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Reunited – How Linkages between Europe and North America will shape 
the energy sector in coming years 
 
Good morning.  It’s always a pleasure to be asked to participate in the Canada-
Europe Roundtable and it’s good today to be speaking on this side of the pond.  
As someone with a foot in both worlds, the perspectives that CERT offers are 
very valuable and will be even more so in the future as inter-relationships 
between the Canadian and European energy markets increase.  It’s these inter-
relationships I would like to speak about today. 
 
Standing here today, I feel a bit like one of the European energy sector’s 
advance guard in North America.  For the last seven years my company, 
Centrica, through its Direct Energy subsidiary, has been growing aggressively in 
North America.  Our investment has paid off handsomely.  For that reason, and 
from what I see of the road ahead, I’m very bullish on opportunities in North 
America for cross-border investment. 
  
Increased linkages between the North American and European energy markets 
are inevitable.  They have been quite separate in the past, except of course for 
oil, which has always been a global commodity.  But now there are many 
common economic and environmental forces at work and today, I’d like to talk 
about four of these driving forces. 
 
The Four Drivers 
First, there is the developing Atlantic Basin LNG trade, which is new, exciting 
and dynamic.  Regasification terminals on the gulf and east costs of the United 
States will import 3 billion cubic feet of LNG per day this year.  New terminals are 
currently under construction on all three coasts and others have been approved.  
Total capacity is expected to more than triple over the next 5 years and imports 
are forecast to exceed 10 bcf per day by 2012. 
 
A second major force driving market integration is technology development, 
where we are seeing significant advances in clean coal, carbon sequestration, 
renewables and a new generation of nuclear technologies. 
 
A third driving force is cross-border investment – the desire for money to go 
where the opportunities are abundant. 
 
And the fourth driving force is energy policy and, within this, climate change, 
an issue that cannot be avoided.  Our industry has to address climate change in 
a constructive but realistic fashion. 
 
Before I discuss each of these four drivers in a little more detail I would first like 
to provide a brief introduction to my company Direct Energy. 
 
Direct Energy is North America’s largest non-utility supplier of energy and related 
services to homes and businesses.  We are a wholly-owned subsidiary of 
Centrica plc, a FTES30 company listed in London.   
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We entered the North American market in August 2000 through the acquisition of 
a small natural gas retailer in Ontario and have since developed a business that 
spans over 20 Canadian provinces and US states.  Our revenues last year were 
C$8½ billion and we will see another step-up in growth this year.   
 
We are organized into four lines of business, each of which manages its 
operations on a pan-North American basis. 
 
Our Mass Markets energy business sells natural gas and electricity to over 3 
million residential and small commercial customers, principally in Ontario, 
Manitoba, Alberta, Texas, Ohio, Michigan and New York, but also in several 
other provinces and states.  
 
Second, our Commercial and Industrial energy business markets natural gas and 
electricity to larger businesses and also to public institutions and government.  
This is our fastest growing business and will achieve revenues of $2 billion this 
year from start up four years ago. 
 
Third, Home and Business Services installs, repairs and insures heating, air 
conditioning and plumbing equipment for homes and businesses.  It also acts as 
our centre of energy efficiency expertise and advice and is the cornerstone of our 
growing energy advisory business.  
 
Finally, Wholesale Energy embraces all of our energy management activities 
such as procurement, hedging and trading, and also our asset based 
businesses, including our gas production operations in Western Canada, our 
Texas power stations and various lease arrangements for wind farms, gas 
storage and transportation. 

----------------- 
Let’s go back to the market.  We’ll hear much today about an extraordinary 
feature of my adopted home – Canada.  That feature is the oil sands of Western 
Canada, which are radically changing the role of Canada in the global energy 
market. 
 
Of course the oil sands aren’t really sands at all but rather immense deposits of 
heavy crude oil or bitumen.  This form of oil does not easily flow at normal 
ambient temperatures and pressures, making it difficult and expensive to 
process.  It takes enormous amounts of energy and water to extract the oil from 
these deposits, and the extraction process carries with it major environmental 
repercussions. 
 
Canada’s oil sands reserves are reported to be approximately equal to the 
world's total reserves of conventional crude oil.  They have helped Canada 
become the largest single supplier of oil and refined products to the United 
States.  As a result of the development of these reserves, most Canadian oil 
production in this century will be from this source.  
 
I’m mentioning the oil sands up front as they are a thread that weaves through all 
four drivers of European-North American energy relationships.  They are relevant 
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to the discussion of the development of Atlantic basin LNG trade; investment in 
new technologies; and the opportunities for cross-border investment; 
 
And, as the fastest growing source of CO2 emissions in Canada, they certainly 
have an impact on the environmental discussion. 
 
The Emerging Atlantic Basin Natural Gas Market. 
Let’s go back to my four themes, starting with the emerging Atlantic Basin natural 
gas market.   
 
