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QUARTERLY FOCUS

2002 NATURAL GAS IMPORT/EXPORT TRADE: A SECOND LOOK

The Focus feature that was included in the fourth
quarter 2002 Quarterly Report of Natural Gas
Imports and Exports (“Report”) provided an
overview of natural gas import/export activity for
calendar 2002. This Focus feature, like the ones
found in the Report issued in thefirst quarter of the
past eight years, provides additional information on
North American natural gas trade. Specifically, it
providesmorevolumeand priceinformationonU.S.
natural gas import trade with Canada; reviews
volume and price trends with respect to natural gas
exports to Mexico; and identifies the major
importers and exporters transacting cross-border
sales between the United States, Canada and
Mexico.

2002 Natural Gas Trade with Canada

Canadian imports continue to be an important
supplemental sourceof natural gasto U.S. markets.
Since 1986, import volumes from Canada have
almost grown by over 413 percent. Figures1 and
2 on pageii illustrate thesignificant growth over the
past seventeen years (1986-2002) of Canadian gas
imports into the U.S. and the significance of this
trade to Canadian producers in terms of expanded
markets and revenues generated from this cross-
border trade.

InFigure 1, thefirst bar chart shows net Canadian
natural gas exportstothe U.S. asa percentage of

Canada’ stotal marketable production from 1986 to
2002. Thiswas the ninth year in arow where gas
exports to the U.S. equaled more than half of
Canada' s marketable production. During the past
seventeen years, the percentage has grown from 29
percent in 1986 to a high of 59 percent in 2001
[National Energy Board of Canada’'s (NEB) 2002
Annual Report]. In 2002, however, the ratio fell
somewhat to just over 56 percent.

The second bar chart in Figure 1 shows the growth
in U.S. market shares for Canadian gas imports
from 1986 to 2002. As illustrated, net Canadian
imports as a percentage of total domestic gas
demand has grown from 4.6 percent in 1986 to an
estimated 17 percent in 2002.

Theestimated revenuesaccrued to Canadian natural
gasexporters for natural gas salestotheU.S. over
the past 17 years (1986-2002) are shown in Figure
2. The Office of Fossil Energy estimates that in
2002, Canadian gas exports to the U.S. generated
over $11.8 hillion in revenues, down amost 28
percent from last year's earnings of $16.4 billion.
Thedeclinein Canadian export revenuesthisyear is
thedirect result of thesignificantly lower prices for
natural gas volumes enteringtheU.S. Theweighted
average international border price of Canadian gas
imported into the U.S. during 2002 was $3.08 per
MMBtu. This is a decrease of about 29 percent
over the 2001 average price of $4.36 per MM Btu.
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NET CANADIAN NATURAL GAS EXPORTS TO THE U.S. Figure 1
AS A PERCENTAGE OF CANADIAN MARKETABLE PRODUCTION
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Figure 2

CANADIAN REVENUES DERIVED FROM NATURAL GAS EXPORTS TO THE U.S.
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Sources: 1992 - 2002 estimates derived from company filings with FE; 1986 - 1991 estimates from Natural Gas Monthly,
[DOE/EIA - 0130 (97/08), table SR7, page XIV].
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During 2002, 118 companies imported Canadian
natural gas under short-term authorizations (for gas
purchase contracts of two years or less), and 67
companies used 163 gas purchase contracts to
import volumes under long-term arrangements (for
gas purchase contracts longer than two years).
These companies imported a record volume of
3,844.8 Bcf of natural gas during the year. This
represented an increase of 82.2 Bcf, or 2.2 percent
over the 2001 total of 3,762.6 Bcf. Much of this
increase was the result of short-term sales to
customers in the Midwest.

Of the 3,845 Bcf of Canadian gasimportedin 2002,
80 percent (3,076 Bcf) was imported under short-
term authorizations, while 20 percent (769 Bcf) was
imported under long-termauthorizations. Thiswas
the eighth straight year in which more Canadian

natural gas was imported under short-term
than under long-term authorizations. Comparing
2002 and 2001 Canadian imports by type of

authorization used, gas imported under short-term
contractual arrangements rose approximatey 7
percent, or by 203 Bcf, and imports this year under
long-term contractual arrangementsfel by 120 Bcf,
or 13 percent.

