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CANADA 

ENERGY OVERVIEW
Canada was the fifth-largest energy producer in the world in 1999, behind the United States, Russia, China, and Saudi Arabia. Over the past two decades, Canada has become a significant net energy exporter and in the first three quarters of 2000, energy accounted for almost two-thirds of Canada's large trade surplus. Canada is one of the few highly industrialized economies that benefits from higher world oil and other energy prices, and is one of the industrialized world's most trade-dependent countries.  Fellow North American Free Trade Agreement (NAFTA) member the United States is Canada's most important trade partner, thus the effects of an economic slowdown in the U.S. would be felt in Canada.

From January to December 2001, the United States imported more oil (crude oil and petroleum products) from Canada than from any other country. The United States also consumes large amounts of Canadian natural gas, which accounted for 93% of U.S. gas imports and 10% of U.S. gas consumption in 2001. In 2001, about 40% of Canada's primary energy production was natural gas, followed by oil (34%), hydropower (7%), coal (9%), and nuclear power (5%). About two-thirds of Canada's energy is produced in the province of Alberta. 

Canada also is a significant energy consumer, in part due to its cold northern climate and long distances between population centers. It was the world's sixth-largest energy consumer in 2001, roughly on par with total energy consumption in India.  

The Canadian energy industry is undergoing a period of reorganization, with consolidation in the oil and gas sectors and privatization and restructuring in the electricity sector. While geography inhibits the development of a national electricity market within Canada, there is significant trade with the United States and potential for strong north-south regional markets, involving several Canadian provinces and adjacent U.S. states.  

OIL
Canada has proven oil reserves of 4.4 billion barrels, as of January 2001. Oil production averaged 2.7 million barrels per day (bbl/d) during the first eleven months of 2000, with estimated consumption of 2.0 million bbl/d. Alberta, in western Canada, is by far the country's leading oil producer, accounting for almost 70% of Canadian oil production in 1999. However, the province now faces decreasing light conventional reserves; however, it has massive oilsands resources of 175 billion barrels, equal to those of Saudi Arabia. Meanwhile, projects and potential projects in other provinces are shifting the oil industry focus to include the eastern and northern parts of the country. 

Canada is a major source of U.S. oil imports. From January through November 2000, the United States imported 1.7 million bbl/d from Canada, of which 1.3 million bbl/d was crude oil, making Canada the top supplier of U.S. oil imports and the third-largest supplier of crude oil imports (behind Saudi Arabia and Mexico, and just ahead of Venezuela). 

The Canadian oil industry is in the midst of consolidation, reducing the number of active companies. The largest companies operating in Canada are Exxon's Imperial Oil, Royal Dutch/Shell's Shell Canada, Petro-Canada, and Suncor. Mobil also is active in Canada, and there are no plans to merge ExxonMobil's Canadian affiliates. 

On the east coast, reserves in the Jeanne d'Arc Basin on the Grand Banks, offshore Newfoundland, have increased by 33% (536 million barrels) in the Hibernia, Hebron, and White Rose fields. The first project in the area, the Hibernia field, came on-stream in 1997 and currently produces 150,000 bbl/d of light, sweet crude. ExxonMobil is the operator. The area's second project, Terra Nova, commenced production in January 2002, and is slated to produce 85,000 bbl/d by 2002.  The White Rose field is expected to be the third Grand Banks development, beginning production in 2004, although there are concerns that development will be prohibitively expensive. In February 2002, the Hebron field development was shelved because it was deemed to be uneconomic at this time.

NATURAL GAS
Canada holds about 57 trillion cubic feet (Tcf) of proven natural gas reserves, and additional reserves and resources lie off the Canada's eastern coast between Newfoundland and Nova Scotia. Canada currently produces about 6.3 Tcf of natural gas per year, making it the world's third largest gas producer (after the United States and Russia) and second largest gas exporter (after Russia). Canada's gas exports go almost exclusively to the United States. Canadian gas consumption is projected to grow significantly in coming decades, largely for use in electricity generation.  There is currently a single unified market for natural gas between the U.S. and Canada.  As production and infrastructure grow, there is potential for an even more unified market including Mexico.

