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IMPORTANT NOTICE
This report was prepared providing guidance to Cerilon Group projects.
The quality of information contained herein is consistent with the level of effort involved in NDV services
and based on:
i)
ii)
iii)

information available at the time of preparation; and
data supplied by outside sources; and
the assumptions, conditions and qualifications set forth in this document.

This is not a legal opinion or advice. Legal advice should be obtained from legal professionals
This document is intended to be used by Cerilon Group companies and projects only, subject to the terms
and conditions of its contract with NDV.
Any other use of, or reliance on, this document by any party for other than the intended use, is at that
party’s sole risk and responsibility.
This report contains forward-looking statements, which by nature involve uncertainty because they
depend on future circumstance not all of which can be controlled. Changes in economic, market and
operational conditions; changes in law or regulation; fluctuations in exchange rates and border taxes;
changes in exploration and production activities; political instability and natural disasters could
impact the outcome that is forecast in this report.
No representation or warranty, express or implied, is or will be made in relation to the information
contained in this report.
September 2017 USD to CAD conversion rate of 1.2 has been utilized in this report. For simplicity sake,
a conversion of 1mcf equivalent to 1mmBtu has been utilized in this report.
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1 Executive Summary
North American natural gas production has been on the incline for a few years, largely due to the
increase in the prolific Marcellus formation shale gas production in the United States. Some of the
growth is attributable to the Montney formation in British Columbia, Canada as well.
Marcellus gas production is increasingly being utilized in Southern Ontario, reducing the demand
for Western Canadian gas in Ontario and marginalizing Alberta and BC gas. Due to low commodity
prices in recent years, Alberta production has been on the decline while BC production has been
on the increase due to lower production costs in the Montney region.
The increase in American gas production has resulted in the States becoming a net exporter of
natural gas. Majority of exports in the last few years have been in the form of pipeline exports from
the United States to Mexico. Recently, American exports in the form on LNG have been on the rise,
mostly to South America. The forecast increase in American production is expected to result in an
increase in LNG exports to Europe and Asia.
This would result in Henry Hub prices (which dictates North American Gas prices) being dictated
by free on-board (FOB) prices achieved from LNG exports. The trend in global Natural Gas prices
would indicate that FOB prices achieved at export locations on east coast of the United States
would stay within $3.5 USD per MMBtu of natural gas.
The resulting North American natural gas price dynamics would ultimately be driven by pipeline
infrastructure, associated tariffs and regional supply and demand. This results in a dim outlook for
natural gas prices in the United States and Canada, especially in Western Canada where netback
priced shipments on TransCanada’s mainline system to Ontario will dictate AECO pricing. There
will be some localized regions of higher pricing due to localized lack of adequate infrastructure.
Section 2 below summarizes Canadian gas production volumes and domestic demand. This
dictates the pricing drivers for Canadian gas hubs, the biggest driver being Marcellus gas prices.
Section 3 discusses gas production in the United States, including Marcellus gas production
specifics, and the region’s pipeline infrastructure. Section 4 explores markets for American gas
exports, including LNG exports. This section demonstrates how global gas markets will ultimately
impact henry hub prices, largely due to the United States becoming a net exporter of natural gas.
Based on this information, a forecast for Henry Hub and Marcellus gas prices is predicted, which
ties into a forecast for AECO hub gas prices in Alberta. The gas markets in Eastern Canadian
provinces is also discussed in Section 5 with a North American pricing scenario summarized in
Section 6.
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Based on the new tolls for the TransCanada mainline, Alberta hub prices (AECO, NIT) will stabilize
in 4 to 5 years at Ontario prices minus ~$0.73 CAD / MMBtu. (~$0.61 USD / mmBtu)

Figure 27 - NDV Price forecast summary for North America Gas Hubs

The AECO forecast is shown in USD to range from $2.1 USD / mmBtu to $2.6 USD / mmBtu. This is
equivalent to $2.5 CAD / mmBtu to $3.1 CAD / mmBtu.
The above forecast indicates an increase in AECO prices from current rate of $2.0 CAD / mmBtu.
(August 2017, refer to figure 11 in Section 2.6).
Note: This is with the forecast of TransCanada mainline tariffs dropping from the previous FT
price ofon
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CAD / mmBtu
to ~$0.73
CAD / mmBtu.
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--------------Notice
Changes in economic, market and operational conditions; changes in law or regulation; fluctuations in
exchange rates and border taxes; changes in exploration and production activities; political instability and
natural disasters could impact the outcome that is forecast in this report.
No representation or warranty, express or implied, is or will be made in relation to the information contained in
this report.

--------------Table 8- Main risks to NDV price forecast

Main Risks
Growth in
Canadian
Domestic
Demand

Canadian domestic demand is expected to grow faster than production, combined
with existing lower gas production rates due to the low-price environment and lack
of LNG projects, resulting in less exports of gas to US. (Canada’s Energy Future 2016:
Update - Energy Supply and Demand Projections to 2040). Should this demand
growth exceed expectations, it would allow AECO hub to be less dependent on DAWN
and Henry Hub and governed more by regional supply and demand.

Drop in AB
and BC
Production

If none of the Canadian LNG projects see a positive FID from potential owners,
Canadian (AB) production of gas is expected to continue its slow declining trend
while BC gas production would not see the entire expected increase in production.
This would mean less gas available for export, but still being discounted to Dawn /
HH due to transport costs to largest users in Ontario and NE USA. Net impact from
this scenario should be zero on the AECO hub pricing, with potential local, short term
price increases. This would not affect the net exporter status of Alberta and BC gas
producing regions and BC producing regions would still be available on-tap to meet
any short-term shortages.

LNG Demand
in South
America

While Chilean LNG demand is forecast to increase for use in power plants, industry
and at homes (Source: Bloomberg), LNG demand in South America could fluctuate
significantly with increased use of renewables in Brazil and Chile, as well as
increased gas production in Bolivia, Argentina and Brazil supply the local regions.
This could reduce the demand for US LNG exports in the region, potentially dropping
Henry Hub price if LNG exports instead get diverted to Europe and Asia, which would
achieve lower FOB prices.

Fracking
Moratoriums

There is a potential of fracking related natural incidents (ie earthquakes and
groundwater contamination) that could result in fracking bans or limitations in some
shale gas regions in the United States, including Marcellus. This would result in the
United States losing its recently earned status as the net exporter of natural gas,
resulting in global price increases. However, this is not expected to take place under
the current White House Administration term in the United States.
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