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COVID-19
(Coronavirus)
Impact Update

IBISWorld's analysts constantly monitor the industry impacts of current events in real-time – here is an update of
how this industry is likely to be impacted as a result of the global COVID-19 pandemic:

· Due to the significant expected downturn in industry performance in 2020 as a result of the COVID-19
(coronavirus) pandemic, many operators in the Canadian Natural Gas Distribution industry are expected to qualify
for some form of financial assistance. For more detail, please see the Industry Assistance chapter.

· The spread of coronavirus is forecast to reduce downstream demand for natural gas and contribute to a decline in
industry revenue in 2020. For more detail, please see the Executive Summary chapter.

· Following the coronavirus pandemic, industry operating conditions are expected to improve and facilitate a
rebound in industry performance. For more detail, please see the Industry Outlook chapter.
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About IBISWorld
IBISWorld specializes in industry research with coverage on thousands of global industries. Our comprehensive data and in-depth analysis help
businesses of all types gain quick and actionable insights on industries around the world. Busy professionals can spend less time researching
and preparing for meetings, and more time focused on making strategic business decisions that benefit you, your company and your clients. We
offer research on industries in the US, Canada, Australia, New Zealand, Germany, the UK, Ireland, China and Mexico, as well as industries that
are truly global in nature.
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About This Industry
Industry Definition This industry distributes natural gas to manufacturers, businesses and consumers through utility gas pipelines.

Industry establishments are also composed of natural gas marketers, which purchase and sell natural gas on
wholesale markets. This industry does not include long-distance gas transportation operators.

Major Players Enbridge Gas Distribution

Energir LP

Main Activities The primary activities of this industry are:

Utility natural gas distribution

Natural gas processing

Wholesale natural gas brokering and marketing

The major products and services in this industry are:

Utility-distributed natural gas

Natural gas marketing and brokering
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Supply Chain

SIMILAR INDUSTRIES

Oil Drilling & Gas Extraction in
Canada

Electric Power Transmission in
Canada

Gas Pipeline Transportation in
Canada

Thermal Power in Canada

Renewable Power in Canada      

     

RELATED INTERNATIONAL INDUSTRIES

Gas Supply in Australia Gas Distribution in the UK Gas Supply in New Zealand  
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Industry at a Glance
Key Statistics

$20.0bn
Revenue

Annual Growth

2015–2020

-6.4%

Annual Growth

2020–2025

7.6%

Annual Growth

2015–2025

 

$2.6bn
Profit

Annual Growth

2015–2020

-2.3%

  Annual Growth

2015–2020

 

13.1%
Profit Margin

Annual Growth

2015–2020

2.5pp

  Annual Growth

2015–2020

 

74
Businesses

Annual Growth

2015–2020

-3.6%

Annual Growth

2020–2025

2.3%

Annual Growth

2015–2025

 

14,229
Employment

Annual Growth

2015–2020

-0.2%

Annual Growth

2020–2025

5.3%

Annual Growth

2015–2025

 

$1.5bn
Wages

Annual Growth

2015–2020

0.0%

Annual Growth

2020–2025

5.8%

Annual Growth

2015–2025

Key External Drivers % = 2015–20 Annual Growth

-2.1%
Demand from manufacturing

-7.8%
World price of natural gas

-0.2%
World price of steaming coal

-0.1%
Electric power consumption

2.2%
Housing starts

 
Industry Structure

POSITIVE IMPACT

  Concentration
Low   Barriers to Entry

High / Steady

  Industry Globalization
Low / Increasing

MIXED IMPACT

  Life Cycle
Mature   Technology Change

Medium

  Competition
Medium / Steady

NEGATIVE IMPACT

  Revenue Volatility
High   Capital Intensity

High

  Industry Assistance
Low / Steady   Regulation & Policy

Heavy / Steady

 

Key Trends

 The industrial sector represents the industry's largest and
most important market

 While demand for energy has increased, prices have been
highly volatile

 Expected growth in wages as a share of revenue is
expected to constrain profit growth

 Natural gas consumption is projected to increase over the
next five years

 Rates of natural gas consumption from existing customers
should expand

 The industry is likely to experience increased activity

 Expected growth in consumer spending and demand from
wholesale trade is expected to drive growth in industry
demand
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Products & Services Segmentation

 
Major Players SWOT

STRENGTHS

  High & Steady Barriers to Entry

  Low Imports

  High Revenue per Employee

   

WEAKNESSES

  Low & Steady Level of Assistance

  High Volatility

  Low Profit vs. Sector Average

  High Customer Class Concentration

  High Product/Service Concentration

  High Capital Requirements

   

OPPORTUNITIES

  High Revenue Growth (2020-2025)

  High Performance Drivers

  Electric power consumption

   

THREATS

  Very Low Revenue Growth (2005-2020)

  Low Revenue Growth (2015-2020)

  Low Outlier Growth

  Housing starts
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Executive Summary Natural growth: Continued investment in industry infrastructure is
expected to fuel significant growth in revenue

The Natural Gas Distribution industry in Canada is composed of gas distribution utilities, gas marketers and brokers.
Over the five years to 2020, industry performance is expected to suffer as a result of highly volatile world and
domestic prices of natural gas. Industry revenue has fluctuated in line with changes in natural gas prices, although
the rates paid for industry products by downstream consumers have not been as volatile. IBISWorld expects the
world price of natural gas to decline an annualized 16.2% during the period, as a significant increase in production
has resulted in a supply glut. Additionally, the spread of COVID-19 (coronavirus) is expected to lower industry
revenue in 2020 due to business closures and a decline in overall economic activity. Overall, industry revenue is
forecast to decline an annualized 6.4% to $20.0 billion over the five years to 2020, including an expected decline of
23.9% in 2020 alone.

Despite a forecast decline in revenue, demand for natural gas is expected to grow during the period. Expected
growth in consumer spending and demand from wholesale trade is expected to drive growth in demand as the
decline in natural gas prices has made it a much more appealing energy source over the past five years. The
industry has also benefited from significant investment by a variety of operators over the past five years, with
companies such as Enbridge Gas Inc. and Energir LP spending billions to further expand their distribution systems.
This has aided industry profit, defined as earnings before interest and taxes, which is expected to grow to 13.1% of
industry revenue over the five years to 2020.

Over the five years to 2025, continued investment in industry infrastructure and a forecast improvement in natural
gas prices should fuel significant growth in industry revenue. Utility regulatory bodies are expected to increase retail
prices in line with natural gas market price growth, while expanded infrastructure is expected to grow the industry's
available customer base. This is also likely to expand wholesalers' arbitrage opportunities as pipeline expansion
improves the ease of transporting gas across the country. As a result, industry revenue is forecast to rise an
annualized 7.6% to $28.8 billion over the five years to 2025.
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Industry Performance

Key External
Drivers

World price of natural gas

Natural gas is notoriously difficult to transport, requiring expensive pipeline or liquefied natural gas infrastructure. As
a result, natural gas prices vary substantially across the globe. However, domestic prices tend to move in line with
the international average. When natural gas prices decline, utility regulatory agencies tend to set lower retail rates
for industry operators, lowering industry revenue. The world price of natural gas is expected to decline in 2020,
posing a potential threat to industry revenue.

 

Demand from manufacturing

Manufacturers use natural gas to power in-house electricity generators. Natural gas is also used as an intermediary
material for various products, such as industrial chemicals. As a result, strengthening manufacturing output bolsters
demand for natural gas. Demand from manufacturing is expected to decline in 2020.

 

Housing starts

Housing starts indicate the number of new residential homes under construction. An increase in housing starts
directly heightens demand for natural gas distribution because many new houses connect to the industry's gas lines.
The number of housing starts in Canada is anticipated to decline in 2020, but at a lower rate than over the previous
year, which could represent a potential opportunity for the industry.

 

Electric power consumption

While less extensive than hydropower and nuclear energy, natural gas is becoming increasingly important as a
source of electricity generation in Canada. Consequently, growth in demand for electric power tends to mean that
power plants require more of the natural gas provided by industry operators. Electric power consumption is
anticipated to decrease in 2020.

 

World price of steaming coal

Coal is a major source of fuel for downstream electric power generators. When the price of coal is high, electrical
generators are more likely to turn to natural gas power plants to provide suitable support. As a result, rising coal
prices tend to bolster industry revenue. The world price of steaming coal is expected to decrease in 2020.
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Current
Performance

The Natural Gas Distribution industry in Canada is composed of gas
distribution utilities, gas marketers and brokers.

