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Investor Brief:
The Enbridge Northern Gateway Pipeline

By Paula Barrios, Research Analyst, SHARE

The Enbridge Northern Gateway Pipeline presents a number of environmental and social risks
to investors that could have a material impact on long-term shareholder value. The purpose of
this investor briefing note is to examine those risks, and some of the steps that Enbridge and
its shareholders are taking— or could take—to mitigate them.

The Project

The Northern Gateway project involves the construction and operation by Enbridge of two
parallel pipelines from near Edmonton, Alberta, to Kitimat, in the North coast of British
Columbia; ten pump stations to service the pipelines; and a new marine terminal in Kitimat.
The first pipeline will carry an average of 525,000 barrels of petroleum per day from Alberta’s
oil sands to Kitimat, where it will be loaded onto tankers for export to oil refineries and
consumers in Asia and the United States. The second pipeline will carry a daily average of
193,000 barrels of condensate, a chemical and petroleum mixture used to thin heavy oil so that
it can easily flow through pipelines, from Kitimat to oil producers in Alberta. The Kitimat marine
terminal will be used to import condensate and export crude oil to the United States and Asia
through tankers. The terminal will include 14 tanks for oil and condensate, with potential for two
additional tanks.

Enbridge had suspended the project in November 2006, citing a desire by its North American
customers to first see an expansion of its existing pipeline network across the interior. The new
rush for Canada’s oil sands, however, has brought with it renewed interest in the Northern
Gateway Pipeline by oil refiners and producers, since the pipeline will give them access to new
markets in Asia and allow them to export their oil at more competitive prices." In view of this
renewed support for the project by its customers,? in June 2008 Enbridge requested the
National Energy Board (NEB) and the Canadian Environmental Assessment Agency (CEAA),
which had been asked by Environment Canada to conduct a joint review of the project before it
was put on hold, to resume their environmental assessment process of the “preliminary
information package” provided by the company. Prior to resuming the environmental
assessment process, which is expected to start with a public comment period in early 2009, the
CEAA will carry out consultations with potentially affected Aboriginal groups in respect of the
draft Joint Review Panel Agreement. The Agreement establishes the terms under which the
environmental assessment should be conducted by the Panel. On February 9, 2009, the CEAA
invited written public comments on the draft Agreement, which will be received by April 14,
2009.

' Oil sands producers with Asian owners, such as Husky Energy and Japan Canada Oil Sands (JACOS), are
particularly interested in the pipeline. According to Husky CEO John Lau, “the project is very important from a
Canadian oil producers’ point of view,” since it will provide an additional export outlet and they will not be
subject to the U.S. “as the one buyer.” Andrea W. Lorenz, “Kinder Morgan to partner in pipeline to supply
China with North American crude?,” Oilweek Magazine (Oct 2008).

By selling 10 units at $10 million each and giving buyers preferential treatment in booking capacity on the
future pipeline, Enbridge has raised $100 million from Asian refiners and Canadian producers to help bring the
project to regulatory approval. Thus, despite gloomy economic circumstances that have caused capital to flee
the oil sands and some project delays and cancellations since December 2008, Enbridge assures that project
backers are thinking about the long term and remain committed to the project.
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Following the environmental assessment by the Joint Review Panel, Enbridge anticipates filing
for regulatory review of the project (estimated at $ 4.5 billion) by the National Energy Board in
2009. On the assumption that the review process will be finalised and culminate in approval by
2012, the company expects to finish construction of the project by 2015.

Environmental risks

Environmental concerns around the Northern Gateway project include pipeline spills and leaks,
air pollution, ballast discharge and terminal accidents during loading and discharge. The
biggest concern of environmental groups and some aboriginal groups, however, is the risk of
accidental oil or condensate spills from tankers to and from the new Kitimat terminal, which
would be devastating to the marine environment and the communities that depend on it, as
well as the area’s tourism and fishing industries.

The North coast is one of the most pristine and ecologically rich areas of BC. It includes
numerous salmon and gray whale migratory routes, at least 650 spawning rivers, the Pacific
Flyway —a major route of travel for migratory birds in the Americas— and the feeding habitat of
humpback and killer whales. The area also supports a 1.7-billion worth fishing industry that
employs more than 16,000 people in BC, and a coastal tourism industry that sees up to
500,000 people travel the Inside Passage every year. Furthermore, the north central coast of
BC runs along the Great Bear rainforest, one of the few and largest coastal temperate
rainforests left in the world and home to thousands of species of plants, birds and animals.’
Coastal temperate rainforests are part of “some of the most complex and most dynamic
systems on Earth,” and the terrestrial and marine systems are “inextricably linked: the forest
reaches out to influence the diversity and productivity of life in the sea, which in turn furnishes
the wind and rain necessary for maintenance of the forest character. This exchange of
nutrients and energy creates the base for a complex food chain, rich enough to support
numerous migratory as well as resident species.”

