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Where Will Gas from the Mackenzie Delta Go? October 19, 2001
Bitumen Development!
Producers Sign Pipeline Agreement With First
Nations. The Mackenzie Valley Producer Group, which POTENTIAL PIPELINE ROUTES FROM THE NORTH
consists of Imperial Oil, Conoco Canada, Shell Canada
and ExxonMobil Canada, announced on Monday they Arctic i}
signed a memorandum of understanding (MOU) with Ocean "OVZ‘:‘;:‘;“;'O )
the First Nations of the Northwest Territories. The MOU | Prudhoe Bay Route ’
provides a framework to pursue the potential develop- Q N cv/j
ment of the Mackenzie Valley pipeline which can trans- Alaska s /
port Mackenzie Delta gas to markets in Canada and ac- Bg;i;g Y%\ Beaufort
cess pipelines to The United States. The potential pipe- Sea
line route as well as other potential routes from Alaska %
are shown in the map to the right. The First Nations ; Inuvik
were represented by the Mackenzie Valley Aboriginal
Pipeline Corporation which is an entity that will hold QQ@ =
the interests in the pipeline on behalf of the First Na- Qi ‘ Torritofy Potential
tions. The MOU addresses several issues including em- Alaska (3) L\ whitehorse i Mackenzie
ployment, training, education and pipeline ownership. Potential :Valley Pipeline
Note that this is not a formal announcement of the pipe- A'as‘(;g'l'lggway \ i
line work beginning, as the Producer Group is still work- =
ing on the feasibility study and the decision to begin the ﬁb
regulatory process is expected to be made by the end of ¢ §
this year. i To the Tar Sands! :
Initial Volumes For The Producer Group Of 800 %% e g
t0 1,000 Mmcf/d. Imperial is expected to have the high- conish Alberta (ié’f
est pI’OdUCtiOI’] rates of the Producer GI’OUp with our es- Data Source: BP, National Energy Board, Cambridge Energy Research Associates and TransCanada PipeLines Limited
timate of approximately 500 Mmcf/d of capacity, which

is based on 3.0 Tcf of reserves in the Taglu field (100%
IMO) and assuming a 15 year reserve life index (RLI). Using 1.0 Tcf of reserves in the Niglintgak field (100% SHC) and the 15
year RLI, we estimate Shell will have 180 Mmcf/d of productive capacity. The 1.8 Tcf Parsons Lake field (75% Conoco and 25%
ExxonMobil Canada), will add approximately 250 Mmcf/d for Conoco and 80 Mmcf/d for ExxonMobil Canada. The location
of the Taglu, Niglintgak and Parsons Lake fields are shown in the map on page two.

As part of the MOU the First Nations has a target participation in the pipeline of one third, or 400 to 500 Mmcf/d. Thisis in
addition to the Producer Group’s volumes of 800 to 1,000 Mmcf/d (for a total initial production of 1,200 to 1,500 Mmcf/d in the
pipeline). In addition to financing, the First Nations are also responsible for providing gas volumes which will come from new
discoveries in the Delta by either the Producer Group or other parties, such as AEC, Anadarko, Anderson, BP, Burlington and

Petro-Canada.

Some Northern Gas Will Likely Be Used For Bitumen Projects. It is important to note that three producers in this
pipeline group, Conoco, Imperial and Shell, all have large bitumen projects that are either on production or expected to be
brought on production over the next ten years which require significant amounts of natural gas. The Northern gas provides
Conoco, Imperial and Shell either a hedge against higher gas prices or actual CH, molecules to be used in their bitumen

operations.

John R. Mawdsley, P.Geol.
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Imperial’s bitumen production from Cold Lake is expected to grow to 180,000 B/d by 2010 which will consume approxi-
mately 150 Mmcf/d of gas and its 25% interest in Syncrude will require 75 Mmcf/d by 2010. This totals 225 Mmcf/d for these
two operations, almost half of the production Imperial may produce from the Mackenzie Delta. Conoco’s Surmont project
could be producing 75,000 B/d by 2010 which would consume approximately 65 Mmcf/d of gas, or 25% of the Company’s
Mackenzie Delta production volumes.

Shell’s Athabasca Oil Sands Project (SHC 60%), which is planned to come on-stream in approximately one year, may be
producing as much as 225,000 B/d (gross) of bitumen by 2010 if a second phase of development goes ahead. Including the gas
required at the upgrader in Edmonton, this project would consume over 140 Mmcf/d. Shell is considering the development of
another 200,000 B/d mine which, including associated upgrader capacity, would require another 125 Mmcf/d of gas. This

would total 265 Mmcf/d for these projects, signifi-

Gas FieLps OWNED BY THE MACKENZIE DELTA cantly more than our estimate of 180 Mmcf/d the
ProbuUcERs GRouP AND DisposeD CROWN LANDS IN THE [C)glrpapany may be producing from the Mackenzie
DELTA AREA
il o 5 From the perspective of the bitumen business as a
& whole, including all in-situ and mining operations,
S we expect that the demand for gas from these projects
Jf3 We‘,w‘*‘““ 4 Amauligak and the associated upgraders will be almost 1,500
e et ot Cacs ;“ . Tag 'Il'gf Mmcf/d by 2010. Note that this is significantly more
Namiaa e 52 imperial Oil 100% than the 800 Mmcf_/d to 1,000 Mmcf/d_ of initial rates
- Eih % oo that the Mackenzie Delta may provide. In other
Shell 100% | o ., . i p&v@‘ words, we need all the Northern gas for the devel-
N opment of our immense bitumen resource — and
> : =77 o o more.
MACKENZIE & f 2 69° R
oo e e ST o | Gk Do the Current Low Gas Prices Concern the
: , Producer Group? Simply, No. The Producer Group
i 3 4 is concerned about what gas prices will be in the years
NoRTHERN 5;5 | Parsons Lake A following when the pipeline comes on-stream. We
Yukon - SE gy, e ﬁg@‘.’.%’;ﬁ;/:; . 25%;, _(and they also _must? b_elleve th_at the dem_and for gas
68 Sl o K in North America will increase in the coming decades
due not only to bitumen development but also for new
1 shell intrest Land power generation projects and growth in traditional
et Carede s Andrson (Do) o et nd markets. This will occur at the same time as gas be-
I Anderson (Devon) Interest Land comes more difficult to find, more expensive to bring
B AEC, Husky and Anadarko Joint Interest Land .
on-stream and has steeper declines. As a result, we

believe that gas prices will exceed US $3.50 per Mcf for the longer term, a price that will make it feasible to build the pipeline
from the Mackenzie Delta to markets in Canada and the “Lower 48”.

The Debate Continues: Which Pipeline Will Be Built First? As we have discussed in the past, we expect that both
the Mackenzie Valley and Alaska Highway pipelines will be built; the demand for gas will be there for both projects. Although
the “over the top” route might be less expensive than the Alaska Highway route, we do not believe it will be built due to
political and environmental reasons. At this point, the Mackenzie Valley route and the Producer Group appear to have more
momentum than the Alaska Highway route. The Mackenzie Delta Producer Group is expected to decide by the end of the year
if they will begin the regulatory process while the Prudhoe Bay producers have recently stated that, under current conditions
and fiscal structure, no pipelines from Alaska are economic. We believe that the Mackenzie Delta Producer Group will decide
to initiate the regulatory process early next year and the gas could be on-stream in five to seven years. This is clearly positive
for the Producer Group as well as the Canadian pipeline companies (TransCanada Pipelines and Enbridge) that will likely
become involved in the pipeline construction and operation.
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