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E D I T O R ’ S  N O T E

Back in 2006, oil and gas companies paid 
a record $3.43 billion for land in Alberta, 
mostly fuelled by the oilsands land rush.

With Alberta’s conventional resources in decline 
and most of the prospective oilsands acreage tied 
up, that calendar-year record appeared untouch-
able. But just five years later, in 2011, the provincial 
government smashed that watermark by attract-
ing $3.64 billion in land sale revenue. This was led 
by another land rush, this time in regions of the 
province previously in decline but revived by hori-
zontal drilling and multistage fracturing.

The Duvernay shale gas play was identified as 
a prime reason the land sale record was set. Over 
a roughly three to four year period, the industry 
dropped billions to gobble up land in the emerging 
play.

Was the spending justified? The early returns 
are encouraging.

At the end of 2013, industry giants such as 
Chevron Canada Limited and Encana Corporation 
reported strong liquids yields, particularly for 
valuable condensate, and producers are preparing 
to ramp up activity this year.

The Duvernay is often compared to the pro-
lific Eagle Ford of Texas because they are both 
shale plays that offer a full spectrum, from dry 
gas through liquids-rich gas to oil. Many other 

shale plays, such as the Horn River Basin in British 
Columbia and the Marcellus or Barnett south of the 
border, are much more gas focused.

In terms of the potential size of the play area, 
the richness of the source rock and even some of 
the early production results, the Duvernay “is well 
on its way to being as big or bigger than the Eagle 
Ford,” Canadian Discovery Ltd. has proclaimed. 
But the group warns there are still a lot of techno-
logical challenges to overcome.

The Daily Oil Bulletin, in this digital-only public-
ation, will examine the Duvernay in detail, includ-
ing its geological composition; drilling techniques 
being employed; infrastructure needs; potential 
regulatory issues arising from increased activity; 
the outlook for more mergers, acquisitions and joint 
ventures; and the opportunities — and challenges 
— for service companies as activity rises.

In addition to the written articles, editorial 
coverage in this digital magazine is enhanced by 
exclusive video interviews, graphics and special 
slide shows.

Only time will tell whether the Duvernay will 
become a prolific producer and a top play in North 
America, but it appears the industry is optimistic 
that it’s simply a matter of when, not if. 

— Richard Macedo

North America’s 
next star play?

THE DUVERNAY

5DOB digital magazine



produce at Leduc). It was deposited at the same 
time — but some distance away — from the 
Horn River shales in the Horn River Basin of 
northeastern British Columbia, says Brad Hayes, 
president of Petrel Robertson Consulting Ltd. 
Because of its environment of deposition, the 

The Duvernay may be Alberta’s next big play     By Richard Macedo

In December 2009, the Alberta government’s fi nal 
land sale of the year generated an eye-widening 
$384.3 million — a bright spot in what had been 

to that point a pedestrian year of Crown auctions.
The Duvernay was identifi ed as a chief reason 

for the high bonus bids paid at this sale, and this 
was merely the opening act — it kicked off  an 
over two-year boom in Crown land spending. The 
apex came on June 1, 2011, when Alberta attracted 
a massive $843.03 million — an all-time water-
mark for a single sale, fuelled by the Duvernay.

With most of the prospective land spoken for, 
the question now is: Will the Duvernay fulfi l its 
promise as the next star play of North America, 
or were those billions in land acquisition dollars 
spent in vain?

The Duvernay is a marine shale of Devonian 
age, deposited in off shore basins after the Swan 
Hills reefs (which produce at Caroline and 
Virginia Hills), but before the Leduc reefs (which 

Brad Hayes talks about companies continuing 
to optimize their drilling and completions 
practices in the Duvernay in 2014.
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Duvernay is very rich in organic material, which 
has over time been transformed into oil and gas.

“Some of this oil and gas has migrated into 
the reef reservoirs like Leduc, but much remains 
within the shale, where we can now extract it 
with horizontal multi-fracture wells,” he notes.

DUVERNAY WINDOWS

As organic-rich rocks like the Duvernay are bur-
ied in the subsurface, they are subjected to heat 
and pressure that transform the organic material 
into oil and gas. The deeper the rocks are buried, 
the more heat and pressure they are exposed to, 
Hayes explains.

At a certain threshold, the organic material 
starts to be converted to oil. With more heat, the 
organic material is converted into lighter liquids, 
and with even more heat and pressure, into gas 
— almost like an oil refi nery, where heavier oils 
are cracked into lighter liquids and gas with the 
application of heat.

“Rocks in the Western Canadian Sedimentary 
Basin are buried more deeply in the west, 
towards the mountains,” Hayes says. “The 
Duvernay in … eastern Alberta is immature — 
not cooked enough to evolve [into] oil or gas.”

Farther west, there is more burial and suffi  -
cient heat and pressure to generate oil, which is 
said to be the “oil window.” Even farther west, 
with greater depths and more heat, the Duvernay 
becomes charged with liquids-rich gas, and then 
fi nally just dry gas where it is buried most deeply 
near the mountains.

“Around Kaybob, we see a lot of activity 
because this is where we fi nd suffi  cient maturity 
for liquids-rich gas; this is good because there 
are liquids with a lot of value in a poor gas mar-
ket, and there is suffi  cient pressure and energy 

from the gas present to drive the liquids out,” 
Hayes says. “Drill deeper and get only dry gas, 
not worth much; drill shallower and get more 
oil, but perhaps you won’t be able to produce it at 
decent rates because there’s insuffi  cient reser-
voir pressure and energy.”

Many of the new unconventional plays that 
are being developed across North America are in 
formations that were already known to be source 
rocks for hydrocarbons, according to Canadian 
Discovery Ltd., and the Duvernay is no diff erent. 
Because the source rock potential of the Duvernay 
had been previously evaluated by groups like 
the Geological Survey of Canada and the Alberta 
Geological Survey, a lot of the ground work has 
been done and a rough idea of the prime play 
fairway for an unconventional Duvernay play is 
known. A little bit of new data from some early 
science wells and a comparison to other analo-
gous unconventional plays in North Ameri ca was 
enough to ignite a land acquisition frenzy.

