NATURAL GAS FIRED GENERATION IN ONTARIO

There are considerable risks associated with price, volatility and supply of natural gas for electricity generation. “While it is impossible to quantify all of the risks at this point, the price and supply risk around gas as a generation source has grown significantly.”  (OPA)  The National Energy Board states that a “barrier that could put the brakes on the growth of gas-fired generation is the availability of adequate gas supplies at competitive prices.”

♦ All credible government and energy agencies, Canadian and international, confirm that North American natural gas production is in decline.  Increasing demand is now outpacing supply. The large inventory of gas in the 1990s, or "bubble of oversupply" as it has been termed stabilized pricing in that decade.  The situation in the last 5 years has changed dramatically. Traditional sources of supply are drying up.  The largest pockets of gas have been discovered, tapped and are now depleted.  Newer wells are smaller with less extraction. “Natural gas-fired generation had a cost advantage in the 1990s based mainly on its relatively low capital and fuel costs, but today the fuel price has pushed up operating costs to eliminate that advantage.” (OPA)
♦ “High natural gas prices resulting from the tight balance between North American gas supply and demand has been a key factor in encouraging more gas drilling. … the producing sector needs to drill more wells each year just to keep production flat.”  (National Energy Board, “Natural Gas for Power Generation:  Issues and Implications, June 2006”)
♦ Slight production increases last year “are not sufficient to meet the projected future requirements for natural gas demand, including power generation. Consequently, any increases in demand for gas-fired generation would necessitate a reduction in gas consumption by other consumers …” (National Energy Board, “Natural Gas for Power Generation:  Issues and Implications, June 2006”)
♦ “Residential and commercial space heating and industrial processes compete for supply and several nearby jurisdictions also rely heavily on gas, all of which puts its availability at a premium or even at risk.” (Ontario Power Authority)

♦ “… gas-fired generators would become the largest class of gas-consumers in the province if all coal-fired generation were replaced with natural gas, consuming more gas than all natural gas residential customers in the province combined.” (Ontario Energy Board - Natural Gas Electricity Interface Review)
♦ “By 2017, natural gas prices are expected to rise until 2020 due to depletion of conventional gas resources in the Western basin.  These conventional resources will need to be replaced by more costly supplies from coal-bed methane and the Mackenzie Delta.” (OPA Supply Resources Discussion Paper)  The Ontario Power Authority reports that “More than 95% of the gas consumed in Ontario comes from outside the province, mostly from the WCSB”.  (Western Canadian Sedimentary Basin) 
♦ There is significant uncertainty surrounding the future of coal bed methane development  (National Energy Board, Alberta Chamber of Resources) as well as the volume of gas that would be available from the Mackenzie Delta.
♦ Recent National Energy Board estimates suggest that nearly 2/3 of Canada’s discovered resources have been consumed leaving only 7.5 years of proven reserves and another 5 years of possible reserves.  British Petroleum estimates Canada’s 2004 reserves to production ratio to be 8.8 years.  BP’s estimate for the United States’ reserves to production ratio is only slightly higher at 9.8 years.

“I can’t protect them (Ontario consumers) from the fact that natural gas appears to be running out.”  (Hon. Mr. D. Duncan, August 9, 2004, Canadian Press)

Cost Impacts of Natural Gas Use
♦ “Future LNG supplies to North America are the swing factor for future pricing. Those predicting lower and stable prices for the next 20 years anticipate significant LNG imports. However, “... much of the viable gas production exists in countries that are not politically friendly with the United States.”(“Clogs in the Pipeline”– May 16, 2005 – Navigant Consulting)  

♦ “North America’s natural gas market has entered a new era. Higher natural gas prices, which are now seen as a feature of the natural gas market, at least over the medium-term, primarily reflect the inability of North American natural gas production to keep pace with ever-increasing demand.”

Natural Resources Canada – Canadian Natural Gas Review of 2004, Outlook to 2020, January, 2006

♦ "... natural gas has shifted from the ‘fuel of choice’ in North America to the ‘fuel of risk’ – from a plentiful, relatively inexpensive fuel to one marked by uncertainty, volatility and record price levels.”  (CERA – Energy Research Oct. 2004)

♦ According to the U.S. government Energy Information Administration, natural gas prices 10 years from now will be “consistently higher” due to resource depletion and increased demand coupled with higher exploration and development costs. (Annual Energy Outlook 2006 with Projections to 2030)
♦ The average cost per unit of energy was over 3 times higher for natural gas than coal, over the 2002-2005 period.  (US Energy Information Administration)
♦ When gas generation set the price, it is more than twice as high (about $78/MW.h, versus about $33/MW.h for coal). It follows logically that increased gas-fired generation in Ontario will likely result in higher electricity prices due to greater frequency in setting the price of electricity … Not only will electricity prices be influenced by that of natural gas but, with power generation becoming the fastest growing sector of natural gas demand, natural gas prices will also be increasingly influenced by electricity markets. This growing interdependency may contribute to higher costs for natural gas and electricity that will have to be absorbed by a range of energy consumers.” (National Energy Board – Natural Gas for Power Generation: Issues and Implications)
♦ “Preliminary analyses shows that for every 10% increase in natural gas prices, Ontario electricity spot market prices would increase by approximately 6%.” (Navigant Consulting – Monthly Variation Explanation April/05 – October/05)

♦  Industry is warning that too much reliance on natural gas for electricity will cause irreparable harm to the Ontario economy.  “The problem is particularly acute for industries relying on natural gas in their manufacturing process and as a fuel for electricity since they get hit twice by high natural gas prices.”  (New York Power Authority, Oct. 25, 2005)
♦ Natural gas is used at high efficiency rates (95%) for heating 75% of Ontario homes, for industrial processes and agriculture.  (Natural gas produces power at 50% efficiency.)  Diverting gas supplies to electricity generation will impact cost to all other natural gas users.










