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Qatar Petroleum’s tender for future LNG ships – How do 
potential returns compare? 

Qatar Petroleum (QP) has issued an invitation to tender (ITT) to various LNG shipowners for the chartering of LNG carriers. QP requires 
these ships to transport LNG produced at its North Field expansion project and the Golden Pass LNG export project as well as to replace 
some ships on existing time charter when their long-term charter expires. We aim to compare shipowners’ potential returns on investment 
in these ships against their cost of capital. In order to estimate potential returns, we have used equity IRR and project IRR and then 
compared potential returns with the cost of equity and the weighted average cost of capital (WACC) for a US-based investor. We will also 
look at potential beneficiaries. 

Flexibility in charter period 

Based on different media reports, QP has offered owners four options for the firm charter hire period – 10, 12, 15 or 20 years – with 
‘options’ to extend the period up to 25 years. Ships are expected to be based on either ME-GI propulsion systems or X-DF engines. QP 
has entrusted Qatargas the responsibility of selecting winning bidders and run this tender programme. Once the tenders are received, 
Qatargas will review bidders’ technical and commercial capabilities and assign the selected shipowners to the shipyards’ construction 
slots already reserved by QP (100+ slots) at several Chinese and Korean shipyards. The delivery of these vessels is expected between 
2024 and 2026. Shipowners are expected to submit technical offers in mid-April and commercial bids in July. QP plans to include carbon 
capture as part of its North Field expansion projects, and ships carrying LNG cargoes from these projects will have lower full-cycle carbon 
emissions. We view the tender offer positively as this is another milestone towards firm ordering of LNG ships. 

Lower duration of contracts compared with existing Qatargas contracts

We believe charter duration is the key difference between the new tenders and Nakilat’s ongoing -time charter contracts on existing LNG 
ships. While the charter contract on Nakilat’s existing LNG vessels is for a period of firm 25 years with two extension options – five years 
followed by another five years – the firm period for the new tender contracts is a maximum of 20 years with an option to extend for another 
five years. We believe this highlights the declining useful life of LNG vessels due to technical advancements and environmental regulations. 
We expect long-term charter rates to be around USD75,000pd for the new LNG ships, which is well below the implied long-term charter 
rates of USD90,000pd on Nakilat’s existing wholly owned LNG vessels. We believe lower long-term charter rates can be attributed to the 
comparatively smaller size of these vessels (compared to Q-Flex and Q-Max LNG ships) and the decline in long-term LNG charter rates 
in the last 10 years. 

Potential IRR expected to be attractive despite lower freight rates 

Based on our calculation, we believe a time charter contract for 20 years is the most attractive among the four options (10 years, 12 years, 
15 years and 20 years) as it should offer an expected project IRR of 9.5% and an equity IRR of 15.1% using 60% debt/equity. Project IRR 
will remain the same even at a higher leverage of 80%. While project IRR is expected to be lower than Nakilat’s previous long-term charter 
contracts, we believe the returns are attractive given the current low-interest-rate environment. Moreover, the expected project IRR of 
9.5% is higher than the average WACC of 5.9% (at 60% leverage) for such shipping investments, in our view. Equity IRR is 6.7% higher 
than the present average cost of equity for LNG shipping. Shipowners that can get a higher level of financing can have higher equity IRR 
on these investments. Nakilat had highlighted during an analyst conference that the company expects levered IRR to be 11-14% for its 
existing long-term LNG charters. The company usually targets around 80% leverage in financing its ships. We believe lower project IRR 
can be attributed to a decline in the long-term charter rates from USD 90,000pd in 2011 to USD 66,500pd at the end of 2020.