There are numerous controls on what defi nes 
the diff erent oil, gas and liquids-rich gas play areas 
and what defi nes a sweet spot, says Canadian 
Discovery. The one that most people have focused 
on is the thermal maturity of the Duvernay. 

“ The play will progress, but 
it’s unlikely there will be 
any pivotal events that will 
suddenly change the course 
of overall development.”
— Brad Hayes, president, 
Petrel Robertson Consulting Ltd.

7DOB digital magazine
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Simplistically, maturity is a measure of what 
temperature gas, oil and condensate are formed 
and/or preserved at. High thermal maturity 
equates to gas while low thermal maturity 
equates to oil. Once the thermal maturity goes 
below a certain value, no hydrocarbons will be 
formed. By mapping the thermal maturity win-
dows for gas, liquids-rich gas and oil, the diff er-
ent play areas can be defi ned.

“However, maturity is not the only control on 
sweet spots. The richness, thickness and type of 
organic material in the source rock, the pressure of 
the formation, the burial history and the reservoir 

qualities of the rock all impact what is a sweet spot. 
Kaybob has [a] set of these parameters that is con-
ducive to a liquids-rich play,” the group states.

In general, the oil is up dip (northeast) where 
the rocks are shallower and cooler, while the dry 
gas is down dip (southwest) where the formation 
is deeper and hotter, adds Simon Mauger, direc-
tor of gas supply and economics with Ziff  Energy, 
a division of HSB Solomon Associates LLC.

“The NGL [natural gas liquids]/condensate zone 
is a narrow ribbon separating the oil and dry gas 
areas, less than a township wide in places,” he says. 
“A few wells have been drilled in the oil window 
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with interesting results; if the oil proves commer-
cial … it too will be limited to a narrow area next 
to the liquids ribbon where the oil will be volatile.

“The location of the zones are well defi ned at 
Kaybob South, less so in the Edson-Ferrier por-
tion of the play and mostly unknown in the area 
northwest of Kaybob South.”

According to a November 2013 study by 
BMO Capital Markets, drilling results over the 
last year-and-a-half have confi rmed the exis-
tence of multiple-phase windows — dry gas, 
liquids-rich gas, volatile oil and black oil — as 
well as confi rming the ability of the reservoir to 

behave as a true, overpressured shale reservoir 
and, from most windows, deliver hydrocarbons 
economically.

The Alberta royalty regime favours Duvernay 
gas wells over Duvernay oil wells, which sug-
gests activity, at least in the near term, will be 
relegated to defi ning and drilling in the conden-
sate- and NGL-rich windows, the study notes.

“It is with this continued investment that the 
Duvernay shale has emerged as a highly sought-
after, world-class unconventional shale play, 
with a focus now on condensate — the new gold,” 
BMO states. 
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EAGLE FORD COMPARISONS

The Duvernay and the Eagle Ford of Texas have 
similar-sized footprints. The Duvernay dips to 
the southwest, but not as steeply as the Eagle 
Ford, “resulting in wider product windows in 
the Alberta play,” notes a recent report by ITG 
Investment Research.

The Eagle Ford and Duvernay are compared, 
explains Hayes, because they are both shale plays 
that off er a full spectrum of prospectivity from 
dry gas through liquids-rich gas to oil. Many 
other shale plays, like the Horn River Basin, 
Marcellus or Barnett, are much more gas focused.

In terms of the potential size of the play area, 
the richness of the source rock and even some of 
the early production results, the Duvernay is well 
on its way to being as big or bigger than the Eagle 
Ford, says Canadian Discovery; however, there are 
still a lot of technological challenges to overcome.

FUTURE DEVELOPMENT

Hayes says that while it will be an important 
year for the Duvernay, he did not character-
ize it as a pivotal one. Companies will continue 
to optimize their drilling and completions 
practices, and some, such as Chevron Canada 
Limited and Encana Corporation, will ramp up 
development in areas they see as economic.

“The play will progress, but it’s unlikely 
there will be any pivotal events that will sud-
denly change the course of overall develop-
ment — we’re a few years into it, and there are 
many more to go,” he says. “Duvernay lands in 
the areas where commerciality is reasonably 
en visioned — around the liquids-rich part of the 
fairway — are quite tightly held.

“There are some land opportunities in areas 
of uncertain economic merit — in the dry gas or 
oil areas — but there is unlikely to be much more P
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land holders in the the 

Duvernay. It’s expected 

that operators will continue 

to optimize their drilling 

and completions practices 

this year.
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land activity in these areas until their productive 
and commercial merits are proven up.”

While it is still early days in the develop-
ment of the Duvernay, Trilogy Energy Corp. 
says it’s encouraged with the progress that has 
been made by industry in the past year with 
respect to the understanding and development 
of the play.

“The evolution of drilling, completion and 
production techniques has led to some very 
positive results in recent wells as compared to 
wells drilled in the early exploration phase,” the 
company states. “Fracture density has increased, 
resulting in a larger number of fractures over 
the horizontal lateral. Increasing the number of 
fractured intervals within the well has resulted 

in an improvement in the initial production 
rates and what is expected to be greater ultimate 
recoverable reserves.

“Over the past year, the play has gener-
ally progressed from the gas-condensate area 
into the volatile-oil window with encouraging 
results. Additional information will be evalu-
ated to map out the sweet spot in the Duvernay 
play to determine which lands generate the 
best economic return.”

Given the varying liquids content, it will take 
time to determine the optimum completion and 
production techniques to apply to the various 
geographic areas of the play, the company states. 
“Each month, more Duvernay production inform-
ation becomes available in the public records, 

11DOB digital magazine
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allowing operators the opportunity to evaluate 
the data to compare wells with various com-
pletion techniques, horizontal lengths, fracture 
density, orientation and liquid yield in order to 
further support the economic development of 
the Duvernay play.”