COAL
Canada is a major coal producer and consumer, with estimated 1999 output of 79.9 million short tons (Mmst), consumption of about 63.4 Mmst, and reserves at 9.5 billion short tons. About 80% of Canada's coal exports are metallurgical, with the vast majority purchased by Japan (60%) and South Korea (16%). Alberta accounts for about half of Canada's coal production, while British Columbia and Saskatchewan account for about 30% and 15%, respectively. Bituminous coal makes up about half of Canada's coal output, with sub-bituminous (about one-third) and lignite the rest. Canadian coal consumption is primarily (87%) for electricity generation, with the remainder mainly used for steel-making. 
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ELECTRICITY
Canadian electricity generation in 1999 totaled 567.2 billion kilowatt hours (bkwh), of which 60% was hydropower, 26% was conventional thermal power (oil, gas, and coal), 12% was nuclear generation, and 1% was derived from other renewable sources. Canada was the largest producer of hydropower in the world in 1999, and hydro sources are believed to be not yet fully exploited. Trends in coming years are expected to favor thermal power generation, mainly from natural gas. The Canadian nuclear power industry has declined to 69.8 bkwh in 1999 since its peak of 102.4 bkwh in 1994. Ontario contains the bulk of Canadian nuclear capacity. 

Canada exported about 42.9 bkwh of electricity to the United States in 1999, mostly from Quebec, Ontario, and New Brunswick to New England and New York. Smaller volumes are exported from British Columbia and Manitoba to Washington state, Minnesota, California, and Oregon. There is considerable reciprocity between the Canadian and U.S. power markets, as the United States also exports smaller volumes of electricity to Canada. 

Natural gas-fired power plant construction is on the rise in Canada, preparing for a three-fold increase in gas power generation in the next decade, as predicted by the Canadian Energy Research Institute. PanCanadian Petroleum, TransAlta, EPCOR, and ATCO Power are all in various stages of developing new (mostly cogeneration) gas-fired plants in Alberta and Saskatchewan. 

REGULATION

Regulation in Canada, like energy policy, has evolved considerably over the last 20 years. It has been driven by the same global trends – globalization, deregulation, increased environmental awareness, and the overall theme of reliance on markets, and reflects the basic tension between economic objectives and the growing importance of market forces, and the other sustainable energy objectives of environmental protection, energy reliability, security, and health and safety. 

Energy regulatory policy in Canada is shaped by the Constitutional division of powers between the federal and provincial governments. Under Canada's constitution, distribution is dominated by a single utility in most provinces. It is further influenced by significant differences in resource endowments and development patterns, and the varying objectives of governments. With 14 jurisdictions in Canada, it is a challenging process to harmonize their objectives. Perspectives vary on government versus private ownership, industrial and regional benefit objectives, and a range of social, environmental and health objectives. The mechanisms for achieving what may be common regulatory objectives can also vary, significantly. At the same time, although some of the major utilities are privately owned, most are owned by the provinces. There is also limited independent power producer (IPP) generation, mostly for sales to the larger utilities.
Alberta and Ontario have recently introduced legislation to deregulate their power sectors. Alberta is much further along in the deregulation process, and was the first province to introduce restructuring legislation in 1995, and a 1998 amendment to the original legislation allowed retail customers to choose their electricity suppliers beginning January 1, 2001. In August 2000, Alberta's government accepted bids totaling $740 million for retailers to sell output of many of Alberta's power plants through the Power Pool of Alberta to other entities or consumers. Ontario introduced privatization legislation in 1998, but deregulation originally scheduled for November 2000 now has been postponed until May 2002. Quebec and British Columbia do allow third party access to their electricity grids as the result of trade agreements with the United States, but neither province has plans to break up its utility monopoly.

