. The agreement would see Argentina pay compensation 
of $5 billion in ten-year sovereign bonds, denominated in dollars. Claims that the deal could 
be finalised before the end of 2013 proved wrong amid uncertainty over the interest rate and 
guarantees, but talks continue and final approval is likely to come in the first quarter of 2014.

Analysts say closure of the case could not be more vital to Argentina’s hopes of attracting 
significant new investments in its shale prospects this year or in the foreseeable future.

* Vaca Muerta is Spanish for Dead Cow
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Even Kirchner herself has acknowledged that developing the Vaca Muerta - ironically discovered 
by Repsol YPF in 2010 - “demands significant capital that is either not in Argentina or is not 
being invested here”.

In a country that relies on gas for half of its energy requirements, output of natural gas has 
fallen every year since 2006, when it was 46.1 Bcm to 37.7 Bcm in 2012, according to the 
latest BP Statistical Review of World Energy. Gas consumption has grown strongly from 30.3 
Bcm in 2002 to 41.8 Bcm in 2006 and 47.3 Bcm in 2012 - up 3.3% year on year compared with 
a 3% decline in production.

A partial solution to the gap between supply and demand was found by importing pipeline gas 
from Bolivia and installing two floating LNG terminals. The first of these  came into operation 
in 2008, specifically as a way of meeting electricity demand peaks in the summer, albeit with 
relatively expensive LNG. However, power cuts hit large parts of Buenos Aires for much of 
December and the blackouts, during a summer heatwave, were partly blamed on government 
subsidies which make it so cheap for Argentines to run air conditioning units. This may have 
helped to focus ministerial minds further on the quest to find new partners for YPF to explore 
and develop Argentina’s indigenous upstream resources. 

Chevron’s deal was followed last September by Dow Chemical Co committing $120 million to 
an agreement with YPF to drill 16 shale gas wells in the Vaca Muerta. Germany’s Wintershall 
and Argentine oil and gas company GyP agreed in January 2014 to spend $109 million drilling 
up to six wells in the next two years in a 97 sq. km Vaca Muerta block. But, given Repsol’s 
estimate that $250 billion would be needed over ten years to develop the block fully, the need 
for many more deals is clear.

. . . but they are not changing fast
Majors with existing interests in Argentina have been reluctant to commit substantial funds to 
shale exploration. 

•	 ExxonMobil has exploration rights to around 1 million net acres in the Neuquén Basin 
but has drilled only a handful of wells so far.

•	 Total, the biggest gas producer in Argentina in 2012, recently committed $850 million 
to develop a deep water gas field off the southern coast but has yet to make a similar 
investment in shale.

Argentina’s dry natural gas production and consumption 1990-2011

Chart: Gas Matters   Source: Energy Information Administration, International Energy Statistics
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ARGENTINA

•	 A preliminary agreement between YPF and Bridas, the Argentina-based company 50% 
owned by China’s CNOOC, to jointly invest $1.5 billion expired last year following legal 
objections by Repsol. Galuccio has hinted that the deal could still be revived as he 
attempts to forge new links with China.

•	 Gazprom’s growing interest in Latin America could offer YPF another partnership target.

•	 Pemex’s role in brokering the Argentina-Repsol agreement may indicate that the 
state-run Mexican company could soon be ready to invest in the Vaca Muerta. Mexico’s 
shale reserves are estimated by the EIA as the sixth biggest in the world and Pemex 
might gain valuable know-how in Argentina.

However, fears persist in Argentina that major sums are likely to be hard to come by in a country 
still scarred by its 2001 sovereign debt default - one of the biggest in history. A combination of 
other off-putting ‘above ground factors’ must also be overcome, including barriers to importing 
equipment, foreign exchange controls and price controls on the gas sector.

The price controls began with the 2001 crisis and have remained in place ever since, aiding 
growth but deterring investment by companies that see little profit-making potential. In 
January 2013, the government raised the price paid for new natural gas production to $7.5/
MMBtu, around three times what YPF previously received. A further resolution last November 
sought to provide guaranteed minimum prices tapering down to $4/MMBtu to recognise the 
natural decline curve of natural gas production.

While the government is making a concerted effort to appear more attractive to investors, 
history suggests there may be continued scepticism as to whether its rhetoric - and its promised 
reforms - will be matched by reality. Argentina offered tax breaks amounting to $461 million to 
oil and mining companies in 2011 but withdrew them early the next year. President Kirchner’s 
special committee to regulate the industry is reportedly known by energy executives as the 
‘Politburo’ - a telling indication of the challenge the government faces to gain greater trust.

Behind the scenes
But the potential riches on offer are difficult to ignore and many oil and gas majors will - at 
the very least - be discretely jockeying for position as the sense that Argentina’s shale industry 
could soon take off grows.

Argentina's natural gas imports and exports
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ARGENTINA

Shell’s Argentine unit, which is aiming to produce light crude oil from shale, has already 
tripled planned shale capital expenditure in 2014, albeit to a relatively modest $500 million. 
Predicting a new legal framework for energy investment in Argentina in the next two years, 
CEO Juan Jose Aranguren said he felt “a different wind blowing” - a change that gas executives 
will also be assessing.

The anticipated end of the Repsol dispute is likely to have triggered “closed-door discussions” 
between YPF and interested companies, according to Jimena Blanco, senior analyst, Latin 
America, at global risk consultancy Maplecroft. She highlighted that Argentina’s energy import 
bill of $13 billion last year - up around 30% year-on-year - has proved a substantial drain on the 
country’s central bank reserves. “Further measures to help operators become more profitable 
are likely in 2014 as the government seeks to attract investment,” she told Gas Matters.

A settlement with Repsol could also help YPF raise more funds by selling bonds abroad following 
on from its largest overseas bond sale in December 2013, which raised $500 million of five-year 
securities. YPF’s current five-year plan involves a $37.2 billion programme to drill thousands of 
shale wells up to 2017 and increase oil and gas production by a third. The company finances 
around 80% of its exploration and production budget through cash flow, which was boosted 
last year by repeated – and overdue - increases in pump prices at its 1,500 gasoline stations.

Drilling is expensive
YPF is the operator in its partnership with Chevron, which is currently in a pilot phase that will 
see 100 wells drilled in a 5,000-acre area of Vaca Muerta that constitutes just a fraction of a 
96,000-acre concession, belonging jointly to Chevron and YPF. If the wells prove productive, 
the partners would look to drill another 1,500 wells by 2017 – with the cost estimated at 
anything up to $16 billion.

But the high cost of drilling wells could prove a major obstacle to rapid scaling up of shale 
gas exploitation. In the US the cost of drilling a horizontal shale well is as low as $3.0-3.5 
million in some areas and is falling rapidly even in North Dakota’s previously expensive Bakken 
formation. The typical cost in Vaca Muerta is thought to be around $7.5-$8.0 million, though 
this may fall as experience is gained.