BMO says the type well economics show 
that liquids-rich Duvernay gas wells are prof-
itable and that the condensate has the great-
est impact on value. This has led to operators 
pushing the play boundaries further into the 
oily phase window in their quest for higher 
condensate yields.

ROYALTIES

BMO says that the government has broad defini-
tions on what differentiates a gas well from an 
oil well, where the true classification requires a 
PVT analysis of the produced fluids. Ultimately, 
the government will designate the final status.

Oil wells may be subject to maximum rate lim-
itations or GOR penalties that do not apply to gas 
wells. Further, says BMO, oil wells do not have the 
same level of royalty relief as deep gas wells.

To explore this effect, the type gas well was eval-
uated as an oil well, using the same rates and costs.

Somewhat surprisingly, the gas well has 
much better economics, valued at $15.3 million 
(NPV at 10 per cent) to the oil well’s $11.1 million 
(NPV 10).

“The oil well uses up its royalty benefit in less 
than six months compared to 60 months for 
the gas well. Further, the gas well pays out in 
less than 18 months compared to over two years 
for the oil well,” BMO states. “Even with cur-
rent commodity prices, the type well is better off 
being designated as a gas well.

“This will become much more important as 
the play expands into the oiler areas.”

WELL RESULTS

Canadian Discovery has identified 59 wells 
that report production from the Duvernay in 
Alberta, with 50 of these wells still onstream at 
Aug. 31, 2013.

The well with the highest oil rate is a Royal 
Dutch Shell plc well in the Kaybob field at 15-09-
63-20W5, which averaged about 200 bbls of oil per 
day during that month. The best condensate rate 
was from an Encana well at 06-09-63-23W5 in the 
Waskahigan field, which averaged 480 bbls per 
day. And the best gas rate came from a Chevron 
well at Kaybob South 02-16-62-20W5, which aver-
aged about 2.5 mmcf per day in August.

It’s still too early to declare the play a com-
mercial success, Canadian Discovery reckons, 
as operators are currently experiencing a range 
of successes.

“However, indications are that after operators 
determine the areas with the greatest potential 
and which completion programs work effectively 
in those areas, the project costs will come down 
significantly enough to provide long-term strong 
economics,” the firm states. 

— Canadian Discovery Ltd.

“After operators determine 

the areas with the greatest 

potential and which 

completion programs work 

effectively in those areas, the 

project costs will come down.”
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TALISMAN ENERGY INC.

The company holds roughly 349,000 acres in the Duvernay, with a prospective 
resource of 1.4 billion boe. In the North Duvernay, Talisman holds 155,000 net 
acres with a prospective resource of 800 million boe and 194,000 net acres in 
the South Duvernay with a prospective resource of 600 million boe.

In the North Duvernay (Kaybob) position, there’s extensive Talisman legacy 
infrastructure and roughly 123 horizontal industry wells drilled to date. For 
the South Duvernay (Willesden Green) position, the 2013 program confi rmed 
reservoir quality and high liquids yields; two appraisal wells were brought 
onstream in the third quarter of 2013.

President and chief executive offi  cer Hal Kvisle has said that Talisman will 
seek a joint venture for its Duvernay assets and has opted to not pursue a sale 
of its North Duvernay acreage.

“Whereas [in mid-2013] we considered selling the North Duvernay to gener-
ate capital that we could invest in the South Duvernay, we’ve now shifted our 
focus, given the market out there, to more of a 50/50 JV [joint venture] across 
the whole Duvernay,” he said.

In the South Duvernay, Talisman continues to evaluate its acreage with fi ve 
appraisal wells drilled. Two wells were completed during the third quarter of 
2013, with seven-day average rates of 2.8 mmcf per day of gas and 730 bbls per 
day of condensate for the fi rst well, and 1.6 mmcf per day and 365 bbls per day 
of condensate for the second well.

Year-to-date drilling and completions costs as of the company’s third-quarter 
2013 report averaged $16.2 million per well, down 16 per cent compared to 2012, 
despite drilling wells with longer horizontal sections and more fracture stages.

Several companies are ramping up Duvernay 
programs in 2014

By Richard Macedo

With most of the prospective Duvernay land tied up, producers are slowly 
starting to drill in the play. A few companies have already been drilling there 
for several years, others are in the early stages of working the Duvernay, while 
some are sitting on the sidelines observing their neighbours.

This summary of companies with an acreage position in the Duvernay 
provides a snapshot of recent activity and their plans for the near term.

Activity snapshot
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P R O F I L E S

CHEVRON CANADA LIMITED

Chevron Canada Limited reported encouraging results late last year from a 
drilling program in the Kaybob area of the Duvernay.

The producer successfully concluded its initial 12-well exploration drilling 
program in the liquids-rich portion of the play. Five wells had been completed 
and were tied into production facilities and an additional four wells were wait-
ing on completion and tie-in.

The company says its acreage is well positioned in the condensate-rich and 
volatile-oil portion of the play. Liquids yield for the completed wells ranged 
from 30 to 70 per cent with initial production rates up to 7.5 mmcf of natural 
gas per day and 1,300 bbls of condensate per day.

With the acquisition of Alta Energy Luxembourg S.a.r.l. and affi  liates’ acre-
age announced earlier in 2013, Chevron now has approximately 325,000 net 
acres in the Kaybob area of the Duvernay.

“The Duvernay is a very attractive development area, and Chevron continues
to be very encouraged by reservoir and performance data from results to date,” 
says Leif Sollid, a Chevron spokesman. “The company is planning an appraisal 
program, which will be executed prior to full development. Goals of the 
appraisal program include optimizing well design, well spacing requirements 
and completions design.”

He adds the company was not in a position to disclose how many wells it plans 
to drill this year. The appraisal program will start in the second half of 2014.

ENCANA CORPORATION

Encana will move into full resource play hub development mode with pad 
drilling in the northern Kaybob area of the Duvernay in 2014, and complete its 
evaluation of the southern Willesden Green area. The company will also work 
to fi nalize a midstream infrastructure solution to support future development.

