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· Good day ladies and gentlemen, and thank you very much, [host], for the opportunity to speak to you today. There are a lot of positive things happening with respect to the close energy relationship enjoyed by Alberta with the United States.  And I understand there a number of you here who are from Alberta.  Today, I’m going to focus exclusively on natural gas.

[INTRODUCTION – NATURAL GAS IN THE NORTH AMERICAN CONTEXT]

· Over the past decade, natural gas has become the fuel of choice for a growing share of North America’s energy needs. Clean-burning, safe and flexible, natural gas is used for heating, cooling, industrial uses and electrical generation all over the continent. Natural gas consumption in North America grew from 57 billion cubic feet per day in 1990 to more than 68 billion cubic feet per day in 2000. That’s cumulative growth of 20 percent.

· At the same time natural gas production from the Western Canadian Sedimentary Basin (WCSB), which is centred in Alberta, has grown even faster. Production increased from 9.8 billion cubic feet per day in 1990 to 16.8 billion cubic feet per day in 2000. That’s growth of 71 percent. That’s a growing market share.

· The energy plan of the Bush Administration calls for natural gas to play a key role in satisfying the need for increased electrical generation.

· Within this context, Alberta is uniquely positioned to play a central role in satisfying North America’s evolving needs for energy, particularly natural gas. The reason is that Alberta has become the continent’s best natural gas hub.

[THE HUB CONCEPT]

· What is a hub? A hub is a system of routing, in which a particular area coordinates the production, processing, inventory, shipment, trading and delivery of a product or range of products. A hub serves as a physical point of exchange, creating a market for buyers, sellers and traders. A hub creates price discovery and liquidity.

· An effective hub requires three essential elements, consisting of physical attributes, transactional attributes and substitutional attributes.

· Physical attributes include an efficient system of collecting products from various sources, the ability to process and store products, and an efficient system, including excess capacity, to reliably ship products to key markets.

· Transactional attributes include an efficient and financially liquid trading point and a transparent pricing mechanism.

· Substitutional attributes include the opportunity to exchange products for other uses or to transform them into value-added products. Like turning natural gas into electricity, extracting natural gas liquids for petro-chemical manufacture, employing gas as fuel or diluent for oilsands development, and placing gas in storage for future uses.

[ALBERTA MEETS THE TEST]

· Alberta today is a powerful North American natural gas hub. We deliver gas to major markets including the Northeast, the Midwest, the Pacific Northwest, California, Central Canada, Atlantic Canada and Alberta itself.

· Why is Alberta a superior natural gas hub?

· First, Alberta meets the physical attributes test. The Western Canadian Sedimentary Basin produces 16 billion cubic feet per day of natural gas plus major volumes of natural gas liquids. It is North America’s premier natural gas and liquids-producing region. It provides 25 percent of the total supply for North America.

· Natural gas from the WCSB reaches markets representing 53 percent of North America’s total natural gas consumption. WCSB gas has attained large market share in each of the regional markets it serves.

· Second, Alberta’s market reach, shipping infrastructure and trading system meet the transactional attributes test for a major natural gas hub.

· Our network of gathering and take-away pipelines, combined with our storage and trading, create liquidity for all participants. Alberta is a significant natural gas-consuming region in its own right, with demand of 3.5 billion cubic feet per day in 2000. The AECO “C” spot price has become one of North America’s three key price benchmarks. 

· Third, we meet the substitutional attributes test for an efficient gas hub. Deregulation of export controls and two Free Trade Agreements in the ‘80s were major spurs to the WCSB’s growth in production and exports. Production growth in turn has driven investment in infrastructure, such as trunk pipelines, and value-added activities like storage, petro-chemicals and power generation. 

[DEMAND GROWTH]

· As natural gas demand has grown, industry players have made major additions to Alberta’s take-away pipeline capacity. They have expanded service to traditional markets, such as Chicago, and reached new markets, such as the Northeast. This is a continuing process. Earlier this fall, Trans Canada Pipelines Ltd. announced a new pipeline into the Northeast market.

· Natural gas consumption is forecast to continue growing in every region served by the WCSB. By 2010, North American demand is forecast to be 88 billion cubic feet per day, an increase of 21 billion cubic feet per day. In some regions, electrical generation will be the biggest growth driver. In others, it will come from residential heating and cooling, or from industrial uses.

· Alberta’s natural gas consumption is forecast to grow by 3.1 percent per year over the next decade, faster than the North American average. In Alberta, natural gas is much more than a heating fuel.

· We use gas for steam/electricity cogeneration and for petro-chemical manufacturing. We believe the biggest growth will come in the industrial sector, particularly oilsands development, which has major natural gas needs.