Argentina has also seen serious shortages of specialist sands required in fracking operations, 
due to reliance on shipments delivered by rail from Brazil. Canadian uranium miner U308 has 
just announced that it will sub-lease a concession in Argentina to an operator to produce frack 
sand, although it will still have to travel 900 km to Vaca Muerta.

Then there is the matter of inflation for companies to contend with. Argentina’s official financial 
estimates have long been discredited. The government claims inflation in 2013 ran at 10.9% 
but independent economists estimate the true figure to be around 28%, the highest in more 
than two decades. As a result many industry analysts believe Chevron’s expectations of how 
many wells it can drill in the short-term may prove highly optimistic.

Imports and exports
Ali Moshiri, president of Chevron’s Latin American and African operations, has consistently 
expounded the strength of the company’s commitment to Argentine shale, but Argentina’s 
natural gas import and export figures for the past decade starkly illustrate just how badly that 
commitment is needed. Although Argentina remains the largest producer and consumer of 
natural gas in South America, the trend is too brutally clear for even Kirchner’s administration 
to disguise it.
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In 2012 it imported 9.7 Bcm of natural gas, according to the BP data, marking an increase 
of nearly a third compared with the 2011 figure of 7.4 Bcm. Pipeline supplies from Bolivia 
accounted for around 4.5 Bcm in 2012 with LNG imports, which began in 2008, amounting to 
5.2 Bcm - mainly from Trinidad and Tobago (3.7 Bcm).  Pipeline imports from Bolivia, which 
are due to grow to 27.7mcm/d by 2017, stood at 16.9 Mcm/d in July 2013.

The country’s reliability as a gas exporter has also suffered due to supply interruptions during 
times of domestic shortages. Small quantities are still exported to Uruguay and Chile, largely 
because of a lack of domestic pipeline infrastructure in a country almost the size of India but 
with a population of just 41.6 million. Exports in 2011 came to just 200 Mcm compared to a 
2004 peak of 7.76 Bcm.
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Vaca Muerta may hold the key to reversing this incredible decline, and there are suggestions 
that a tender for 500 sq. km of highly-prospective acreage in Argentina is to be held early in 
2014, but Argentina may have to act quickly if potential investors have alternative prospects.
China, with its unrelenting focus on energy development and huge funds, is tipped to be the 
country outside North America most likely to be successful in developing shale gas. Russia 
will also drill a significant number of wells this year, while there is growing focus on Australia, 
aided by its good infrastructure, history of mining and low population density. The risk for 
Argentina is that shale investment could be directed to these countries.
 
Galuccio has spoken of his patriotic ambition to use his time at the helm of YPF to help Argentina 
recover its energy independence. It is feasible that a decade from now that will have been 
achieved and Argentina will become a serious gas exporter once again. Neighbouring Chile, 
desperately short of domestic energy sources, was hit hard when Argentine gas supplies dried 
up and would almost certainly provide a consistent source of demand once more.

Many obstacles stand in the way of Argentina achieving such a position, a good number of 
which can only be removed by its own government. Kirchner is facing growing questions about 
her health and cannot run for a third term at the next election in October 2015, but her stance 
on shale exploration between now and then could form an important part of her legacy.

Ernesto López Anadón, president of IAPG, Argentina’s oil and gas institute, argued last year 
that his country could learn from the US’s shale experience to reach a tipping point in less 
time. On the other hand, Argentina could become bogged down with the kind of problems 
that hold back Venezuela’s oil industry despite its huge reserves - runaway inflation, autocratic 
government and poor relations with international partners.

There are signs that Argentina is taking the first small steps towards avoiding such a path but 
companies considering investing in its shale sector are rightly likely to tread with caution for 
some time yet. The attitude of Argentina’s government will be crucial.  GM

ARGENTINA
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Will Libya ever deliver its gas promise?
It is just over two years since the popular uprising and subsequent downfall of Muammar 
Gaddafi triggered a fresh wave of optimism around Libya's oil and gas sector. But a 
precarious security situation, tough commercial conditions, an uncertain fiscal regime 
and disappointing exploration results have heralded a different reality. As Eni's CEO 
Paolo Scaroni brands the country "out of control", Gas Matters asks what happened to 
the North African state once tipped to be a significant gas exporter.

Security
"Libya army in Benghazi clashes with Ansar al-Sharia"; "Rival Libya militias in fresh clashes near 
Tripoli"; and "Libya still plagued by violence"- are just three of the scores of headlines to be 
found in the international media last November.

The Greenstream gas pipeline which runs from Libya to Italy shut down for two weeks the 
same month after the port of Mellitah was blockaded by protestors angry at the treatment 
of the North African country's Berber minority, and although that demonstration passed off 
relatively peacefully and flows had – at the time of writing – resumed, it was just the latest in 
a long line of incidents targeting Libya's oil and gas assets.

A week after flows resumed through Greenstream, an attack on a pipeline by Berber groups 
saw Tripoli hit by blackouts. Oil exports have been repeatedly targeted too. The previous 
month, OMV and Wintershall both said their exports had been damaged while Repsol cited the 
blockade of Libyan ports as a factor in its disappointing Q3 results.

Eni chief executive Paolo Scaroni told the BBC in a recent interview that he is worried that Libya 
is "very much out of control", adding: "This is a country that doesn't have an army, in which the 
police force is very weak, and where everyone has a weapon."

Despite this damning assessment Scaroni said he remains "optimistic" about Libya's future, 
although as CEO of the co-owner of the Greenstream perhaps that opinion is to be expected. 
But it seems that not everyone shares Scaroni's point of view. Shell and BP had big plans 
for Libyan gas before the 2011 revolution but in its wake the latter has yet to restart any 
of its operations or return staff to the country, while Shell's activities in the country remain 
suspended.

Although security plays a crucial role in those decisions, whether it is the most important factor 
remains the subject of debate. Indeed disappointing exploration results were cited by Shell 
when it pulled out of drilling at Libya's Sirte Basin in May 2012.

"The security issue is important but it's only part of the story. Gas was discovered in Libya 
decades ago by companies looking for oil but the feeling then was 'it's only gas, we'll plug it or 
flare it,'" one expert told Gas Matters. "In more modern times, the received wisdom has been 
that Libya must have huge gas reserves so it's curious to hear about disappointing results."

He may have a point. According to Tripoli-based security consultant Alan Fraser, the violence 
in Libya is not as bad as portrayed by the international media. "To be fair it hasn't changed 
much since the 2011 revolution. There has been a gradual deterioration and spikes in violence 
related to the political sphere but I don't think this is a sign of long term deterioration," he told 
Gas Matters. He may be right, but Fraser said this before British "energy worker" Mark de Salis 
and a friend were shot and killed near an Eni site in Libya early in January.
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It is not at this stage known whether de Salis's murder was directly linked to his involvement 
with the energy industry or how, or indeed if, it will affect the operations of foreign energy 
companies in Libya, but what it will do is serve as a timely reminder of the ever-present 
risk their employees in the country work under. All the while the lack of fiscal certainty and 
the absence of any coherent administration or approvals process continues to paralyse the 
development of Libya's gas industry.

