
Japanese  LNG  buyer  seeking
price arbitration in possible
‘bellwether’

An effort by a Japanese company to get lower prices on a
liquefi ed natural gas contract signed a decade ago could be
the first in a fl ood as buyers seek relief from legacy
contracts amid cheaper spot supplies, according to an analyst
at Credit Suisse Group AG. “This will prove the bellwether for
more arbitrations and tougher LNG buyer negotiating stances
across the market,” analyst Saul Kavonic said in an e-mail.
“We expect other traditional LNG buyers to quickly follow
suit.” The market will be awaiting what concessions Osaka Gas
Co will be able to wrest from the marketing unit of the Exxon
Mobil Corp’s PNG LNG project. They entered into arbitration
after a dispute during a price review, a spokesman for the
Japanese fi rm said Friday, adding that the company is seeking
to lower LNG costs. Exxon declined to comment. The dispute
underscores the frustrations of buyers locked in contracts
linked to oil benchmarks while spot prices drop to the lowest
seasonal level in a decade. Most of Japan’s LNG imports are
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indexed to oil, which has remained a widespread practice since
its  inception  in  the  1960s.  Sinking  prices  have  put  LNG
producers under intense pressure to off er better terms. Even
Qatar, one of the world’s largest suppliers, made a “dramatic”
break from tradition by offering mid-term LNG contracts at
about an 11% oil slope, compared to more than 16% on some
contracts  signed  in  2008,  Fereidun  Fesharaki,  chairman  of
energy consultant FGE, said in May. The Osaka Gas contract
with the PNG LNG project was agreed at a 15% slope to the
Japan Crude Cocktail and runs through 2035, according to data
compiled by Bloomberg NEF. Prices in the utility’s current PNG
LNG contract are more than double those on the spot market and
about 30% more than recently signed contracts, Kavonic said. A
shift  to  a  buyers’  market  has  emboldened  consumers  that
historically have been concerned about security of supply to
seek greater contract fl exibility and lower prices. “It’s
unprecedented  for  a  traditional  LNG  buyer  to  initiate
arbitration in this way, presenting a new paradigm for LNG
contract negotiations,” said Kavonic.