The effects of an oil spill on marine life and birds are well documented, and they could be
disastrous. Oiled birds can die from loss of insulation, drowning or direct poisoning from oil, or
the toxic effects could be passed on to their offspring. Cleaning and rehabilitation after oiling is
often attempted, but for many species it is rare for more than a fraction of oiled birds to survive
cleaning, and rarer still for those that survive to breed successfully after release.’ According to
Environment Canada, because many species of birds along the Pacific and Atlantic coasts are
very vulnerable to spills, “emphasis should be placed on preventing damage to birds by
avoiding spills in critical wildlife areas.”

% In 2006, the BC government, First Nations, logging companies and environmental groups reached an
agreement to create a Great Bear Rainforest Conservation Area to protect almost two million hectares of land
on the BC central north coast. The government has until March 31, 2009 to implement the agreement, and
environmental groups are advocating for federal legislation banning oil tankers along the waters of the Great
Bear Rainforest Conservation Area.
4 See Jim Weigland et al., “Coastal Temperate Rain Forests: Ecological Characteristics, Status and
Distribution Worldwide,” Ecotrust and Conservation International” (1992), online:
<http://www.inforain.org/reports/ctrf_1992 html>.
® See International Tanker Owners Pollution Federation (ITOPF), “Effects of Qil Spills: Environmental Impact,”
online: <http://www.itopf.com/marine-spills/effects/environmental-impact/>.

Environment Canada (Environmental Emergencies), “Oil, Water and Chocolate Mousse” (1994), online:
<http://www.ec.gc.ca/ee-ue/default.asp?lang=en&n=C1EC2E00>.
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The effects of oil spills on marine mammals vary, but all exposed mammals are troubled by oil
in and around their eyes and nostrils. Marine mammals such as northern fur seals, sea otters
and sea lion pups are the most vulnerable, since they rely on their fur for insulation and oiled
fur is a poor insulator. These mammals can ingest some of the oil while trying to clean their fur,
or they may die from hypothermia or overheating, depending on the season. Effects of oil spills
on fish, molluscs, worms and shrimp are also significant. Fish in their early life stages are
sensitive to oil in the water column, so eggs may not hatch and young fish may die. Adult fish
are mobile and generally avoid areas of heavy contamination, but dissolved or dispersed oil
can be taken up through their gills or eaten, and accumulate in their liver, gall bladder and
stomach. This may result in tainting of their flesh, making the fish unacceptable for
consumption. Molluscs, shrimp and other commercially important organisms can also suffer
from direct smothering by oil, the toxic effect of the lighter fractions of oil, or by eating oil-
sediment particles.”

The Exxon Valdez disaster is perhaps the best example of how devastating an oil spill can be.
When the U.S. tanker Exxon Valdez ran aground in Prince William Sound (Alaska) in 1989, it
spilled 41 million litres (about 14,000 tonnes) of oil —one-sixth of the oil it carried—, polluting
2,000 kilometres of coastline. As a result of the spill, an estimated 2,800 sea otters, 250,000
birds, 1.9 million salmon and 12.9 billion herring were killed. Cleanup costs of the spill
exceeded $2 billion, and despite unprecedented efforts to clean the polluted beaches and
initial surveys showing declining contamination, studies conducted between 1995 and 1999
showed that oil containing high concentrations of toxic polycyclic aromatic hydrocarbons
(PAHSs) persisted and was still available to biota. Long-term monitoring in the oiled areas has
also shown that fauna such as sea otters and sea ducks have not recovered, and a 2001
assessment by the Auke Bay Laboratory found that an area of about 20 acres of shoreline in
Prince William Sound was still contaminated with oil. The study concluded that the remaining
oil deposits may have become a “chronic source” of low-level oil pollution within the area
affected by the 1989 spill.® Similar conclusions were drawn in a study published in Science in
2003, which found lingering effects on local marine life in Prince William Sound fourteen years
after the spill.°

Although its impacts on marine life are not as well understood as those of oil, condensate is
acutely toxic to marine life and its effects are likely to be similar to those of crude oil. In
addition, environmental and aboriginal groups are concerned that condensate may be more
difficult to clean up after a spill because it is lighter in nature, making oil recovery techniques
such as containment booms ineffective.”® Imported shipments of condensate are already
arriving at Kitimat's Methanex/Encana terminal, where they are being sent on to Fort McMurray
via rail. The Enbridge Northern Gateway project, however, would significantly increase
condensate traffic and thereby heighten the risk of a spill.

7 See ITOPF and Environment Canada, supra notes 5 and 6.
8 See Alaska Fisheries Science Center, “The Exxon Valdez Oil Spill: How Much Oil Remains?” AFSC Quarterly
Research Reports (July-Sept. 2001), online: <http://www.afsc.noaa.gov/Quarterly/jas2001/feature_jas01.htm>.
° Peterson, C. et al, “Long-Term Ecosystem Response to the Exxon Valdez Oil Spill,” Science, Vol. 302 (2003),
Eop 2082-2086.

See Pembina Institute, “Pipelines, Tankers, and the BC Coast” (October 2006), online:
<http://pubs.pembina.org/reports/BC oilgas09.pdf>.
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Responses by the company and investors

Enbridge claims that [IEEESE
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