Greenstream and Eni
The country's oil potential, as opposed to gas, has long been the more attractive prize for 
international exploration companies. Its oil reserves far outweigh those for gas, the latter 
of which stands at just under 55 Tcf, according to the EIA. Until the lifting of international 
sanctions, both the Gaddafi government and foreign investors showed little interest in gas 
exploration in Libya.

The notable exception was the Western Libya Gas Project (WLGP) which delivers gas to the 
trans-Mediterranean Greenstream gas pipeline from Mellitah to the Italian island of Sicily. The 
pipeline began commercial gas deliveries to Italy in 2004 and is jointly-owned by Libya's 
National Oil Company (NOC) and Italy's Eni - the largest foreign gas investor in the country with 
an association that stretches back to the 1950s.

Some observers noted that Eni was not overly troubled when Greenstream closed between 
February and October 2011, given the drop in gas demand in the Italian market following 
the global recession. Not only had Italy been oversupplied with gas since 2009 and retained 
ample volumes in storage, but Eni was also able to compensate for the Libyan disruption with 
additional supplies from Gazprom.

Scaroni said that while his company loses some income when flow is interrupted "there is so 
much gas around".

Supplies from Greenstream, which has a capacity of 11 Bcm/year, were disrupted in March 
2013 and again in May when workers at the Wafa gas field blocked gas supplies demanding 
better pay and conditions. Libya is reportedly losing $130 million/day in oil and gas revenues 
- which under normal circumstances would account for 60% of its GDP.

Scaroni said that since the start of 2013, production has been running at 60% capacity which, 
given the unrest that has characterised the year, is perhaps not so bad. As WLGP infrastructure 
sustained little or no damage during the revolution, Eni was able to resume Greenstream flows 
fairly easily from its two supplying fields, Wafa and Bahr Essalam.

Arguably the geographical position of Mellitah, in the west of the country, has helped a little 
too. It is far from the eastern city of Benghazi and 300 miles from Misrata - both of which have 
been the focus of much of the recent unrest.

Over the past couple of years, the impact of any Libyan gas shortfall on Eni/Italy has been 
negligible. Scaroni points out that although Libya normally accounts for 12% of Eni's total gas 
production, while operations there are running at 60% capacity that number decreases to less 
than 5%.

Perhaps more interestingly, he revealed under questioning that despite signing a 25-year 
multi-billion dollar deal with the Gaddafi regime in 2008, the company has yet to make any 
subsequent investments.

LIBYA



   GAS MATTERS | FEBRUARY 2014 | 18

"On that agreement, we [haven't] spend any money yet. The revolution came so quickly that 
we [haven't] made any investment[s] since 2008. The [2008] agreement was crucial to renew 
our concessions in Libya," he said.

But, however difficult the situation in Libya, given its joint ownership of the WLGP it would not 
be easy for Eni to exit the country even if it wanted to.

Other IOCs
The same could be said for Total, OMV and Repsol whose long-standing operations in the country 
are focused on oil. In October, the trio said they had made the country's first oil discovery since 
the revolution in the Murzuq Basin. "This discovery confirms the potential of the country for 
OMV's upstream activities," said OMV's E&P board member Jaap Huijskes at the time.

Repsol currently remains "absolutely committed to Libya" and similarly Wintershall, which has 
had a presence in Libya since 1958, has been quoted saying that leaving the country is "not a 
discussion".

However, others have made a sharp exit. North American companies, which had only operated 
in Libya since the lifting of international sanctions in 2004, have notably bailed out including 
ExxonMobil, Marathon and ConocoPhillips – with Exxon citing poor drilling results.
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Shell suspends operations
A decision that sticks in recent memory was Shell's move to suspend its operations in the 
country last May. In 2004, the Anglo-Dutch company signed preliminary deals with the Gaddafi 
regime to potentially invest billions of dollars in exploration and a possible new liquefaction 
plant, but disappointing results from the country's Sirte Basin meant further exploration was 
not economically justifiable, it said in 2013, with the company at the same time relinquishing 
its LNG agreement with Libya's NOC.

At the time, the NOC hit back in a statement, saying: "The National Oil Corporation believes 
that Shell's negative assessment of the blocks… does not reflect the reality of the blocks, as 
some other companies made oil and gas discoveries at the same blocks during the 1960-1970 
period… Shell has recently tried to request the annexation of those blocks, which confirms 
these areas are rich in oil and gas resources."

Supply from Libya's existing LNG export plant at Marsa el-Brega to its sole customer, Spain's 
Gas Natural Fenosa, was also suspended last year. Given the small volumes involved – less than 
1 Bcm/year – the impact on the already-oversupplied Spanish market was negligible.

As part of its 2004 deal, Shell had agreed to rejuvenate the 3.2 mtpa LNG plant and to potentially 
build another, depending on exploration results. But this was at a time when Atlantic Basin 
LNG was a much more interesting prospect than it is now and also when the US was expected 
to become a significant LNG importer. But these plans were shelved in 2010 after disappointing 
drilling results and came ahead of the 2011 uprising and the closing of the US import door.

In response to Gas Matters questions, Shell supplied the following statement: "Shell Exploration 
and Production Libya, lifted [its] force majeure effective 17 December 2012 and is currently 
working to complete the suspension and abandonment of drilled wells and site restorations 
under the Liquefied Natural Gas development agreement."

"Shell continues to hold discussions with the [Libyan] NOC to resolve all outstanding contractual 
obligations. These discussions are confidential and cannot be publically disclosed. Shell remains 
interested to pursue new business opportunities in Libya and aims to support Libya in its efforts 
to develop its oil and gas industry," it added.

As well as poor results and rising security concerns, Shell is believed to have been concerned 
that the government was driving too hard a deal on Gaddafi-era contracts. As security expert 
Fraser told Gas Matters: "Political instability and bureaucracy has been as much an issue as 
security. Companies are asking 'is it worth the security risk when there is a chance that we 
won't get paid or terms will change?'."

Keen to persuade foreign energy companies to maintain their presence in the country, the 
Libyan government is said to be revising its terms for existing investors and promising better 
returns in the next licensing round due in 2014. But in the absence of a functioning central 
decision-making agency, the licensing round itself remains at risk of falling by the wayside.

BP stays away
Meanwhile, there have been press reports that BP is negotiating a deal with NOC to transfer a 
portion of its 85% stake and operatorship in its two Ghadames blocks to NOC subsidiary Arabian 
Gulf Oil Co (Agoco). BP signed an agreement to develop the blocks in 2007, making it the 
company's largest exploration effort at the time. The deal also provided BP a rare controlling 
stake in a Libyan field, at a time when Gaddafi was trying to lure Western oil companies back 

LIBYA



   GAS MATTERS | FEBRUARY 2014 | 20

to the country.