Gas distribution utilities operate in a highly regulated marketplace, as provincial governments regulate all
infrastructure construction, retail gas rates and other distribution activities for industry operators. Some utility
distributors are also Crown corporations of provincial governments, which are government-owned, for-profit entities.
However, natural gas marketers and brokers operate in a competitive market with minimal government regulation.
Marketers and brokers purchase and wholesale natural gas in bulk at competitive prices that are determined by
supply and demand.

Industry revenue is affected by various factors, which primarily includes downstream demand for natural gas from
key clients in industrial, commercial and residential markets alongside prices in these different markets. Demand for
natural gas is typically stable because natural gas is used widely across all sectors of the economy. Residential
households and businesses rely on natural gas to power appliances and for heating. Industrial facilities and electric
power plants use natural gas as a fuel source for power generators. Natural gas is also used as an input for various
products, such as fertilizer, glass and paint. While demand has steadily grown, the industry has experienced
fluctuating operating conditions over the five years to 2020, in response to volatility in natural gas prices and pipeline
infrastructure capacity constraints. Gas prices reached their peak during the previous period before falling sharply in
both 2015 and 2016. Natural gas prices are forecast to remain low over the five years to 2020, leading to a forecast
decline at an annualized rate of 6.4% to $20.0 billion during the period. This includes a forecast decline in revenue
of 23.9% in 2020 alone, as the world price of natural gas is forecast to fall 30.9% alongside a sharp decline in
demand from many businesses due to closures and other quarantine measures related to the COVID-19
(coronavirus) pandemic.

DEMAND CONDITIONS

Natural gas is heavily used across the economy as a heating source and
as fuel in electricity generation.

However, the industrial sector represents the industry's largest and most important market. Manufacturers and
construction companies use natural gas to power in-house generators. In addition, some manufacturers use natural
gas as an input in the production of other products. Industrial energy consumption has risen steadily during the
reporting period, ultimately boosting demand for natural gas.

While less important than industrial markets, commercial and residential markets represent major sources of
revenue for the industry. These markets generally demand natural gas for space heating purposes. Demand from
residential markets has been somewhat constrained as fears of a housing bubble have led to a slowdown in housing
starts during the second half of the reporting period. The spread of coronavirus is likely to increase volatility in
downstream housing markets which could continue to constrain demand from this important market. Nevertheless,
given the necessity of natural gas heating a large number of Canadian households, residential demand for natural
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gas distribution has been fairly stable.

PRICE VOLATILITY

While demand for energy has increased, prices have been highly volatile
over the past five years.

Prior to the reporting period, advances in drilling technology enabled gas extractors to easily access natural gas
reserves trapped under shale rock formations. As a result, natural gas extraction across North America, particularly
in the United States, skyrocketed. However, the supply spike was not matched with an equal increase in
infrastructure capacity. Existing pipelines, storage tanks and processing facilities were ill-equipped to handle a
sudden surge in supply. In particular, pipelines lacked the outflow capacity to bring natural gas to shipping terminals
located on the coast, effectively limiting natural gas transportation.

Meanwhile, changes in global demand conditions, along with increased supply, have resulted in dramatic swings in
the price of natural gas during the reporting period. However, while global supply and demand imbalances have
caused the price of natural gas domestically to fall sharply, the prices paid by industry customers have not exactly
matched these conditions. This is likely due to capacity constraints in the infrastructure system and regulatory
agencies not wanting to cause significant volatility in downstream prices. While customer prices did decline in 2015
and 2016, prices did not fall to nearly the same extent as the global price for natural gas. Meanwhile, the recovery of
natural gas prices worldwide in 2017 was matched by industry price growth and industry revenue rose 18.4% in
2017 alone. However, the world price of natural gas is expected to fall dramatically in both 2019 and 2020, which
may translate to lower domestic prices and revenue expectations for operators.

REGULATION LIMITS PROFITABILITY GROWTH

Typically, provincial government utility regulators set retail gas rates,
which is the price that gas utilities charge to consumers based on natural
gas costs, distribution costs, infrastructure costs and other
miscellaneous utility expenses.

However, the implementation of retail rate changes is often lagging, which has enabled some industry operators to
purchase natural gas at lower prices and then sell the same gas at higher retail prices. As a result, industry profit is
expected to grow over the five years to 2020 as wholesale natural gas prices have fallen at a faster rate than falling
regulated retail prices. However, regulatory authorities typically demand that natural gas utilities retroactively refund
downstream customers part of their bill when retail rates change, limiting growth in industry profitability. Also,
continued investment in infrastructure has enabled some operators to reduce operating costs and increase
efficiency, which has aided forecast growth in profit. Industry profit, defined as earnings before interest and taxes, is
expected to grow to 13.1% of industry revenue in 2020, from 10.6% in 2015.

Expected growth in wages as a share of revenue is also expected to constrain profit growth. Utilities are dependent
on skilled labour from energy engineers, technicians, maintenance workers and other employees that require high
wages. While the number of industry facilities is forecast to decline at an annualized rate of 2.4% to 431
establishments over the five years to 2020, employment is likely to fall at a much slower rate. As a result, industry
wages are expected to stagnate during the period at $1.5 billion, indicating that the workforce is becoming
increasingly skilled.
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Historical Performance Data

Year
Revenue

($m)
IVA

($m)
Establishments

(Units)
Enterprises

(Units)
Employment

(Units)
Exports

($m)
Imports

($m)
Wages

($m)

Domestic
Demand

($m)

World price
of natural gas

($ per
thousand

cubic feet)
2011 26,513 6,006 481 85.0 15,914 N/A N/A 1,503 N/A 10.0
2012 23,185 5,518 458 80.0 16,795 N/A N/A 1,496 N/A 11.0
2013 25,344 6,140 479 82.0 16,597 N/A N/A 1,633 N/A 10.8
2014 28,216 6,644 502 85.0 15,642 N/A N/A 1,532 N/A 10.6
2015 27,811 6,227 487 89.0 14,361 N/A N/A 1,479 N/A 6.96
2016 25,378 8,144 504 91.0 15,978 N/A N/A 1,654 N/A 4.76
2017 30,047 8,809 516 91.0 16,972 N/A N/A 1,739 N/A 5.32
2018 32,914 10,570 490 86.0 16,916 N/A N/A 1,807 N/A 6.96
2019 26,267 7,812 475 81.0 16,959 N/A N/A 1,800 N/A 4.15
2020 19,996 5,441 431 74.0 14,229 N/A N/A 1,483 N/A 2.87
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Industry Outlook
Outlook The Natural Gas Distribution industry in Canada is expected to rebound

over the five years to 2025, although revenue is still expected to be below
the industry's recent peak.

In recent years, low natural gas prices have discouraged domestic investment in natural gas extraction. As a result,
the supply of natural gas is likely decline over the next five years, which will likely help facilitate price growth.
Additionally, gas pipeline and processing facilities are expected to undergo steady expansion, thereby increasing
industry access to new markets and consequently increasing industry demand. As a result of simultaneous growth in
demand and a decrease in the supply of natural gas, both the price and volume of natural gas sold are forecast to
increase, boosting industry revenue. As a result, industry revenue is forecast to expand at an annualized rate of
7.6% to $28.8 billion over the five years to 2025.

DEMAND CONDITIONS

Rates of natural gas consumption from existing customers should expand
over the next five years due to the affordability and supply of natural gas.

The domestic manufacturing sector is anticipated to expand as global demand for Canadian products picks up, amid
an overall economic recovery following the global COVID-19 (coronavirus) pandemic. As a result, demand from
manufacturers, which typically use natural gas to power industrial machinery and generators, is anticipated to
increase. According to 2020 figures from the Canada Energy Regulator, industrial consumption of energy is forecast
to rise at an annualized rate of 1.4% over the five years to 2025 and industrial prices are forecast to grow an
annualized 2.9% during the same period. Natural gas is also expected to gain market share among electric power
generators.

Many of the country's remaining coal-fired power plants are expected to close down over the next five years in
response to new, stringent regulations. Natural gas power plants are expected to be one of the alternatives used to
replace coal power. Similar to industrial consumption, residential demand for natural gas is forecast to increase
alongside expected growth in consumer spending and the value of residential construction. However, an expected
decline in housing starts may constrain revenue from this downstream segment over the next five years.

