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About Our Industry

= Transport 97% of the natural gas and onshore
crude oil produced in Canada

= Operate over 100,000 kilometres of pipeline in
Canada and the United States

= Pipelines are the safest and most
environmentally sound way to transport oil and
gas; we have a world class industry in Canada

Ensuring a safe and reliable pipeline industry in Canada
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Production: 3.0 million barrels/day (2011)
Exports: 2.1 million barrels/day (2011)
Value of Exports: $38.9 billion (2010)
Reserves: 178 billion barrels — recoverable
reserves (2010)
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Canadian Natural Gas Facts
‘ » Production: 14.6 billion cubic feet/day (2011)
& = Exports: 8.7 billion cubic feet/day (2011)

» Value of Exports: $13.1 billion (2011)
/ = Reserves: 60.5 trillion cubic feet (2010)
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Safe and Efficient Energy Highways

s CEPA member pipelines transport 1.2 billion
barrels of crude and refined products and 5.5

trillion cubic feet of natural gas each year with
99.99% reliability

= Pipelines are underground and safe

— The only feasible and safest means of transporting vast
guantities of crude and natural gas over land

— Inherently safer than other modes of transportation

Ensuring a safe and reliable pipeline industry in Canada
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Our Industry has a World-Class Safety Record

Pipeline Failures Per 1,000 km

Frequency of Pipeline Failures 99%,

of liquid product
has been transported

safely through Canadian
pipelines since 2002

m All hydrocarbons
m Sweet Gas
m Liquids

CEPA (2002-2009) U.S (2002-2009) Europe Gas (2003-2007) Europe Liquids (2001-2008)
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This chart shows CEPA’s eight year average failure rate (per 1,000 km pipeline) compared to that in the US and Europe
Normalizing the data for pipeline kilometres allows for apples-to apples comparisons
Clearly the safety-record of the Canadian pipeline industry compares very favourably to other jurisdictions
You can see from the brown bars – the failure rate in Canada was less than half the US failure rate.
Comparing liquid pipelines – black bars -  the failure rate in Europe was almost 3 times the Canadian rate




Significant Pipeline Failures Rare
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Economic Value Delivered by Pipelines

= Over $100 billion of energy products delivered
annually since 2007

= Compares against a cost of service of less than
$5 billion/yr — huge value added

= Energy exports account for over 1/5" of
Canada’s total merchandise exports

= In 2008, hydrocarbon production contributed
over $30 billion in govt tax revenue

= All enabled by efficient pipeline infrastructure
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The economic value in this sector is clearly derived from the production and sale of hydrocarbons.   Canada is currently the world’s 6th largest oil producer and 3rd largest natural gas producer.  Canada’s oil exports to the U.S. have doubled in the last ten years and Canada is the largest exporter of oil to the U.S., exporting twice as much as any other single country.  The hydrocarbon production sector has grown to become the largest single industrial sector in Canada and now far exceeds the automobile and automobile parts sector.  

The growth in the industry and the wealth it creates for all Canada is enabled by the operation of safe and efficient pipeline infrastructure.


Pipeline Development Issues

= Development of new pipeline assets is Over the past five
. . : years the annual
critical to opening new markets for value of energy

] i transported over
Canadian oil and gas NEB regulated

pipelines to
domestic and

= The industry makes, and must continue {0 [P
make, huge investments in pipelines to
provide cost competitive infrastructure
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Inadequate Pipeline Capacity

= Inadequate capacity means natural gas or oil
becomes “trapped” — it cannot reach markets

= Oversupply results in the trapped areas,
depressing prices

= Trapped oil and gas cannot access world
markets and world prices

Ensuring a safe and reliable pipeline industry in Canada
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Today, the sad reality is that we do not have enough oil pipeline capacity to carry Canadian production to global markets.  There is currently a glut of oil supply in western Canada and, more generally, in most of North America.  As a result, Canadian oil prices are depressed compared to world oil prices.  In 2011, the differential moved around a lot and reached as high as $25.   This is unprecedented in the history of the world oil market.  