A BP spokesman referred Gas Matters to comments made by the company's CEO Bob Dudley in 
2013 when he said: "Onshore, we have some ideas of joint venturing, potentially, that would 
not put us in the operator role, that are being planned. That one will just have to take its time. 
We are not going to put anybody in any difficult circumstances in terms of our employees, 
Libyan nor expatriates. Neither materially affects our growth plans, by the way, because they 
are longer term."

Continuing, the spokesman said: "BP is evaluating options for progressing the exploration of 
our onshore acreage in Libya. This is being done in close consultation with the NOC. All related 
discussions are confidential."

BP says it is looking to drill its first offshore well in 2014, that no drilling had taken place before 
2011, and that expatriate staff have not returned permanently since the revolution.

The "confidential" negotiations that BP and Shell are holding with NOC presumably surround 
the leases the companies have already bought which are coming towards their time limits.

The 'deal in the desert'
Looking back to 2004 and the so-called 'deal in the desert' between then UK Prime Minister 
Tony Blair and Colonel Gaddafi it is ironic to think that the government was accused in some 
quarters of striking a deal solely for the benefit of BP and Shell.

There seems to be a mismatch between the euphoria and hype that has surrounded Libya and 
the reality of what has followed, even discounting the 2011 uprising and the ensuing violence, 
and perhaps Libya was never as promising as the hype of the early 2000s suggested. "That's a 
question I've been asking myself a lot recently," one gas expert who focuses on the Maghreb 
region told Gas Matters.

If decisions are taken on a risk versus reward basis, then – at present – Libya is not actually a 
very attractive prospect when societal volatility is weighed against (currently) disappointing 
gas prospects and tough economic terms.

A glance at the international rig statistics from Baker Hughes shows gas well drilling in Libya 
has been limited. One analyst told Gas Matters: "I suspect people got carried away, paid far too 
much for acreage and then found that it was not as good as they needed it to be."

"I also suspect there is a lot of gas in the old concessions but the terms just have not been right 
to get it to market, plus with the revolution everything is taking time to get back to normality. 
The focus will be on oil rather than gas – much easier to handle."

The only two substantial gas discoveries announced before 2011 were made by Hess and 
Verenex, though the former has yet to declare commerciality and the latter saw its assets 
taken over by NOC in 2009 following a contractual dispute.

Despite a lack of success in gas exploration, as noted above, companies with a long-standing 
connection to Libya are likely to stick with it. As John Hamilton, North Africa analyst at Cross-
Border Information puts it: "For ExxonMobil, why bang your head against a brick wall in Libya, 
spend a fortune on dry wells and deal with the political situation that is so complex? If you can 
go elsewhere and get a good return for less political risk then why not? That's in contrast to 
companies like Repsol, Eni, Total and even BP. For them, these are large deposits on their door 
step so it makes more sense for them to stick it out."

LIBYA
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The question is for how long? In April 2011 the uprising that would bring Gaddafi's 42-year old 
autocratic government to an end began. In October of that year, the main opposition group, the 
National Transitional Council (NTC), declared the country to be officially "liberated" and pledged 
to turn Libya into a pluralist, democratic state. In August 2012, the NTC handed over power to 
Libya's newly elected parliament, the General National Congress following elections that had 
passed off more peacefully than had been predicted.

But since then frustrations at the perceived lack of progress in restoring order and the rise of 
militias has driven the current spike in violence. The country is yet to agree a new constitution, 
with different ethnic groups – most notably the Berbers – all keen to gain as much from it as 
possible.

Reason to be cheerful?
The wider North African region has been under the spotlight since the terrorist attack on 
the In Amenas gas plant in Algeria in early-2013 in which more than 70 people died. Fraser 
insists that while a similar attack could never be ruled out in Libya, the countries' histories are 
different, with Algeria having a long track record of attacks on international oil and gas targets.

"The major IOCs constantly review security, as they should, to anticipate which points might be 
weak or vulnerable. That said, in Libya, the security forces are not yet equipped to deal with an 
attack such as the one at In Amenas," he added.

Again it comes back to risk versus reward. Instability and political insecurity, coupled with tough 
contract terms and scant drilling progress, are severely impacting development in the gas 
sector. And quite how investor-friendly any future government will be and the establishment 
of full constitutional rule with a stable fiscal regime are likely to prove key to the progress of 
Libya's gas industry.

Achieving those conditions against a background of regions competing for influence and 
benefits will not be easy.

Whatever happens, it can safely be assumed that Libyan gas production and exports are 
unlikely to increase significantly in the short term. There is little doubt that Libyan geology is 
highly prospective, particularly offshore, but before new gas is brought on stream, new, non-
associated reserves will have to be firmed up. This will require significant foreign investment, 
and is unlikely to materialise before the end of the current decade.

However, to end on a brighter note, how about the summations of Paolo Scaroni? "There are 
reasons to be optimistic," he said. "Libya remains a rich country with a small population and 
I can't believe that Libyans will not find a way to live peacefully in a very rich country which 
[could become] another Kuwait or Qatar."  GM
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Gas brushes up its image in the face of 
competition from coal
In a world committed to climate change mitigation gas has a chance to continue to 
flourish by pushing forward its main advantage: it is the cleanest and most flexible 
fossil fuel. But instead, coal consumption is on the rise in the European Union - the 
world’s self-titled climate change leader. This has given the gas industry a wake-up call 
and prompted it to fight for a place for itself in the power generation mix. Gas Matters 
examines the gas value proposition that the International Gas Union is working on at 
the moment and shows how the industry - especially in Europe - could learn from no one 
else but its main rival, coal, how better to focus its communications efforts. 

Gas is acknowledged as the cleanest fossil fuel and burning it for power generation emits about 
50% less carbon dioxide than coal, 99% less particulates, about 80% less nitrogen oxides and 
almost no sulphur dioxide. In the US, where the unexpected shale gas boom has made the 
economics of burning gas more favourable than coal, annual emissions from power plants 
decreased by 10% between 2010 and 2012, according to the US Environment Protection Agency 
(EPA). “This is due to a switch from coal to natural gas for electricity generation and a slight 
decrease in electricity production,” says the EPA. But in Germany quite the opposite has happened 
in the past couple of years. Emissions have been rising because power output from CO2-polluting 
lignite plants has been increasing, reaching, in 2013, the highest level since 1990. 

Nevertheless, natural gas has something of a bad image. Politicians, NGOs and the wider 
public are failing to champion it ahead of other fuels. A possible reason could be that it is seen 
as an offshoot of big business - the oil industry. Furthermore, its reputation has been damaged 
in recent times by a slew of bad press over shale, particularly in Europe. According to a 2013 
study by the UK’s University of Nottingham, which collated responses from over 2,000 people, 
some 60% of those interviewed associated shale gas exploration in the UK with earthquakes. 