REVENUE GROWTH

According to the latest figures from the Canada Energy Regulator, natural
gas consumption is projected to increase over the next five years.

Growth in demand and gas prices will likely fuel industry revenue growth over the next five years. Also, due to
expected growth in natural gas prices, government utility regulators are expected to grant higher rates to distribution
utilities. Additionally, industry operators will likely gain rate hikes for infrastructure investment costs from the past few
years. Additionally, natural gas marketers and brokers are anticipated to benefit from greater access to
transportation pipelines and shipping terminals, which enables marketers to easily take advantage of regional price
variations and arbitrage opportunities. While some natural gas pipeline proposals have been cancelled in recent
years, improving prices and conditions will likely lead to some new projects getting off the ground. All of these
factors are expected to help boost industry revenue over the next five years.
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INDUSTRY STRUCTURE

With an expanding pipeline infrastructure, the industry is likely to
experience increased activity, with the number of establishments forecast
to rise at an annualized rate of 2.6% to 491 locations over the five years to
2025.

This will likely facilitate further growth in industry employment and wages as workers are needed to operate these
facilities. As a result, industry wage costs are forecast to rise at an annualized rate of 5.8% to $2.0 billion over the
next five years.

In addition, industry investment in costly infrastructure projects is expected to rise as operators seek to further
modernize facilities, take advantage of technological advances and expand distribution systems. Increased
efficiency alongside anticipated consolidation is expected to boost profit over the five years to 2025. Industry profit,
defined as earnings before interest and taxes, is expected to account for 17.8% of industry revenue in 2025, up from
13.1% in 2020. The trend of heightened consolidation activity began during the previous period and is expected to
continue in the upcoming years.

Performance Outlook Data

Year
Revenue

($m)
IVA

($m)
Establishments

(Units)
Enterprises

(Units)
Employment

(Units)
Exports

($m)
Imports

($m)
Wages

($m)

Domestic
Demand

($m)

World price
of natural gas

 ($ per
thousand

cubic feet)
2020 19,996 5,441 431 74.0 14,229 N/A N/A 1,483 N/A 2.87
2021 24,933 7,786 470 80.0 16,544 N/A N/A 1,749 N/A 3.35
2022 25,487 8,005 472 81.0 16,822 N/A N/A 1,780 N/A 3.46
2023 26,563 8,401 480 82.0 17,393 N/A N/A 1,843 N/A 3.56
2024 27,332 8,580 484 82.0 17,780 N/A N/A 1,887 N/A 3.67
2025 28,775 9,121 491 83.0 18,439 N/A N/A 1,963 N/A 3.78
2026 30,443 9,683 503 85.0 19,230 N/A N/A 2,053 N/A 3.90

Industry Life Cycle The life cycle stage of this industry is    Mature

LIFE CYCLE REASONS

Natural gas is used widely across the economy, resulting in stable long-term demand

Products are well-segmented and stable

Industry operators are steadily consolidating to boost efficiency
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The Natural Gas Distribution industry in Canada is in the mature stage of its life cycle. Industry value added (IVA),
which measures an industry's contribution to the overall economy, is projected to increase at an annualized rate of
3.9% over the 10 years to 2025. Canadian GDP is only forecast to grow at an annualized rate of 1.8% during the
same period. Normally, this sort of difference in growth rates would be indicative of an industry in the growth stage,
but this figure is artificially inflated by the dramatic swings in industry prices during the period. Prior to the 10-year
period, world natural gas prices reached a peak, before falling in the toward the beginning of the period.
Subsequently, prices swung significantly and are expected to result in overall strong growth in IVA over the 10 years
to 2025.

Natural gas has long been an important fuel for space heating and, to a lesser extent, an important fuel source in
electricity generation. Industry products and services are stable and well-segmented. Natural gas distribution utilities
process, store and distribute natural gas to retail customers. Natural gas marketers and brokers purchase gas in
bulk, then wholesale natural gas to utilities, power plants, manufacturers and other bulk consumers. Over the five
years to 2020, research and development efforts focused on improving the safety and efficiency of natural gas
distribution and therefore, no new products have been introduced. Stable products and a focus on operating
efficiency are representative of a mature industry.

Industry operators have also increased consolidation activity to bolster operating efficiency. Accordingly, the number
of industry operators is expected to decline over the 10 years to 2025, as there have been several major industry
mergers in recent years. For example, the merger of Enbridge Gas Inc. and Spectra Energy Corp. in February 2017.
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Products & Markets
Supply Chain Key Buying Industries

1st Tier

Thermal Power in Canada

Petrochemical Manufacturing in Canada

Plastic & Resin Manufacturing in Canada

2nd Tier

Manufacturing In Canada

Plastic Film, Sheet & Bag Manufacturing in Canada

Plastic Pipe & Parts Manufacturing in Canada

Plastic Bottle Manufacturing in Canada

Other Plastic Product Manufacturing in Canada

Key Selling Industries
1st Tier

Oil Drilling & Gas Extraction in Canada

Gas Pipeline Transportation in Canada

Oil & Gas Pipeline Construction in Canada

Petroleum Refining in Canada

2nd Tier

Oil & Gas Field Services in Canada

Metal Pipe & Tube Manufacturing in Canada

Mining, Oil & Gas Machinery Manufacturing in Canada

Products & Services

  The Natural Gas Distribution industry in Canada sells natural gas to
various downstream customers.

Natural gas can be distributed to customers through utility pipeline grids. Downstream operators can also purchase
natural gas in bulk on wholesale markets.

UTILITY-DISTRIBUTED NATURAL GAS

This industry primarily provides utility-distributed natural gas to
industrial, commercial and residential customers.

Natural gas is processed and transported to storage facilities and distributed to end users through pipeline grids.
Natural gas is widely used to generate electricity, power appliances and provide heating, resulting in relatively stable
demand. As a result, revenue is mostly driven by retail gas rates. Over the five years to 2020, retail rates have
increased, according to 2020 figures from the Canada Energy Regulator. As a result, utility-distributed natural gas is
expected to grow as a share of industry revenue during the period, from 69.9% in 2015 to 71.5% in 2020.

NATURAL GAS MARKETING AND BROKERING

Industry operators also participate in the wholesale natural gas market.

Gas marketers and brokers purchase natural gas in bulk from upstream gas extractors. These operators then
wholesale natural gas to distribution utilities, manufacturers, electric power generators and other bulk consumers of
natural gas. In comparison with utility gas rates, wholesale gas prices receive considerably less government
regulation. As a result, supply and demand volatility can directly translate to changes in wholesale prices. In 2020,
natural gas marketing and brokering is expected to generate 28.5% of industry revenue, down from 30.1% in 2015.
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Demand
Determinants

Demand for the Natural Gas Distribution industry in Canada depends on
the price and availability of natural gas, economic growth, weather and
the presence of alternative sources of energy.

As transmissions pipelines and distribution networks are extended, new customers are able to purchase gas for
space heating, cooking, water heating and power generation. Additionally, when economic activity increases,
businesses and manufacturers demand more energy to power lighting and machinery, which thereby bolsters
demand for natural gas.

Manufacturing is highly energy-intensive and it consumes a significant amount of natural gas either directly through
in-house generators or through purchased natural gas generated electricity. Natural gas is also used as an input in
the manufacturing of many common products, including paints, fertilizer, plastics, antifreeze, dyes, photographic film,
medicines and explosives.

A large number of Canadian households obtain their heat and electricity from natural gas. Households also use
natural gas for a variety of appliances, such as stoves, dryers, furnaces, lights and water heaters. Consequently,
weather is an important driver of demand, as unseasonably warm temperatures generally lead to lower distribution
volumes and industry revenue.

Additionally, rising residential construction leads to greater demand for natural gas. Volatile housing markets have
harmed industry revenue during the period by lowering downstream demand. According to 2019 data sourced from
the National Energy Board (latest data available), natural gas is expected to generate an estimated 10.0% of
Canada's electricity in 2019. As a result, demand for natural gas is partially dependent on the quantity of electricity
that is being generated, which in turn is driven by growth in electricity consumption. IBISWorld expects electricity
consumption to grow steadily during the five-year period, fuelling demand for natural gas.

Natural gas distributors have also benefited from a steady phase-out of coal-fired power plants due to environmental
concerns. Due to their environmental cleanliness and declining price, natural gas power plants have become a
preferred alternative to coal.