We have calculated equity IRR and project IRR (levered IRR) using Drewry’s long-term charter rate assumptions, estimated intermediate 
and special survey costs, off-hire days, and utilisation. Once the firm contract period is over, we have assumed that the vessel will trade 
in the spot market for its remaining useful economic life, which we have assumed to be 25 years for this analysis. We have not factored in 
any retrofit requirement on these LNG ships. Our cost of equity and WACC are representative for a US-based investor with low business 
risk, highest credit rating and assumes financing at prevailing market rates. 
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Figure 1 Equity IRR using 60% debt/equity

Figure 3 Equity IRR at different leverage for a 20 year contract

Figure 2 Project IRR using 60% debt/equity
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Shipowners having existing relationship with Qatargas are well-positioned

We expect shipowners with exiting relationship with Qatargas/QP to be the primary beneficiaries of this tender, assuming they bid. 
Nakilat has a long-standing business relationship with Qatargas and QP owns 45 vessels in joint ventures. We expect some of these 
joint ventures to participate in the bidding. In addition to these entities, there could be some new bidders as well, both independent 
and in joint venture. We believe shipowners are looking at a bigger share of the earnings from LNG ships this time compared with the 
previous time. Most of Qatar’s existing Q-Max and Q-Flex LNG ships were delivered between 2007 and 2010 and were built at Korean 
shipyards. 
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Nakilat is well-positioned to benefit in our view given its long-standing relationship with Qatargas. Nakilat indicated during its previous 
results presentations that it is keen on expansion opportunities. It may be exploring either a joint venture or any existing opportunity with 
different LNG shipping companies, provided it makes economic sense based on an adjusted risk/reward base. We expect Nakilat to bid 
for a few LNG ships, either wholly owned or in a joint venture. Teekay LNG is another company that might be excited to participate in 
these bids. During its recent analyst calls, the company had indicated that it would be interested in Qatar’s LNG tender. The company has 
not ordered any LNG ship in the last three years and has been focusing on deleveraging its balance sheet. It believes it has a competitive 
advantage over other players, given that it does not have any new order outstanding at present. In contrast, competitors have high 
borrowings related to ongoing deliveries. 

Chinese shipowners are potential new entrants for these tenders

We expect some Chinese companies to also participate in this tender as many ships are expected to be constructed in China, and the 
country has emerged as a dominant LNG importer. Chinese LNG imports increased at a CAGR of 28.6% during 2015-20 and accounted 
for 18.8% of global LNG imports in 2020. 

QP has recently signed a multi-party agreement with LNT Marine, the American Bureau of Shipping (ABS), Shanghai Waigaoqiao 
Shipbuilding and others to develop new medium and large LNG ships designs. Other parties to this agreement include Qatargas and 
units of ConocoPhillips, ExxonMobil, Shell and Total. We believe this is another step towards QP’s strengthening relationship with Chinese 
shipyards.

Long-term LNG prospects remain attractive

We expect long-term prospects for LNG shipping to be attractive given the increased focus on LNG in the overall energy mix worldwide. 
While the present LNG orderbook-to-fleet ratio of around 24.3% is comparatively high, most of the orders should be delivered in the next 
three-four years. In our view, the rising Asian LNG demand and upcoming LNG liquefaction plants will lead to higher demand for LNG 
ships. As a result, we expect long-term LNG freight rates to strengthen after 2023.  

Name of the joint venture Nakilat’s stake Number of vessels Types of vessels

J5 Nakilat Ltd 40% 9 8 Q Flex and 1 Conventional  

Maran Nakilat Company Ltd 40% 19 15 Conventional

Teekay Nakilat Corporation Two JVs with 30% and 60% 7 3 Conventional and 4 Q Flex

Pronav 45% 4 4 Q Flex

Petronet 20% 1 1 Conventional

Milaha 50% 4 VLGC

Exceleterate 1 FSRU

Total LNG vessels 45

Source: Nakilat, DMFR, Note - J5 Nakilat Ltd. Includes J5 Consortium (MOL, K-Line, NYK Line); Conventional LNG vessels include DFDE, TFDE, MEGI and steam turbine 
vessels; Maran Nakilat JV has an existing fleet of 17 vessels and two vessels are on order.