There is a continental natural gas deficit in North America, with growing demand 
outpacing essentially static domestic production.  This deficit will grow to perhaps 
10% of North American demand over the next 5 years and will be satisfied by 
imports of LNG and also, if the pipelines ever get built, partly by gas from the 
North Slope and Mackenzie Delta. 
 
The growing LNG trade will, for the first time, expose NA consumers to pricing 
influences from far afield – not just Europe but also Japan, China and the Far 
East.  There will also be availability uncertainty.  Expected shipments could be 
bid away to alternative destinations.  Geo-political instability is likely to be a 
factor.  And the NOCs who will control much of global LNG supply are behaving 
increasingly erratically, even, as we have seen recently, tearing up what were 
considered to be binding contracts. 
 
Right now, import terminals are the restrictive factor on imports, but this will start 
to change in the second half of next year, when some of the new LNG regas 
terminals go on line.  Then, shortage of LNG supply will be the restrictive factor. 
Pricing is likely to remain volatile and, in the near term at least, high if availability 
of liquid is restricted.  It will only take a quite foreseeable combination of LNG 
shortage and cold winter or bad hurricane season, and gas prices could be back 
above $15. 
 
Given this situation, it makes little sense to me to plan the long term use of vast 
amounts of natural gas to harvest the oil sands.  According to the National 
Energy Board, the oil sands could account for 3% of NA’s total natural gas 
consumption in ten years’ time.  And, although estimates vary, it can take the 
natural gas energy equivalent of a third of a barrel of oil to recover each barrel of 
oil, a double whammy in terms of CO2 emissions.  Besides the cost and use of a 
scarce resource, the aggregate environmental impact is enormous. 
 
To address this dilemma requires far-sighted strategies.  The oil sands are a vital 
resource for Canada, North America and the world.  They have to be developed.  
But we need to find more sustainable ways of extracting the oil.  My personal 
view is that the answer has to be found in nuclear energy.  Gary Lunn, federal 
Natural Resources Minister, agrees.  He recently said that it’s not a matter of if, 
but when, a nuclear reactor will be built to supply energy for oil sands recovery.  
There are formidable obstacles, not least public opposition and complex logistics, 
but these can and must be overcome.     
 

  3 



New Energy Technology 
The next challenge is in power.  Conservatively, North America needs over 
230GW of new power capacity over the next 12 years. 
 
But what to build?  Well, it depends.  It depends on the cost of fuel, especially 
natural gas.  It depends on the likely cost of carbon under prospective climate 
change legislation.  It depends on whether plants are built in competitive 
markets, such as Alberta. Or managed markets as in Ontario.  It depends on the 
fiscal regime for renewables.  And all of these things are unpredictable! 
 
It also depends on technology development – will IGCC work on the industrial 
scale?  Can carbon sequestration ever become economic?  Who takes the risk if 
sequestration fails?  Will the new generation of nukes suffer the same 
technological problems, delays and cost overruns of their predecessors?  What 
about storage of nuclear waste.  And so on. 
 
It’s a bold company that makes a 30-40 year investment decision in today’s 
uncertain climate.  We must have clarity from legislators, especially on the long 
term carbon regime.  I’ll come back to this topic later. 
 
Centrica’s strategy is based on the belief that we will see tough regulation on 
carbon on both sides of the Atlantic, but that it may take some time for this to 
become firmed up.  In the interim, we are investing in renewables and gas fired 
power generation and striving to maintain our privileged position as the lowest 
carbon footprint generator in the UK. 
 
But we’re also realists.  We know that coal cannot be dismissed.  It will continue 
to be an essential source of power station fuel, perhaps long after the gas and oil 
has gone.  That’s why we are investing in IGCC and carbon sequestration 
technology development in the UK. 
 
We are also seeking opportunities for nuclear power involvement.  Centrica has 
supported the requests of both Areva and AECL to have their technologies 
ratified by the British Government for the new generation of nuclear build in the 
UK. 
 
European Investment in North America 
I said earlier that, oil aside, I feel a bit like the advance guard for the European 
energy sector in North America.  Centrica is one of very few European energy 
companies to have created a major presence in North America.  National Grid 
has also done extremely well, and is now the third largest utility on the continent.  
BG has a significant presence in LNG.  Spain’s Iberdrola has more recently 
stepped up to the plate with its acquisitions of Scottish Power’s US business and 
Energy East.  And many of us are trading actively in US energy markets, for 
example Suez. 
 
What of the future?  I foresee increased activity.  European markets are rapidly 
consolidating, and opportunities for growth are increasingly limited, but the NA 
market remains fragmented.  In North America, the largest utilities are medium-
sized by European standards, but we have seen only limited recent 
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consolidation.  Two high profile mergers – those of Exelon and PSEG and FPL 
and Constellation – have failed.  European suitors and private equity have been 
more successful.  In their quest for growth, I am sure we will see more cross-
border investment. 
 
