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A high-stakes race against time
Can investors move quickly enough to capture the liquefied natural gas opportunity before it evaporates?

The market for liquefied natural gas is currently experiencing significant
growth, thanks to rising global energy demand. The exact extent of this
windfall, however, is difficult to project, given the volatility of natural
gas prices and the availability of competing fuels. To capitalize on this
window of opportunity, investors must mobilize quickly and establish
flexible business and operational models for a very unpredictable, highstakes future.
The global market for liquefied natural
gas (LNG) is expected to double over
the next five years.1 Not surprisingly,
investors are anxious to grab their share
of this growth. Energy prices of late have
made it economically feasible to invest in
LNG. However, the same high prices that
have spurred frenzied investment in LNG
may become detrimental to the industry.
International Energy Agency forecasts
suggest that if natural gas prices persist
at higher levels, consumers may turn to
other fuels, causing global demand for
natural gas to level off after 2010.2 The
question is: can investors scale their LNG
infrastructure quickly enough to capitalize
on a bubble of opportunity? And equally
important, how can they make their
businesses flexible enough to withstand
the cyclic nature of this industry long term?

Uncertainty, complexity and risk
The LNG business is plagued by
uncertainty, complexity and risk. Demand
for LNG is caught in a tug-of-war between
natural gas and oil, with threats of
substitution. It’s becoming inordinately more

difficult to manage the LNG supply chain
and protect its distributed liquefaction and
regas facilities. Long-term contracts are
giving way to a commodity market. The
business complexity is matched only by
the financial stakes involved. The price tag
for a gas liquefaction plant, for example,
can total in the billions. Because of the
risk, much of the industry investment is
managed through joint ventures. The joint
venture structure, in turn, complicates
visibility of investments, assets, inventory
and financials, and each investment
partner brings to the venture its own
business practices and technology
standards, increasing the challenge.

More than US$200 billion has already been committed for expanding LNG infrastructure,
with an additional US$300 billion planned.
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trains planned or
under construction

Pipeline
Doubling globally
by 2010

Production

Processing and export
Increasing shipping
capacity by 60%

Transport LNG

Point of
consumption

Import and regas

Source: International Energy Agency, “Natural Gas Information (2006 edition)”; CLSA Asia-Pacific Markets, “Asian LNG:
Special report,” May 17, 2005; IBM Institute for Business Value analysis.

Early readiness, enduring
flexibility
So how can industry players and nations
protect the investments and mitigate the
risk amid the complexity? It is important
for LNG ventures to focus on actions
that can accelerate successful scale-up,
while positioning themselves for long-term
flexibility. We believe investment partners
should consider four key actions early in the
joint venture process:
• Focus constrained joint venture resources
– Investors need to focus resources
on the most strategic areas of the LNG
business as well as those that carry the
risks, and partner in areas of the business
better performed by others.
• Instill a culture of safety – Safety must be
a core value designed into the business
from the start. Every decision the joint
venture makes – from where facilities are
located to who they partner with – should
involve a safety element.

• Increase visibility for faster decision
making – All partners need access to
the same set of operational, financial,
logistical and asset management
information to facilitate faster decision
making and more timely response to
business changes.
• Establish a reusable business model
and associated infrastructure – New
joint ventures create an entrepreneurial
environment in which they can adopt
industry-leading processes, practices
and technologies to create flexible
business models and reusable
components for future ventures.
Early readiness, particularly in these
four action areas, can help investors
move quickly enough to capture the
LNG opportunity, while remaining flexible
enough to thrive amid a chaotic and cyclic
industry.

How can IBM help?
• Strategy and Change: Help to address changing business models and partnering
• Selected Industry Solutions: Solutions providing new answers and breaking new ground
by applying leading technologies including enterprise systems, asset management, largescale project management, analytics and dashboards, and knowledge management
• IBM products: Innovative products to support the chemical and petroleum industries
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