“We’ll move to pad-based drilling in the northern portion of the Kaybob area 
and expect to reach a decision on commerciality for the Willesden Green and 
the southern portion of the Duvernay during the year,” says president and chief 
executive offi  cer Doug Suttles. 

Encana plans to invest between $250 million and $300 million of its capital 
in this play, running a six to eight drilling rig program with plans to drill 15 –20 
net wells in 2014. Total investment in the Duvernay, including the carry cap-
ital contributed as part of Encana’s joint-venture agreement with PetroChina 
Company Limited, will be in the range of $1 billion to $1.2 billion for the year.

Chief operating offi  cer Mike McAllister adds that the company continues to 
be pleased with initial results from its Duvernay program. 
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“Our primary focus is going to be up in the Kaybob area where we’ve got
better-than-commercial-type curve performance. Of the 30–40 gross wells we’ll 
be drilling, the majority will be up in Kaybob,” he says. “In the South Duvernay 
… we have been seeing some encouraging results down there, basically on 
type curve … performance, so we’re encouraged with those results, as well.”

Encana holds 253,000 net acres in the Duvernay.
In reporting its third-quarter 2013 results, Encana said its 08-05 Duvernay 

well in west-central Alberta had an initial production rate of 1,400 bbls per day 
of fi eld condensate and four mmcf per day of natural gas over its fi rst 30 days, 
and 350 bbls per day of condensate and two mmcf per day of gas after 160 days.

ATHABASCA OIL CORPORATION

Athabasca has 350,000 prospective acres in the Kaybob Duvernay play; 
200,000 acres are within the 20-metre contour of Duvernay thickness 
with over 85 per cent of those lands (the 200,000 acres) in the liquids-
rich gas areas. The company had drilled two wells in the Duvernay by 
late November and had plans to have two more drilled before year-end 
2013. For 2014, the company has a $76 million program planned in the 
Duvernay, which includes the drilling of two wells  and the completion 
and tie-in of four wells.

The company is seeking a joint venture partner.

ROYAL DUTCH SHELL PLC

When asked, the company did not provide plans for the Duvernay. According to 
a report by BMO Capital Markets, Shell’s disclosed land position is 225 net sec-
tions with “strike areas” at Kaybob and Pembina.

“Shell is the front runner when it comes to Duvernay drills and licences, 
accounting for more than 30 per cent of the wells to date,” the report states. “Many 
wells drilled during last winter’s drilling season will come off  confi dential status 
in the coming months and that is likely to be a catalyst for additional activity.”

CANADIAN NATURAL RESOURCES LIMITED

Canadian Natural drilled two vertical stratigraphic wells and one horizontal 
well in the Duvernay in 2013, which was brought on production in the fourth 
quarter. In 2014, the company plans to drill two more vertical strat tests with a 
contingent horizontal production test.

Canadian Natural holds over 480,000 net acres in the Duvernay, of which 
240,000 are in the gas-liquids to volatile-oil fairways.
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“The Duvernay play is still in an early stage of development and Canadian 
Natural continues to watch and learn. As well, Canadian Natural is well pos-
itioned with a variety of project areas with diff erent characteristics to ramp 
up our activity levels if the Duvernay results continue to improve and it com-
petes for capital,” a company spokesman says.

YOHO RESOURCES INC.

The company’s 2014 fi scal plans included the drilling of four gross (1.5 net) 
Duvernay wells.

“There is always a possibility that this activity may be accelerated,” 
says president and chief executive officer Brian McLachlan. “Yoho, Shell 
and others have already drilled wells off of pads and have successfully 
reduced costs [per] well. That trend will continue as this play moves
forward, similar to every other shale basin in North America that we
have studied.”

During fi scal 2014, the company expects to continue to replace drier
nat ural gas production with high liquid natural gas production, primarily 
from the Duvernay at Kaybob.

During the fi scal year ended Sept. 30, 2013, Yoho drilled two (1.5 net) 
Duvernay gas wells with an overall success rate of 100 per cent.

“We started buying land in the Kaybob area specifi cally targeting 
Duvernay in early 2009,” McLachlan adds. “We had extensively studied
the Duvernay, not only mapping but we had also undertaken a
substantial amount of rock work and compared those results with the
best U.S. shale basins.”

The company was initially buying land at $20,000 per section — recent 
lands have gone for as high as $3.5 million per section.

“We believe that the play, in specifi ed geographical areas, is indeed eco-
nomic,” he says. “All Duvernay is not the same, however — [there are] varia-
tions in rock quality, thickness, limestone content along the trend. From 
what we have seen, the immediate Kaybob area has some of the best-quality 
Duvernay reservoir in anything we have looked at.” 

TRILOGY ENERGY CORP.

The company holds 75 sections in the gas/condensate reservoir area and 
roughly 125 additional sections in the potentially “oilier” reservoir. Trilogy 
has participated in 27 horizontal wells in this play to date. Approximately  
$55 million of capital was spent in 2012, roughly $100 million for 2013 and 
the company has a budget of $150 million in 2014.
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CONOCOPHILLIPS CANADA

The company drilled two wells in the Duvernay last year, with another 
two planned for 2014. ConocoPhillips holds roughly 120,000 total 
acres in its “unconventionals” plays, including the Duvernay, Montney 
and Muskwa.

PENN WEST PETROLEUM LTD.

The company holds 155,000 net acres prospective for the Duvernay. No 
Duvernay wells were drilled in 2013; 2014 drilling plans include the potential 
for up to two wells. The company is currently in a sales process for its entire 
position in the Duvernay.

IMPERIAL OIL LIMITED/EXXONMOBIL CANADA

Imperial and ExxonMobil Canada hold 104,000 net acres in the Duvernay 
shale on a 50/50 percentage basis. This acreage is in the central Alberta 
Foothills and was gained through the acquisition of Celtic Exploration Ltd. 
The acreage in the Duvernay and Montney plays complement existing uncon-
ventional resource positions in Canada, which also includes holdings in the 
Simonette area of the Montney play and a large acreage position in the Horn 
River shale play.