Major Markets

  Operators in the Canadian Natural Gas Distribution industry distribute and
wholesale natural gas to industrial, commercial and residential
customers.

  INDUSTRIAL MARKET

The industrial market is composed of manufacturers, construction
operators and electric power plants.

Manufacturers and construction operators use natural gas to power in-house generators and machinery. Electric
power plants use natural gas to power utility-scale electricity. Additionally, manufacturers use natural gas as an
intermediary material to manufacture chemicals and other products. As a result of strong growth in demand for
natural gas from electric power plants, this market segment is expected to grow as a share of industry revenue
during the period, despite a decline in prices. In 2020 the industrial market is expected to account for 60.2% of
industry revenue, up from 54.5% in 2015.
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RESIDENTIAL MARKET

The residential market is composed of consumer households.

Consumers use natural gas to power appliances such as stoves, fireplaces, ovens, dryers, lights and grills.
Additionally, natural gas is often used to provide general heating. Since heating and basic appliances are
necessities for most households, per household gas consumption is fairly stable. Growth in the domestic population
has slightly boosted residential gas consumption in recent years, although a forecast decline in residential gas is
expected to cause this market's share of industry revenue to decline over the five years to 2020. In 2020, sales to
residencies are expected to generate 25.2% of industry revenue, down from 27.8% in 2015.

COMMERCIAL MARKET

The commercial market includes shopping malls, offices, department
stores and other businesses.

Similar to the residential market, downstream operators in the commercial market primarily use natural gas for
heating and basic appliances. Over the past five years, demand from this market is expected to decline, due to
lower levels of corporate profit. In 2020, sales to the commercial market segment are forecast to generate 14.6% of
industry revenue, down from 17.6% in 2015.

Exports in this industry are    Low and Steady

Imports in this industry are    Low and Steady

By definition, the Natural Gas Distribution industry in Canada does not engage in international trade. However, with
the increasing prevalence of liquified natural gas infrastructure, natural gas is becoming an increasingly traded
commodity across the globe, with global supply and demand having an increasingly important influence on industry
performance. The United States is the domestic energy sector's most important trading partner. According to
Statistics Canada, the vast majority of imported natural gas comes from the United States. Consequently, the shale
gas boom in the United States over the past decade has had a crucial role in the decline in Canadian natural gas
prices over the five years to 2020.



Natural Gas Distribution in Canada February 2021

20 IBISWorld.com

Business
Locations

  There is a relatively small number of utility-scale operators in the Canadian Natural Gas Distribution industry, which are spread
evenly across the country in line with the population dispersal. Conversely, natural gas marketers are primarily concentrated in
regions where there is significant natural gas production activity. By locating near gas production sites, gas marketers can more
easily build relationships with upstream gas extractors, enabling marketers to receive more favourable prices. Ontario and Alberta
account for a combined estimated 64.5% of industry establishments in 2020, according to 2020 figures from Statistics Canada.
Alberta accounts for the bulk of natural gas production in Canada, while Ontario is the country's energy and economic hub. British
Columbia is home to an estimated 16.1% of industry establishments in 2020, which is due to being the second-largest natural gas
producing province in Canada and also serving as an export hub.
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Competitive Landscape
Market Share
Concentration

Concentration in this industry is    Low

The Natural Gas Distribution industry in Canada is characterized by a low level of market share concentration, with
the industry's four largest companies anticipated to generate less than 30.0% of overall industry revenue in 2020.
Extensive provincial regulations make it difficult for any one operator to dominate the national market. Instead, large
natural gas distributors typically operate within a single province. Additionally, there are a large number of medium-
sized natural gas marketers and wholesalers operating in this industry. Gas marketers purchase natural gas in bulk
from gas extractors and wholesale gas to utilities, manufacturers and other bulk consumers. Gas marketers require
sufficient capital to procure natural gas in bulk, but experience minimal capital costs otherwise. Moderate start-up
expenses have enabled a relatively large number of gas marketers to participate in this industry. Despite the
proliferation of gas marketers, industry market share concentration has increased over the five years to 2020, as
larger companies have captured a greater share of regional natural gas distribution infrastructure. There has also
been some consolidation in this industry, with Enbridge Gas Inc., the industry's largest player, merging with Spectra
Energy Corp., previously the second-largest operator in the industry, in 2017. However, even following the merger of
the two largest players in the industry, the combined is still expected to account for less than one-quarter of total
industry revenue in 2020.

Key Success
Factors

IBISWorld identifies 250 Key Success Factors for a business. The most important for this industry are:

Ability to negotiate successfully with regulator:
Natural gas distribution utilities are heavily regulated by provincial governments. Operators that obtain favourable
rate hikes from regulators can bolster revenue and profitability, providing them with a competitive advantage in this
industry.

Access to required utility infrastructure:
Natural gas utilities require pipelines to distribute gas, in addition to storage facilities to provide backup gas supply
when demand is high. Operators that lack sufficient access to utility infrastructure will have difficulty supplying gas to
customers.

Access to the latest available and most efficient technology and techniques:
Gas distribution utilities can improve the long-term stability and operating efficiency through the use of smart meters
and peak shaving.

Ability to pass on cost increases:
Gas distributors can maximize revenue generation and profit by passing on cost increases to customers and by
keeping prices steady when input costs decline. However, regulation prevents industry operators from doing so in
many circumstances.

Supply contracts in place for key inputs:
Supply contracts are essential to securing the timely and consistent delivery of natural gas supplies necessary for
normal business operations.
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Cost Structure
Benchmarks

  Profit

Profit, measured as earnings before interest and taxes, is expected to
account for 13.1% of industry revenue in 2020, up from 10.6% in 2015.
Profit can vary substantially depending on whether an industry operator
is a utility provider or a gas marketer. A natural gas distribution utility's
profitability is driven by its ability to petition government regulatory
agencies for favourable retail rates. Typically, when natural gas prices
fall, government agencies also set lower retail rates, which can cut into
profit. However, changes in retail natural gas prices set by regulatory
agencies tend to lag significantly behind changes in the market price of
natural gas. As a result, profit for natural gas utilities tends to expand
for a period of time when natural gas prices fall and when regulatory
agencies set new retail rates. However, this is not always the case, as
many natural gas utilities are required to retroactively refund
downstream customers part of their bill when retail rates are lowered.
This is especially true for residential gas customers. Over the five years
to 2020, increased operational efficiency, as a result of continued
investment in infrastructure, is expected to contribute heavily to the
forecast growth in profit.

 

  Wages

Compared with other industries, wage costs for the industry are
relatively low. Despite this, natural gas distributors must employ a
considerable number of skilled employees to operate. Industry
operators must employ chemical engineers, pipeline technicians and
other highly skilled employees. As a result, average wages are high for
this industry. Over the five years to 2020, IBISWorld expects wage
costs to increase from 5.3% of industry revenue in 2015 to 7.4% in
2020. This is primarily a result of the fact that industry employment is
expected to decline at a much slower rate than revenue.
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  Purchases

Purchase costs represent the largest cost to industry operators,
accounting for an estimated 57.0% of industry revenue in 2020, down
from 61.5% in 2015. Purchases of natural gas represent the vast bulk
of industry purchasing costs, yet purchases also include chemicals,
machine parts and other miscellaneous equipment used in day-to-day
operations. Purchasing costs can vary drastically depending on the
type of industry operator. Many natural gas utilities providers do not buy
or sell the natural gas that they distribute and are simply paid for the
distribution services they provide. Consequently, their purchase costs
are very low. Conversely, gas marketers and wholesalers, which earn
their revenue through arbitrage, have very high purchase costs.

 

  Marketing

Marketing expenditure is minimal for industry operators at an estimated
0.5% of industry revenue in 2020, down slightly from 0.6% in 2015.
Given that a large number of industry operators are monopolies that
experience little to no competition in the markets they serve, marketing
costs are logically very low.

 

  Depreciation

Depreciation is estimated to account for 6.7% of industry revenue in
2020, up from 6.4% in 2015. This industry is capital-intensive, due to
infrastructure construction and equipment costs. Over the past five
years, capital expenditures have expanded as a share of revenue, as
operators have invested in the repair and maintenance of aging
distribution pipelines and the construction of new infrastructure. Gas
distributors also turned to smart meters and storage facilities to better
manage demand, which further increased capital costs.

