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India shifting to term contracts despite
expected dropin spot LNG prices: S&P

BUYING SPOT OR NOT?

SUBHAYAN CHAKRABORTY
New Delhi, 6 March

India’s demand for spot cargoes
of Liquefied Natural Gas (LNG) is
expected to reduce as importers
shift towards medium and long
term contracts over the next two
years, as a result of multiple deals
that come into effect as early as

next month, S&P Global
Commodity Insights said on
Thursday.

But the higher reliance on
term contracts could be poorly
timed as the market expects a
flush of new supply that could
drive spot prices lower, leaving
Indian buyers exposed to more
expensive contracted LNG, it
pointed out in a note.

The new supply and purchase
(SPA) agreements Kicking into
effectin April include a five-year
deal between state-owned GAIL
and QatarEnergy for one cargo
per month and state-owned
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Bharat Petroleum Corp Ltd’s
(BPCL) contract with Abu Dhabi
National Oil Co (ADNOC) for at
least six cargoes per year for a
five-year tenure.

“These contracted volumes
are cheaper than current spot
LNG prices of around $13/MMBtu
and the forward curve for LNG in
2025 and 2026, but they will
become more expensive for buy-
ers when spot prices fall from

2027 onward as more supply hits
the market,” S&P said.

The pricing for the two con-
tracts is similar with a slope of
115-121 per cent to Henry Hub
prices, with a constant of $5.6-
$5.8 per Metric Million British
Thermal Unit (MMBtu), Platts,
part of S&P Global Commodity
Insights, reported earlier.

Asian importers have histori-
cally used oil slopes, calculated

as a percentage of crude oil
prices, as a proxy to price LNG
contracts from a time when the
LNG market was nascent, and
buyers were looking to substitute
oil products in the downstream
market.

But unlike other major buyers
such as Japan and South Korea
where imported gas mostly goes
into the power sector, India’s
downstream demand profile is
unique given that 35 per cent of
LNG demand is feedstock for
industries like fertiliser produc-
tion, S&P’s note said.

About 29 per cent is for indus-
trial use, 11 per cent is for trans-
port, 10 per cent is for power gen-
eration, and the remaining is
used in refineries, residential and
commercial sectors. Many down-
stream LNG consumers do not
lock in demand for several years,
S&P said.
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