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Shell stock steady
as deadline nears

Little likelihood
of spike before
offer closes

REUTERS

Shell Canada Ltd. stock
hovered below the price of its
parent company’s $8.7-billion
Cdn bid for the minority share-
holding Friday, a sign investors
saw little chance of a sweeter
offer hours before the expiry.

Shell Canada rose eight cents
to $44.68 on the Toronto Stock
Exchange on a volume of more
than one million shares.

Royal Dutch Shell PLC’s
$45-a-share offer for the 22 per
cent of Shell Canada it does not
already own expired at 6 p.m.
Mountain time.

Some minority shareholders
of the Calgary-based company,
one of Canada’s biggest inte-
grated oil firms and a major oil-
sands producer, have said they
planned to hold out for more
cash, arguing the bid underval-
ues its prospects.

Shell Canada has embarked
on an expansion of its Alberta
oilsands mining operation that
could cost as much as $12.8 bil-
lion.

It is also a big player in steam-
driven oilsands drilling devel-
opments and the proposed
Mackenzie Valley natural gas
pipeline in the Arctic.

In petroleum products, it
runs refineries in Alberta,
Ontario and Quebec, which
supply its national gas station
chain.

Royal Dutch Shell boosted
the offer from $40 Cdn a share

in January, but that did not im-
press such institutional in-
vestors as Jarislowsky Fraser
and I.G. Investment Manage-
ment, which said at the time
they would not tender.

Some pegged the company’s
value at more than $50 a
share.

It is not known what percent-
age of the minority stake is held
by hedge fund players who
bought the stock hoping for a
higher bid from the Anglo-
Dutch oil major.

One New York hedge fund in-
vestor said Friday it is likely
many will tender their shares,
especially following the big re-
cent drops in global stock mar-
kets.

‘A couple weeks ago,
people were more bold, but I
think the choppy markets and
the downside have scared the
(arbitrageurs),” the investor
said.

Last month, Royal Dutch
Shell chief executive Jeroen
van der Veer said he was pre-
pared to walk away from the
bid and pursue other opportu-
nities if less than 50 per cent of
the minority shares are ten-
dered.

However, the world’s oil
majors are finding it more diffi-
cult to secure large-scale new
reserves, with much of the Mid-
dle East off limits and countries
such as Venezuela and Russia
increasingly hostile to foreign
investors.

Shell Canada has generated
strong financial and operating
results for years, despite esca-
lating operating and develop-
ment costs, especially in Al-
berta’s oilsands, amid booming
industry investment.
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Canadian energy consumption falls

Canadian energy demand fell
slightly in 2005, the first time
the country’s appetite for elec-
tricity, oil gas and gasoline has
abated in three years, Statistics
Canada reported Friday.

The federal agency said
declines in consumption in
Canada’s industrial and residen-
tial sectors trimmed energy use
by 0.4 per cent to 7,654 peta-
joules from the 7,681 petajoules
consumed in 2004. One peta-
joule equals roughly the amount
of energy required to run the

Montreal subway for a year.

The decline in consumption —
led by less burning of natural
gas, refined petroleum products
and coal — came even though
the economy continued to grow
that year, expanding by 2.9 per
cent. Gasoline sales fell for the
first time in 14 years to slightly
more than 40 million litres.

In Alberta, energy consump-
tion fell 1.1 per cent, to 1,354
petajoules, even as the provin-
cial economy expanded by 4.6
per cent.

Russia on nuclear plant building spree

Government officials said
Friday that Russia will build two
nuclear reactors annually
through 2015 and increase to
four ayear by 2020 in an effort
to sharply increase atomic
power generation, news agen-
cies reported.

First deputy prime minister
Sergei lvanov, one of two likely
contenders to succeed Presi-
dent Vladimir Putin in next
year’s election, said Russia
should not rely exclusively on
dwindling oil, gas and other
hydrocarbons.

“The need to diversify our

energy balance is obvious,”
lvanov was quoted saying by
Itar-Tass, Interfax and RIA
Novosti news agencies.

Russia has 31 reactors at 10
nuclear power plants, account-
ing for about 17 per cent of its
electricity generation. Putin has
called for raising the share of
nuclear-generated power to at
least 25 per cent by 2030.

Ivanov said Russia will launch
two 1,000-megawatt nuclear re-
actors a year under a program
for which the government has
allocated the equivalent of $30
billion Cdn through 2015.

Merger boosts Savanna’s profits

Oilfield services firm Savanna
Energy Services Corp. reported
Friday a fourth-quarter profit of
$19.8 million, up 51 per cent
from a year-before $13.1 million,
as sales revenue doubled during
the period.

The profit amounted to 34
cents per diluted share, com-
pared with a year-before 44
cents per share.