 

  Rent

Rent expenses are estimated to account for 0.5% of industry revenue
in 2020, down slightly from 0.6% in 2015. The sheer scale of industry
operations helps to push down rent as a share of revenue for most
operators.
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  Utilities

Utilities are estimated to account for 0.6% of industry revenue in 2020,
down from 0.7% in 2015.

 

  Other Costs

Industry operators endure a range of other costs, including
administration, insurance, professional service fees and many other
miscellaneous costs. However, natural gas distribution costs are
relatively high, representing the second-largest cost to industry
operators following purchases costs. Natural gas must be
depressurized substantially and moved through a series of small
pipelines for it to be delivered to individual customers for heating and
electrical use. In addition, mercaptan, a colourless gas with the smell of
rotten eggs, must be added to natural gas during distribution to aid in
the detection of gas leaks. Other costs are forecast to account for
14.2% of revenue in 2020, a figure that is expected to remain over the
five years to 2020.

 

Basis of
Competition

Competition in this industry is    Medium and the trend is Steady

  The average operator in the Natural Gas Distribution industry in Canada is
subject to a moderate level of competition.

Natural gas distribution utilities typically dominate regional markets and experiences minimal competition.
Conversely, natural gas marketers operate in a highly competitive market.

INTERNAL COMPETITION

Natural gas distribution utilities operate in a highly regulated market, with
near monopolies within provinces.

Competition is minimal because provincial governments regulate retail gas rates, infrastructure construction and
other related activities. Industry operators primarily compete through rate petitions to the government. Utilities that
receive the highest rate increases can benefit from revenue and profit gains. Utilities can also compete for
customers by offering smart meters, energy management, safety features and other related services. A growing
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customer base typically bolsters company revenue. Nevertheless, utilities have minimal overlap in terms of customer
base and direct competition is often low.

Conversely, natural gas marketers are subject to a very high level of internal competition. Gas marketers operate
across the country and are minimally regulated. Gas marketers that purchase less costly natural gas benefit from
lower costs. Similarly, marketers that wholesale natural gas at higher rates can increase profitability. Operators that
have a large customer base also generate more revenue.

Natural gas marketers with established relationships with upstream and downstream operators have a competitive
advantage in this industry because it lets them purchase and sell gas at favourable prices. Gas marketers also
compete for access to transportation vehicles and infrastructure. Operators that control or can access gas pipelines
and tankers can distribute to a larger number of customers, thereby bolstering revenue and increasing market share.

EXTERNAL COMPETITION

Industry operators are subject to a low level of external competition.

Natural gas distribution utilities provide a specialized and highly regulated services, resulting in minimal competition.
On average, competition comes from other utilities, such as electric power utilities, since electricity can also be used
to power stoves, heaters and other appliances. Similarly, industrial customers may not require natural gas to power
industrial electricity generators if coal, electricity, oil or solar panel prices are low.

Barriers to
Entry

Barriers to Entry in this industry are    High and the trend is Steady

  The Natural Gas Distribution industry in Canada is
protected by high barriers to entry, which are mostly
composed of government regulations and capital
requirements. Natural gas distribution is highly regulated
at the provincial level. Distribution utilities must petition
government regulatory agencies to change retail gas
rates. Additionally, infrastructure, such as pipelines,
processing facilities and storage facilities, typically
requires government permits prior to construction.

Prospective operators also experience high start-up
capital costs. Natural gas distribution utilities require an
extensive pipeline grid, as well as storage facilities and
processing facilities. Other needed machinery and
equipment include smart meters and gas compressors.
Over the five years to 2020, industry operators have
steadily adopted energy management tools, such as
smart meters, which provide real-time energy
consumption feedback to customers. Smart meters, in
turn, help industry operators manage demand during peak
consumption hours, which bolsters the long-term stability
of the distribution grid. The growing reliance on
technology has raised capital costs and barriers to entry
for this industry.

Barriers to Entry Checklist

Competition Medium  

Concentration Low  

Life Cycle Stage Mature  

Technology Change Medium  

Regulation & Policy Heavy  

Industry Assistance Low  

Industry
Globalization

Globalization in this industry is    Low and the trend is Increasing

  By definition, operators in the Canadian Natural Gas Distribution industry only serve the domestic market and do not
participate in international trade, resulting in a low level of industry globalization. Nevertheless, natural gas is a
globally traded commodity and industry performance is driven by global market trends and prices. For example, very
strong global natural gas demand pushes up gas prices, which typically bolsters industry revenue. Performance in
US natural gas markets can have a significant effect on industry performance, as natural gas is widely traded
between the United States and Canada.
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Major Companies

Major Players Enbridge Gas Inc.

Market Share: 16.9%

  Enbridge Gas Inc. (Enbridge) was founded in 1949 as the Interprovincial Pipe Line Company and is headquartered
in Calgary. Enbridge primarily provides crude oil and natural gas transportation services, either through pipeline or
by rail. Additionally, Enbridge operates Canada's largest natural gas distribution utility and electricity generation
facilities. Currently, the company distributes natural gas to more than 2.0 million customers in Ontario, in addition to
serving customers in Quebec and New York. The company operates in the Canadian Natural Gas Distribution
industry through its subsidiary Enridge Gas Distribution (Enbridge Gas), which maintains industry-relevant
distribution activities in Ontario, Quebec and New Brunswick. Enbridge Gas invests heavily in infrastructure, which
enables the company to access more markets across North America. According to the company's 2019 annual
report (latest data available), Enbridge generated $50.1 billion in total revenue in 2019.

Enbridge Gas is headquartered in Toronto and is a regulated natural gas utility, which means it must petition
government regulatory agencies to raise gas rates. The Ontario Energy Board is the primary regulatory agency that
oversees the distribution business of the company. The company is also partly regulated by the New Brunswick
Energy and Utilities Board. Favourable rate applications are critical to Enbridge Gas's long-term success. In recent
years, Enbridge has invested significantly in its operations and has plans to invest more than $20.0 billion into its
facilities and infrastructure in the future. The company is focused on upgrading and expanding its capacity in the
Greater Toronto Area to better meet growing demand in the area over the coming years. According to Enbridge
Gas, the planned upgrades represent the most significant distribution system upgrade in 20 years. The company
has divested some of its operations in recent years, however. In July 2018, it entered into agreements with
Brookfield Infrastructure Partners LP to sell its Canadian natural gas gathering and processing businesses for $4.3
billion.

In February 2017, Enbridge completed a megamerger with Spectra Energy Corp. (Spectra), a leading pipeline and
midstream oil and natural gas company in the United States and Canada. The merger created a mega-player in the
North American energy and natural gas sector. As a result of the merger, Enbridge changed its name to Enbridge
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Gas Inc. As part of the merger, Enbridge sold $2.6 billion of noncore assets and, according to the company, created
an enterprise with a value of $166.0 billion.

Financial performance

Overall, Enbridge Gas' industry-relevant revenue is forecast to increase at an annualized rate of 1.8% to $3.4 billion
over the five years to 2020. The primary reason for the expected growth is the acquisition of Spectra. Fluctuations in
the price of natural gas have little influence on company profitability due to stringent regulation by the Ontario
Energy Board. However, a steep decline in natural gas prices negatively influenced company revenue in 2016 and
revenue fell 19.7% that year alone. Also, the spread of COVID-19 (coronavirus) is expected to negatively influence
industry-relevant performance in 2020 as Canadian GDP is forecast to contract. Still, the company's industry-
relevant operating profit, defined as earnings before interest and taxes, is expected to grow an annualized 13.5% to
$841.1 million following the acquisition of Spectra. In fact, company profit more than doubled in 2017, following the
acquisition of Spectra by Enbridge.

 
Enbridge Gas Inc. (industry-relevant operations) - financial performance*

Year
Revenue

($m)
Growth

(% change)
Operating Profit

($m)
Growth

(% change)
2015 3,096.0 N/C 446.0 N/C
2016 2,486.0 -19.7 494.0 10.8
2017 4,215.0 69.5 1,015.0 105.5
2018 4,360.0 3.4 1,181.0 16.4
2019 4,205.0 -3.6 1,193.3 1.0
2020 3,384.3 -19.5 841.1 -29.5

Source: Annual Report
Note: *Estimates

Energir LP

Market Share: 5.5%

  Energir LP (Energir) is a natural gas distribution utility headquartered in Montreal. The company is a limited
partnership owned by Noverco Inc. (Noverco) and Valener Inc. (Valener). Valener is a publicly traded energy
company, while Noverco is a private company controlled by Enbridge Gas Inc. and Trencap LP. Energir distributes
about 95.0% of natural gas in Quebec. Additionally, the company also controls significant assets related to other
power sources, such as wind power generation, solar farms and hydroelectric dams. In addition to its Canadian
operations, it also provides natural gas distribution and electricity distribution operations in Vermont and a variety of
other energy services across New England. According to the company's fiscal 2019 (year-end September) annual
report (latest data available), Energir generated $2.6 billion in total revenue.