“For competitive reasons, we don’t discuss our drilling plans,” says 
Imperial spokesman Pius Rolheiser.

VERMILION ENERGY INC.

Vermilion has drilled three vertical stratigraphic test wells to date, which 
included core, log and a diagnostic fracture injection test. The company 
planned to spud its first horizontal well late in 2013 with completion in 
2014, and is planning a second horizontal well to be drilled and completed 
in 2014.

Vermilion holds 321 net sections (205,200 acres) in three largely contigu-
ous blocks in the Drayton Valley, Edson and Niton regions.

The company says it has been “encouraged” with results to date and are 
“progressing cautiously with development, allowing industry to de-risk 
the play and move further down the learning curve.” Also, the company’s 
Duvernay rights generally underlie its Cardium and Mannville positions, 
allowing for potential infrastructure, operational and timing advantages 
should the company elect to pursue full-fi eld development of the play.
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HUSKY ENERGY INC.

The company had seven wells in the play at the end of the fi rst quarter of 
2013, and well completion activities were underway late last year at the fi rst 
four-well pad at Kaybob. First production was expected in early 2014 and 
drilling had begun on two additional wells on a second well pad.

YANGARRA RESOURCES LTD.

The company did not drill any Duvernay wells in 2013. One vertical strati-
graphic test well is planned for 2014. The company holds 61 sections of land 
prospective for the Duvernay and is “very encouraged by the results of the 
wells directly off setting [its] land base.”

APACHE CORPORATION

Apache is planning to spud its fi rst Duvernay well this winter. The company 
is turning Canada into a “horizontal drilling growth region,” according to 
Steven Farris, chairman and chief executive offi  cer, who made these com-
ments during a conference call late last year.

ENERPLUS CORPORATION

The company had three wells down in its acreage position as of the end
of 2013, says Jo-Anne Caza, vice-president of corporate and investor
relations. Enerplus holds 85,000 net acres in the Duvernay at 100 per cent 
working interest.

“Two we drilled in 2013, and one was a previous drill in 2012, and they’re all 
just vertical cores that we’ve done — they’re not producers at all,” she notes. 
“We’re planning to go back into one of the vertical wells and do a horizontal 
leg,” which was being done at the end of 2013.

“Our real focus has been to take some core and really understand if we are 
in that liquids fairway, and we believe we are,” Caza notes, adding that the 
company’s acreage is in the Willesden Green area.

Enerplus is planning to drill a horizontal well early in 2014.
“Based upon the results that we get there, that will determine what addi-

tional capital will be spent,” she says.
“A JV could be possible. Really, it’s going to be a case of what do we really 

have; we need this data before I think we can really go out and attract a rea-
sonable JV,” Caza adds. “If it works, there’s easily a couple of billion dollars’ 
worth of capital needed to develop the play.” 
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The Duvernay play in Alberta’s Deep Basin is 
fast becoming the domain of industry big 
guns as high well costs and a move toward 

pad drilling make it hard for smaller entities to 
compete, setting the stage for further consolida-
tion in the play.

Dirk Lever, managing director, senior exploration 
and production and oilsands,  with AltaCorp Capital 
Inc., says that while companies such as Celtic 
Exploration Ltd., Trilogy Energy Corp. and Yoho 

Resources Inc. were among the fi rst players in the 
Duvernay, they have been — or have the potential 
to be — gobbled up by an industry heavyweight.

In 2010, the three smaller fi rms pooled their 
resources to drill the fi rst two wells and reported 
good production of natural gas that was rich in 
li quids, which were coming up at the rate of 75 bbls 
for every mmcf of gas.

Since then, Celtic has been sold and the other two 
companies could be near-term acquisition targets.
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The Duvernay will be a playground for the big boys, 
paving the way for further M&A activity
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M & A  A C T I V I T Y

“It’s a big-money game; for people to drill, 
you’ve got to have deep pockets. The wells started 
off  at about $15 million and they’re probably down 
to $12 million now and eventually they’ll get to 
a lesser amount, but they are highly technical 
and there are not a lot of people who can actually 
aff ord to drill them,” Lever says.

“You need the scale. What’s happening is 
that guys that have contiguous land and room, 
they’re basically doing pad drilling. This cuts 
costs down by about 10–15 per cent, but it 
becomes a big-boy game because most guys
can’t aff ord to spend $30 million and have to fi n-
ish the very last well before they can produce,” 
he adds.

“Lots of guys have the land, there are lots of 
guys out there with packages that own some 
Duvernay, but not a lot of guys can aff ord it.”

Chris Theal, president, chief executive offi  cer 
and chief information offi  cer of Kootenay Capital 
Management Corp., agrees that smaller players 
with Duvernay assets are in tough when it comes 
to monetizing their holdings.

“I think the majors have made a lot of headway 
in reducing costs, but these are still $10-million 
to $12-million well events. It’s tough for a junior 
energy producer to compete in that arena over 
even a short period of time. The capital inten-
sity relative to a company like Yoho’s size means 
we haven’t seen them iterating technology to the 
degree that the majors have,” he says.

“Any time a single well even is going to cost
$12 million, you need deep pockets and staying 
power. Just over time, I think you’ll see that it’s 
challenging as a small producer to keep up.”

THE MAJORS MOVE IN

It’s not surprising, then, that merger and acqui-
sition and joint-venture activity to date in the 
Duvernay has been dominated by some of the 
industry’s biggest names.

Shell Canada Limited completed the acquisi-
tion of Duvernay Oil Corp. and its Montney and 
Deep Basin assets for $5.8 billion in the summer of 
2010. Exxon Mobil Corporation purchased Celtic 
Exploration and its Duvernay assets — more than 
100,000 acres — in a $3.1-billion deal that was 
announced in October 2012.

“Exxon is a big player [in the Duvernay], and I’m 
starting to hear they want to get 20 wells down 
before spring breakup starts,” Theal says.