Figure 3 beow illustrates the dramatic growth in
the use of short-termimport authorizations over the
past 18 years (1985-2002). From 1994-2000, gas
imports under long-term authorizations remained
relatively constant, with virtually all of the growth
in Canadian gas imports during this period coming
from increased sales wunder short-term
authorizations. However, starting in 2001, long-
termimportsbegantodrop significantly, largely due
to anincreasein volumesimported under short-term
arrangements on the Alliance and Maritimes
pipeines. Nevertheess, there arecertain importers
who most likely will continue to utilize long-term
contractual arrangements in the future, eg.,
cogeneration facilities.

Figure 3

CANADIAN NATURAL GAS IMPORTS BY TYPE OF
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* Imports made under gas purchase contracts longer than 2 years.
** Imports made under gas purchase contracts which are 2 years or less.
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Under short-term authorizations, theaverage border
priceof gas suppliesimported from Canadain 2002
was $3.01 per MM Btu, which was 31 percent lower
than last year’ s average price of $4.36 per MM Btu.
Under DOE'’ slong-term authorizations, theaverage
border price was $3.33 per MMBtu, a decrease of
almost 23 percent from last year’ s average price of
$4.31 per MMBtu.

The significant decrease in the average price for
Canadian natural gas imports during 2002,
particularly during the first half of the year, was
consistent with what occurred in theentireindustry.
Based on preliminary data from EIA, the pricein
2002 for Canadian supplies at the international
border fel at approximately the same rate as the
price for domestic supplies at the wellhead. EIA
reportsthat theestimated average domestic wellhead
price for natural gas in 2002 was $2.95 per Mcf,
which was $1.07, or almost 27 percent less than

[Natural Gas Monthly (April 2003), p. 10]. As
mentioned on pagei, this compares with an average
price of $3.08 pa MMBtu for Canadian gas
suppliesand about a 29 percent year-to-year dropin
price.

Table 1 shows the monthly international border
prices for Canadian natural gasimports, by region,
for 2001 and 2002. The three principal marketing
regionsfor Canadian gasaretheWest, the Midwest,
and the Northeast. The pricesfor theseregions are
derived by combining theinternational border prices
at thetwo principal entry points serving each of the
threeregions. Asillustrated in Table 1, all three
regions experienced considerable price declines
during 2002 compared to 2001. The price of
Canadian natural gas marketed in the West fdl by
$1.80 or by 38.8 percent. TheMidwest experienced
a decrease of $1.00 per MMBtu or 25 percent, and
the price in the Northeast fel by $1.28 or 26.7

the 2001 average price of $4.02 per Mcf percent.
International Border Import Prices ($/MMBtu) Table 1
WEST MID-WEST NORTHEAST
Eastport, Sumas, Port of Morgan, Sherwood, Niagara Falls, Waddington,
Month Idaho Washington Montana North Dakota New York New York

