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Liquefied Natural Gas (LNG) is natural gas that has been liquefied after removing various 
impurities from it and subjecting it to extremely cold temperatures (of about minus 160º C) and 

high pressure. The purpose of converting gas into LNG is to enable its transportation across large 
distances from the gas producing areas to the ultimate consumers. LNG also enables gas to be 
delivered to areas that would otherwise not be able to receive large supplies of natural gas.  
 
The gas producing areas (where liquefactions facilities have been established for converting gas 
into LNG) are essentially in Middle East (Qatar, Oman, Abu Dhabi), Trinidad (in Atlantic Ocean), 
south east Asia (Indonesia, Malaysia and Philippines), Africa (Egypt, Algeria, Libya, Nigeria) and 
more recently Australia. The developed markets for LNG consumption are in USA, Japan, Korea 
and Europe. India and China are being considered as the emerging LNG markets in Asia..  
 
The international LNG industry is characterized by the following specific separate but 
interdependent processes (commonly collectively referred to as �the LNG Chain�): (i) tapping 

natural gas at the well head and transporting it to the liquefaction facility; (ii) liquefaction of natural 
gas into LNG; (iii) transportation of LNG by LNG tankers to the LNG receiving, storage and 
regasification facility at the consumer�s country; (iv) delivery of gas to the ultimate consumer.  
 
The initial development of the LNG Chain required the seller to first establish the LNG liquefaction 
facilities, which are capital and technology intensive facilities that are financed only on the basis 
of proven long term and consistent demand for the LNG to be produced by such a facility. This 
necessitated that the consumer(s) using the facility be bound by a long term LNG sale and 
purchase agreement (The LNG SPA). From the early days of the development of the LNG 
industry in the 1960s, the LNG SPA has been characterized by a lack of flexibility for the 
consumer. Since LNG was produced for particular consumers and there was no suitable short 
term market for the LNG, the LNG SPA developed stringent transportation clauses (which clearly 
obligated dedication of LNG tankers and provided a framework governing their berthing, 
maintenance and voyages as well resulting in LNG tankers being dedicated to specific projects) 
and the �take or pay� clauses (which provided for payment of price for volume not taken). This 

also led to the price of LNG being indexed to prices of oil and/or oil products. 
 
The recent international trends and LNG capacity projections, however, seem to indicate that the 
international LNG market could be heading towards an overcapacity in LNG production. 
Expansion of liquefaction capacity is being undertaken by existing producers in the Middle East, 
Algeria, Nigeria, Egypt, Indonesia, Malaysia, and Philippines. Australia is emerging as a LNG 
producer, adding to greater supply. Russia, Iran and Yemen are also planning to develop LNG 
production facilities. 
 
In addition to a projected increase in international LNG production, LNG will face greater 
competition from piped natural gas in certain markets as well as certain emerging LNG markets. It 
should be noted that the base consumers for LNG are essentially power stations and to a certain 
extent fertilizer units and other heavy industries, for which LNG faces competition from existing 
sources of energy, particularly coal.  
 
In spite of the projected increase in LNG production and competition, the development of a 
feasible spot market in LNG is very distant. Although there are increasing number of incidents of 
procurement of LNG on what can be described as resembling a spot basis, these transactions 
are not of significant volume and not frequent. 
 
However, there seem to be a clear possibility of obtaining LNG on more flexible contractual terms 
from the LNG producers. The main terms of a LNG SPA that could be sought to be made more 
flexible include: (i) Length of the contract duration: there could be move to incorporate a medium 
tem (5years or more) rather than the traditional long term (20-25 years), (ii) Price Review Clauses 



could be added to provide for re-opening of the price every few years, (iii) Shipping arrangements 
could be made more flexible. It has been estimated that of the LNG ships presently under 
construction about half of them are not tied to any project, changing the usual trend of dedicating 
LNG ships to specific projects. For example, the LNG tanker that had been constructed 
specifically for the Dabhol Power Project was redeployed, for shipping LNG for other projects and 
is now not tied down to any specific project, (iv) flexibility in off-take obligations; (v) flexibility in 
take or pay obligations, (vi) beneficial pricing mechanism and (vii) provision of swaps with other 
buyers of the LNG supplier. 
 
In order to enable LNG Suppliers to agree to more flexible LNG SPAs, the potential buyer would 
have to exhibit an existing and sustainable demand for the LNG as well as a developing gas 
market with adequate infrastructure.  
 
In order to enable India to benefit from these emerging international trends in the LNG industry, 
adequate policy framework to promote the Indian gas market and related infrastructure would 
have to be formulated and specific steps taken to clearly exhibit India as a suitably robust and 
developing gas market. The aim of the Indian policy and legal framework should be to make 
import and sale of LNG into India more viable and enable the re-gasified natural gas to reach the 
end consumer with relatively certain and lesser cost additions in the supply chain and to enable 
the end consumer to have multiple options to procure gas. 
 
India, in order to develop adequate infrastructure to support development of LNG market, could 
develop �LNG import hubs�, which are operated on open access principles enabling them to be 
used by multiple LNG importers. In this regard it should be noted that the Dabhol LNG facility in 
light of its geographical position and developed state (of being almost 70% complete), could be 
restructured and operated as one such LNG import hub.  
 
 
 