In December 2012, a subsidiary of PetroChina 
Company Limited entered into a $2.2-billion joint 
venture to develop Encana Corporation’s nat ural 
gas assets in the Duvernay. Under the terms of 
the agreement, the PetroChina subsidiary, called 
Phoenix Duvernay Gas, gained a non-controlling 
49.9 per cent interest in Encana’s Duvernay property.

Chevron Canada Limited announced Aug. 1, 
2013, the signing of an agreement to acquire all 
interests from Alta Energy Luxembourg S.a.r.l. and 
affi  liates in the Duvernay. The acquired interests 
cover 67,900 net acres. The purchase price was not 
disclosed. The company now has roughly 325,000 
net acres in the Kaybob area of the Duvernay play, 
which is the current hot spot.

POTENTIAL DEAL MAKERS

Ray Kwan, an analyst with Macquarie Capital 
Markets Canada Ltd., agrees that the majors will 
continue to be in the driver’s seat as the Duvernay 
play moves to full commerciality.

“I certainly think that in the end it’s going to 
be a full consolidation where there’s only likely 
going to be just the majors, at which point it’s likely 
going to be Encana, Talisman [Energy Inc.], which 
looks like it wants to joint venture, Shell, Chevron, 
Exxon … that are really going to have the biggest 
positions in the Duvernay,” he says.

Athabasca Oil Corporation, Trilogy and Yoho are 
smaller producers that could attract off ers from 
companies looking for Duvernay acreage. 
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M & A  A C T I V I T Y

Athabasca holds 350,000 high-graded acres 
(net) of liquids-rich Duvernay potential, includ-
ing 200,000 acres (net) near Kaybob, which con-
tain greater than 20 metres of net pay and lie in the 
heart of the Duvernay fairway. The company con-
tinues to be encouraged by the strong performance 
of its three Duvernay horizontal wells and results 
reported by other industry operators.

In July 2013, the company initiated a formal joint-
venture process for its Duvernay holdings, noting a 
development program will carry large capital needs 
and is therefore ideal for taking on a partner.

Chief operating offi  cer Rob Broen says Athabasca 
continues to take parties through its data room and 

is in the process of fi nishing detailed technical pre-
sentations. Once that is complete, the company will 
announce a deadline for bids.

“There are multiple parties from a wide spectrum 
of backgrounds with a high interest in these assets. 
We believe this will be a competitive process and it 
will provide a compelling entry [into the Duvernay] 
for a joint-venture partner,” he says.

Kwan is observing the Athabasca joint-venture 
process with interest.

“I think that’s clearly going to be one of the 
most interesting ones that comes out, just given 
the fact that they are right in the heart of the 
Kaybob region,” he notes.
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M & A  A C T I V I T Y

Trilogy is planning a 2014 capital budget of 
$375 million, of which approximately $150 million 
will be allocated to the Duvernay to drill 11 net 
wells. The company’s initial results in the play have 
been encouraging and Theal believes it is well posi-
tioned going forward because of its asset base in 
the Kaybob region.

“There’s no open Crown land [at Kaybob] on the 
map sheet, so it’s only logical that we’re going to 
see more consolidation on the map sheet, in the 
Kaybob and Fox Creek area,” Theal says. “From our 
investment perspective, the company that tops 
that list is Trilogy. I, quite frankly, haven’t seen the 
well control or drilling results that would suggest 

the bulk of Athabasca’s land in the area is com-
mercial at this point.”

Because of its small size, Theal adds that
Yoho is more of a “land play” but could still 
attract interest.

“It’s a question of timing. The longer you wait on 
a smaller deal like that, it becomes more challeng-
ing from a balance-sheet perspective,” he says. “So 
I do think they have to exit early because there is a 
lot of execution risk in between.”

Adds Kwan, “I think it gets to the point where it’s 
going to be Trilogy, as well as Yoho, that are going 
to be somehow consolidated just given the costs of 
the wells.” 

DUVERNAY PLAYERS

Source: BMO Capital Markets

Market 
cap* 

(B$Cdn)

Disclosed
land position 

(net sections)

Strike areas
Drilled or 

drilling
Undrilled 
licences

(well count by operator)

Exxon (XTO/Celtic) 400 169 Kaybob 16 --

Chevron (Alta Energy) 230 508 Kaybob 20 3

Shell 230 255 Kaybob, Pembina 46 40

Sinopec Daylight** 105 203 Pembina 5 2

ConocoPhillips 89 n/a Pembina 5 1

EOG 48 155 Kaybob, East Shale Basin 3 1

Apache 39 n/a Kaybob 1 1

Canadian Natural 35 623 Edson 2 --

Husky 29 86 Kaybob 12 --

Encana - Phoenix JV 14 695 Kaybob, Pembina 29 8

Talisman** 13 563 Kaybob, Pembina 8 2

Vermilion 6 321 Edson 3 --

Enerplus 4 133 Pembina 3 2

Penn West** 4 156 Pembina, Edson 1 --

Trilogy 4 207 Kaybob 8 --

Athabasca Oil** 3 550 Kaybob 12 2

Yoho 0.2 22 Kaybob 4 1

Black Swan n/a 201 Pembina, Edson 2 --

Bounty** n/a 200 Kaybob, Pembina -- 12

Other minor players 14 1

Total industry activity 194 76

*Market cap as of Nov. 7, 2013    **Publicly announced as seeking some form of transaction
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The Alberta Energy Regulator (AER) is develop-
ing a new regulatory framework for uncon-
ventional resources such as the Duvernay 

shale play to ensure eff ective regulation is in place 
by proactively adapting its rules and processes.

Initially, the AER will implement the new frame-
work by focusing on one or two key resource plays 
such as the Duvernay to develop and test concepts 
before applying them universally. The piloting will 
likely begin in early 2014.

The pilot will be done in the North Duvernay, 
around the Fox Creek area, says Bob Willard, 
senior adviser with the AER.