2001 2002 2001 2002 2001 . 2001 2002 2001 2002 2001 2002
January $9.28 $2.50 $12.13 $3.28 $8.78 $2.43 $10.07 $2.30 $9.44 $2.92 $9.66 $2.96
February $7.26 $2.12 $6.48 $2.38 $5.71 $1.95 $6.27 $2.02 $6.29 $2.74 $6.57 $2.50
March $5.90 $2.34 $5.55 $2.66 $4.76 $2.28 $5.24 $2.48 $5.37 $3.03 $5.34 $2.83
April $5.81 $3.02 $5.19 $3.23 $4.94 $3.07 $5.30 $3.16 $5.01 $3.44 $5.70 $3.60
May $6.05 $2.99 $4.92 $2.94 $4.42 $3.05 $4.67 $3.16 $4.55 $3.53 $5.01 $3.61
June $4.29 $2.64 $4.21 $2.44 $3.49 $2.91 $3.71 $3.08 $4.01 $3.50 $4.12 $3.59
July $2.92 $2.29 $2.91 $1.93 $2.87 $2.86 $3.07 $2.91 $3.55 $3.32 $3.50 $3.40
August $2.98 $2.14 $2.71 $2.18 $3.04 $2.52 $2.94 $2.71 $3.41 $3.22 $3.42 $3.29
September $2.49 $2.57 $2.34 $2.79 $2.67 $2.85 $2.32 $3.01 $3.07 $3.47 $2.77 $3.63
October $2.01 $3.10 $1.90 $3.30 $1.94 $3.52 $1.86 $3.59 $2.77 $3.88 $2.44 $3.95
November $2.68 $3.69 $3.11 $3.90 $2.71 $3.98 $2.68 $3.96 $3.28 $4.25 $3.23 $4.40
December $2.57 $3.79 $3.20 $4.14 $2.21 $4.00 $2.30 $4.08 $3.20 $4.53 $2.79 $4.57
Average at $4.63 $2.78 $4.67 $2.96 $3.93 $2.96 $4.04 $3.03 $4.85 $3.49 $4.72 $3.53
Entry Pt.
Average Averages for West Averages for Mid-West Averages for Northeast
for Region 2001: $4.64 2002: $2.84 2001: $3.99 2002: $2.99 2001: $4.79 2002: $3.51
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Figure 4 shows the 2001 and 2002 weighted
average border price for Canadian natural gas
imported under short-term contracts by Census
Region. Approximately 99.8 percent of all short-
term Canadian gas sales to the U.S. in 2002 were
concentrated in six Census Regions (1,2,3,4,8,9).
The momentum in the Midwest continued this year,
as gas sales to Regions 3 and 4 increased by 23
percent compared to 2001. Canadian natural gas
marketed to customers in New England (Region 1)
fell by 24 percent. Asindicated, the average border
pricefor all short-term imports from Canadain

Figure 4

2002 was $3.01 per MMBtu, or 31 percent lower
than the 2001 price of $4.36.

Prices this year fell considerably in all of the major
Census Regions. The largest drop in price
compared to 2001 occurred in Region 9, where the
average price fell $1.85 or 39 percent. Prices also
fel quite markedly in Region 2 and Region 8 (down
$1.41 and $1.40, respectively). Thelowest priceof
imported Canadian natural gasthisyear wasseenin
Census Region 8 ($2.70) and the highest price
occurred in Census Region 2 ($3.48).

THE WEIGHTED AVERAGE PRICE IN 2001 & 2002 FOR CANADIAN
NATURAL GAS IMPORTED UNDER SHORT-TERM CONTRACTS

BY CENSUS REGION ($/MMBtu)
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Figure 5 lists the top ten importers of Canadian
natural gas for the year. These ten firms imported
a total of 2,019.7 Bcf or 53 percent of the total
Canadian gas imported in 2002. Figure 5 aso
indicates whether the imports were made under
short-term or long-term authorizations. This year,
over 99 percent of the volumes imported by this
group was done under short-term  authority,
compared to 75 percent in 2001. Six of the
companies were also among the top ten companies
listed for 2001. Companies that joined thelist this
year include Husky Gas Marketing, Inc., IGI
Resources, Inc., Petro-Canada Hydrocarbons, Inc.,
and Encana Energy Services Inc. (Encana Energy
Services Inc. is a direct subsidiary of Encana
Corporation, whichwas created on April 5, 2002 by
the merger of Alberta Energy Company Ltd. and
PanCanadian Energy Corporation.) Most of the
importers this year were marketers, producer
affiliates or gas aggregators. Volumesimported by
PG& E Corporation, however, includeimportshby its
subsidiary, Pacific Gas & Electric Company, a
combined dectric/gas utility. Volumesimported by
Mirant Americas Energy Marketing accounted for
15 percent of total volumes imported from Canada
this year. Natural gas imports by BP Canada
Energy Marketing Corporation grew by 93 Bcf or
41 percent compared to 2001.

