
I've got ten minutes today to wrap up the natural gas market. No easy task for what is the single most volatile commodity traded around the world. It is also the product 
actively traded in more locations, or hubs, than any other. Locally we've seen prices range from $1 to over $50, with prices doubling or halving day-to-day on occasion. 
All of this began in 1988, when natural gas was first deregulated and began trading on the speculative market in New York, on NYMEX. Before that prices had been 
stable for some 40+ years of fully regulated markets.


But the message for today is, for the first time in years: Don't worry.
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The market has been changing dramatically for the past ten years and suddenly we find ourselves at a point where the paradigm has shifted, much like it did in 1988. It 
took 20 years for the effects of deregulation on the full market for the maturation that began about ten years ago. With the application of new technologies, we have 
entered a world where the vast reserves of energy underneath North America are suddenly available, not just as reserves, but as realizable near and long term supplies.


The scope of the shale revolution, the ability to access the vast reserves of natural gas held underneath the vast continental landmass, pretty much across North 
America, is little under stood and under-appreciated.




S H A L E  R E S E R V E S
N A T U R A L  G A S

By recent estimates there is enough gas in North America to meet all needs, including EVERY single proposed LNG export terminal and expected vehicle conversions to 
last until 2035 at a recovery cost BELOW $4. Think about that there is no structural reason for natural gas to get above $4 for the next two decades. And that does not 
include technological advances driving down costs, nor the almost annual increase in proven reserves. If we set our target at $6, that date extends another two decades.


Globally, the world proved reserves have almost doubled in the last decade. And that's with ongoing and even increased demand. And should you be concerned that 
there is a regional shortage, there's no reason.




G R O W T H  B I G G E R  T H A N  D E M A N D

• World natural gas production increased by 1.6% in 
2014, four times the growth rate of global 
consumption (+0.4%).  

• The US (+6.1%) recorded the largest growth increment 
in all regions except North America  

• The US (+2.9%) recorded the largest growth in 
consumption in the world

The main natural gas consuming region is the eastern US and Canada. That region has seen the development of most of the gas reserves in North America, the Bakken 
Shale development being the largest, straddling the US Canada border. That eastern glut of natural gas has more than satisfied the eastern market, so much so that gas 
is now beginning to flow north to Canada in Ontario, rather than the other way around.


The effect in west has been to destroy demand for our natural gas, with pipelines running at way below capacity and backing gas up into Alberta. In BC, where gas flows 
north to south, the east to west interconnection of US natural gas supplies has reduced demand into California and the southern I5 corridor. That has backed gas up to 
the border at Sumas, and further up to northern BC.


So Point #1... Don't worry, there's lots of gas. Everywhere.




C A PA C I T Y  C O N U N D R U M
S P E C T R A  P I P E L I N E

Fear is the best seller of any product. Haven't we all heard that this is the last one on the lot? In the past year or so we've been hearing from customers that they are 
concerned about "Pipeline capacity". 


To be frank, when a small food processor tells me he's worried about pipeline capacity, I start to smell a rat.


Someone, and I haven't been able to pinpoint who, has been promoting the idea that pipeline capacity is dangerously low and, you know the pitch, you'd better get 
some before it's gone. So let's take a moment and think about the basic premise. Spectra Pipelines owns the main pipeline running from northern BC to the border at 
Sumas. Until about 2 years ago there was about 40% of free, or un-contracted, space on that pipeline. About the same time we had an election in BC which featured 
LNG as the savior for the BC economy. And indeed there was some rationale to think we could export some natural gas. 


So that drove potential LNG developers to try and acquire space for for their potential project three or four years into the future.

At the same time we started to see the effects of fundamental oversupply in northern BC coupled with a currently resistant demand at Sumas in terms of very low prices 
in the north and low but reasonable prices at the US border. The differential between the two suddenly became more than the transport cost from northern BC to the 
border. So if you had capacity, you could suddenly turn a substantial, and I mean $'s per gigajoule on some days, and persistent profit.


The result? Some big, and some smaller, players stepped in and booked capacity. One producer, as an example, booked almost 150,000. Gj's per day of capacity for the 
past year. Others have done the same, filling up the roughly 600,000 Gigajoules per day that had been free.


So that 40% of unused space was booked, taken, but nothing fundamental had really changed. The space was, and is, still there, except that it's now owned by 
speculative interests instead of by the pipeline. Demand has not changed either. There have been no new mills, no new industries. In fact, if anything, local demand has 



L N G  W E L L  D E V E L O P E D  
L N G  A N D  N G  M O V E M E N T  

I mentioned that in the last election, LNG became a big focus. We were, it was pitched, going to become a wealthy province from natural gas royalties, natural gas that 
was going to be sold overseas to China, Japan, and even Europe.


I was and remain very skeptical. Not because it wouldn't be nice, but because it never made business sense, at least at the time. But it did cause customers to question 
us about LNG raising the price of natural gas.


LNG requires huge capital investments. It requires long time horizons. And it requires pipelines, terminals, and tankers, and most  importantly, long term supply contracts 
with customers.And in a perfect world, this is achievable, but in the messy world of globalized business, we've got a lot of competition.


For example, the eastern US coast has had, for decades, LNG import terminals. These terminals, because of the new continental supply glut, are now unprofitable. But 
they are already there, they are connected to pipelines and they have a sea port for tankers. And they

are already APPROVED. All they needed was a reconfiguration and extra refrigeration capacity and suddenly they would be in the export business.


How could we compete? Consider JUST the environmental and First Nations approval timelines needed in BC. 


LNG projects require long term financing and for that they need long term customer contracts. The global fleet of LNG tankers has expanded dramatically, almost to the 
point of oversupply. The result has been the development of what is almost a spot market for LNG.

We've heard stories of tankers changing course mid-cruise because they could get a better price at a different terminal. Clearly that's a market model that does not 
encourage long term commitments. Surely, those long term contracts are still there, but there are fewer of them, so how could we compete?




S T I C K  T O  Y O U R  P L A N
B I G  P I C T U R E

So the theme is Don't Worry too much about natural gas in the big picture. Your industry can

confidently count on natural gas as a abundant and reasonable source of energy and CO2 for

many years.


People will , however, call you and will give the fear pitch. I'd encourage you to think big picture

first and consider the larger scenario. Don't think of your energy supply speculatively, but rather

as a utility. You should make decisions on long term consistent benefits. Pick a strategy that

suits your business, and stick to it. And that's how you will win in the long run.


Thank you very much



