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Good morning, ladies and gentlemen. It’s my pleasure to be with you this morning at my 4th Insight Conference on northern oil and gas.

In preparing for this morning’s presentation, I reviewed my last several speeches to this conference and I was surprised, in some cases pleasantly, by how rapidly Delta gas development has come upon us. Four years ago, it was still only a possibility, and a relatively uncertain one at that. Today, it appears well on the way to realization.

The remarks several weeks ago by Tim Hearn of Esso clearly indicated the enthusiasm industry has for Delta development. That company now thinks that Delta gas could be flowing by 2007, a mere five years from where we are today. Minister Dhaliwal, in remarks at the recent Energy Ministers’ Conference in Winnipeg, was equally optimistic about the time frame for development.

The Government of the Northwest Territories has been supportive of Delta development from the very beginning. In fact, I think we can safely claim that we were there before many of those who have more recently joined the project. But the involvement of others is welcome, no matter how late they have come to the game. Sometimes it is the latest convert who is the most enthusiastic.

My review also showed me that some issues that I had hoped would be resolved are not. I will talk about those in some detail a little later. What I also found was that we have been faced with several issues that I never even considered in my past presentations. I will also speak about these this morning.

But first, a quick overview of the current situation driving gas development.

Generally, the world of gas has been unfolding as we all had thought some four years ago. Gas demand in North America continues to grow, albeit a little slower that previously forecast. 

As you are aware, the demand for electricity is a fundamental driver in the need for more gas. The two commodities are, in many instances, one and the same. This increased demand for electricity, coupled with a conscious effort in many jurisdictions, but sadly not all, to move away from the use of coal to generate electricity will continue to lead the increase in gas use.

On the supply side, the contention that conventional gas reserves are in decline has gone from blasphemy to accepted conventional wisdom. There is a gap between demand and supply and new reserves will be needed to fill this gap. Much of this new supply will come from northern Canada. 

So, the North American gas situation is evolving in generally the way we had thought. But there are significant changes occurring in this market that will have an impact on northern gas development. Before I get into the latter, I would like to speak a bit about the former.

The North American energy world is changing in a number of ways that we are just now beginning to understand. Just as changes are occurring in the feedstock used to generate electricity, changes are occurring in where the electricity is generated. We are seeing more and more competition between molecules and electrons. 

The day of the movement of electrons generated in the hinterland and connected to the final market by long distance transmission lines is starting to fade, replaced by the movement of molecules of gas that can be converted to energy close to the place where it is needed. Such a change overcomes the environmental and landowner opposition to the siting of transmission lines and removes the need for the electrical system to be constantly in balance. You can store molecules of gas and generate the electricity when you need it. You can also ensure that you have electricity when you need it.

We are also seeing new sources of gas being developed, both within the continent and beyond it, that will have impacts on frontier development. We will likely see increased coalbed methane development, particularly in the United States, where basins in Wyoming and New Mexico, to name but two, hold the promise of prolific production. 

As new pipeline capacity is built in the lower 48, we will see more basins come on stream, all helping to fill the gas supply gap. But, we don’t just need to move gas by pipeline. 

Beyond the continent, we are seeing the development of LNG facilities that are aimed at ports throughout the world, including North America. 

The use of liquefied natural gas, LNG, is not unknown in the Asia Pacific region with both Japan and Korea being major importers. There has been some LNG activity in the United States, but it has traditionally accounted for a relatively small percentage of that country’s gas supply. That is going to change.

We are seeing the rapid development of LNG export facilities in Trinidad and Tobago, the Barents Sea, the East Timor Sea, Venezuala, Bolivia, and other locations and all of these are aimed at North America.

Current receiving facilities in the lower 48 are being expanded to accept greater volumes of LNG from these diverse sources, and new plants, subject to intensive environmental opposition, are being planned. There are also plans for the construction of generating plants in Mexico that will take the LNG and turn it into electricity for the American market. 

We are also seeing work done on the application of compressed natural gas techniques to bring smaller fields, those with reserves too small to support the capital cost of an LNG project, to market. 

Recent studies have shown that CNG projects could be doable on the basis of only 3 tcf of reserves. This compares to the greater than 10 tcf generally needed for an LNG project. Similarly, CNG projects could be economical at lower rates of demand than are normally required for the building of LNG receiving facilities.

One economic study on the use of CNG shows that a “typical” CNG project would cost about $ 600 million and move about 300 million cubic feet of gas per day while an LNG project might cost $ 1.5 to $ 2 billion and move three times as much gas.