The per share decrease came
as aresult of a significant reduc-
tion in activity at Savanna's
wireline division, which was sold
subsequent to year end and
reported as discontinued opera-
tions and an increase in out-
standing stock after Savanna is-

sued 27.9 million shares to
complete its purchase of West-
ern Lakota.

Revenue for the three months
ended Dec. 3l increased to
$93.9 million from ayear-earlier
$46 million.

A large portion of the increase
in Savanna's revenue was due to
the August 2006 merger with
Western Lakota, the company
said in arelease.

For 2006, Savanna said it
earned $54.6 million, $1.39 per
share, up 72 per cent from $31.7
million, $1.10 per share, in 2005.
Full-year revenue of $247.1 mil-
lion was up 86 per cent from
$132.8 million in 2005.
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International Frontier Resources president Pat Boswell says the company is prepared to wait it out for its massive Summit
Creek oil and gas discovery to be linked to the Mackenzie Valley pipeline and for payday to arrive.

Underexplored Arctic
has a hold on Frontier

Its future
depends
on a pipeline

SHAUN POLCZER
CALGARY HERALD

algary-based Interna-
tional Frontier Re-
sources Ltd. is an
overnight success story
10 years in the making.

The tiny junior explorer
grabbed headlines in the win-
ter of 2004 with the Summit
Creek oil and gas discovery in
the central Mackenzie Valley,
the first in the area since Nor-
man Wells was found in 1919.

The B-44 discovery well
flowed some 20 million cubic
feet (mmcf) per day of natural
gas and 6,000 barrels per day of
oil and liquids, also making it
one of the biggest onshore
wells ever drilled in North
America.

Last spring, the company
again found itself in the spot-
light after the Stewart D-57 be-
came the first discovery in Cre-
taceous-aged rocks north of the
Goth parallel.

IFR is unique among smaller
energy players because it has
attracted giants like Husky
Energy Inc., British Gas and
Texas-based EOG Resources
to farm in on its Far North
prospects.

Pat Boswell, IFR’s president
and CEOQ, is an industry vet-
eran with more than 30 years
staking claims as a land man in
Western Canada.

It is the vision and persis-
tence of its leader that has al-
lowed IFR to weather more
than a decade of ups and
downs pursuing its Arctic
dream.

Even with a string of discov-
eries under its belt, it could be
another half-decade before IFR
starts realizing profits from
those successes, after a
pipeline is built to bring it to
market.

But Boswell remains unde-
terred.

In the interim it has opened a
new front in the North Sea, one
of the hottest drilling basins for
Canadian companies in the in-
ternational arena.

Boswell recently took some

time to talk about the com-
pany’s progress and its plans
for the future.

Q: What'’s your background
and how did IFR come into ex-
istence?

A:T've been in the business
for about 30 years now. [
started as a land man with a
company called Hardy Oil
and Gas Canada, which was a
London stock exchange-based
company. We sold that about
10 years ago and decided at the
time that the Northwest Terri-
tories was underexplored and
that it was a good place to put
together an asset base.

Q: How did you get into the
North Sea?

A: Because of the seasonal
nature of our exploration in the
NWI,, which is really between
the months of December to
March, we decided to look for a
second area of focus and we
went to the North Sea in June
of 2005.

Since that time we’ve put to-
gether five prospects over
there, of which we're going to
drill three exploration wells in
2007 and probably two more in
2008.

Q: Why the North Sea over
other areas of the world with
greater exploration potential?

A: Basically because of the
expertise of our technical
group in the U.K,, it’s their own
backyard.

We see the North Sea where
the Canadian basin was
10 years ago, where the majors
started to depart and we’re see-
ing that in the North Sea right
now.

In fact, the North Sea is inter-
esting because some of the
most aggressive exploration
companies are Canadian —
Oilexco, Bow Valley, Nexen,
Talisman — the whole group.

Q: What are some of the
challenges for a smaller com-
pany operating abroad?

A: The biggest challenge
over there is rig availability.
There are basically 35 offshore
rigs and five to six hundred
wells the DTI (U.K. Depart-
ment of Trade and Industry)
forecasts have to be drilled
over the next few years.

As aresult of that, the cost

QA

base has gone up significantly.
Day rates on rigs over there are
currently$350,000 US a day
versus $150,000 when we first
got into the North Sea.

Q: How do you get around
that?

A:We've partnered up with
Oilexco and they have arig.
We're going to drill a prospect
called Laurel Valley in March
and it is wildcat drilling for a
large reserve base prospect.

We're very fortunate because
those companies have very
strong technical groups, too,
and wherever you have wildcat
exploration you want to make
sure you have as many techni-
cal eyes reviewing the
prospects as you can. We try to
add value through our exper-
tise.

Q: What does exploration the
North Sea and the Far North
have in common?