Table 1 Nakilat JV-owned fleet
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Source: DMFR, Drewry Maritime Research

Figure 4 China’s LNG imports
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Conclusion

We believe the upcoming ITT by QP for the new LNG ships offers attractive opportunities for shipowners as it could generate handsome 
returns amid the low-interest-rate environment and expect established shipowners to be key beneficiaries of these orders. There is a 
potential of added environmental, social and corporate governance (ESG) benefits to LNG charters due to carbon capture, which is part 
of the North Field expansion project. 
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Disclaimer

Drewry Maritime Financial Research (DMFR) is the marketing name of Drewry Financial 
Research Services Ltd.

DFRS is incorporated in the UK and is authorised to provide investment advice in 
accordance with and pursuant to the UK Financial Services and Markets Act of 2000 (the 
“FSMA”). Drewry Financial Research Services Ltd is a wholly owned subsidiary of Drewry 
Shipping Consultants Holdings Limited, which as a group is focused on maritime research 
and advisory services.

Drewry Financial Research Services Ltd. is authorised by the Financial Conduct Authority 
(FCA).

Firm FCA Ref No - 572297 

This email has been sent by Drewry Financial Research Services Ltd (DFRS or the 
“Company”) solely for the DFRS clients who are qualified parties as per FSMA guidelines. 
Whilst the Company believes the information it uses for research is from sources believed to 
be reliable, the Company does not make any representation or warranty, express or implied, 
as to its accuracy, completeness, timeliness or correctness for any particular purpose. 
The opinions and estimates included herein reflect the analysts’ views based on available 
information on the dates specified and these views may have changed without notice. 
Any recommendation contained herein does not have regard to the specific investment 
objectives, financial situation and the particular needs of any specific client. The information 
herein is published for clients only and is not to be taken in substitution for the exercise of 
judgement by the client, who should obtain separate legal or financial advice. The Company, 
or any of its related companies or any individuals connected with the Company, accepts no 
liability for any direct, special, indirect, consequential, incidental damages, or any other loss 
or damages of any kind arising from any use of the information herein (including any error, 
omission or misstatement herein, negligent or otherwise) or further communication thereof, 
even if the Company or any other person has been advised of the possibility thereof. The 
information herein is not to be construed as an offer or a solicitation of an offer to buy or sell 
any securities, futures, options or other financial instruments or to provide any investment 
advice or services. The Company and its associates, their directors, officers and employees 
may have positions or other interests in, and may effect transactions in, securities mentioned 
herein. DFRS does not seek to do business with any of the companies mentioned other 
than sell them these reports. However, other related parts of Drewry Shipping Consultants 
Holdings Limited may seek to provide “advisory services or the sale of other group research 
products” to companies mentioned in this report.

Drewry Maritime Financial Research
15-17 Christopher Street, London EC2A 2BS, United Kingdom
financialresearch@drewry.co.uk
Telephone: +44 20 7538 0191
Fax: +44 20 7987 9396
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Jurisdictions

The distribution of this email is governed by the UK Financial Services and Markets Act 
of 2000 (the “FSMA”) and is restricted to qualified parties as defined by the FSMA. The 
distribution of this email may be restricted by rules and regulations in certain jurisdictions. 
Persons into whose possession the email may come are required to inform themselves 
about and to comply with all applicable laws and regulations in force in any jurisdiction in 
or from which it invests or receives or possesses this email and must obtain any consent, 
approval or permission required under the laws and regulations in force in such jurisdiction.

For US Investors 
Drewry Financial Research Services (DFRS or the “Company”) is an independent research 
company and is not a registered investment adviser and is not acting as a broker dealer 
under any US federal or state securities laws. The Company does not provide individual 
investment advice or hold client money. As such, the Company is not required to be 
registered as an investment adviser.

Analyst certification

The research analyst(s) set out below certifies that a) all views expressed in this report 
accurately reflect his or her personal views about any and all of the securities or issuers and 
b) that no part of the analysts remuneration was, is, or will be directly or indirectly related 
to the specific implicit or explicit recommendations or views expressed by the research 
analyst(s) in this report.
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