Coal, on the other hand, is twice as polluting as gas and poses a threat to the environment and 
to public health, but somehow does not seem to suffer from the same bad image problems. 
Centuries after the industrial revolution, coal is still being mined in over 50 countries, and 
worldwide the industry directly employs some seven million people. 

“The coal industry is a creature of the steel and power sector - steam coal - and is aligned with 
mining and production that creates employment, goods and of course the industrial revolution, 
steam engines and many of the technologies still in use today,” an industry expert told Gas 
Matters. “It is therefore close to the heart of the traditional power generator or engineer who 
may also be an industrialist or a mining engineer.” 

In countries with large reserves of coal such as Germany or Poland, there is also a social 
dimension - the jobs associated with the industry - which can also be a political card played by 
governments especially during elections.

According to the IEA, in 2010 43% of CO2 emissions from fuel combustion were produced from 
coal, 36% from oil and 20% from gas. But, despite this, the coal industry is doing much better 
than it ought to be doing. 

Sustainable, clean coal?
On the environmental side, coal is at a distinct disadvantage when compared with gas and its 
sustainability pitch, the development of ‘clean coal’ technologies, is weak. To date, there have 



   GAS MATTERS | FEBRUARY 2014 | 23

been only a few demonstration projects of clean coal technologies. Pre- and post-combustion 
Carbon Capture and Sequestration (CCS), as well as IGCC - which is anyway intrinsically less 
efficient than burning gas directly - have not been developed on a large enough scale to be 
commercially viable. China has achieved the biggest percentage of carbon capture in the world 
- at two plants in Shanghai and Beijing but even there, only a small percentage of the carbon 
is captured. In Beijing, the Huaneng thermal power plant captures 3,000 tonnes/year of CO2, 
less than 1% of its total emissions. 

The coal industry says it has started replacing its fleet of old power stations with new, more 
efficient, supercritical and ultra-supercritical plants (with about 46% efficiency) through the 
wider use of IGCC systems for power generation and through CCS - assuming that coal-fired 
plants will be politically acceptable. But the industry is not there yet. According to the IEA, 
about 75% of current coal-based power generation capacity deploys sub-critical technology, 
capable of achieving maximum net efficiencies of only 38%. 

The IEA’s April 2013 report on the progress of clean energy found that: “Far too many inefficient, 
subcritical units are still being constructed”. Even many of the ‘new’ plants were not the most 
efficient, with about half of new coal-fired power plants in 2011 using subcritical technologies.  

GAS VERSUS COAL
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China, which burns half the coal consumed around the world (around 4,000 Mt in 2013), 
depends on coal for around 80% of its power generation, but plans in the next few decades to 
reduce this dependency to 60-65% - mainly driven by its urgent need to reduce pollution. It has 
started a switch from coal to gas and is investing heavily in clean coal-burning technologies, 
but the amount of coal it will replace with gas is still low. In the next few years it will shut 
down only four coal-fired power plants in the areas around Beijing, Shanghai and Guangzhou. 
After all, the environment does matter, but the availability of coal and power generation 
economics matter more.

Money talks
The chief reason for the continued success of the coal industry around the world is that “money 
talks”. In Europe, the economic advantage of burning coal instead of gas in power stations 
became obvious as the EU’s carbon price plummeted from a record-high of €32/tonne ($43/
tonne at current exchange rates) in April 2006 to €2.46/tonne almost exactly seven years later.  

Around the same time the unparalleled exploitation of shale gas in the US led to an increase 
in coal exports from the country, flooding the market and pushing coal prices southwards from 
$130/tonne in March 2011, to a low of $85/tonne in May 2012. The two factors combined and 
led to a marked increase in the use of coal in Europe over the past few years, severely denting 
gas’s position as a leading fuel for power generation there. “I think the reason governments 
talk about these [clean coal technologies] is that they want an excuse to keep on burning 
coal,” an industry analyst told Gas Matters. 

Whilst posing as a ‘clean fuel’, coal continues to rely on its main value proposition: price 
advantage and jobs. This is the main reason why in 2012 coal-fired power stations generated 
41% of the world’s electricity. 

And it is exactly the economic pitch that is chiefly used by coal lobby groups - the environmental 
argument serving only as a shield against green concerns. Coal is adept at getting its message 
across at the highest political level despite the obvious advantages of gas.

Coal knows how to lobby
‘Clean coal’ in itself is a weak environmental argument because carbon emissions are 
cumulative, and in order to avoid dangerous levels of climate change, there would need to a 
global consensus to use only the cleanest carbon fuels in the transition to zero- or lower-carbon 
economies. 

Nevertheless, the coal industry has the ears of politicians in many countries. While the UN climate 
change conference was taking place last November in Warsaw, the World Coal Association also 
rolled into the Polish capital and hosted their own two-day conference. Christiana Figueres, 
the UNFCC executive secretary even spoke at the coal summit. The coal lobby group urged 
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Gas-and coal-based electricity generation in select European countries – GWh

Gas Coal

Jan-June 2011 Jan-June 2012 Relative growth Jan-June 2011 Jan-June 2012 Relative growth

Germany 40,984 34,749 -15% 129,399 140,008 8%

Spain 40,696 35,790 -12% 16,803 27,656 65%

UK 71,894 48,109 -33% 52,422 70,991 35%

Source: IEA
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world leaders and development banks to invest more in ‘cleaning’ coal-burning technologies, 
such as CCS and IGCC technology, claiming that CCS could theoretically represent 31% of all the 
necessary CO2 emissions reductions in the power sector through to 2050. The IEA says that the 
figure would be lower, somewhere around 20%.

Coal also manages to secure its presence on political agendas even in countries where gas has 
a significant competitive price advantage, such as the US. When President Obama announced 
his new Climate Action Plan in June 2013, he vowed to limit emissions from new and existing 
coal-fired power plants and to continue fuel switching from coal to gas. But the US should 
also invest in clean coal technologies, he says. His plan increases funding for clean energy 
research and development by 30%, to about $8 billion. Coal mining jobs under the Obama 
administration have risen 26% over the average during the Bush administration. The US is 
also active in multi-national research on clean coal technologies, notably through its bilateral 
collaboration with China on the Advanced Coal Technology consortium.

Lessons for gas
Gas could learn from the very vocal coal industry how best to present its advantages. In Europe 
a shale gas revolution, a significant increase in the price of carbon, a return to economic 
growth and increasing energy demand, would all favour gas as opposed to coal and the work 
of gas lobby groups would have made significant gains. But even in the current dire situation 
for gas in Europe - where the ‘golden age’ has not started, the industry has an important 
environmental message.