Energir purchases natural gas from across Canada for distribution to its customers. The company also provides gas
transportation and distribution services for customers that procure their own natural gas. The company is regulated
by the Regie de l'energie, Quebec's energy regulatory agency. The company was known as Gaz Metro until fiscal
2017, when it was renamed as part of a rebranding effort to recognize that the company has increasingly moved into
the renewable energy space. The new name was meant to better reflect the current nature of the business, as it now
generates a significant amount of its revenue through services unrelated to gas distribution.

Financial performance

Energirs Canadian natural gas distribution operations are forecast to decline at an annualized rate of 7.1% to $1.1
billion over the five years to 2020. Still, revenue has been far less volatile compared with the industry as a whole.
However, the company's operating profit has been volatile over the past five years. This has been due to approved
rate hikes and divestitures of other business operations during the period. The company's operating profit, defined
as earnings before interest and taxes, is expected to grow an annualized 0.2% to $111.8 million during the period.
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Energir LP (industry-relevant operations) - financial performance*

Year
Revenue

($m)
Growth

(% change)
Operating Profit

($m)
Growth

(% change)
2015-16 1,603.3 N/C 110.5 N/C
2016-17 1,555.1 -3.0 209.0 89.1
2017-18 1,490.0 -4.2 147.6 -29.4
2018-19 1,435.2 -3.7 145.1 -1.7
2019-20 1,311.6 -8.6 132.3 -8.8
2020-21 1,108.8 -15.5 111.8 -15.5

Source: Annual Report and IBISWorld
Note: *Estimates; **Year-end September

Other Companies ATCO Ltd.

  Market Share: 3.8%
  ATCO Ltd. (ATCO) is a major energy company servicing the province of Alberta. ATCO Gas is the natural gas

distribution business of the company. ATCO Gas can trace its roots to the Canadian Western Natural Gas
Company, which was founded in 1912. Since then, ATCO has grown to become a leading natural gas distribution
company in Alberta. According to the company's 2019 annual report (latest data available), ATCO has nearly 7,000
employees in total, including about 2,500 working with its pipelines and liquids operating segment and the company
serves more than 1.0 million customers across the province.

In addition to gas distribution, ATCO also offers energy efficiency and safety programs, which has the potential to
improve the performance of the overall distribution network. Over the five years to 2020, the company has been able
to mitigate falling natural gas prices through heavy infrastructure investments. High investments enabled the
operators to petition for higher rates from government regulatory agencies, thereby fuelling revenue. The company
has also announced plans to invest $4.4 billion in projects between 2018 and 2020. In 2020, IBISWorld expects the
company to generate $763.0 million in revenue, representing a 3.8% share of the market.

SaskEnergy

  Market Share: 2.1%
  SaskEnergy is a Crown corporation of Saskatchewan. The company distributes and wholesales natural gas through

five subsidiaries. SaskEnergy is Saskatchewan's primary natural gas distributor, serving more than 399,000
customers in the province. According to the company's 2019 annual report (latest data available), it employs more
than 1,000 workers in more than 50 locations across the province.

SaskEnergy has supported its distribution business with its gas marketing operations, using wholesale profit and
revenue to invest in distribution infrastructure. It recently completed installation of a 16.0-kilometre transmission
pipeline, enabling it to provide an additional 10.0 terajoules per day of system capacity for the Success-to-Rosetown
intersystem. It has also installed more than 330,000 advanced metering infrastructure gas modules through its
operations, enabling a more efficient billing process. In 2020, the company is expected to generate $426.8 million in
industry-relevant revenue, accounting for 2.1% of industry revenue.
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Operating Conditions

Capital
Intensity

The level of capital intensity is    High

  The Natural Gas Distribution industry in Canada has a high
level of capital intensity, with the average industry operator
expected to spend $0.90 on capital for every $1.00 spent
on wages in 2020. Industry operators must consistently
invest in the repair and maintenance of distribution and
storage infrastructure to ensure that it is properly
functioning. In addition, initial construction costs for natural
gas meters, pipelines and other supporting equipment and
facilities are high. Distribution pipelines require compressor
stations and pipelines of various sizes to ensure stable gas
pressure. Natural gas distribution also requires effective
underground storage facilities, which enables gas utilities
to better manage demand, providing a backup supply of
gas when demand is high. Capital intensity can experience
volatility depending on the price of natural gas
domestically, as yearly capital costs can often be fairly
consistent while the price of gas is more volatile.

The industry is also heavily reliant on skilled employees,
including pipeline maintenance workers, chemical
engineers, petroleum engineers and other workers. As a
result, industry employees command high average wages.
However, while industry employees are typically highly
skilled and highly paid, relatively few are needed for the
industry's day-to-day operations. As a result, overall
industry labour costs are relatively low. However, labour
costs are forecast to grow as a share of industry revenue
over the five years to 2020, as industry operators have
expanded their workforce to manage a more extensive
distribution network.
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Technology &
Systems

Potential Disruptive Innovation: Factors Driving Threat of Change

Level Factor Disruptive
Effect

Description

Low Rate of
Innovation

Unlikely A ranked measure for the number of patents
assigned to an industry. A faster rate of new
patent additions to the industry increases the
likelihood of a disruptive innovation occurring.

Medium Innovation
Concentration

Potential A measure for the mix of patent classes
assigned to the industry. A greater
concentration of patents in one area increases
the likelihood of technological disruption of
incumbent operators.

Very Low Ease of Entry Very
Unlikely

A qualitative measure of barriers to entry.
Fewer barriers to entry increases the
likelihood that new entrants can disrupt
incumbents by putting new technologies to
use.

Medium Rate of Entry Potential Annualized growth in the number of
enterprises in the industry, ranked against all
other industries. A greater intensity of
companies entering an industry increases the
pool of potential disruptors.

Low Market
Concentration

Unlikely A ranked measure of the largest core market
for the industry. Concentrated core markets
present a low-end market or new market entry
point for disruptive technologies to capture
market share.

  Low levels of innovation limit the threat to incumbent operators from new technologies disrupting their operations. However,
a low rate of growth in technology can also create exposure for incumbents as the trajectory of innovation in other markets
could lead to unforeseen competitive disadvantages.

The industry structure is not accommodative to new entrants succeeding, which limits the incentive for new companies.
This is accompanied by an average level of new entrant operators. The combination provides a limited threat from
disruptors.

Major market segments for industry operators are relatively diversified. The spread of market segments suggests that there
are limited entry points other than those already served my incumbent operators.

Overall, the Natural Gas Distribution industry in Canada employs ever-evolving
and improving technology to reduce costs, cut emissions and increase
operational efficiencies.

While natural gas has been growing as a total share of the Canadian energy portfolio, the advent of renewable energy
technology, in the form of solar and wind power, has disrupted this growth. As renewable energy technologies gain more
market share and acceptance, this limits demand for natural gas for power generation purposes. Overall, the long-term
trend of the adoption of renewable energy technologies is expected to phase out natural gas-fired power plants as more
renewable capacity comes online, constraining demand for industry products.

The level of technology change is    Medium

  The Natural Gas Distribution industry in Canada has experienced a moderate
level of technology change over the five years to 2020.

Although there have been steady investments in machinery, facilities and capital equipment, these technologies have
focused on improving gas distribution safety and efficiency. Commonly used technologies include natural gas processing
facilities, compressor stations, storage facilities, gas meters and distribution pipelines.
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Compressor stations are used to pressurize natural gas prior to distribution. Ineffective pressurization can result in
stoppages, leaks and other accidents. In recent years, operators have increasingly turned to flexible plastic and steel pipes
for pipeline construction. These pipes are composed of more flexible material and have lower maintenance and installation
costs.

