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Exports Threaten
Energy Security

Sacrificing BC’s environment and energy resources for profit

by David Hughes

Natural gas has been hyped of
late as a way to reduce carbon emis-
sions and reliance on oil and coal in
business-as-usual growth scenarios.
Much of this speculation rests on new
technology to produce gas from previ-
ously inaccessible shale reservoirs.

Governing politicians in Brit-
ish Columbia have been particularly
receptive to the perceived gold mine
that could result from developing
shale gas in northeast British Colum-
bia and constructing the Pacific Trail
Pipeline so that gas may be exported
to Asia via a new terminal in Kitimat.
Does this make sense considering the
longer term interests of Canadians?

The Current Situation

Natural gas provided 22% of
Canada’s total energy consumption in
2010. It is utilized in residential and
commercial heating, electricity gener-
ation, as an industrial feedstock, and,
of course, as a primary energy source
for extracting bitumen from the tar
sands.

Its use is forecast to grow by
43% in real terms through 2035,
when natural gas would make up
25% of an expanded energy require-
ment, according to the venerable US
Energy Information Administration
(EIA)'. Unfortunately for the verac-
ity of continual consumption growth
projections such as those of the EIA
and Canada’s own National Energy
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Board (NEB), natural gas is, like all
hydrocarbons, a finite, one-time, non-
renewable resource.

Canadian gas production peaked
in 2001, and notwithstanding some
record high prices and record drilling
rates prior to the onset of the Great
Recession in 2008, is now down 16%
from that peak (Figure 1). All gas pro-
ducing regions in Canada, with the
exception of British Columbia, are
past peak. The Western Canada Sedi-
mentary Basin (WCSB), which is the
source of 97% of Canada’s gas pro-
duction, is a very mature exploration
area. The largest pools, with the great-
est net energy payback (ie. the amount
of energy returned through gas pro-
duction compared to the amount of
energy expended in drilling and pro-
duction), are typically found early in
the exploration cycle.

The Law of Diminishing Returns
inevitably takes over as basins mature,
with ever greater
expenditures of
effort in terms
of  exploration
and production
for ever dimin-
ishing returns.

This is illus-
trated for West-
ern Canada by
Figure 2, which
shows that in
just 15 years, the
number of oper-
ating gas wells
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has tripled while the amount of gas
produced by each well has decreased
by two-thirds.

The Royalty Bonanza

Natural gas production has long
been a royalty- and lease sale-revenue
gravy train in Canada, particularly
for politicians in Alberta, where it is
the number one source of government
revenue. Now that Alberta gas pro-
duction is in steep decline (down 21%
from its 2000 peak), and is expected
to decline a further 32% by 2020°,

Continued on Page 32 =

Figure 1 — Canadian natural gas
production from 1950 through
2010°. Note the rapid growth of
production after the end of the
National Energy Program when “let
the markets rule” became Canada’s
de facto energy policy. Note also
that all regions of Canada except
British Columbia are past peak
production.

NOVEMBER-DECEMBER 2011






of economists is to make astrologers
look good.” The realities of Canadian
natural gas production show that the
Law of Diminishing Returns is in con-
trol (Figure 2), and although signifi-
cant new production may come from
shale gas, its ability to offset declines
from more conventional production is
unlikely to happen, despite the wish-
ful thinking of politicians, some bu-
reaucrats and industry proponents.
Perhaps the most rational assess-
ment of where natural gas production
is going comes from Canada’s larg-
est gas producer — Alberta — which
projects that its production will de-
cline by 32% over the next 10 years,
despite the shale gas hype®. Strangely,
British Columbia, despite its politi-
cians’ enthusiasm for developing and
exporting natural gas, has no equiva-
lent provincially-sanctioned, publicly-
available forecast of gas production.

Shale Gas

Production of natural gas from
previously inaccessible shale deposits
utilizing multi-stage hydraulic frac-
turing technology has been seized
upon by the gas lobby and govern-
ments as a panacea for the energy
woes of North America. The actual
ability of shale gas to live up
to this hype is questionable,
for a variety of environmen-
tal, thermodynamic and geo-
logical reasons, which I at-
tempted to address in a recent
report for the Post Carbon
Institute”. Public pushback
against the environmental
impacts of hydraulic-frac-
turing in the US is rampant

Figure 5 — Kitimat LNG
consultant Ziff Energy’s 18
projections of Canadian
gas production and
consumption from 2010
through 2035”". The
implications of exporting
LNG from Kitimat
and Shell’s proposed
Prince Rupert facility
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Shale Gas as a Percentage of Production Forecasts

posal rests on 40
the astronomical
growth in the
production  of
shale gas from
northeast BC
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offsetting de-
clines from other
gas sources. This
amounts to a
17-fold increase
from today’s pro-
duction levels with all of the attendant
impacts in terms of surface infrastruc-
ture, water consumption, contamina-
tion risks and so forth.