Hansch van der Velden, Gasunie’s communications director, told Gas Matters that the focus of 
the coal lobby can give an important lesson to gas. “With coal, the lobby has been on price, 
price and price. The way the coal industry has organised their lobby and communication efforts 
shows how much power you get when you focus on a few main goals.” He is keen to replicate 
the example of the coal industry’s lobby in his current project, heading up a working group for 
the International Gas Union (IGU) to create a new image for gas worldwide.

But gas has some good starting points. And while coal beats gas on price and the number of 
jobs it provides, gas-fired power stations, apart from releasing half as much CO2, require lower 
upfront capital expenditures than coal power plants. They are also relatively easy to construct, 
have a higher technical efficiency and are a lot more flexible, which makes them suitable for 
complementing variable output from renewables - although some coal lobbyists claim that 
some coal plant can be flexible enough to do the same job.

“We have people from all over the world in our group and situations differ from country to 
country and continent to continent, but there is one common ground that we need to push for: 
gas is the cleanest fossil fuel and a great partner for renewables,” says Van der Velden. 

The IGU wants to concentrate the value proposition of gas into five ‘A’s, that it is Available, 
Acceptable, Accessible, Adaptable and Affordable.

Also, the emphasis should not just focus on electricity production, the IGU says, but also on the 
value of gas in heating, cooking and fuelling vehicles and ships, where emissions are lower.

The main proposition
The gas industry’s unique selling point is that it is the cleanest fossil fuel and best placed to 
work alongside renewables. This positions it between coal and renewables, cleaner than coal 
and less expensive than renewables and more flexible than both. 

GAS VERSUS COAL
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“The biggest common challenge for the industry is striking the balance between ecology and 
economy,” says Van der Velden. 

Burning fossil fuels has already brought the world halfway on its trajectory to the temperature 
warming limit of 2°C beyond which climate change is considered ‘dangerous’, the world’s top 
voice on climate change, the UNFCC said in its last 2013 Fifth Assessment Report. It is against 
this backdrop that world leaders will meet in Paris in 2015 to try to reach a new global climate 
change agreement.

Regardless of the finer details of Paris talks, country leaders are expected to, either collectively 
or individually, vow to cut emissions further with the impact likely to felt most by the world’s 
energy-intensive industries.

No political support for coal
“We have some strong cards for positioning gas as a long-term solution,”says Van der Velden. 
But the battle is far from won and the main efforts are at the moment going into advocating 
a strong value proposition for gas. “This is something that still needs to be done and we are 
working on it,” he adds.

It is clear that politicians have not so far actively supported the gas industry. Instead, more and 
more gas-fired power plants are being mothballed across Europe whilst coal consumption and 
renewables generation has increased.

Even the implementation of the EU’s Large Combustion Plant Directive (LCPD), aimed at 
controlling emissions of sulphur dioxide, nitrogen oxides and dust from large combustion plants 
and due to come into force in the next couple of years may not change the picture significantly.

“[Politicians] are aware of the coal issues, but think they will go away anyway,” says Beate 
Raabe, secretary-general of the gas lobby group Eurogas. Under the LCPD, in theory around 200 
coal-fired power plants would have to shut down across Europe. 

But Raabe says member states are making applications for the extension of the life of these 
plants, improving efficiency in some and trying to keep as many online as possible. “Not 
an awful lot will close down,” she says. For example, Austria, the Czech Republic, Germany, 
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Hungary, Ireland, Lithuania, Luxembourg, the Netherlands, and Sweden have said they will 
retro-fit all of their old coal-fired power plants instead of closing them down.

Getting the gas value proposition across to politicians is essential, because gas can no longer 
rely only on fuel-to-fuel competition in a market that is already distorted by heavy political 
intervention - such as the preferential support given to renewables.

Philippe Sauquet, president for gas and power at Total corroborates this point. “The industry 
should inform widely the public authorities about the potential adverse consequences of gas-
fired power plants closures and give ideas and/or recommendations as to solutions to avoid 
them, such as capacity remuneration systems/reducing subsidies at least to the most costly 
renewables,” he says.

Wim Groenendijk, head of international and regulatory affairs at Gasunie told Gas Matters: 
“Gas is not [as we may have believed before] the automatic fuel of choice and we have 
to work hard to keep it attractive as a fuel, keeping it competitive, highlighting its superior 
environmental qualities compared to other fossil fuels and position it as a flexible facilitator 
of renewable energies,” adding: “[The decline in European gas demand] has indeed been a 
wake-up call for the gas industry.”

Last chance saloon
There is much work to be done. Recent IGU surveys have found that the public in eleven 
different countries worldwide does not perceive gas as being a ‘fuel for the future’. The meeting 
of world leaders in 2015 is an opportunity for gas. If its value proposition hangs on the facts 
that it is the most affordable sustainable carbon fuel for the future, is a great destination fuel 
due owing to its high flexibility, is not as ‘dirty’ as coal, and is not as expensive as renewables, 
then it is high time and maybe the best time for the industry to exploit this advantage and turn 
the situation in power generation on its head.  GM

* Available at http://www.iea.org/publications/TCEP_web.pdf.
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The Gas Matters interview –  
Rudy Van Beurden, Fluxys

Building pipes in an uncertain future

The announcement by Belgian transmission service operator (TSO) Fluxys in July 2013 
that it was extending its operations as far as Greece by buying a 16% share in the Trans-
Adriatic Pipeline (TAP) which will bring Azeri gas through Greece and Albania and under 
the Adriatic to Italy furrowed industry analysts’ brows. What was a Belgian TSO company 
doing that far east?

Given the wider energy situation in Europe, it makes the Belgian TSO’s move even more 
intriguing. Uncertainty over the role of gas in the EU’s future energy mix remains stubbornly 
high even as support for renewables in the bloc is gradually pared down. All the while trust 
in EU legislators continues to wane as a result of the contradictory energy policies instigated 
over the past six years which have resulted in an oversupply of EU ETS carbon permits in the 
market. This, among other factors, has meant that gas in the EU power generation sector has 
struggled to compete with cheap coal imports, notably from the US, resulting in European gas-
fired power plants largely running at unprofitable and low load factors.

It is then perhaps no surprise that investments in new gas infrastructure have more than halved in 
the past few years, hiding deep and maybe structural supply and demand changes across Europe. 
In an interview with Fluxys communications director Rudy Van Beurden, Gas Matters finds out 
how the Belgian TSO is adapting to Europe’s evolving energy scene. With Fluxys expanding its 
operations as far as western Turkey, through its stake in TAP, now that Shah Deniz Stage II has 
received FID, Van Beurden gives Gas Matters an insight into the company’s ‘octopus strategy’.