Industry operators also heavily use gas storage facilities to manage downstream demand. During periods of low demand,
industry operators store excess gas in underground facilities. This provides a supply buffer during periods of high gas
demand, enabling operators to quickly supply a region that requires natural gas. Effective supply management lowers
revenue volatility and operating costs for natural gas distributors.

Other technologies, such as smart gas meters, have also lowered industry operating costs. Smart meters provide real-time
gas consumption data to downstream customers, which help lower peak gas demand. While customers purchase less gas,
moderated peak hour consumption bolsters the long-term stability of the gas distribution grid.

Revenue
Volatility

The level of volatility is    High

  Revenue volatility in the Natural Gas Distribution industry in Canada is
expected to be high over the five years to 2020.

This is mostly due to volatile natural gas prices in Canada, with gas prices fluctuating in response to changing supply and
demand conditions. In recent decades, techniques, such as directional drilling and hydraulic fracturing, have enabled
upstream gas extraction companies to significantly boost overall gas production, particularly in the United States. This has
led to strong and consistent growth in natural gas supply across the continent, straining pipeline capacities and causing gas
prices to decrease. While this resulted in sharp declines in revenue, it also made natural gas more competitive compared
with various alternatives.

Continued growth in gas production across North America has resulted in similar supply and demand imbalances across
the world during the reporting period. Strong growth in downstream demand for natural gas caused the world price of
natural gas to grow in both 2017 and 2018, which also caused industry revenue to grow 21.3% and 11.5%, respectively.
However, in 2019, sustained growth in natural gas production resulted in a supply glut that caused the world price of natural
gas to fall an estimated 40.3% that year. That supply glut carried over into 2020 and is expected to contribute to the
significant forecast decline in industry revenue that year. In addition to global oversupply of natural gas, the spread of
COVID-19 (coronavirus) is expected to reduce economic activity and contribute to a contraction in domestic GDP, which
will contribute to the forecast decline in natural gas prices. Over the five years to 2020, industry revenue is expected to
fluctuate an average of 15.3% each year.

Regulation &
Policy

The level of regulation is    Heavy and the trend is Steady

The Natural Gas Distribution industry in Canada is subject to heavy regulation
from provincial governments.

Federal regulation is usually targeted toward international and interprovincial energy trade and transportation, rather than



Natural Gas Distribution in Canada February 2021

32 IBISWorld.com

regional gas distribution activities. Nevertheless, federal energy policy can directly influence the price and supply of natural
gas and the reliability of the national pipeline system, all of which are important drivers of industry performance.

PROVINCIAL REGULATIONS

Provincial governments directly regulate the construction of natural gas
processing facilities, storage tanks and distribution pipelines.

Additionally, provincial regulatory agencies set natural gas retail rates for utilities. These provincial agencies include the
Alberta Utilities Commission, Alberta Energy Resources and Conservation Board and Ontario Energy Board. These
agencies directly support and manage the development of natural gas resources in their respective provinces.

Government utility regulatory agencies set retail gas rates based on natural gas costs, transportation charges, infrastructure
costs and other nonenergy expenses. Typically, regulated natural gas utilities are granted a rate of return on infrastructure
investments, which is realized in the form of higher retail rates. Natural gas distribution utilities must petition regulatory
agencies to raise retail rates. The failure to secure favourable rate increases can have detrimental effects on a utility's
bottom line.

In 2016, Ontario implemented an environmental cap and trade program in the province. Under this legislation, industry
operators must meet greenhouse gas compliance obligations through the purchasing of emission allowances. Additionally,
the Government of Ontario helps operators offset this cost by providing grants for investments in environmentally friendly
developments and funds.

FEDERAL REGULATIONS

Industry operators are also broadly regulated by federal environmental
protection regulations.

These include the Canadian Environmental Protection Act and Fisheries Act. Gas distributors must minimize air pollution
and water waste or risk government sanctions and fines.

Additionally, the federal government directly regulates the construction of international and interprovincial pipelines.
Typically, an expansion of pipeline infrastructure boosts international trade, causing domestic natural gas prices to
converge to international natural gas prices. Open access to imported natural gas, especially through pipelines linked to the
United States, typically results in a more stable supply of gas. As a result, international trade can potentially lower industry
revenue volatility.

Industry
Assistance

The level of industry assistance is    Low and the trend is Steady

Operators in the Natural Gas Distribution industry in Canada receive a low
level of government assistance.

Some natural gas distribution utilities are provincial Crown corporations, but are not directly subsidized by provincial
governments. Primarily, utilities receive aid through favourable rate hikes, government infrastructure incentives and other
indirect policy initiatives. Natural gas wholesalers do not receive any government assistance, aside from pipeline
development efforts, which makes it easier for wholesalers to procure natural gas.

Industry associations

This industry receives some aid from natural gas associations in Canada. The Canadian Gas Association (CGA) represents
natural gas distributors, providing research, lobbying and membership education services for industry operators. The CGA
particularly pursue favourable regulations for natural gas distributors. Other organizations, such as the Canadian Energy
Pipeline Association, indirectly support this industry by representing upstream and downstream industries.

COVID-19

Additionally, industry operators are expected to qualify for government assistance programs being instituted in Canada as a
result of the spread of COVID-19 (coronavirus). Export Development Canada has increased its lending capacity for small-
and medium-sized oil and gas companies, so that companies remain liquid and continue operating and employing workers.
The government also announced the Canada Emergency Wage Subsidy, which covers a portion of an employee's wages
for eligible employers. Due to the difficult operating environment expected in the industry in 2020, many industry operators
are expected to qualify for some form of government assistance.
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Key Statistics
Industry Data

Year
Revenue

($m)
IVA

($m)
Establishments

(Units)
Enterprises

(Units)
Employment

(Units)
Exports

($m)
Imports

($m)
Wages

($m)

Domestic
Demand

($m)

World price
of natural gas

($ per
thousand

cubic feet)
2011 26,513 6,006 481 85.0 15,914 N/A N/A 1,503 N/A 10.0
2012 23,185 5,518 458 80.0 16,795 N/A N/A 1,496 N/A 11.0
2013 25,344 6,140 479 82.0 16,597 N/A N/A 1,633 N/A 10.8
2014 28,216 6,644 502 85.0 15,642 N/A N/A 1,532 N/A 10.6
2015 27,811 6,227 487 89.0 14,361 N/A N/A 1,479 N/A 6.96
2016 25,378 8,144 504 91.0 15,978 N/A N/A 1,654 N/A 4.76
2017 30,047 8,809 516 91.0 16,972 N/A N/A 1,739 N/A 5.32
2018 32,914 10,570 490 86.0 16,916 N/A N/A 1,807 N/A 6.96
2019 26,267 7,812 475 81.0 16,959 N/A N/A 1,800 N/A 4.15
2020 19,996 5,441 431 74.0 14,229 N/A N/A 1,483 N/A 2.87
2021 24,933 7,786 470 80.0 16,544 N/A N/A 1,749 N/A 3.35
2022 25,487 8,005 472 81.0 16,822 N/A N/A 1,780 N/A 3.46
2023 26,563 8,401 480 82.0 17,393 N/A N/A 1,843 N/A 3.56
2024 27,332 8,580 484 82.0 17,780 N/A N/A 1,887 N/A 3.67
2025 28,775 9,121 491 83.0 18,439 N/A N/A 1,963 N/A 3.78

Annual Change

Year
Revenue

(%)
IVA
(%)

Establishments
(%)

Enterprises
(%)

Employment
(%)

Exports
(%)

Imports
(%)

Wages
(%)

Domestic
Demand

(%)