Couple this newer shipment option with an increasing use of local electricity generation, and we have a whole new way of doing business. 

Well, actually, we don’t. What we have is a return to what some of the older members of the audience will recall as the neighbourhood electricity and heat generating stations that were prevalent throughout this country not 40 years ago.

Let’s close this overview session with the realization that while demand is up and growing, the supply need not all come from the frontiers. There are competing sources of supply and, in the end, it will be the market that will decide which sources are chosen. It would be unwise to automatically equate the continental supply gap with the reserve base in a particular basin and conclude that the latter must necessarily fill the former. While a market gap of 4 bcf/day may be real, it does not follow that your basin’s 4 bcf will fill that gap. 

In 1908, a manufacturer was told that next year would see the demand for 20 hp of energy. In his business, that meant he could sell an additional 20 buggy whips. What he didn’t know was that the 20 hp could all come from one model T. 

There is significant market risk in place for all frontier projects. I would argue that government can play a useful role in helping to meet those market risks and I will talk about this role a little later.

Now that we’ve put Delta development in a continental context, let’s return to the immediate situation for Delta gas. Three things stand in the way of the development of this resource – the competing supply sources I have mentioned, the regulatory regime in both the NWT and Alberta, and the actions of the American Congress. 

First, as to competing supply sources, I am reasonably confident that our Delta reserves will easily be taken up by the market. Our planned production of between 800 million cubic feet and 1.2 billion cubic feet per day will be readily absorbed. In fact, all of that volume could be taken up by the expected demand for gas at Fort McMurray alone.

And now that I’ve mentioned Newfoundland’s third biggest city, let’s look at our supply and its demand and allow me to put to bed some nonsense that has been floating around about the relationship between the two.

During the ongoing debate about northern gas development and the purported “competition” between Delta gas and Alaskan gas, there have been a number of attempts made by spokesmen for various players to give us in the Delta some comfort that our project was a “go” and that we need not concern ourselves with the Alaskan gas. This comfort would presumably lead us to cease our opposition to certain elements of the Alaskan proposal and, content with our own prospects, to leave theirs alone.

One of these, one that shows an almost total understanding of the continental gas market, was an attempt to tell us that our gas would all be going to Fort McMurray. This being the case, we were told, there was no danger that our gas would be stranded by the larger Alaskan project. Why Fort McMurray would prefer our gas over the American gas was never explained. Perhaps it had something to do with the Newfoundland-based workforce active in both locations.

We had done an analysis of the projected demand for natural gas in the McMurray area as we wanted to understand the pipeline dynamics associated with our gas flows and to provide, yet again, an argument to Alberta that Delta gas was important to that province’s future.

Coincidentally, our analysis showed that the total, cumulative demand for gas from the tar sands projects on the books was about 1.2 billion cubic feet per day. That volume, you will recall, is about the same as proposed Delta production.

To argue, however, that Delta gas will go directly to McMurray is uninformed. Delta gas will serve to increase the amount of supply at the Alberta hub. This increased supply, in turn, will be available to all purchasers at the market price. It will not be dedicated to one market.

Intra-Alberta demand will have to compete for this gas with export demand.

In terms of the regulatory arena, we continue to work in the NWT to ensure a cooperative regulatory process will be in place in time for a pipeline review. The various boards and agencies involved have proposed a cooperation plan that represents a serious attempt to ensure both a thorough and an expedient project review. As always there will be those that will accuse these authorities of favouring thorough at the expense of expedient, or the other way around, but I continue to have faith that the boards will rise to the occasion and do their duty. 

I am less optimistic about resolving the regulatory issues in Alberta.

Some of you will remember from my previous years’ presentations that the GNWT has an ongoing issue with the regulatory regime governing the movement of natural gas in Alberta. We have been engaged in seeking a solution to the problems presented by this regime since 1996, alas to no avail.

Simply put, we wish to ensure that we have access to the regulatory regime in Alberta so that our interests can be accommodated. The current regime, that sees the Alberta Energy Utilities Board exercise authority over the Alberta system, does not, in our view, do this.

In 1999, following the purchase of the NOVA system by TransCanada Pipelines, we filed a complaint with the National Energy Board that sought to have the newly merged company made subject to NEB jurisdiction. In exchange for withdrawing the complaint, we agreed to take part in a federal/provincial/territorial exercise that would see a negotiated solution to our concerns. 

