Market Name - Canadian Gas
Background

In 1985, the Canadian Government as well as the Governments of Alberta, British Columbia and Saskatchewan signed the Agreement on Natural Gas Markets and Prices.  The intention of this agreement was to introduce competition into the market by deregulating prices over a one-year period and allowing the direct purchase of gas by end-users located in non-producing provinces from the producers.  However, because of the monopolistic characteristics of Canadian pipelines, the pipelines continued to be regulated and were forced to provide open-access to transportation.  This meant that pipeline companies had to unbundle many of the services they were providing at the time.
Prior to deregulation, the price of gas sold within Canada was regulated either at the federal or provincial level.  The Government of Canada and the governments of producing provinces regulated the price of gas sold to non-producing provinces,  while the price of gas consumed within a producing province was regulated only by the respective provincial government.  At the time, the majority of gas sold was to supply aggregators, which were often major pipeline companies, or demand aggregators, such as US interstate pipelines and Canadian local distribution companies (LDCs).  Under these circumstances, Canadian gas prices increased appreciably.  Prior to deregulation, the average long-term gas contract was for 125 MMcf/d and lasted for 20 to 25 years.  Delivery points for these contracts were usually downstream of the Western Canadian Sedimentary Basin the Canadian/US border for export deals, and LDC citygate for gas sold domestically.
Immediately following the deregulation of Canadian gas prices, hundreds of buyers and sellers entered the market while some of the traditional players exited the market.  Gas is now sold by producers, aggregators, marketing, and brokerage companies (both Canadian and American) to LDCs, industrial, commercial and residential customers.  At the same time US interstate pipelines were starting to phase out their merchant function.  With all these changes taking place the price of gas fell by 40% between 1985 and 1987.
The new entrants operating in the Canadian natural gas market altered the way in which gas is purchased and sold.  For instance, the average size of long-term contracts fell to 16 MMcf/d and the average term dropped to 10 to 15 years.
By the early 1990’s, liquidity, in terms of both volume, and number of market participants, as well as enhancements in market information and availability, allowed  buyers to offer sellers the ability to select delivery and pricing points which were located upstream of the city gates.  Two common Alberta delivery/pricing points developed, AECO/NIT and Empress.  AECO is a storage facility located on the Nova Pipeline, which is the main transmission pipeline in Alberta.  Empress is located on the Alberta/Saskatchewan border and is the main pricing point for gas headed for eastern markets.  Only 20% of gas produced in Alberta is consumed within the province, the remainder is consumed in other Canadian provinces or exported to the US.

The market price of British Columbian gas is set at the Huntingdon/Sumas interconnect, this is the main point from which most British Columbia gas exports leave the province.
Current Market

The Western sedimentary basin, from which the majority of gas is produced, extends primarily into two provinces Alberta and British Columbia.  This creates two main trading regions within Western Canada.

Alberta

Alberta has a gathering and distribution system, and three storage facilities within the province.  The gathering and distribution system is owned by Nova Corporation (recently acquired by TransCanada Pipelines) and is known as the Nova pipeline.  Private companies own the three main storage facilities giving Alberta a total storage capacity of approximately 180+ Bcf.  The Nova pipeline is a gathering and transmission system that handles approximately 12. 5 Bcf of natural gas each day.  2 Bcf/day goes to California markets, 2.0 Bcf/day goes to Chicago markets, 7 Bcf/day goes to Eastern Canada and the Northeast U.S., and the remainder is consumed locally.

Privately owned exploration and production companies produce natural gas, and either sell to marketers, local end-users, or transport the gas to Eastern Canada and the U.S. markets.  Transactions within the province range from one day to twenty years in length.  The Alberta market is very liquid for transaction in duration up to five years, however liquidity for transactions beyond this duration drops off.  Transactions can take the form of physical and financial fixed price swaps, index sales, physical swing deals, and physical or financial options.
There are about 200 market participants comprising of producers, gas marketing companies, generators, regional distribution companies, trading houses, banks, and transmission companies.  The NYMEX launched an AECO futures contract in Sept 1996; however, there currently is no activity in the contract.  All trading done in Alberta is OTC.  OTC trades are done both bilaterally and via brokers.
British Columbia

British Columbia is similar to Alberta with respect to the form of pipeline system. The gathering and distribution system has one main storage field servicing the pipeline.  This facility provides 48 Bcf of storage to the British Columbia market place.  Production in British Columbia  is approximately 2 Bcf/day of which half is consumed locally and half is exported to the Pacific Northwest.
Generally the same market participants are active in both the British Columbia and Alberta Regions with the same variety of products, that are available in Alberta, being traded in British Columbia..

Significant Future Developments

Scheduled to come online in November 2000, the Alliance Pipeline will add 1.3 Bcf/d of Canadian export capacity.  Alliance will stretch from Northeastern British Columbia to the Chicago Citygate.  Additional export pipeline capacity should serve to maintain tighter price differentials between Canadian and American natural gas.

Also scheduled to come online in November 2000 is the Southern Crossing Pipeline, with an approximate capacity of 400 MMcf/d.  Spanning from the Alberta, British Columbia border to Sumas, the Southern Crossing Pipeline is expected to help reduce volatility in the price of Sumas winter gas and should compete directly with Westcoast’s pipeline.

Canada is currently in the process of deregulating the delivery of gas at the retail level.  Consequently, Canadian local distribution companies (LDCs) may soon be forced to separate their transportation and retail sales functions.  Several of Alberta’s most significant industrial gas consumers are expanding their operations considerably in the short to medium-term, which will undoubtedly increase the amount of Alberta gas that is earmarked for their operations.

Current Regulatory Environment


The wholesale natural gas market in Canada was deregulated in 1986 and since that wholesale transactions have been free of government price regulation.  Participants in the market presently include: producers, distribution utilities, end-users, cogenerators and marketers who are all entitled to open, non-discriminatory access to pipeline transportation capacity.  Natural gas transportation rates on the various intra-provincial and inter-provincial pipelines continues to be regulated.  The only other remaining form of regulation relates to the requirement that exporters of natural gas hold provincial and/or federal regulatory approval to export natural gas from the province or country.

There is taxation on the sale of all Canadian gas, a Goods and Services Tax (GST) of 7% is levied and passed through to end-users.  American end-users must pay GST, but are eligible to receive a refund from the Canadian government.

Market Conventions

Market prices in Alberta and British Columbia are quoted differently. Prices in Alberta are quoted in Canadian Dollars per Giga Joule ($/GJ) with the standard volume either being 5000 or 10000 GJ’s.  A normal gas year runs from Nov. 1st until Oct. 31st of the following year.  Swaps are normally quoted as either summer (April to October.), winter (November to March.), or  rest of gas year.  After the first eighteen months, markets normally are quoted annually with a November 1st start date or as a year on year spread.  The convention is for minimum increments of C$0.00025/GJ.  Physical gas is normally settled on the 25th  day of the following month while financial transactions are normally settled on the 5th day follwoing the date of index determination.  Inner-Data publishes the commonly traded index in a publication called Canadian Gas Price Reporter (CGPR). Financial options are automatically settled upon determination of the index and physical options are generally exercised three business days prior to the relevant month and premiums are paid two working days after the deal is struck.

Conventions in British Columbia only differ in respect of the units of quotation.  Prices are quoted in US Dollars per Million Btu (US$/MMBtu) and a standard trade is either 5000 or 10000 MMBtus.



