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Good afternoon everyone. Please accept Premier Duncan’s deep regret that she was unable to join us in Calgary this afternoon. The Yukon government appreciates the importance of this annual conference and the opportunity to share our perspectives regarding northern development with you. 

This morning, John Masterson, the Director of our Oil and Gas Management Branch spoke to you about Yukon’s oil and gas potential, investment opportunities and our progressive regulatory regime. This afternoon I would like to reflect on the subject of northern oil and gas development. 

Premier Duncan first addressed this audience as Yukon’s Premier and Minister of Economic Development on September 21st, 2000.  At that time market conditions had rekindled interest in the north’s oil and gas potential and it wasn’t long after that natural gas prices rose to unprecedented levels. In her remarks that day she said those market conditions meant that northern pipeline projects like the Alaska Highway and Mackenzie Valley Pipeline projects were not mutually exclusive, but complementary.   

That was Yukon’s position then, and it remains our position today, and obviously we’re very happy that many people in industry and government share our view. We were also concerned then, as we are now, with misleading reports and analysis that even today, still portray the Yukon and Northwest Territories as locked in competition for a single pipeline route. These reports do a disservice to northerners and misinform Canadians. 

Despite occasional market volatility and the recent economic performance of the North American economy, the natural gas market continues to grow, and natural gas prices continue to rise. And headlines across the U.S. are warning consumers of higher gas prices this winter. From the Houston Chronicle “Price of Natural Gas Has Nowhere To Go But Up”, from the Kansas City Star “Officials Expect Home Heating Bills To Rise This Winter”, and from the Peoria Journal Star “Natural Gas Prices Will Jump”.  

Business Week magazine recently estimated that U.S. demand for natural gas will rise 2.4 percent this year accompanied by a 3.8 percent decline in U.S. production. That means market growth of 6.2 percent. And just recently the U.S. Natural Gas Suppliers Association forecast a 7 percent increase in U.S. gas demand this winter. The U.S. consumes about 72 billion cubic feet of natural gas per day (bcf/d) so that means the industry will have to come up with about 5 billion cubic feet of new supply this year alone. By 2010, this gap will total 50 bcf/d day, an amount of gas four times the total of Canada’s current annual exports, and only 14 percent of the volume contemplated by both the Alaska Highway and Mackenzie Valley pipeline projects. 

The Alaska Highway and Mackenzie Valley pipeline projects are not competitors. Yukon has always maintained that the market will support more than one northern pipeline project in the long run.  We have consistently said that both the Alaska Highway Pipeline Project and a stand-alone Mackenzie Valley project will be built because the market needs northern gas. These projects are not competitors and one will not foreclose the other.  

Two years ago the Yukon government said it would vigorously oppose any proposal to connect gas from the North Slope of Alaska with the Mackenzie Delta in a pipeline trenched across the floor of the Beaufort Sea. And we had good reason for saying that. We knew than that such a proposal would be difficult if not impossible to permit, could delay northern gas development for years, and present risks that could not be ignored. Today that proposal has been prohibited in Alaska, is similarly prohibited in proposed U.S. energy legislation, and most importantly, it has been formally rejected by two of Alaska’s three producers. That decision followed a $125 million study that concluded the cost of the southern and northern routes were comparable, but that the risks posed by a northern route were unacceptable. This was an important conclusion that is often over looked or conveniently ignored.  It means that selection of the Alaska Highway route this year by ConocoPhillips and BP as the route of choice for Alaska gas was a business decision, and not just a function of legislation or political will. Not surprising considering that during the study period Prudhoe Bay and the western Beaufort Sea was ice bound during what should have been its open water season. 

As I said a moment ago Yukon remains a champion for two northern pipelines and we admire the progress that has been made in the Northwest Territories.  Simply stated, the momentum for constructing a Mackenzie Valley pipeline that has been achieved in just two years has surpassed even the most optimistic expectations. Producers and the Aboriginal Pipeline Group concluded a Memorandum of Understanding concerning ownership, regulators have agreed to a plan that would streamline and coordinate the permitting process, a non binding open season has been completed, and the project’s champions stand ready to file preliminary documents with the National Energy Board any day. This could not have been done if that project included gas from Alaska.  

There is no reason why Mackenzie Delta gas shouldn’t lead northern gas development. A stand alone Mackenzie Valley pipeline will be much smaller and less costly than the Alaska Highway project, it’s easier to build, there is take away capacity in Alberta for the gas, and the project enjoys a head start. If it fails or falls behind, it won’t be caused by Alaskan gas. We believe it will be caused by challenges that lie within the boundaries of the Northwest Territories. 