In late 2001, we felt we had arrived at such a solution - a regulatory model that would be based on a physical split of the Alberta system. The mainline pipe, that portion of the system that was clearly intended to accommodate inter-provincial flows, would be regulated by the NEB while the laterals within the province would remain with the AEUB.

Prior to the Energy Ministers’ meeting of September, 2001, industry and in response to its entreaties, Alberta, argued against the proposed model. Given that Alberta had been the co-chair of the working group, its position was unexpected. We had hoped to engage in some debate on this issue at the Energy Ministers’ Conference but the terrorist acts of September 11 led to the sudden adjournment of the conference and the matter was not dealt with.

In December of 2001, industry, in the form of CAPP and TCPL, met with the co-chairs of the government group and agreed to make another effort to resolve the impasse. The Industry Working Group reported to Energy Ministers earlier this month in Winnipeg on its work. The Working Group has now put forth a consensus recommendation that would see the Alberta system be regulated not through a physical split but, rather, through a regulatory split. 

This model would see Alberta retain authority over intra-Alberta flows while the NEB would be responsible for inter-Alberta flows. I won’t bore you with all the details of the model – the regulation of natural gas pipelines is a subject that appeals to a limited few. 

The industry solution is a compromise and like all compromises, it has some worts. Will the model be acceptable to all the parties? Perhaps, perhaps not. Energy Ministers have directed us to take the next six months to work with industry to refine their model and report back to them with a recommendation.

What is important to understand, however, is the importance of a resolution of this issue to the Government of the Northwest Territories. In a continental market, it makes no sense for the flow of gas to be subject to provincial regulation. It is our position that inter-provincial gas flows should be subject to national, not provincial, regulation. This position is not simply a matter of regulatory purity – it is not a theoretical issue. There are a number of reasons for this position, not the least of which is the tolling methodology that can be realized when northern gas is subject to national regulation.

Let there be no doubt that we are talking about very big dollars here. We believe that an improved regulatory model can increase Delta producer netback by some $ 3 billion over the life of the proposed projects. And, lest you think that our interest is solely with industry, let me note that the profit sensitive royalty regime in place in the NWT means that this increased producer netback will see an additional $ 1 billion in resource royalties flow to government.

Given the industry consensus, why then am I concerned about realizing a negotiated settlement of this long-standing issue ?  In a word, Kyoto.

In light of the current level of acrimony between some of the provinces and the federal government, I am not optimistic that a negotiated settlement can be reached on the issue of a federal role in the regulation of Alberta pipelines.

I raise this point not to take sides on the Kyoto debate but, rather, to point out that I fear the debate will overshadow all other resource management issues over the next few months.

And now, let’s turn to the third issue that stands in the way of Delta development- the actions of the United States Congress.

In this section of my presentation, I would like to speak about the specific challenges posed by recent Congressional action and then, with your forbearance, spend a bit of time on a more theoretical review of American influence on North American energy policy.

As many of you are aware, the United States Congress has been actively involved in determining the fate of Alaska natural gas development. The House of Representatives last year passed an energy bill that precluded the use of an “over-the-top” route for shipping Prudhoe Bay gas to market. The House bill also provided for loan guarantees for the project. The Senate bill contained a provision to provide a guaranteed floor price of US $ 3.25 per million BTUs at the AECO hub. The Senate bill also contained the route mandate language of the House bill.

The Government of the Northwest Territories aggressively opposed the floor price guarantee as we felt that such a guarantee would distort the market and would provide Alaskan gas with a competitive advantage over all other North American gas basins.

Let’s take just a minute here to clearly define our objection. We are opposed to the provision of a floor price subsidy for Alaskan gas. We are not opposed to the use of more traditional incentives such as loan guarantees, accelerated depreciation schemes or favourable royalty regimes.

I spoke earlier of the market risk faced by northern gas. We believe that the use of traditional incentives is acceptable as such incentives allow the government to share the market risk with producers. A floor price subsidy removes the market risk for the producer that is lucky enough to receive it. There is a fundamental difference in the impacts of the two, a difference that has not always been admitted by those who wish to cloak their subsidies in the guise of incentives and, by so doing, hope to make them more palatable.

A floor price subsidy is not palatable. We know that. The Canadian government knows that. The Bush Administration knows that. British Columbia knows that. The Wall Street Journal knows that. The petroleum industry, with the obvious, self-serving exception of Phillips, knows that. 

British Petroleum used to know it, but evidently what Lord Browne says in Anchorage and what his staff does in Washington need not be consistent. 