The world oil market is extremely competitive because tankers can move oil around quickly to ensure that price differentials do not persist.  Tankers at mid-sea can often switch destinations and head for the highest priced markets.  This has always ensured that price differentials are rapidly competed away, resulting in one world price for crude oil.  However, with the current situation, Canadian oil cannot reach tidewater and has resulted in trapped oil in Canada and the U.S., leading to a depressed domestic price.  



North American Natural Gas Prices

= At near their lowest
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2011 average price differential: $16.39 per barrel


Cost of Inadequate Capacity

= With an average price differential of around $16

a barrel in 2011 on current exports of almost 2
million barrels a day

= Cost to Canadian exporters is:
— $33,000,000 per day
— $ 12 billion per year

= Canadian governments are losing in the order

Ensuring a safe and reliable pipeline industry in Canada
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With Canadian oil trapped in the domestic market, Canadian producers are being penalized and obtaining far less than they could on the global market.  Since provincial government royalties are based on oil prices and corporate income taxes are based on profits, both federal and provincial governments are also losing valuable revenue because of the current inadequate pipeline capacity situation.  Needless to say, this reduces the revenue available for all government programs, including health care.

While Canada produces almost 3 million barrels of oil a day, I have only applied the cost calculations above to the oil we are exporting, and not to the oil that is sold domestically.  In fact, in the current situation, Canadians in eastern Canada are importing oil at world oil prices.  Thus, we are in a lose-lose situation in which Canadian producers are receiving an artificially depressed price while eastern Canadians are paying full world prices for their supplies.   (This situation has led to a proposal to reverse Enbridge’s pipeline between Toronto and Montreal in order to make western Canadian crude oil available in Quebec.)



Market Access

=« Key component of wealth creation for Canada,
IS for the pipeline industry to have access to
existing and new markets

« The U.S. will remain a key market, but Asia is a
future strategic market
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Strong, transparent regulations and continuously improving
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Energy Infrastructure
Investment Forecast

US$33 trillion global energy sector
over next 20 years. (IEA 2010)
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WESTERN CANADIAN CRUDE
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The Opportunity

= Canada’s pipeline industry can be a key
element in employment and GDP recovery

= Bringing new projects online near term =
— Lower costs for big projects
— Support for key industries

= Private sector projects bring a multiplier effect
throughout the economy

= Investments made now ensure infrastructure iIs

Cradnira sy Ensuring a safe and reliable pipeline industry in Canada




New Projects: Regulatory Imperative

Regulatory frameworks are being updated and must deliver:

= Coordination between and within governments, including
— One project - one review consolidation for new projects
— Processes and decisions by the best placed regulator

— Coordination of agencies and departments to eliminate duplication,
streamline requirements, and share knowledge and expertise

= Timely and effective processes, ideally with time limits

= Balanced decision making, integrating environment and economy

— Using facts and expert decision making throughout the life of
regulated facilities

= Effective Crown Consultation
— Fully addressed across departments and jurisdictions

— Separates assessment from economic negotiations
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Federal Budget 2012 - Reqgulatory Efficiencies

= “One Project, One Review”

=« Predicable and Timely Reviews

— Major Projects Management Office (MPMO) funding
extended ($54 million over two years)

— Fixed Review Time

» 24 months for panel reviews
» 18 months for NEB hearings
» 12 months for standard environmental assessments

= Strengthening Environmental Protection

— Enhancing the inspection and safe navigation of oil
tankers (C$37.5-million over two years)

— Strengthening pipeline safety (C$13.5-million over two
years funded by industry)

— Funding of the Northern Pipeline Agency (C$47-
million over two years funded by industry)

Ensuring a safe and reliable pipeline industry in Canada




Concluding Remarks

= Canadian transmission pipelines are world
leaders in safety and integrity

= Canadian regulatory framework for pipelines is
a strategic asset for the country

= A clear, intentional Canadian energy policy
framework Is a needed beacon for success

= We need new pipelines to secure our economic
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For more information please contact:

Ziad Saad
VP Safety & Sustainability
Canadian Energy Pipeline Association
Suite 1860, 205 - 5th Avenue S.W.
Calgary, Alberta T2P 2V7

Email: zsaad @cepa.com
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