REGULATORY FRAMEWORK

In Canada, the regulation of conventional energy covers export approvals and rate setting in regulated monopoly situations. Health, safety and environmental issues are also covered. Canada’s energy markets operate within a framework of regulations and treaties. Key federal elements include: 

· Canadian Environmental Assessment Act. All projects with federal participation must undergo an environmental assessment. This ensures that the environmental effects of projects receive careful consideration. The Act also encourages the responsible authorities to take action promoting sustainable development. There is also an assurance that the public may participate in the assessment process.

· North American Free Trade Agreement (NAFTA) – Energy Chapter. NAFTA applies to Canadian regulatory bodies. It ensures that imports receive national treatment, and limits the use of export restrictions.

· Agreement on Internal Trade – Energy Chapter. Energy negotiations have been completed. Now trade officials are close to agreement on issues related to energy investment. Once these are completed, the Energy Chapter will provide limited uniform access to cross-territory transmission of electricity. It will also provide a mechanism to settle disputes.

· Energy Supplies Emergency Act and the Energy Supplies Allocation Board. In the event of a declared emergency, a series of regulations can be put into effect to allocate energy supplies in Canada.

· Energy Efficiency Regulations. The Energy Efficiency Act gives the Government of Canada the authority to make and enforce regulations about efficiency and alternative energy, primarily: 

· Energy-performance levels for products that use energy; 

· Energy labeling of products that use energy; and 

· Collecting statistics and information on energy use and alternative energy. 

Other relevant acts of a regulatory nature include the joint implementation acts for the Offshore Accords with Newfoundland and Nova Scotia, and acts dealing with Canada Lands.

· The National Energy Board and the National Energy Board Act. The Board regulates the export of oil, gas and electricity in the public interest. It also regulates inter-provincial and international pipelines and electricity transmission lines. Although the Board regulates inter-provincial commerce in oil and natural gas, it does not presently regulate inter-provincial transmission of electricity.
 

National Energy Board

The National Energy Board is mandated by the Canadian Parliament to regulate international and inter-provincial pipelines, frontier energy development and energy trade. The National Energy Board is a dynamic organization that is continuously adapting to the evolving energy industry that it regulates. The Board constantly strives to be fair, objective and respected in its decisions. To enable the NEB to achieve this overriding objective, it has identified four key areas of focus. These are defined by its four corporate goals: 

· NEB-regulated facilities are safe and perceived to be safe;

· NEB-regulated facilities are built and operated in a manner that protects the environment and respects individuals’ rights; 

· Canadians derive the benefits of economic efficiency; and 

· The NEB meets the evolving needs of the public to engage in NEB matters.

As the markets in some regions move towards a more competitive model, regulators have had to develop appropriate regulatory methods. Traditional cost-of-service regulation is still appropriate in some circumstances. However, during the 1990s many Canadian pipelines moved toward incentive regulation and have negotiated agreements with their shippers. Where competition is more established, companies will be motivated to compete for customers by offering new and better services. In some specific cases where there is sufficient competition, for example, the Westcoast gathering and processing systems, the Board has approved negotiated pricing arrangements. In these cases, if there is no opposition to a proposed negotiated settlement, and if it is not contrary to the provisions of the NEB Act, the Board would normally be able to conclude that the tolls are just and reasonable. 

In all cases, the goal of the NEB has been to emulate the economic efficiency of a competitive market. As the pipeline industry becomes more competitive, the National Energy Board has adopted the axiom "let markets work wherever possible." 

Today, the objectives of the NEB’s economic regulatory program are to promote an efficient inter-provincial and international natural gas and oil pipeline system, and to satisfy itself that markets are working.  More specifically, this means that: 

1. Prices reflect the competitive market value of services; 
2. A mix of service options is provided that meets shippers’ needs; and 
3. Adequate pipeline capacity is in place over time.