What about investment the other way?  With honourable exceptions, such as 
Enbridge’s investments in Spain and NA investment in oil and gas E&P on the 
UK and Norwegian continental shelves, there is little sign of major cross-border 
activity.  In part, this is due to the dismal track record of US investments in the 
UK utility sector in the 1990s, which were wrongly blamed on poor regulation.  
The fact is that, rather like Scottish Power in the US west, the companies 
involved didn’t do their regulatory due diligence thoroughly enough. 
 
Energy Policy and the Environment 
Finally, let me speak to energy policy and the environment.  One of my great 
frustrations, competing as we do in an increasingly global market for energy 
resources, is that neither Canada nor the United States has any sort of national 
policy on energy – be it technology choices, energy security, deregulation or 
environment.  I know that, in Canada, the words national energy policy are 
emotive and conjure up failed policies from the past, but is this really any reason 
to stick our heads in the sand and actively oppose any sort of joined up federal-
provincial thinking? 
 
In the United States, although it was heralded as a great success, the 2005 
Energy Policy Act was a flagrant example of the pork-barrel politics that bedevil 
the US political process and I read today that many of its provisions are still 
nowhere near being implemented.   
 
I see two important issues.  The first is that North America has failed to develop a 
mechanism for pricing the environmental consequences of carbon emissions into 
the price of energy.  In some cases, including the oil sands with their capital 
allowances, the reverse is true.  Meanwhile, any rational discussion of a carbon 
tax or cap and trade is barely audible.  This is a policy failure to create incentives 
for environmentally responsible production.  And it is an area where North 
America is significantly out of alignment with Europe. 
 
Of course, although Europe considers itself to occupy the moral high ground on 
climate change, policy implementation to date has been far from good.  In 
particular, an excellent cap and trade scheme for carbon has been perverted by 
some national governments, who have handed out irresponsibly high emission 
allowances to local industries.  This has led to extraordinarily high windfall profits 
for some of the worst polluting power stations on the continent.  Fortunately, 
Europe has the chance to put things right in phase two of the scheme, but one 
worries that national interests will once again trump environmental protection. 
 
The second issue relates to conservation, and again the failure of many North 
American jurisdictions to create policies that would motivate meaningful 
conservation.  Once again, in fact, the policies that do exist are often in direct 
opposition to that goal. 
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The prices of all the commodities that underpin energy production have gone up 
and will continue to rise.  If consumers understand the forces at work that result 
in increased gasoline prices at the pump, we should give them credit for 
understanding that when oil, natural gas and coal prices go up, so does the cost 
of electricity.  
 
It is disingenuous to hide the true cost of electricity from consumers.  In a world 
where people say they want their leaders to be transparent, many legislators are 
hiding the true cost of energy.  In some cases, this is behind subsidies that are 
paid with taxes that are badly needed elsewhere; in others, rate increases are 
deferred to be picked up by future generations.  Aside from creating a 
dysfunctional marketplace, this also actively discourages conservation, basically 
telling people that the laws of supply and demand do not apply to energy.  
 
I mentioned earlier the investment that is needed in generation across North 
America.  In Ontario alone, the provincial government has announced plans to 
spend $60-billion of tax-payers’ money on plans to upgrade nuclear power 
facilities amongst other initiatives.  The last time we did this through Ontario 
Hydro, it resulted in a $36bn debt on the province’s balance sheet, a debt we are 
still paying down.  This time, we’re told it will be different but, frankly, can we 
really believe this?  At the same time, government distorts the wholesale power 
market in Ontario by feeding in so-called legacy generation at below full 
economic price.  Why not let the price of power find its true competitive level?  
Why not let shareholders bear investment risk on new investment.  If we had a 
true, competitive market in Ontario there would be many companies, including 
mine, keen to invest.  But we’re not prepared to do this in a market where energy 
is a political football with a long history of state interference. 
 
We should allow the marketplace to do what it does so well – allow genuine 
competition and require consumers to pay the full economic price of the energy 
they use.  Only in this way will they start to think about conservation in a truly 
meaningful way. 
 
At the most basic level, there seems to be a lack of understanding in North 
America just how tightly interconnected energy policy, environmental policy and 
economic policy all are.  These disconnected debates about energy supply, 
costs, rate freezes, greenhouse gas limits, carbon taxes, cap and trade, 
renewable portfolio standards, and so on have to be joined up and coherent 
policies developed.  Then there is a chance we will get sensible, effective 
policies that can be implemented, rather than the current patchwork quilt of 
inconsistent initiatives or, at the other end of the scale, stasis.   
 
Conclusion 
These are all parts of the same conversation, and it’s increasingly a global 
conversation, or at the very least a conversation that involves both sides of the 
Atlantic. 
 
That’s one reason why this Canada-Europe Round Table for Business is 
important.  These are no longer issues we can discuss amongst ourselves in 
isolation.  Energy security and environmental security are global issues. 
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The good news, despite the challenges to be overcome in North America, is that 
there are still opportunities for responsible growth.  I know that Centrica is 
prepared to support this growth as far as Direct Energy is concerned.  
 
With that, I thank you for your kind attention, and if we have a little time I’d be 
happy to take your questions. 
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