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WHAT IS THE COST OF SUPPLY ? 

Good afternoon, Ladies and Gentlemen, 

First, I wish to express my sincere appreciation to Mr. Mellbye and the organizers 

to allow me to articulate my personal views on the future perspective for European 

natural gas supplies and their associated costs. 

Earlier in this session, we have heard some bullish forecasts on future natural gas 

demand growth for Europe. While gas consumption in total Europe has tripled over 

the last 20 years, another 50 % to 80 % growth is expected for the now following 

20 years, despite a more or less stagnant total energy consumption. Even under 

a downside scenario of less economic growth, enhanced energy savings, more 

utilization of renewable energies and introduction of a C02-tax to curb the 

greenhouse effect, most experts still see a noticeable demand increase over the 

next two decades. The major question then will be: Where will all this additional 

gas come from and will it be available at competitive prices ? 
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Chart 1 - European Natural Gas Supply 

Here we see the three categories of future European gas supplies. These are: 

The European indigenous gas volumes expected to be produced throughout 

the next two decades. This is the lower portion of graph No. 1 , which 

includes all East and West European production including the UK, but 

excluding Norway. Norwegian gas is considered as part of the imports 

because Norway exports 100 % of its gas to other countries. This category 

includes contracted supplies from existing reserves as well as expected 

extensions from future reserve additions. A noticeable share of the gas 

volumes shown here for the later years are not yet developed nor found. So, 

in total, there is an increasing portion of hope already included in this 

segment. 

The second source, here shown in the middle, are presently contracted 

imports to Europe from the CIS, Norway, Nigeria and Algeria plus their 

expected extensions and reasonable expansions well into the next century. 

We have assumed that the major infrastructure for these is either already in 

place or is presently being constructed and it is - even under a depressed 

price scenario - most likely that such existing infrastructure will help to make 

these extensions profitable and let export streams to Europe continue. 

It is this third source, here shown on top, which needs to be covered by 

new imports not yet concluded and for which producers and importers will 

have to work hard to make these projects materialize. Yet undefined supplies 

to match the demand expectations grow from around 60 billion m3/a in 

2005 to more than 140 billion m3/a in 2010. 

In other words: 100 % of the future consumption growth.must be covered by 

additional imports. Europe, already the world's largest gas importer, will increase 
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its foreign supply dependency from 45 % now to 68 % by 2010. The open 

supplies in 2010 represent about one quarter of total consumption. The major 

question therefore remains: Where can these open incremental volumes be sourced 

from ? 

Chart 2 - European Supply Regions 

Fortunately, Europe is surrounded by some major gas supply regions, although the 

distances are significant and therefore transportation is costly. In the regions 

shown here, there are physically sufficient gas reserves to supply Europe for more 

than 100 years. 

The major challenge is whether the required import volumes for Europe can be 

made available from these regions at economic terms. Can producers be induced 

to invest into the fields and infrastructure to supply incremental volumes to 

Europe? Will sufficient gas be available at competitive prices ? 

Chart 3 - Cost of New Pipeline Gas to Europe 

This chart shows a rough analysis of typical costs for new grass-roots projects to 

generate additional volumes and transport these via pipeline to the European 

borders. The figures given here - they are all in 1993 dollars - are order-of-

magnitude numbers and not precise to the last cent. The intention is to provide a 

typical cost calculation of a producer. These numbers comprise average investment 

and operating cost for field development - including a 0.50 $/MMBTU fee as 

royalty payment to the host government - and pipeline transportation. 

Such bare cost figures naturally do not provide the entrepreneurs with an adequate 

risk-related return. The individual projects are then ranked purely on economical 

terms - projects are prioritized by least cost. The lowest cost alternative shown 

here would be an Algerian pipeline system through Morocco to Spain and Italy, 

where field investment plus pipeline charges would add up to 2.90 $/MMBTU. 
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Higher cost would result for south-Norway gas via a new pipeline to Germany wi th 

3.50 $/MMBTU - mainly caused by high field investment offshore. It is worthwhile 

to note the relatively large cost share attributable to transportation. This should 

come as no surprise for the experts, because already today more than 80 % of the 

landed Statfjord price is payable as transportation tariff in Statpipe. 