To date, Van Beurden’s responsibilities at Fluxys have included stints covering international LNG 
activities, business development, M&A activity, gas flow management and hub operations, 
the development and start-up of the Zeebrugge Hub, as well as the launch of the Huberator 
company. Before that he was involved in the Interconnector pipeline project between the UK 
and Belgium, and in the operational setup of the transit pipelines connecting the Interconnector 
pipeline to Germany and the Netherlands. 

‘Tentacular’ moves
On announcing the company’s acquisition of its stake in TAP, managing director Walter Peeraer 
said in July 2013 that Fluxys was carving out a role for itself as a link between Europe’s different 
markets: “Becoming shareholder in TAP is a token of our confidence in a major pipeline project 
bringing new gas flows to Europe. Fluxys, as an infrastructure company, wants to bridge the 
markets with a view to strengthening security and diversification of supply.”

The Fluxys plan will see it use its partnership with Italian network operator Snam Rete Gas to 
reverse the flow of gas between Switzerland and Italy in order to bring Caspian reserves from 
Azerbaijan [that will arrive in Italy through TAP] to Germany and to Belgium, thereby enabling 
increased south-to-north flows.  

The Belgian TSO has always sought ways to expand its activities. In addition to 4,100-km of 
pipelines in Belgium and a terminal at Zeebrugge, the company controls transmission pipelines 
in northern and southern Europe. Through its ownership of the Trans Europa Naturgas Pipeline 
(TENP) it supplies Norwegian gas to German, Swiss, and Italian markets. And through its 19% 
stake in the North European Gas Pipeline (NEL), it helps Siberian gas flow to Germany, Belgium, 
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the Netherlands, France, and the UK. In addition, its 300-km of pipelines in Switzerland transport 
natural gas from the TENP pipeline to Italy. And with its 20% stake in the BBL pipeline and a 
25% holding in the UK-Belgium interconnector, Fluxys can now deliver UK gas to Italy and vice 
versa. And now, in the wake of its recent investment in TAP, industry players have been left 
wondering what the company’s next move might be.

“We have what we call a ‘tentacular’ network,” Van Beurden tells Gas Matters in Brussels. “We 
are connecting the main European gas markets but we are also looking at new supply sources,” 
he says, adding that the TAP stake acquisition was squarely in line with the company’s strategy.

But a closer look at the way gas flows are changing in Europe would show that the Fluxys 
‘extension’ may not have been such a bold move. Driven by demand, gas is now flowing not 
only from the east – mainly Russia – to the west, but also in the opposite direction. Given the 
new routes, gas will also be able to flow in both directions on north-south systems – with a 
further increase expected when Azeri gas hits Italy via TAP. 

It appears to make sense for TSOs such as Fluxys to adapt to the markets in which they operate 
– after all, increased capacity can offer the chance to generate greater revenues. However, 
infrastructure investment decisions are not particularly straightforward at the moment and 
market indicators remain muddied. 

“We don’t know where everything is going, especially with power production. We have to 
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operate with this uncertainty. Renewables, power plants and the position of coal – it is not clear 
where we are going to go,” says Van Beurden. 

“This is an uncertainty that we have to manage as an infrastructure company, to avoid having 
stranded assets. But on the other hand we see that new sources are coming into Europe and 
despite the [ambiguity], our vision is that Europe still needs gas,” he adds, noting that for now, 
with carbon and coal prices both low, demand is unstable. 

Demand woes
A key driver of current market uncertainty is the changing role of gas in the EU’s power 
generation mix. The economics of burning gas for power generation should theoretically be 
more favourable than burning coal, as gas is markedly less polluting, but that is based on the 
assumption that carbon prices are high enough to make coal less attractive. And with EU ETS 
permit prices falling sharply in recent times from a record-high of €32/tonne ($43/tonne at 
current exchange rates) in April 2006 to €2.46/tonne in 2013, gas has lost its cost advantage 
in European markets. Exacerbating the woes of gas are plummeting European coal prices which 
have slid from $130/tonne in March 2011 to a low of $85/tonne in May 2012. In the first half 
of 2012, Germany, Italy and The Netherlands imported 37%, 83%, and 86% more hard coal, 
respectively, from the US than in the first half of 2011, according to European Commission data. 

However Van Beurden finds comfort in the notion that changes in demand impact major 
pipelines – such as TAP – less than smaller downstream agreements: “As long as you have 
a gas field and a pipeline linking it to a market, gas will flow through the pipe one way or 
another, especially if you are closer to the sources, because they have an incentive to produce, 
to recover their huge investment costs,” he says.

And in a way, as the company is an infrastructure investor, the financial risk of demand falling 
is covered by capacity agreements. “Whether gas will flow through the pipelines or not, that’s 
another issue, we are not in the commodity market,” he says, adding: “This is a business model 
with a rather low-risk profile because you cover the risk with these ship-or-pay agreements.”

But even with long-term agreements in place, there is still the risk – an underestimated one 
he says – that tariffs will change.

“If demand is decreasing, you’ll end up increasing your tariffs [with permission from the 
regulator], because your network is used less and less and at the end you have to pull out 
of the market, because you have demand destruction – your tariffs are so high that it will 
accelerate the demand destruction,” says Van Beurden. “When the regulatory model was built, 
it seems to not have taken into consideration the possibility of demand declining. This is a new 
challenge."

“However our model is to not increase the tariffs. We want to keep them at a low level. In the 
end the user will pay and we don’t want to encourage them to go to other energy sources, 
because if this happens they will not use our transmission system and we will be left with 
stranded assets. And secondly, we are a transit country, so 60% of our revenues for Belgium 
come from transit activities. Gas can go through other routes as well – so it’s important not 
be bypassed and to keep tariffs competitive. We have a natural incentive to offer low tariffs, 
whilst still preserving rates of return for our shareholders.” 

Italy, too, will increasingly become a transit country, once TAP comes online, he said, pointing 
to the examples of The Netherlands which started to evolve into a transit country when its 
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production levels started to fall, and to Germany which is a transit country for Nord Stream gas 
reaching the UK via the BBL pipeline. France is also looking more closely at transit opportunities, 
Van Beurden adds, saying that this trend means more competition for Fluxys.

“[Many energy companies] are infrastructure companies as well, and their revenue comes 
from selling capacity. Before they were making their money by selling gas, basically selling the 
molecules, but today the TSOs are incentivised to maximise their capacity as a high load factor 
is a prerequisite to be able to offer low tariffs."

South-north
Future European gas flows will not only be determined by demand but also production – key 
concerns for TSOs when they are considering developing new infrastructure.

“We have Norwegian sources, which are not going to continue to grow and we have the UK 
and the Dutch production declining. These sources are being emptied, so we will need more 
gas coming from other sources and we will need infrastructure in place. Because of declining 
production in Europe we will need to connect to new sources of gas to compensate,” says Van 
Beurden.

And while current trends in Europe shows decreasing gas production, there will be moments 
of regional oversupply, for instance into Italy, in the future, he says, adding: “Then, in a natural 
way, gas will flow to other markets.”