A: Our technical consultants
in the North Sea also have a
very strong background in the
N.WT. They did regional stud-
ies of the entire area about
10 years ago and sold those
non-exclusive reports to all the
majors in Calgary.

That was about the time the
moratorium was removed —
there had been a 20-year mora-
torium on exploring up there
— and that was really the back-
ground of alot of companies’
understanding of the geology
of the NW.T., which in our view
we see as an extension of the
western Canadian basin.

Q: Why the Arctic?

A:1It’s an interesting area, it’s
underexplored. On average
there is one well for every
425 square kilometres in the
NWT. versus one well for
every 2.5 square kilometres in
Alberta. Right now we’re in the
early days; you explore for
large structural plays that you
can see on seismic and with the

advent of new technology
we're able to image these struc-
tures a lot clearer.

‘We have about eight struc-
tural leads in the NW.T. We will
be drilling the Haywood struc-
ture next winter and what
we're hoping is that it’s the an-
chor field that will allow us to
start putting plans together for
apipeline. It’s a large structure,
with a prospective resource in
the 500 billion cubic feet range.

Q: What about a pipeline? Is
it a sticking point?

A: Well Summit Creek is a
very liquids-rich gas reservoir,
but the remaining prospects we
have out there are dependent
on a central Mackenzie Valley
pipeline, as are the prospects in
the Colville Hills.

My view is that the federal
government has to step in and
settle land claims with the na-
tives. Once that happens, I
think you'll see this move for-
ward.

The second option is if the
group in the Central Macken-
zie can prove up enough re-
source, it could build a pipeline
from the Alberta border to the
Central Mack.

So it would be a two-stage
pipeline, first up to Norman
Wells and then on to the Delta.

I see that having merit, but
first we have to see some more
exploratory drilling up there to
prove up the resource base.

We need that gas from the
NWLIT. for southern markets
and certainly for the Alberta
oilsands.

Q: Is there still an explo-
ration culture in Calgary?

A: No, but there’s going to
have to be.

The model in Calgary was al-
ways to put together an explo-
ration team that was good, you
built your company to two or
three thousand barrels a day
and sold it to a royalty trust.

Now that that model appears
to be leaving, I think these
companies that are getting up
to three to five thousand bar-
rels a day are going to have to
become explorers.

Isee the return of the mid-
size intermediate producing
20,000 to 30,000 barrels
through the drill bit.
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BP may lose Kovykta licence

Gazprom seen
as likely heir
to gas field
THE ASSOCIATED PRESS

A subsidiary of BP Amoco
PLC’s joint venture will likely
lose its licence for a giant
natural gas field in Siberia,
Russia’s natural resources min-
ister said Friday.

Yuri Trutnev said Rusia Pe-
troleum clearly will not meet
a government demand to in-
crease production at the
Kovykta field by the end of
May, the RIA Novosti, ITAR-
Tass and Interfax news agen-

cies reported.

Rusia Petroleum is a sub-
sidiary of BP’s joint venture,
TNK-BP. BP has said there is
insufficient local appetite for
natural gas.

Prosecutors and environ-
mental agencies have said
TNK-BP risks having its li-
cence revoked for underpro-
duction at the Kovykta field.

Trutnev said if the company
is stripped of the licence,
Kovykta will be put to auction
— and foreign companies
would not be allowed to bid,
according to RIA Novosti.

“It would be auctioned as a
strategic asset, and foreign cap-
ital won’t be allowed to take
part,” he said.

The Russian state gas mo-

nopoly, OAO Gazprom, is
widely expected to take a con-
trolling stake in Kovykta.

TNK-BP has not been given
permission from Gazprom to
export gas from Kovykta. Ana-
lysts expect that to happen
only after Gazprom gains con-
trol of the field since Gazprom
is the only company in Russia
legally allowed to export gas.

The growing pressure on BP
was in step with President
Vladimir Putin’s unwritten
policy of keeping big, strategic
energy reserves under state
control.

Intense regulatory pressure
on Royal Dutch Shell PLC’s
Sakhalin-2 project earlier led to
the company to sell a control-
ling stake to Gazprom.

Ethylene demand
onrise: Exxon

ExxonMobil Corp., the second-
largest U.S. chemical-maker,
said demand for ethylene and
other ingredients used to make
plastics will outpace global
economic growth and may soak
up gains in production.

Demand from makers of plas-
tics used in garbage bags, foam
packaging and plumbing pipe
will rise three percentage points
faster than the economy, said
Michael J. Dolan, Exxon'’s chemi-
cal unit president. That should
be enough to absorb rising out-
put from three or four new eth-
ylene plants ayear, he said.

Ethylene, a bellwether for the
chemical industry, is made from
oil and natural gas. It is used in
plastics for a wide variety of
consumer goods.
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