The ESC’s Fall ’99 Oil and Gas Seminar 

The 1999 Fall Seminar addressed the immediate and long-range influences of demand and supply levels on the price outlook for oil and natural gas. Speakers examined proven and potential reserves, demand trends and highlighted how oil and gas companies can cash in on related issues such as flaring and pipe decontracting. Here’s a short summary of what the speakers had to say.
Session 1: Oil outlook – A discussion of the factors influencing the long-term price of oil
Vincent Lauerman, Economist, Global Energy at the Canadian Energy Research Institute noted that OPEC could retain its 40 percent market share if technological advances allow for the faster recovery of existing reserves (low tech case). If technological advances lead to large increases in estimated reserves, then OPEC will have to provide an ever-increasing share of the world’s supply and would capture 2/3 of the market by 2020 (high tech case).  CERI expects that the WTI oil price would be US$22, from 2005 to 2020 in the low tech case, while in the high tech case the price will decline from $20 in 2005 to $18 in 2020.  Mr. Lauerman felt that OPEC would act soon to carefully manage the price down from the current peak into the lower $20s.  

Earl Martin, Senior Engineer, Operations Department at the Alberta Energy and Utilities Board, provided an update on the issue of gas flaring, and the EUB’s new regulations on management of flares.  Relative to the level of output in 1996, the EUB has targeted flaring to be reduced by 15 percent next year, 25 percent by the end of 2001, and 40 to 50 percent by 2003.  Beyond that, further reductions are planned, but the timing is uncertain.  The EUB will begin to produce an annual report that will cover both the industry’s overall performance in reducing emissions, and the performance of individual companies ranking firms by their flare volumes.  Finally, Mr. Martin noted that the fraction of gas conserved had increased from 92 percent in 1996 to 94 percent at present, and that the goal was eventually to reach full recovery.

Timon Voyatzis, Supervisor Petroleum Forecasting & Facilities Development at Enbridge, thought that there were sufficient netbacks in bitumen production to induce oil production in the Western Canadian Sedimentary Basin from just below 2 million barrels/day to 2.7 mbd by 2010, despite a decline in conventional light oil volumes.  The growth is anticipated to come primarily from oilsands megaprojects, with bitumen adding 300,000 barrels/day.  Mr. Voyatzis emphasized that while the large drilling numbers expected in 2000 would add to short-term supply, substantial longer-term increases would depend on oilsands megaprojects.

Steve Kelly, Principal of Purvin & Gertz speculated that OPEC would keep production in check until inventories are reduced, after which OPEC would aim for a supply/demand balance such that inventories remain on the low side (at 1996 levels).  Mr. Kelly predicted some volatility as the price of oil (WTI) falls from its current level down to the range of $17 - $22, where he expected it to remain over the next few years.  

Session 2: Natural gas developments - Implications of new market areas in North America

The second session of the seminar focused on recent natural gas developments and their implications for new market areas in North America.  Dr. Robert Mansell, head of the Economics Department at the University of Calgary, spoke on the topic of pipeline capacity turnback.  He explained that surplus pipeline capacity out of the Western Canadian Sedimentary Basin is expected to lead to shippers turning back their firm service contracts when they expire, in favour of cheaper interruptible contracts.  This phenomenon will likely lead to higher transportation tolls, as well as the potential for pipelines to be forced to write down assets, with the hit being taken by the shareholders.  Dr. Mansell believes that new pricing and services for pipeline transportation are likely to result, but that some form of regulation of the pipelines will continue.

Next, Jim Oosterbaan, Vice President, Gas Services, Canada, from Ziff Energy discussed natural gas production in the Northwest Territories.  Mr. Oosterbaan discussed both current and potential production in the area.  Ziff Energy believes that production in the area will grow from 50 MMcf/d in 1998 to 170 MMcf/d in 2000 and 550 MMcf/d by 2004.  Mr. Oosterbaan touched on the challenges faced by producers in the area, which include high costs, a lack of infrastructure and processing capability, regulatory issues, seasonal access and competition from other basins.

Finally, Nora Stewart, Senior Petroleum Engineer/Partner, from Sproule Associates Limited, spoke about her company’s supply outlook for the Western Canadian Sedimentary Basin.  Ms. Stewart expects that increasing oil and gas prices will increase cash flow to producers to record levels, and that about 10,300 total wells (6000 gas) will be drilled in 1999, increasing to 13,100 wells (6400 gas) in 2000.  Based on Sproule’s analysis, Ms. Stewart concludes that although gas supply will be tight, all export pipeline expansions (including Alliance) will be filled immediately.

Session 3: Natural gas outlook – How will prices be influenced?
In this session, the challenges of the North American natural gas market and the implications on natural gas prices were discussed. Mr. Ed Small, Director of Canadian Energy at Cambridge Energy Research Associates stressed that the biggest challenge facing the North American natural gas industry is its ability in providing adequate supplies to meet a potential 30 trillion cubic feet market in the U.S. in the next decade. Dramatic declines in U.S. production have been key to increasing gas prices over the past year. The extent to which higher prices will stimulate gas supplies and exploration will determine the future path of the North American gas market.

Ed Peplinski, Senior Investment Analyst of ARC Financial believes that while demand for natural gas is growing, natural gas supplies will be tight.  Mr. Peplinski predicts that this tightening in the supply and demand balance will maintain high gas prices. He expects Henry Hub gas prices to be about between US$2.25/MMBtu and US$2.75/MMBtu.  Canadian gas prices are expected to follow the lead of U.S. prices, with the long-term sustainable prices of C$2.25/Mcf to C$2.75/Mcf at the Alberta plantgate.

Luncheon keynote speaker: An overall energy outlook
Troy Little, Research Analyst at RBC Dominion Securities has confidence in the continuing strength of both the oil and gas industries.  This optimism is driven by the efficiencies gained in both industries: reduced service costs of 10 to 15 percent, low operating leverage, limited debt problems, and the continued effort of companies to optimize their assets.  Mr. Little expects that surplus oil inventories will be removed by year-end, non-OPEC supply increases will not be large and that oil demand will grow.  This will translate into sustainable oil prices of US$17/barrel to US$22/barrel.  For the gas price outlook, Mr. Little believes that it would be difficult to choke off natural gas prices with additional supplies at this time and expects AECO-C to be at $2.95 next year.