Chart 4 - Cost of New LNG to Europe 

Let's now turn to new LNG-projects - again all in 1993 dollars. These projects 

require investments into producing fields and local transportation (including 

government take), LNG-plants plus terminal, shipping and regasification facilities 

in the receiving country. Next to field costs (again shown at the bottom) plant 

costs for liquefaction of the gas in the producing country are the most expensive 

cost elements. The lowest cost LNG project would be the Nigerian Phase I with 

total cost of about 3.30 $/MMBTU. Noticeably higher cost would result for a mid-

Norway liquefaction project with 4.20 $/MMBTU - mainly caused by high field 

investment offshore as shown before. 

In an ideal world we would assume that lower-cost projects would materialize first 

and have a competitive bidding advantage to cover the future European supplies. 

But would these be able to supply sufficient volumes and could importers pay 

these prices ? We will t ry to answer these essential two questions by the next 

chart. 

Chart 5 - European Gas Imports 

Cost of Incremental Supplies 

The horizontal axis shows incremental gas volumes of up to 140 billion m3/a, 

potentially available as new European imports until 2010. Listed are potential 

supply volumes in the order of increasing costs as explained in the two previous 

charts, but here also showing the most probable volume they will be capable to 

supply. Again this shows a pure economical cost rating and ignores any political 
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or supply diversification elements. In today's dollars all these supplies would incur 

costs between nearly $ 3 and slightly above $ 4/MMBTU. Again: These figures do 

not include an adequate risk-related return. 

In addition, on the righthand scale the equivalent oil price is shown, which allows 

marketing these gas volumes to inland customers in competition to fuel oils and at 

the same time generates border revenues to equal the shown supply costs. This 

is not the BTU-equivalent of crude oil to the gas prices shown, but it is the required 

crude price to allow a break-even resale of natural gas - landed at these prices at 

the border - in competition to fuel oils at typical inland customer locations. The 

ratio between gas prices and crude prices is based on long-term past experience 

in continental Europe and includes onshore gas costs for transportation, storage, 

distribution and quality adjustments. In other words: oil prices of at least 

$ 25/barrel and up to more than $ 35/barrel are required to just cover the cost of 

these new gas streams. Certainly, there may be exceptions to these numbers like 

associated gas from oil production, like specific coastal consumer locations or 

dedicated supplies to newly to-be-constructed power plants in competition to a 

coal-fired unit, but in general these cost/price considerations should apply. 

Or again in other words: If oil prices don't rise, much of the new gas volumes 

contributing to the expected 50 % demand growth until 2010 will simply not be 

available. Producers will need higher prices to embark on the mega-projects, but 

buyers can only offer what they can derive from the market in competition to other 

energies. With oil expected to continue to be the fossil fuel price leader, this will 

become a demanding task for the European gas business, especially in times of 

stagnant oil prices. 

How to break this vicious circle if real oil prices do not rise significantly in the 

medium future ? I think there are several ways to narrow the cost/revenue gap so 

evident in this present low energy price environment. First, producers will have to 

find ways and means to lower production costs in the fields. This Conference 

provides sufficient evidence that significant steps in the right direction are under 
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way, for onshore and offshore production as well as LNG liquefaction. Secondly, 

unit transportation cost can be lowered by utilization of even larger pipelines or 

LNG carriers. Thirdly, downstream distributors will have to contribute their share 

to these cost-saving efforts within the complete gas chain, also utilizing economies 

of scale earned by higher throughput volumes. Finally, customers have to accept 

the necessity to pay the full premium for the advantages of using natural gas 

instead of other fuels, especially considering the environmental benefits of gas. 

To conclude my presentation: The gas industry faces tremendous challenges, 

which are mainly of an economic nature. Although demand is there and growth is 

predicted, basic economics tell us that producers inside and outside of Europe will 

have t o work hard to make their projects go, to attract the necessary funds and to 

secure long-term relationships with buyers. 

Thank you for your attention. 
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