[THE WCSB’S GROWING DELIVERABIILITY]

· Canada’s National Energy Board and the U.S. EIA project the WCSB will be able to increase its deliverability as North America’s natural gas needs grow. The WCSB is forecast to produce 23 billion cubic feet per day of natural gas in 2010. That’s an increase of 40 percent. This ability to sustain growth means the WCSB will provide 26 percent of North America’s natural gas supply in 2010. That’s an even bigger market share than today.

· In other supply basins, the focus of deliverability will shift. New sources of natural gas from Offshore Atlantic Canada, Alaska, the Mackenzie Delta and the deep offshore Gulf of Mexico will come on-stream, while some traditional basins will decline.

· Within the WCSB the weight of deliverability will also shift. Production from some historical sources, like Prairies shallow gas, will decline. But we expect there’ll be much higher production from deeper gas sources in northern Alberta and northeast B.C.  We also expect there’ll be significant production from coal bed methane, which is totally untapped today.

· The overall result is that the WCSB will grow along with market demand, and the Basin will continue to provide a secure supply to consuming regions. Alberta will thereby continue to meet the test of an efficient hub.

· This is a key point, because two of the most important new sources of gas supply will be in the Arctic – Alaska and the Mackenzie Delta. How to integrate them into the North American market will be an important issue. 

[ALBERTA’S ROLE IN THE EVOLVING MARKET]

· Can the Alberta Natural Gas Hub handle the 5 bcf per day of new deliverability that will come from Alaska and the Mackenzie Delta?

· Definitely! Here’s how.

· The key requirement of any hub is an efficient and robust infrastructure. Alberta’s natural gas industry and government have nearly 50 years’ experience in the extraction, processing and long-distance shipment of large volumes of natural gas. Alberta’s natural gas infrastructure is not only world-class, but world-best.

· As of 1990, Alberta’s Nova gathering system reached most of the supply areas in the province.  Alberta’s export pipelines accessed many key North American markets. But the system was “bottlenecked.” Deliverability exceeded take-away capacity. This limited supply available to consumers, slowing market growth. It also depressed gas prices to the point where industry had little incentive to explore.

· By 2000 Alberta’s system had changed a lot. The industry attacked the bottleneck issue. It expanded existing pipelines, like TCPL’s mainline. It built a new export pipeline to the Midwest, the Alliance pipeline. Extensions like TCPL’s Iroquois line into the Northeast accessed major new markets. The Nova gathering system was extended all over Alberta’s supply areas, into Northeast B.C. and into the lower Northwest Territories. The cumulative investment in exploration, processing and pipelines was in the tens of billions of dollars. And deliverability increased by billions of cubic feet per day.

· The scale of development through the 90s proves that the Alberta Natural Gas Hub is a flexible and expandable model that evolves along with the market’s needs. The Alberta Hub today is a sophisticated industry, a network of natural gas producers, processors, pipeline companies, marketers, petro-chemical producers, electricity producers, oilsands producers, regulators and the provincial government. 

· Unlike an airport hub-and-spoke design, a natural gas hub is also a transactional centre for marketing and trading. The Alberta Gas Hub is a distributed hub – a network or web. Once gas is in the system, it can be freely sold and re-directed to many uses and export points.  

· Producers and other upstream shippers pay a distance-based tariff to move gas on the Nova trunk line system. Once on Nova, shippers can trade and arrange for natural gas delivery at no charge using “Nova Inventory Transfer,” or NIT. Pricing is transparent thanks to the AECO “C” spot price. Participants can use a variety of contracts, forward sales, price collars, and so on. Downstream shippers pay a delivery tariff to exit the Nova system, either for domestic use or transfer to export pipelines.

· An important component of our system is gas storage. Storage provides more options to buyers and sellers, reducing price volatility. Alberta’s storage capacity totals more than 200 billion cubic feet, with daily withdrawal capacity of more than 4 billion cubic feet, or nearly 25 percent of the WCSB’s daily production. Like the rest of the Alberta Gas Hub, storage capacity is expandable, and several storage facilities are undergoing expansion this year.

· At 14 billion cubic feet per day, Alberta’s gas trading ability is the third-largest in the world. This large scale makes the Alberta hub very liquid – the seller can find the best value and the buyer can find additional gas or dispose of a surplus. Liquidity maximizes the options available to all market participants – producers, manufacturers, traders and consumers ranging from home-heating distributors to electrical generators. This is one reason the Alberta Gas Hub offers added value to future Arctic Gas.