Let’s take a quick look at the economics of a floor price subsidy. Simply put, the provision of a floor price subsidy flies in the face on resource conservation. Here’s how that works.

If the price for a commodity goes down, then typically, the demand will go up. But because the price is going down, producers begin to hold back supplies as it would not be in their interest to sell at the lower price. Eventually, the market sorts itself out and the combination of increasing demand and decreasing supply results in a new equilibrium price.

If, however, one of the producers need not be concerned about the lower price, that producer can continue to sell into the market. Indeed, it can increase sales, confident in the knowledge that no matter how much product it puts into the market, its subsidized selling price will always be there. Other producers, not having this guarantee, will continue to lose market share to the chosen producer. The end result is the use of the subsidized commodity at the expense of less expensive sources. This is not good resource management.

The fight against the subsidy has been a difficult one, a strenuous one, but one that had to be undertaken. In fact, I would argue that the GNWT can take a great deal of the credit that there was a fight at all. We were in the front on this one from the start and I have no hesitation in reminding people in the industry of the role played by Minister Antoine and Premier Kakfwi in both Ottawa and Washington on this issue.

Washington, you ask. Why would the Premier and a minister from the Northwest Territories be going to Washington? Because, simply put, that’s where the decisions on North American energy are being made and if we want to ensure we are not negatively impacted by those decisions, we have to be there.

In terms of energy policy, the United States has always been torn between the competing interests of its consumers and its producers. It gets itself into this position because it is, at one and the same time, one of the world’s largest energy consumers and one of its largest energy producers. In broad terms, Democratic administrations look at the consumer issues, the demand side, while Republicans look to the producer interests, the supply side.

I’m going to take you back to the Eisenhower era for a moment because this Administration provides a classic example of how American energy policy, aimed at a domestic issue, can have consequences far beyond those that were intended by the American policy makers.

In the 1950s, more and more foreign oil was flowing into the American market. While this was good for consumers, more supply meaning lower prices, this foreign oil was not good for domestic producers. In 1959, in response to pressure from these producers, the Eisenhower Administration imposed import quotas. 

These quotas were imposed under the terms of the Trade Agreement Extension Act of 1955, an Act that gave the President authority to limit imports whenever he felt that such imports would affect national security. In order to link its import quotas with national security, the Administration argued that oil shipped by road, that is from fields within the United States, was more secure that foreign supplies as the latter could be attacked by submarines. 

Later, Canada and Mexico were exempted from the quotas, presumably because there is a lack of submarines in Alberta.

On the surface, Eisenhower’s actions, while foolish in terms of ensuring a steady stream of oil from a variety of markets, were a domestic issue and we need not worry about them. Except, three things happened as a result of these import quotas, three forces were unleashed that the American policy-makers never imagined in their wildest dreams.

First, the cheaper oil that could not get into the United States began to flood the rest of the industrial world, providing product to Japan and Europe at prices that were lower than they would have been with the American market in play. This led in large part to the rapid economic advancement of both of these areas, in competition with American industry.

Second, Venezuela, a country whose oil exports to the United States were stopped by the quota, responded by convening a meeting of a number of the world’s major oil producing countries to develop a response to the American action. The outcome of this meeting was the formation of the Organization of Arab Petroleum Exporting countries, the predecessor to OPEC.

Third, the import quotas on their foreign holdings, but not on their Canadian ones, led to an influx of American companies into Canada. This, in turn, led to the National Energy Program with its nationalistic underpinnings.

So, American domestic energy policy reaches far beyond the borders of that country.

It is for this reason that the premier and the minister have been active in Washington. The implications of American energy policy are both profound and far-reaching. That’s the bad news.

The good news is that we can have access to the American decision-makers today in a way that would have been unheard of only ten years ago, primarily because in North America energy is no longer a national issue, it’s a continental one. 

That’s the bad news. It’s bad because once you move to a continental market, size matters. You are no longer a country arguing its case with another country, you are simply another player among all the other players in the market.

But the good news is that we do have access into the American legislative system, a system that unlike its Canadian counterpart, deliberately provides for this access through the members of Congress, all of whom are engaged in developing American legislation and policy.

And so we will continue to engage in American energy matters and I encourage you to consider doing the same – the impacts of American policy are too important to be left to Americans. Lester Pearson once observed that we in Canada have American plumbing but not American power. If I have learned nothing else from the subsidy battle, it is that we can act to guard against the misuse of that power.

Ladies and gentlemen, I thank you for your attention this morning. I hope you have enjoyed hearing this story as much as I have enjoyed telling it. 
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