“It doesn’t have every risk factor. It doesn’t have 
farmland, but there will be some sensitive wildlife 
areas. We’re not taking an easy area, but it’s hard to 
fi nd an area that has everything. That’s why we may 
end up having to do a second or even a third pilot,” 
says Willard. “This area has a lot of industry and 
media attention and [had] some very large land sales 
a few years ago, so industry is making some long-
term investments. It is very much at the early explor-
ation stage. Let’s do a pilot early and learn from it.”

COLLABORATION

Meanwhile, Duvernay operators are heeding the 
AER’s encouragement to collaborate on infrastruc-
ture such as pipelines and roads so that environ-
mental impacts are minimized. For example, fi ve 
Duvernay producers have formed the Fox Creek 
Operators Group, of which Encana Corporation is 
a member. Still in its very early stages, the group 
has held a few meetings and members are working 

Alberta regulator, companies
preparing for accelerated

Duvernay activity

By Lynda Harrison
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to determine terms of reference and the organiza-
tional structure.

“The purpose of the group is to promote a 
co-ordin ated approach to responsible natural 
resource development, while working together to 
identify areas for collaboration in everything from 
transportation to water management to economic 
development in the area,” says Doug McIntyre, 
Encana spokesman. “We believe that working 
together will help to support responsible long-term 
development through identifying effi  ciencies and 
delivering value in the Fox Creek region.”

In another example of co-ordination, the 
Canadian Association of Petroleum Producers and 
Petroleum Technology Alliance Canada are fund-
ing a study called Integrated Assessment Of Water 
Resources For Unconventional Oil And Gas Plays, West-
Central Alberta, to provide a comprehensive over-
view of water sources and disposal zones for the 
unconventional oil and gas plays of the region.

At this stage, most companies active in the 
Duvernay are only drilling up to four wells per 
year, says Willard. Each company has its own vari-
ation of fracturing technique, and once they fi nd 
what works in their area, the AER fully expects 
activity to accelerate, and it wants to be ready with 
regulatory processes in place, he adds.

According to Willard, when companies are 
only drilling a few wells every year, water usage 
is not an issue, but if they are to drill several hun-
dred wells per year, a water management plan 
will be required to comply with provincial govern-
ment rules and satisfy the local community that 
water is not being wasted. Therefore, com panies 
are expected to minimize their use of fresh water 
as much as possible and look for alternatives 
such as recycling, which may require a sizable 
investment.

The fracturing techniques used for early explor-
ation in this area are larger scale, says Willard, 

R E G U L A T O R Y
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adding that, as such, the amount of water used 
for an individual well is probably the highest in 
this area of the province. For example, outside the 
City of Calgary in the Cochrane-Lochend area, 
oper ators use about 1,000–2,000 cubic metres of 
water when performing a slickwater fracture of a 
tight Viking horizontal well, whereas in the North 
Duvernay it might require 50,000 cubic metres of 
water per horizontal well, he says.

“Obviously, when you have multiple wells, 
that starts to add up. It is, however, a relatively 
small amount if you are able to capture and 
store spring snow runoff , so there are opportu-
nities to use large volumes in a sustainable way,” 
says Willard, adding there may be some deeper 
saline water present.

BALANCING ACT

“It is a balancing act — some tradeoff s, some 
unintended consequences. You have to work your 
way through the problem solving and each area 
could be diff erent. That’s why this water manage-
ment planning is necessary because, as a regula-
tor, we recognize the limitations of being overly 
prescriptive,” says Willard. “What are the vari-
able sources? What are the consequences of your 

actions? Who are the competing users of water? 
That will be variable throughout the province, 
but water is an important aspect. It’s certainly 
something the public continuously raises.”

Road construction is another example of 
where co-operation or collaboration can occur 
in the future but is not needed during the 
exploration stage, notes Willard, who is aware 
of some com panies that are going beyond the 
requirements.

Athabasca Oil Corporation already has agree-
ments with nearby operators such as Trilogy 
Energy Corp. to share common roads in the 
Duvernay. The company also shares with other 
operators its 100-kilometre, 180-mmcf-per-day 
natural gas pipeline that stretches from Kaybob to 
Keyera Corp.’s Simonette plant.

Companies are not allowed to build a new pipe-
line until existing infrastructure is full, explains 
Andre De Leebeeck, Athabasca’s vice-president of 
investor relations and external communications.

“It’s AER policy that if you’re building infra-
structure, they encourage parties in the area to 
collaborate and use what’s there rather than set-
ting up a plethora of pipeline rights-of-way by each 
individual company,” says De Leebeeck.

Duvernay operators are 

heeding the Alberta Energy 

Regulator’s encouragement to 

collaborate on infrastructure 

such as pipelines and roads so 

that environmental impacts are 

minimized.
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R E G U L A T O R Y

FRAMEWORK FOR UNCONVENTIONAL 

RESOURCES

Unlike conventional hydrocarbon pools, uncon-
ventional resource development requires a 
greater scale of development and intensity of 
infrastructure (wells, roads and other facilities) 
to be economical. This diff erence, and others, is 
driving the AER’s work to introduce a new regu-
latory framework for the development of uncon-
ventional resources.

planning with landowners to address their loca-
tion, water use, noise, lights, trucking routes and 
emissions. Subject to the outcomes of the pilot, the 
AER is contemplating requiring operators to fi le 
project applications that integrate air, land and 
water planning.

The AER issued a discussion paper on regulating 
unconventional resources in Alberta and is analyz-
ing feedback it received.

The Pembina Institute has noticed an increase in 
activity in the Duvernay area, adds Adam Goehner, 
a technical and policy analyst with the institute.

One of the concerns of the Alberta-based, 
non-profit e nvironmental research and pol-
icy analysis organization is air emissions 
associated with unconventional oil and gas 
development surrounding shale and tight oil 
extraction, says Goehner.

He adds that Pembina is hoping regulators will 
put in restrictions using economic incentives.