The most immediate way of making gas flow from south to north is through reverse flows 
– which can be implemented on all of Fluxys’ pipelines, he says. “In Belgium almost all the 
pipelines can operate in ‘reverse’ mode. In the future we might not call it ‘reverse’ mode but 
[instead] ‘primary’ mode. I think these are old concepts, the fact that it is reverse or forward. 
If new sources are coming from the east, the flow will switch from west-east to east-west and 
in case we will get more LNG, it will be the other way around."

West-east
Despite declining gas demand in western Europe there remains significant potential for its 
growth in central and eastern Europe, particularly in the latter region as its counties continue 
to try and break their reliance on Russian supplies. And so, in order to optimise the capacity 
of their transmission systems, western European operators have been eyeing eastward sales.

In eastern Europe, one of the most obvious and least-costly options for diversifying supply 
sources is to create reverse flows. This is a core EU goal that enjoys widespread support 
throughout Brussels, especially with the recent publication of its ‘projects of common interest’ 
list. Included in it are 100 gas infrastructure projects – many of them reverse flow projects – 
that will gain priority status at EU member state level, meaning streamlined permitting and 
eligibility for European funding.

“We will see more and more flow reversals and shifts in flow patterns in the future,” says Van 
Beurden, before noting that all large Fluxys infrastructure projects will continue to be covered 
by long-term agreements to cover the investment risk: “We will not build reverse capacity if 
we do not have sufficient subscriptions in the longer term before we build it."

Evolution challenges
Changes in natural gas supply and demand patterns in continental Europe, as well as increased 
competition from other TSOs have made Fluxys focus on its innovation strategy and it now 
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offers multiple products in order to be able to use its existing infrastructure as much as possible. 
An example of this is the LNG terminal at Zeebrugge which is increasingly being used as a hub 
– now that LNG is preferentially sent to Asia, says Van Beurden. 

“We see less and less ships coming in because the LNG price is currently too high for the 
European market. But knowing that gas was delivered anyhow through the contractual 
agreements – which we are not involved in – and seeing it arrive, we offer the service of 
reloading. That keeps the infrastructure being used."

Things might change again if demand for gas in European power generation picks up in a few 
years and also if LNG production increases, he says. But the company cannot afford to wait 
passively for future changes. It is already looking at other opportunities on the demand side. 

“We are not a gas-selling company, but if there is no gas being sold we have no future. There 
is now a tendency to seek short-term capacity booking so we also have to reconsider the ways 
in which we were doing our business. We are being confronted more and more with a short 
term market."

Selling short-term products creates huge uncertainties, he says: “Before, you could plan your 
revenues for five to ten years. Now, it’s a more complicated exercise, because you don’t have 
a direct view of the revenues. You need more commercial efforts as well to ensure that you 
sell your capacity every year.”

“Market forces become important very quickly, so you have to choose very soon either to jump 
into a new way of doing business – or wait and see. We have chosen the first option."

But even for a company as flexible as Fluxys, the uncertainty surrounding the EU’s energy and 
environmental policies has restricted its investment initiatives to projects, like TAP, TENP and 
Transitgas, where long-term agreements underpin use of the infrastructure. 

In a bid to help unlock investments that take a long time to generate returns, the European 
Commission has just published its proposal for 2030 climate goals including a 40% greenhouse 
gas emissions reduction target and reduced support for renewables. These moves might help 
clarify the role gas could play in the next decade but, for TSOs, looking ahead only to 2030 is 
not far enough to justify investment.

“If we want to invest today, we will not invest just up to 2030,” says Van Beurden. “The gas 
infrastructure business needs a view beyond that. If you want to build a new pipeline today, 
it will take you five years before you can use it. And who will build a pipeline if you have to 
depreciate it over 10 years?  You need a view until at least 2050,” he concludes.  GM
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Further historic and projected data and analysis of international border and end user prices for gas, oil oil products  
and coal is available as part of Gas Strategies' price service

Gas Strategies estimated border gas prices and forecasts to end of Q3 2014
Price series Q4 12 Q1 13 Q2 13 Q3 13 Q4 13 (F) Q1 14 (F) Q2 14 (F) Q3 14 (F)
Brent Crude Oil $/bbl 110.1 112.5 102.6 110.3

ICE Brent Forward Curve 
02.01.14

$/bbl 107.3 105.6 104.5 103

JCC Crude Oil $/bbl 114.2 113.6 107.5 110.4

JCC Projection $/bbl 112.9 109.4 108.4 107.1
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$/MMBtu 11.0 11.1 10.7 10.6 11.0 10.9 10.4 10.2
p/th 69 74 70 68 69 68 65 64
¢€/kWh 2.90 2.88 2.80 2.72 2.76 2.75 2.63 2.57

Troll/Norway – NW Europe $/MMBtu 12.0 12.1 12.2 11.6 12.2 12.2 11.5 11.3
p/th 75 80 79 75 76 77 72 70
¢€/kWh 3.15 3.12 3.18 2.99 3.06 3.09 2.89 2.84

Russia – Germany $/MMBtu 10.5 9.2 9.0 8.8 8.9 8.7 8.5 8.3

p/th 66 61 59 57 55 54 53 52
¢€/kWh 2.77 2.39 2.36 2.27 2.23 2.18 2.15 2.10

Algerian Pipeline – GME $/MMBtu 11.1 10.9 10.8 10.1 10.4 10.5 10.2 10.1
p/th 69 72 70 65 65 65 64 63
¢€/kWh 2.93 2.82 2.83 2.60 2.61 2.63 2.58 2.55

Algerian LNG c&f Spain $/MMBtu 10.9 11.0 11.1 10.8 10.7 10.9 10.7 10.6
p/th 68 73 72 70 67 68 67 66
¢€/kWh 2.88 2.84 2.91 2.78 2.69 2.75 2.70 2.67

Asia (JKT) LNG $/MMBtu 18.1 17.5 18.1 17.6 17.4 17.8 17.7 17.4
p/th 113 116 118 114 109 111 111 109
¢€/kWh 4.77 4.52 4.73 4.54 4.37 4.48 4.46 4.38
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ICE UK Gas Forward Curve 
02.01.14

$/MMBtu 10.3 10.0 10.5 10.0 11.1 11.3 10.2 10.1
p/th 64 66 68 64 69 71 64 63
¢€/kWh 2.71 2.58 2.73 2.57 2.79 2.85 2.58 2.54

US HH Closing 
CME Henry Hub  
Forward Curve 02.01.14

$/MMBtu 3.4 3.4 4.1 3.5 3.5 3.6 3.6 3.7

p/th 21 22 27 23 22 22 23 23
¢€/kWh 0.89 0.87 1.07 0.91 0.88 0.91 0.91 0.93

Long-term contract gas price projections are based on the Brent Crude oil forward curve
All forward curve prices are as of 02.01.14
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