Figure 6 lists theten largest suppliers of Canadian
gastotheU. S. in 2002. The volumes supplied by
each company include both short-term and long-
term sales. Taking into account many of the recent
mergers, nine out of theten companies werealsoon
the list of top gas suppliers for 2001. This year,
Husky Oil replaced Pan-AlbertaGas Ltd. fromlast
year'sroster. Asshown, most of thesetop suppliers
aregas aggregators. Theseten companies supplied
approximately 62 percent of all Canadian gas
imports during 2001 (2,365.9 Bcf).

Figure 5

TEN LARGEST IMPORTERS OF CANADIAN NATURAL GAS IN 2002

Mirant Americas Energy Marketing, L.P.
BP Canada Energy Marketing Corp.
PG&E Corporation

Duke Energy Trading And Mktg Services
Encana Energy Services Inc.

Nexen Marketing U.S.A. Inc.

Husky Gas Marketing, Inc.

Tenaska Marketing Ventures

IGI Resources, Inc.

Petro-Canada Hydrocarbons, Inc.

*Includes Subsidiaries
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TEN LARGEST SUPPLIERS OF CANADIAN NATURAL GAS IN 2002
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Figure 7 shows thetype of importer that purchased
Canadian natural gas under long-term supply
contracts during 2002. Due to the continued
momentum of imports under short-term
arrangements this year, many long-term categories
witnessed declines in volumes. Imports under the
marketers category continued to loose market share
thisyear. 1n 2002, volumes imported by this group
fell 38 percent (155.9 v. 252.8 Bcf) and the market
share for these volumes fdl from 28.2 to 20.3
compared to 2001.

Figure 7

Purchases of Canadian gas by local distribution
companiesfel dlightly by 2 percent this year (382.2
v. 388.4 Bcf), yet companies in this category
continued to hold the largest market share of
imports under long-term arrangements. Importsin
thecogen/independent power producerscategory fell
6 percent (201.8 v. 215.7 Bcf) and imports by firms
in the municipalities/industrial category fel by 7
percent (16.2 v. 17.4 Bcf). Imports by interstate
pipelines this year declined by 15 percent (12.8 v.
15 Bcf).

2002 CANADIAN NATURAL GAS IMPORTS UNDER

LONG-TERM IMPORT AUTHORIZATIONS BY TYPE
OF IMPORTER

Market Share

Total long-term imports: 769 Bcf

Notes:

Long-term Canadian gas imports totaled 769 Bcf in 2002.

Volume in Bcf

Local distribution
companies (382.2)

D Marketers (155.9)
Cogeneration plants/
independent power
producers (201.8)

Interstate pipelines (12.8)

Other (municpalities/
Industrial firms) (16.2)

Imports by Northwest Alaskan Pipeline Company were

included in the "marketers" category; imports by combined gas/electric
utilities were included in the "local distribution companies" category.
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Figure8identifies, by class of importer, the market
share of those who imported Canadian natural gas
in 2002 under short-term authorizations. The
graph showsthere arethreeprincipal typesof short-
term importers: marketers, LDCs, and Canadian
gas producers or their U.S. affiliates. Thesethree
types of importers brought in over 97 percent of all
short-term Canadian gas imports in 2002. There
was varied activity this year among all importer
groups using short-term arrangements.

The following is a comparison of total short-term
import volumes for 2002 and 2001: marketers
(2,329.5 v. 2,086.2); industrial firms/other end-
users (30.9 v. 25.6.); cogen plants/independent
power producers (34.0 v. 29.4); and local
distribution companies (413.6 v. 401.8). The
categories that experienced decreases in volumes
this year were Canadian gas producers (245.0 v
301.2) and dectric utilities (29.1 v. 35.2).