4. Canadians have access to Canadian natural gas, oil and electricity on terms as favorable as     export customers.

In addition to these efficiency objectives, the Board also strives to ensure that pipeline customers are treated fairly (no undue discrimination) and that service providers have a fair opportunity to recover invested capital. 

NEB Planning for the Future 

To ensure that the National Energy Board continues to fulfill its mandate, four corporate Goals have been developed, each with measures designed to meet the goals: 
  

	Goal
	Measures

	NEB-regulated facilities are safe and perceived to be safe
	· Number of pipeline ruptures and fatalities 

	NEB-regulated facilities are built and operated in a manner that protects the environment and respects individuals’ rights
	· Satisfaction of Environmental Assessment participants that the appropriate factors were considered and addressed 

· Landowner satisfaction that commitments have been met 

	Canadians derive the benefits of economic efficiency
	· Evidence that Canadian energy markets are working well 

· Application processing times 

	The NEB meets the evolving needs of the public to engage in NEB matters
	· Awareness, accessibility and satisfaction regarding Board information and processes 


These goals and measures span all aspects of the Board’s work. By measuring its performance against clear goals the NEB believe that its focus and alignment of key strategies will yield improved results. The pace of change in the industry throughout the 1990s has led to new regulatory approaches and improved efficiencies. Looking ahead, financial regulation will continue to evolve, but heightened focus on more transparent and effective safety and environmental protection as well as public engagement will be more important than ever.

NEB Encourages Public Participation in the Regulatory Process 

As pipeline systems continue to expand, public attitudes and expectations are also changing. More landowners are directly affected as the length of pipeline systems increase and population density increases. This fact, combined with heightened public awareness of environmental and safety issues, has changed the focus of many public hearings. In the late 1980s many interveners in public hearings, while rigorously undertaken by regulators, did not raise assessment of land and environmental matters. By contrast, engagement of the public in these issues is typically much higher now. For example, in the Sable proceeding fully 22% of the hearing time was devoted to land and environmental issues. 

The public has an elevated expectation to be involved in decisions that affect their lives. Pipelines are not a risk exposure that Canadians choose and consequently they expect their interests to be protected. One only has to look at the public outrage surrounding recent events related to provision of safe drinking water or the blood supply to see that Canadians expect the highest standards when it comes to public safety and protection of the environment. 

In recent pipeline applications the Board has experienced an unprecedented interest by landowners who frequently raise concerns about safety. Recent pipeline failures in the United States, particularly the tragedies in Bellingham, Washington and Carlsbad, New Mexico have resulted in questions raised by Canadians about the safety of its pipeline infrastructure. The Canadian pipeline infrastructure has not been without event as indicated by recent failures on an oil pipeline in northeastern B.C. and a gas pipeline adjacent to the Coquihalla highway in B.C., and a compressor station in Quebec. 

The public perception is a reality that the NEB all must address squarely by achieving results that demonstrate the NEB is listening and is respectful of their concerns and that the NEB is effectively and proactively managing risks, and ensuring that companies manage risks. The cost of not doing this is high and includes increased resistance to projects, demands for higher standards, and demands for increased regulation and scrutiny. 

The NEB has been very proactive in its encouragement of public participation. More pre-hearing public sessions are being held to inform members of the public of the hearing process and the ways in which they are able to participate. The NEB legal staff is made available to explain the regulatory process to the public. In addition, efforts have been made to ensure that the NEB is easily accessible. For example, regulatory filings and information exchanges can now be handled on line, fully accessible to all through the Electronic Regulatory Filing project. There is a 1-800 phone number available, as well as a comprehensive, current website, which provides not only contact information but up-to-date information relating to current applications as well a host of other types of information associated with the National Energy Board. The NEB also provides timely, unbiased information to the public relating to energy matters in a variety of regular publications. 

The National Energy Board will continue with its efforts to be even more approachable and the NEB continue to look for ways to be less formal and court-like while upholding the "rules of natural justice."
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