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Introduction

Fort Nelson, the third oldest non-native settlement in British Columbia, was established
as a trading post in 1805 by the Northwest Fur Trading Company, and was named for
Lord Horatio Nelson, the English Admiral who won the Battle of Trafalgar.

The biggest factor in Fort Nelson’s growth was the establishment of an airport as part of
the World War 1l Northwest Air Staging Route in 1941, and the construction of the
Alaska Highway that followed in 1942. Fort Nelson’s population grew from about 200 to
2000, virtually overnight.

Today, Fort Nelson supports a robust forestry industry and growing tourism sector.
However, Fort Nelson’s most defining industry is oil and gas, and the city serves as the
staging point for oil and gas activities in the Northeast of British Columba. Fort Nelson’s
fortunes are inextricably tied to the oil and gas sector.

This report provides an overview of recent oil and gas activity in the region and
highlights prospective development of the Horn River Basin.

Fort Nelson Oil and Gas Area

Located in the northeast corner of British Columbia (Map 1), the Fort Nelson area
includes the Fort Nelson/Northern Plains
region which covers an area of 3.85
million hectares.

The region has been active in oil and gas
exploration since the 1960s, with the
search for natural gas dominated by the
Middle Devonian Keg River, Pine Point,
and Slave Point carbonates.

These plays have high reserves and
deliverability, and include British
Columbia’s largest recognized gas
accumulation at Clarke Lake (3.74 Tcf
Gas in Place).

Within the last ten years, however, the
Upper Devonian Jean Marie has become
the major target for operators. Natural gas
from this interval now dominates new
production from the region.

Also included within the Fort Nelson oil
and gas area is the Liard Basin and Fold
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Belt Region. With the Yukon Territories to the north, the Liard Basin and Fold Belt
region straddles British Columbia’s Northwest and Northeast. This relatively unexplored
area is situated immediately east of the Cordilleran Fold and Thrust belt.

The Liard Basin and Fold Belt region cover an area of approximately 1.25 million
hectares and contain over five kilometres of sedimentary strata of Cambrian to Upper
Cretaceous age.

Potential hydrocarbon objectives can occur in the Devonian Dunedin/Nahanni
Formation, the Mississippian Banff, Debolt, and Mattson formations, the Permo-
Pennsylvanian Kindle and Fantasque formations, the Triassic Toad Formation, and the
Cretaceous Chinkeh and Scatter formations. The Nahanni holds significant potential in
dolomitized reservoirs in the structural belt. The Debolt, Mattson, Kindle, Fantasque,
and possibly the Triassic Grayling and Toad formations are potential objectives in
structural closures on the Bovie Lake structure on the margin of the basin. The Banff
and Debolt formations are also potential objectives in stratigraphic traps on the platform
to the east (Walsh et al., 2005).

There are over 40 natural gas fields and an oil field in the Fort Nelson area (Map 2).
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Land Sales Trends

Fort Nelson/Northern Plains Region

The Fort Nelson/Northern Plains region captured 23 per cent of the province’s 2006
land sale bonuses. Over $141 million was spent by land brokers and producers to
acquire 136,258 hectares for an average price of $1,038 per hectare (Figure 1). This is
a significant increase from the previous two years when the region’s bonus tally
garnered an eight per cent share of the provincial total.

Figure 1

Much of the increase in 2006 land sale activity is the result of the $127 million sale of
approximately 35 PNG rights parcel just west of the Dilly, Gote and Ootla areas.
Exploratory locations in this large block of parcels show carbonate targets extending
from the Mississippian Debolt to the Devonian Keg River/Pine Point.

The story in 2007 was dominated by one particular play. The area, known as the Horn
River Basin, has captured the interest of exploration and production companies looking
to unlock the potential of organic rich shales. Since 2005, land sales increased from
less than 40,000 hectare, to more than 120 hectare in 2007. Land bonus bids reflect



this increased interest, jumping from a few hundred dollars per hectare to more than
$2,000 per hectare (Figure 2).

Figure 2

The following Map 3 provides an overview of the Horn River land sales trend since 2005.
As can be seen on the map, a few small sales in 2005 lead to an explosion of sales in
2006 and 2007. Companies known to be acquiring lands include EnCana, Apache and
Nexen and EOG.

Land sales will continue to be strong over the next several years as the remaining land
is acquired; however, a repeat of 2007 for the Horn River area is not likely. More
critically, a number of companies now have large land holdings in the area. To maintain
land holdings in good standing with the Province, companies will be required to begin
drilling wells imminently. This will lead to significant shale drilling activity in the region
over the next decade, as this report will show.



Map 3

Liard Basin

Bonus payments from land sale activity in the Liard Basin dropped significantly from
2005. Most petroleum and natural gas rights parcels were sold to land brokers, resulting
in $1.6 million in bonus payments, down from $12.3 million a year earlier (Figure 3).
EnCana Corporation was one of three producers making a land purchase under its own
name. It paid out the second highest single bonus payment of the year, spending



$331,006 million to acquire a 1,318 hectare parcel just south of the Maxhamish area
(94-0-6). The drilling license covers rights in all zones from surface to basement. In

early 2006, EnCana drilled a series of wells just north of the land sale parcel. The target
zone was the Cretaceous Chinkeh.

Figure 3

Drilling Activity

A total of 332 wells were rig released in the Fort Nelson region in 2006. Forty per cent of
all rig releases occurred in the Gunnell Creek area along the Jean Marie reef margin
and to the east in the Jean Marie platform at Helmet. Drilling activity was also high in
the Shekilie, Ekwan, and Desan areas. The Hay River area, along the northern
BC/Alberta border, continues to see consistent activity as Harvest Operations Corp.
carries on with its multi-leg horizontal well program. The Jean Marie Formation
accounted for 57 per cent of all identified target zones in the Fort Nelson region.
EnCana Corporation was the most active operator with 137 rig releases (Figure 4).



Figure 4

While the Jean Marie trend will continue to be a significant drilling target, most of the
most prospective areas of the trend have been identified and are being significantly
drilled (Map 4). EnCana, the dominant land holder, has recently been selling land and
seeking farm in partners for less prospective areas in the Jean Marie trend. This
suggests that Jean Marie drilling will trend downward over the next several years.

Future drilling levels in the Jean Marie play will depend on the ability of oil and gas
companies to operate as efficiently as possible. On the positive side, much of the road
and gas handling infrastructure is now in place which means that companies can focus
on reducing drilling and completion costs. On the negative side, initial production and
reserves is beginning to trend downward as the play matures. Future investment will
therefore be very sensitive to a variety of external risk factors largely outside of the
control of companies or the local community.



Map 4

Drilling activity in the Horn River Basin has been relatively modest since 2000 (Map 5),
with a large percentage of drilling being experimental class wells. In addition, the Oil
and Gas Commission has approved a significant number of experimental schemes in
the basin. This is expected to contribute to the region becoming one of the most active
drilling areas in British Columbia.