During 2002, 22 companies exported 189.3 Bcf of
natural gasto Canada at an average price of $3.28
per MMBtu. This was an increase of 20 percent
over the 2001 leve of 157.5 Bcf. All of these
export transactions were accomplished under gas
sales contracts of two years or less. Almost all of
the gas exports to Canada occurred at the
international border crossingsat St. Clair, Michigan
(164.1 Bcf), Havre, Montana (15.9 Bcf) the Detrait,
Michigan (7.4 Bcf). These volumes accounted for
99 percent of all gas exports to Canada during the
year. Exports continued to increasethisyear at the
St. Clair exit point, where volumes rose by 34.2
percent (164.1v. 122.3 Bcf). ExportsontheVector
Pipdineinto Canada accounted for over 72 percent
(81.5 Bcf) of the activity at St. Clair. [The 2002
natural gas exports of 189.3 Bcf reflect exports to
Canada on an equity (sales) basis rather than on a
custody (physical movements) basis. Total gas
exports on a custody only basis equaled 188.8 Bcf
for theyear.]

Figure8 2002 CANADIAN NATURAL GAS IMPORTS UNDER
SHORT-TERM IMPORT AUTHORIZATIONS BY TYPE

OF IMPORTER

Market Share

Volume in Bcf

B varketers (2,329.6)

DLocal distribution companies (413.6)
DCanadian gas producers (245.0)

Cogeneration plants/
independent power producers (34.0)

B Eicctric utilities (22.7)

Elother (30.9)

Total short-term imports: 3,076 Bcf
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Mexican Gas Trade

The last six graphs provide information on
Mexican gas trade during 2002. Figure 9 FIRMS THAT EXPORTED NATURAL GAS TO MEXICO IN 2002

identifies the eight firms that exported a record
263.5 Bcf of natural gas to Mexico in 2002, and
indicates the market share of the two largest Market Share
exporters. Pemex Gas, theyear’ slargest exporter
of natural gasto Mexico, continued to increaseits
market share from last year (85% v. 73%).
Although there were eight companies exporting

Figure 9 Others*

Applied LNG Technologies USA, L.L.C.
Dist. De Gas Natural De Mexicali
Energia Azteca X, S. de R.L. de C.V.
Energia de Baja California, S. de R.L. de C.V.
Mexicana De Cobre, S.A. DE C.V.
West Texas Gas, Inc.

85%

Pemex Gas

natural gas to Mexico in 2002, Pemex Gas and
Gasoducto Rosarito, S. de RL. de C.\V.
represented over 96 percent of the Mexican
import market.

Total Exports: 263.5 Bcf

4%
Others*

11%
Gasoducto
Rosarito, S. de
RL.deC.V.

Figure 10 showsthetwo companiesthat imported

1.7 Bcf of Mexican gas into the U.S. this year.

Volumes from Mexico entering the U.S. this year

were down 83 percent from the 2001 leve (1.7 v.

10.3 Bcf). In 2002, 45 percent of the gas entered

theU.S. onthe Texas Eastern Pipeline, in Hidalgo,

Texas; 32 percent was imported on the Tennessee
Pipeline, near Alamo, Texas; and 23 percent was
brought in on the Kinder Morgan Border Pipeline
near McAllen, Texas. The average price of these
supplies was $2.36 per MM Btu, down 53 percent
from last year’s price of $5.00 per MMBtu.

Figure 10
FIRMS THAT IMPORTED NATURAL GAS FROM MEXICO IN 2002

Market Share

Figures 11 and 12 provide monthly volume and
price information with regard to natural gas
exports to Mexico over the past three years
(January 2000 - December 2002). Gas exports to
Mexico thisyear wereat arecord high (263.5 Bcf). P
The 2002 annual weighted average price for these pemg,f;A’Gas Onyx Gas
exports was $3.30 per MMBtu, a decline of 24 oo,
percent fromlast year’ s average price of $4.34 per

MMBtu. Figures 13 and 14 show monthly
volumes and prices for imports from Mexico from
2000 through 2002. Natural gas imports from
Mexico have fallen ailmost 85 percent since 2000.

Total Imports: 1.7 Bcf
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Figure 11

NATURAL GAS EXPORTS TO MEXICO
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Figure 13

NATURAL GAS IMPORTS FROM MEXICO
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