The Yukon government wishes only success for this project, after all it may be key to developing the natural gas resources of North Yukon, a point we have raised with the Mackenzie Delta Producers Group and with companies holding permits in the Eagle Plain and Peel Plateau. Having said that you must also appreciate that we do not want externalities in the Northwest Territories to hamper an Alaska Highway pipeline project. In other words, should that project encounter obstacles unrelated to natural gas markets, those obstacles should not stand in the way of an Alaska Highway pipeline project.

It’s time to dispel some of the myths surrounding northern pipelines and to set aside the myopia that has surrounded the northern pipeline discussion in recent months.  

An Alaska Highway pipeline will not “strand” Canadian gas. Both pipelines are needed and both pipelines will be built.  There is existing capacity in Alberta to ensure Mackenzie Delta gas gets to market, if it doesn’t end up in the oil sands, and plans for getting gas arriving from an Alaska Highway pipeline to markets in the United States are well advanced. 

Yukon completely rejects the suggestion, made by some in the federal government and elsewhere, that Canadian law and regulatory processes could, or should be manipulated to delay or foreclose an Alaska Highway Pipeline Project amidst unfounded fears of “stranded” Canadian gas in the Northwest Territories or anywhere else. Such threats are irresponsible and put Canada’s investment climate at risk. They also ignore the realities of the North American gas market and the fact that companies like the new ConocoPhillips are heavily invested in both Alaska and the Mackenzie Delta. No one wants to see both of these developments go ahead more than they do.    

Yukoners are also understandably frustrated when “Canadian” gas and “Canadian” interests are represented solely as those originating in the Northwest Territories.  The Yukon government is just as concerned as the Northwest Territories is about developing our oil and gas resources, resources that are no less Canadian than those located anywhere else in Canada. Yukon’s natural gas potential has been conservatively estimated at 10 trillion cubic feet, the north Yukon is home to several significant discoveries, and two producing wells in southeast Yukon provide ample evidence of our resource potential. 

An Alaska Highway Pipeline Project will of course be anchored by proven gas reserves on the North Slope of Alaska. Together, British Petroleum and Conoco Phillips, control two thirds of that resource. They have said they are prepared to advance a pipeline project if several milestones can be achieved. These include new U.S. energy legislation, presently before the U.S. Congress, fiscal certainty in Alaska, and a clear regulatory process in Canada. 

Some Canadian politicians and national media have become preoccupied with the new energy legislation being considered in the United States. They mistakenly believe that incentives aimed at promoting an Alaska Highway Gas Pipeline will put Canadian interests at risk. It is highly probable that the legislation will include measures to boost continental oil and gas production including Alaskan gas, measures similar to existing U.S. programs that support production from the Gulf of Mexico and the Rocky Mountains. 

Government support for energy projects is not new. It is well-established public policy in Canada, the United States and around the world. Hibernia, the Alberta oil sands, and the north’s emerging industry all owe their success in part to Canadian taxpayers. 

Let’s be candid. The Alaska Highway and Mackenzie Valley Pipeline projects will both need government support. These are remote, high cost projects being built under complex political and economic conditions. In Alaska government support is needed to offset the fact that royalties there total 18 percent from the get go, compared with 1 percent in the Mackenzie Delta. Some people say that the current royalty regime in Canada already provides a significant incentive, so it’s not surprising to us that producers and U.S. policy makers want to level the playing field and reduce risk especially given the magnitude of an Alaska gas project. And in the Northwest Territories government support will be needed to ensure aboriginal ownership in a share of the Mackenzie Valley pipeline project.  Producers and the Aboriginal Pipeline Group (APG) have already turned to the federal government to finance the APG’s share of the project definition phase, and further support will likely be necessary when a decision to construct the project is reached. 

We’re left wondering what the real issue is. Since Canada is hardly in a position to criticize others for providing incentives for energy projects, we have to assume the real issue remains an unfounded concern that support for an Alaska project would put the Mackenzie project at risk. Since producers, pipeline companies, and others seem to agree that a smaller Mackenzie Valley pipeline will be built first, this whole question seems pointless.   

Recent studies show that the benefits to Canada from both the Alaska Highway and Mackenzie Valley pipelines are immense. Together they are capable of delivering as many as 624,000 new jobs and as much as $88 billion for Canada’s bank account.  Canadians should embrace the opportunities presented by these projects. They offer enormous opportunities for the north and for Canadian workers and businesses. 

This is a matter of addition, not subtraction. We don’t need to debate which project should go first, or worry about stranded Canadian gas. Together, in a sequenced schedule, these two northern pipelines will offer years of opportunities for northerners and other Canadians. Taken together the Alaska Highway and Mackenzie Valley pipeline projects would provide billions of dollars in investment, thousands of jobs, and new era of opportunity for Alaska, Yukon, and the Northwest Territories. 

Our challenge is to ensure that we create and maintain an investment climate that encourages continued investment in these projects and in our emerging resource potential. 

Thank you.  
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