LNG Exports and Imperilled

Energy Security

The LNG facility in Kitimat, if
built, would initially export 5 million
tonnes per year with potential for ex-
pansion to 10 million tonnes or more"

2020 2025 2030 2035
Year

(forecasts from National Energy Board, 2007, 2009;
Canadian Association of Petroleum Producers, 2011; Ziff Energy, 2010)

Figure 4 — Shale gas as a percentage of forecasts of
Canadian gas production since 2007. Forecasts are from the

NEB in 2007" and 2009"°, Ziff Energy in 2010"° and CAPP
in 2011" Ziff forecasts exclude imported LNG and CNG.

(0.65 to 1.3 billion cubic feet per day
[befd] which is equivalent to between
4.5% and 9% of 2010 Canadian pro-
duction). The proposed facility would
be owned by two American compa-
nies, Apache (40%) and EOG (30%),
as well as the Canadian company En-
cana (30%).

The proposal is based on the as-
sumption of boundless shale gas pro-

Continued on Page 34 =

Dates of Canadian Natural Gas Supply Shortfalls
Given LNG Export Proposals
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Breaking News Update

NEB weakens Canada’s energy
security

On October 13, Canada’s Na-
tional Energy Board (NEB) un-
dermined the nation’s own energy
security by approving gas exports
that primarily benefit energy com-
panies. NEB granted a 20-year ex-
port permit for a total of 9.3 trillion
cubic feet of gas to Kitimat LNG.
Canada will require gas imports
to meet its own demand by 2034
without LNG exports, according
to Kitimat LNG’s own study, even
with a 17-fold expansion in shale
gas production and construction of
the Mackenzie Valley pipeline.

The NEB approval represents
a bonanza for the three energy
corporations behind the proposal,
who will be able to sell most of
their Western Canada reserves
at up to triple the current North
American price. The shortfall be-
tween Canadian gas production
and demand as a result of these ex-
ports, projected to occur by 2030
or sooner, will ultimately force
Canadians to pay higher Asian
prices for our own resources.

Furthermore, the NEB avoid-
ed consideration of the environ-
mental impacts of shale gas pro-
duction by claiming there was no
“necessary connection” between
LNG exports and the Horn Riv-
er shale gas development, from
which much of the gas will come.
Thus, the NEB claimed it did not
need to consider “potential envi-
ronmental and socio-economic
effects associated with gas devel-
opment in that area.” This ruling
ignores environmental and other
concerns expressed by the Fort
Nelson First Nation, as an inter-
vener at the NEB hearings on the
project, and other BC citizens.
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duction from northeast BC. Premier
Christy Clark has signed on to the
hype and supports the proposal”:

“Creating a new industry with
the capacity to export BC’s natural
gas to overseas markets for the very
first time will instantly increase eco-
nomic prosperity and create jobs. By
adopting a more aggressive approach
to the development of the natural gas
sector, I am confident British Colum-
bia can create a prosperous LNG in-
dustry that will bring local jobs to our
communities and deliver important
dollars into our economy.”

The Kitimat facility is the most
advanced of several export proposals.
Shell is considering a Prince Rupert
(or Kitimat) LNG export facility in
the range of 8.5-14 million tonnes per
year (1.12 to 1.84 befd which is equiv-
alent to between 8% and 13% of 2010
Canadian production), and a First Na-
tions consortium is considering an ad-
ditional Kitimat facility™.

As noted in Figure 1 (page 31),
Canadian gas production peaked in
2001 and all regions except BC are
past peak. The rhetoric of Clark be-
lies any knowledge or consideration
for the longer term energy security
requirements of Canadians.

Figure 5 (page 33) illustrates Kit-
imat LNG’s consultant Ziff Energy’s
forecast of Canadian gas production
and consumption, and the impact of
exporting LNG on Canadian’s future
energy security. Even if no LNG is
exported, Canada will become a net
importer of gas in 2034 according to
these forecasts.

At maximum capacity, the Kiti-
mat LNG facility moves the time that
Canada becomes dependent on natu-
ral gas imports up to 2030, and if the
Shell LNG export facility is built this
advances the date to 2023 — just 12
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years away. Bear in mind that this is
an absolute best case scenario requir-
ing a 17-fold increase in shale gas pro-
duction and the construction of the
Mackenzie Valley pipeline to access
northern gas. Both of these assump-
tions are questionable, and if they are
not realized, Canadian energy secu-
rity will be impacted even sooner.

Conclusions

Canadians, who after all are the
owners of Canada’s natural gas re-
sources, are served last when it comes
to their longer term energy security
and environmental interests. The lure
of obtaining prices that are double or
triple North American prices through
LNG exports is impossible to resist
for corporations looking at the near-
term bottom line. The lure of royalty
and lease sale revenue, and jobs build-
ing infrastructure and producing gas,
is impossible to resist for politicians
strapped for cash. This does not bode
well for Canada’s energy future.

It is long past time to look at
the bigger picture of our reliance on
non-renewable sources of energy and
develop a coherent strategy for man-
aging the inevitable supply declines
going forward. Fixation on short term
corporate profits and short term po-
litical gains to the exclusion of longer
term planning is a recipe for disaster.

¢

David Hughes is a geoscientist
who served for 32 years with the Geo-
logical Survey of Canada and is a Fel-
low of the Post Carbon Institute.
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