World price
of natural

gas (%)
2011 -13.8 -3.84 -8.39 -10.5 5.48 N/A N/A 1.21 N/A 37.1
2012 -12.6 -8.14 -4.79 -5.89 5.53 N/A N/A -0.44 N/A 9.05
2013 9.31 11.3 4.58 2.50 -1.18 N/A N/A 9.12 N/A -1.91
2014 11.3 8.19 4.80 3.65 -5.76 N/A N/A -6.15 N/A -1.32
2015 -1.44 -6.27 -2.99 4.70 -8.19 N/A N/A -3.48 N/A -34.4
2016 -8.75 30.8 3.49 2.24 11.3 N/A N/A 11.8 N/A -31.6
2017 18.4 8.16 2.38 0.00 6.22 N/A N/A 5.15 N/A 11.7
2018 9.53 20.0 -5.04 -5.50 -0.33 N/A N/A 3.87 N/A 30.8
2019 -20.2 -26.1 -3.07 -5.82 0.25 N/A N/A -0.36 N/A -40.3
2020 -23.9 -30.4 -9.27 -8.65 -16.1 N/A N/A -17.7 N/A -30.9
2021 24.7 43.1 9.04 8.10 16.3 N/A N/A 17.9 N/A 16.9
2022 2.21 2.81 0.42 1.25 1.68 N/A N/A 1.79 N/A 3.11
2023 4.22 4.94 1.69 1.23 3.39 N/A N/A 3.55 N/A 3.03
2024 2.89 2.13 0.83 0.00 2.22 N/A N/A 2.36 N/A 2.95
2025 5.28 6.29 1.44 1.21 3.70 N/A N/A 4.02 N/A 2.88

Key Ratios

Year
IVA/Revenue

(%)

Imports/
Demand

(%)

Exports/
Revenue

(%)

Revenue per
Employee

($'000)

Wages/
Revenue

(%)

Employees per
estab.
(Units) Average Wage  ($)

2011 22.7 N/A N/A 1,666 5.67 33.1 94,414
2012 23.8 N/A N/A 1,380 6.45 36.7 89,074
2013 24.2 N/A N/A 1,527 6.44 34.6 98,361
2014 23.5 N/A N/A 1,804 5.43 31.2 97,954
2015 22.4 N/A N/A 1,937 5.32 29.5 102,987
2016 32.1 N/A N/A 1,588 6.52 31.7 103,517
2017 29.3 N/A N/A 1,770 5.79 32.9 102,481
2018 32.1 N/A N/A 1,946 5.49 34.5 106,804
2019 29.7 N/A N/A 1,549 6.85 35.7 106,150
2020 27.2 N/A N/A 1,405 7.41 33.0 104,189
2021 31.2 N/A N/A 1,507 7.01 35.2 105,688
2022 31.4 N/A N/A 1,515 6.98 35.6 105,808
2023 31.6 N/A N/A 1,527 6.94 36.2 105,974
2024 31.4 N/A N/A 1,537 6.90 36.7 106,114
2025 31.7 N/A N/A 1,561 6.82 37.6 106,437

Figures are inflation adjusted to 2020
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Additional Resources
Additional
Resources

Canadian Gas Association
http://www.cga.ca

US Energy Information Administration
http://www.eia.gov

Canada Energy Regulator
http://www.neb-one.gc.ca

Natural Resources Canada
http://www.nrcan.gc.ca

Alberta Utilities Commission
http://www.auc.ab.ca

Industry Jargon CROWN CORPORATION
Government-owned for-profit entities. Several provincial utilities are Crown corporations.

GAS RATE
The price that utilities receive from consumers in exchange for gas distribution. The price is set by provincial
government agencies.

LIQUEFIED NATURAL GAS (LNG)
Natural gas that is cooled to a very low temperature until it becomes liquid. Used to transport natural gas by tankers
overseas.

MERCAPTAN
A colourless yet foul-smelling gas that is added to natural gas to help determine when a leak has occurred.

PEAK SHAVING
The process where gas distribution utilities use underground storage and alternative supply sources to meets shifts
in daily demand. Peak shaving can lower gas transportation costs.

Glossary BARRIERS TO ENTRY
High barriers to entry mean that new companies struggle to enter an industry, while low barriers mean it is easy for
new companies to enter an industry.

CAPITAL INTENSITY
Compares the amount of money spent on capital (plant, machinery and equipment) with that spent on labour.
IBISWorld uses the ratio of depreciation to wages as a proxy for capital intensity. High capital intensity is more than
$0.333 of capital to $1 of labour; medium is $0.125 to $0.333 of capital to $1 of labour; low is less than $0.125 of
capital for every $1 of labour.

CONSTANT PRICES
The dollar figures in the Key Statistics table, including forecasts, are adjusted for inflation using the current year (i.e.
year published) as the base year. This removes the impact of changes in the purchasing power of the dollar, leaving
only the "real" growth or decline in industry metrics. The inflation adjustments in IBISWorld’s reports are made using
Statistics Canada's implicit GDP price deflator.

DOMESTIC DEMAND
Spending on industry goods and services within Canada, regardless of their country of origin. It is derived by adding
imports to industry revenue, and then subtracting exports.

EMPLOYMENT
The number of permanent, part-time, temporary and casual employees, working proprietors, partners, managers
and executives within the industry.

ENTERPRISE
A division that is separately managed and keeps management accounts. Each enterprise consists of one or more
establishments that are under common ownership or control.

ESTABLISHMENT
The smallest type of accounting unit within an enterprise, an establishment is a single physical location where
business is conducted or where services or industrial operations are performed. Multiple establishments under
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common control make up an enterprise.

EXPORTS
Total value of industry goods and services sold by Canadian companies to customers abroad.

IMPORTS
Total value of industry goods and services brought in from foreign countries to be sold in Canada.

INDUSTRY CONCENTRATION
An indicator of the dominance of the top four players in an industry. Concentration is considered high if the top
players account for more than 70% of industry revenue. Medium is 40% to 70% of industry revenue. Low is less
than 40%.

INDUSTRY REVENUE
The total sales of industry goods and services (exclusive of excise and sales tax); subsidies on production; all other
operating income from outside the firm (such as commission income, repair and service income, and rent, leasing
and hiring income); and capital work done by rental or lease. Receipts from interest royalties, dividends and the sale
of fixed tangible assets are excluded.

INDUSTRY VALUE ADDED
The market value of goods and services produced by the industry minus the cost of goods and services used in
production. IVA is also described as the industry's contribution to GDP, or profit plus wages and depreciation.

INTERNATIONAL TRADE
The level of international trade is determined by ratios of exports to revenue and imports to domestic demand. For
exports/revenue: low is less than 5%; medium is 5% to 20%; and high is more than 20%. Imports/domestic demand:
low is less than 5%; medium is 5% to 35%; and high is more than 35%.

LIFE CYCLE
All industries go through periods of growth, maturity and decline. IBISWorld determines an industry's life cycle by
considering its growth rate (measured by IVA) compared with GDP; the growth rate of the number of establishments;
the amount of change the industry's products are undergoing; the rate of technological change; and the level of
customer acceptance of industry products and services.

NONEMPLOYING ESTABLISHMENT
Businesses with no paid employment or payroll, also known as nonemployers. These are mostly set up by self-
employed individuals.

PROFIT
IBISWorld uses earnings before interest and tax (EBIT) as an indicator of a company’s profitability. It is calculated as
revenue minus expenses, excluding interest and tax.

REGIONS
Prairies | AB, SK, MB
Atlantic | NB, NS, PE, NL
Territories | YT, NT, NU

VOLATILITY
The level of volatility is determined by averaging the absolute change in revenue in each of the past five years.
Volatility levels: very high is more than ±20%; high volatility is ±10% to ±20%; moderate volatility is ±3% to ±10%;
and low volatility is less than ±3%.

WAGES
The gross total wages and salaries of all employees in the industry.



IBISWorld helps you find the industry
information you need – fast.

With our trusted research covering thousands of global industries, you’ll get a quick and intelligent
overview of any industry so you can get up to speed in minutes. In every report, you’ll find
actionable insights, comprehensive data and in-depth analysis to help you make smarter, faster
business decisions. If you’re not yet a member of IBISWorld, contact us at 1-800-330-3772 or
info@ibisworld.com to learn more.

DISCLAIMER
This product has been supplied by IBISWorld Inc. (‘IBISWorld’) solely for use by its authorized licenses strictly in
accordance with their license agreements with IBISWorld. IBISWorld makes no representation to any other person
with regard to the completeness or accuracy of the data or information contained herein, and it accepts no
responsibility and disclaims all liability (save for liability which cannot be lawfully disclaimed) for loss or damage
whatsoever suffered or incurred by any other person resulting from the use of, or reliance upon, the data or
information contained herein. Copyright in this publication is owned by IBISWorld Inc. The publication is sold on
the basis that the purchaser agrees not to copy the material contained within it for other than the purchasers own
purposes. In the event that the purchaser uses or quotes from the material in this publication – in papers, reports,
or opinions prepared for any other person – it is agreed that it will be sourced to: IBISWorld Inc.

Copyright 2021 IBISWorld Inc.
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