· The other major reason is the Alberta hub’s proven record of expansion. Here’s how the Alberta Natural Gas Hub will accommodate the new Arctic supply sources. TCPL’s system can be expanded by 1.5 billion cubic feet of daily throughput capacity. Alliance can be expanded by up to 1 billion cubic feet per day. Other pipelines can be optimized or de-bottlenecked to yield 0.5 billion cubic feet per day. That gives us 3 billion cubic feet per day in additional take-away capacity, meaning our system will need one or more additional pipelines carrying 1 to 2 billion cubic feet per day.

· Given the Alberta Gas Hub’s performance record, this is an achievable undertaking. 

[CHALLENGES]

· Alberta’s Natural Gas Hub, though robust and efficient, does face challenges, including:

· The key issue will be to maintain a slight surplus of take-away capacity over deliverability, in order to prevent renewed bottlenecking. It’s in everyone’s interests to prevent this, and we’ll work closely together to ensure it doesn’t happen.

· Natural gas is known as a clean fuel, but a workable regime of C02 credits and emissions trading still needs to be resolved. Alberta companies are at the forefront of developing technologies for the commercial sequestration of C02, in some cases using C02 for enhanced oil recovery.

· There’s always the possibility of less than forecast demand growth. This would result in excess deliverability, driving prices too low to replace production or provide a return on major assets such as new pipelines. The best defence against that is the incremental scalability of the Alberta gas hub.

· There’s a perception by some stakeholders that certain pipeline configurations create the potential for market manipulation.

· And there’s potential for delay due to northern government issues, with respect to the Arctic pipeline route, as well as unresolved native land claims.

· All participants in the natural gas market will have to work hard to overcome these challenges.

[VALUE]

· We do think these challenges will be overcome, because the Alberta Natural Gas Hub creates value for all participants in the natural gas sector, from wellhead to burner tip.

· How?

· The natural gas producer wins by being connected to an open-access, highly liquid natural gas nexus connected to take-away capacity accessing major markets. Bringing new supply sources into the Alberta Gas Hub as older fields decline will avoid under-utilized infrastructure.

· Consumers – Albertans, Canadians and U.S. Customers – gain a secure supply of energy by being connected to North America’s largest natural gas supply basin, a basin that is forecast to maintain its market share as consumption grows.

· Wholesalers and marketers have access to storage to augment their short-term needs and to a variety of users to dispose of surplus supply.

· Industrial users that add value to natural gas, such as petro-chemical manufacturers, electrical generators and oilsands producers, have access to a diverse and growing base of natural gas and liquids to satisfy their fuel and feedstock requirements.

· Governments in both producing and consuming regions have access to growing revenues, both from production royalties and from a growing tax base as natural gas-derived industries grow and create new jobs. Greater use of natural gas reduces environmental liabilities associated with some other energy forms.

· Finally, Arctic Gas producers reduce their delivery costs and multiply their marketing options by having access to seven market areas instead of one.
· What is the outcome? The outcome is that the Alberta Natural Gas Hub is truly a win-win undertaking for everyone involved.

[CONCLUSION]

· In conclusion, I’d like to go over a few key points. The Western Canadian Sedimentary Basin is and, key forecasting agencies agree, will remain North America’s largest source of natural gas supply. Alberta is the transportation and trading centre for the WCSB – the hub. Natural gas from the Alberta hub flows to major consuming markets in North America.

· Alberta’s natural gas sector has a proven ability to expand deliverability, storage and pipeline capacity as consuming markets grow. This stellar record of performance positions Alberta to continue meeting North America’s growing natural gas needs from the perspective of all market participants.

· Arctic gas is fundamental to North America’s long-term energy security. The Alberta Natural Gas Hub is a strategic asset that is key to unlocking the full potential of Arctic gas. Integrating one or more Arctic pipelines into the Alberta Natural Gas Hub will maximize the benefits for all market participants, including Arctic gas producers.

[CLOSING]

· I know the thoughts of many of us are still occupied by the terrible terrorist atrocity of two months ago, as well as our collective reply to the attack. Albertans were outraged at the evil deed of September 11. This was something that affected everyone. We felt personal grief, a profound sense of loss and a conviction that something must be done.

· Now that something is being done, we feel a great sense of solidarity with you. The vast majority of Canadians – the vast majority – support the war on terrorism.

· We must remember that Canadians and Americans have stood shoulder-to-shoulder against tyranny and darkness in three previous wars. Many people have compared September 11 to the attack on Pearl Harbour. On that very same day, December 7, 1941, Canadian troops defending Hong Kong with the British also came under attack. Over the next 17 days, more than 1,500 of the 2,000 Canadian troops were killed, wounded or taken prisoner. Canadians were also among the casualties on September 11.

· Our two countries are more than just trading partners. We are friends, neighbours and allies. We share a continent, and we will go forward into the future together. Thank you very much for this opportunity.
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