“The primary concerns that we’re hearing from 
a lot of stakeholders is the pace and scale associ-
ated with some unconventional development, 
and if the regulator is to address the overarching 
impacts, then it would be benefi cial to get ahead of 
the pace of development,” Goehner says. 

“ We believe that working 
together will help to 
support responsible long-
term development through 
identifying effi  ciencies and 
delivering value in the Fox 
Creek region.”

—  Doug McIntyre, spokesman, 
Encana Corporation
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Three fundamental changes need piloting: play 
declaration, pad approval and project approval, 
says Willard.

The play concept diff ers from the current regu-
latory model where development generally occurs 
on a well-by-well basis. Under the new framework, 
the AER will formally declare plays based on their 
unique qualities and the level of risk that develop-
ment of the play could pose.

The regulator expects changes to the pad 
approval process will include requirements for 

Brad Hayes talks about co-operation amongst 
operators minimizing environmental impacts 
that will be a key component of Duvernay 
development.
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S E R V I C E  S E C T O R

Service companies prepare for the resource play’s growth

By Carter Haydu

The expectation of expanded activity in the 
Duvernay presents both challenges and 
rewards for Canadian service sector com-

panies, as many wells will be required in this com-
plex, high-pressure formation.

Although it is diffi  cult to predict the long-term 
capital investment plans of the large, international 
producers that dominate the Duvernay map sheet, 
Scott Treadwell, vice-president of equity research 
for oil and gas services at TD Securities, believes 
there will undoubtedly be a lot of spending in 2014.

“2014 is really going to be a Duvernay story 
in Canada when it comes to the services space,” 
he says. “If you’re going to develop that play, it is 
going to require more of everything — certainly 
rigs and logistics assets and that sort of stuff , in 
addition to pressure pumping.

“Our view is that there are probably going to be 
about 200 wells drilled [this] year,” he adds, noting 

that it does not take too many multimillion-
dollar wells before investment in a play reaches 
the billion-dollar mark.

David Browne, vice-president of communica-
tions and marketing at Trican Well Service Ltd., 
says service companies could soon fi nd them-
selves working on a combined total of about 500 
wells per year in the Duvernay, starting as early as 
next year, which would about double the number  
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Scott Treadwell of TD Securities discusses 
demand for services in the Duvernay for 2014.
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of wells that were drilled in the formation over the 
past 12 months.

“The reason we are excited about [the Duvernay] 
is that it requires such large amounts of our equip-
ment and manpower because the pump rates are 
high, the pressures are high because of the depth, 
and so therefore the horsepower requirements are 
high and we need lots of pumpers.

“In the thicker areas, we are going to be pump-
ing lots of sand, which means we have to have 
lots of our sand-moving equipment available. 
Compared to other plays, Trican’s pumping ser-
vice share of the money being spent would be 
quite high.”

Reliable pipelines and liquefi ed natural gas 
facilities along the West Coast would defi nitely 

increase the need to develop the Duvernay as well, 
Browne says.

“We believe the Duvernay is very important to 
Alberta and to Trican,” he says, adding the com-
pany has already conducted hydraulic fracturing 
in the formation for six customers, represent-
ing a signifi cant portion — about 15 per cent — of 
Trican’s total Canadian portfolio.

Due to current low natural gas prices, though, 
Browne says for now producers want oil and liq-
uids-rich trends in the Duvernay, which can be 
tricky because there have not been enough wells 
drilled yet to provide a full, accurate picture of spe-
cifi c resource locations.

Further, he says the Duvernay is not as thick 
and consistent as similar plays such as the P
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Producers are going to ramp up 

activity in the Duvernay in 2014, 

which will create opportunities and 

challenges for service providers. 

(This photo is from an Encana site 

working the Duvernay.)
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Muskwa–Horn River, and an examination of rock 
mechanics suggests there is a lot of rock-strength 
complexity as well.

“That’s a problem because some of these layers 
of rock contain water from ancient seabed, and you 
wouldn’t want your fracture to break into that neigh-
bouring layer. You’d start producing lots of water.”

Don Webster, chief operating offi  cer with 
Essential Energy Services Ltd., says the Duvernay 
presents many challenges, not only because of 
its high pressure and high temperature, but also 
because it is part of the Devonian group and may 
contain hydrogen sulphide and associated acid gas.

“From a frac perspective, because the Duvernay 
has shale with a siltstone in it, it can have 
extremely high-fracture gradients in excess of 
10,000 psi [pounds per square inch]. There are 
not many companies who can do that at this time, 
other than the larger players in the service sector.”

Because of its complexities, Webster says 
there will be a “pretty tight learning curve over 
the next couple of years” for companies work-
ing in this formation. Because of the lengths 
and depths of some of the wells going into the 
Duvernay, he says any hiccups could cause a dou-
bling of costs for developing a particular well.

Robert Geddes, president and chief operating offi  -
cer at Ensign Energy Services Inc., says the Duvernay 
is “yet another relatively well-known formation” that 
he believes should generate some interesting future 
activity for the Canadian service sector.

“Ensign is excited to participate in this develop-
ment,” he says, adding that for a major producer on 
a fi ve-year contract in the Duvernay, his company 
currently has under construction two new $25-mil-
lion ADR-1500 rigs that will use the AC variable 
frequency drive control system.

“This will add to the Ensign contingent already 
in the area.”

According to its most recent annual report, 
Calfrac Well Services Ltd. entered 2013 with 
work on over a dozen horizontal Duvernay wells, 
focusing on the Kaybob area’s “wet gas win-
dow,” which the company had expected to more 
than double by the end of the year. The company 
reportedly performed its fi rst horizontal frac-
turing job in the Duvernay in March 2011, with 
pumping requirements of approximately 40,000 
hhp per well.

Calfrac’s 2013 third-quarter fi nancial and oper-
ational results suggest the Duvernay represents 
one of the most capital-intensive formations in 
Western Canada, with the potential to increase 
completion services demand in the region long  

“ Because the owners of 

this resource are orders 

of magnitude bigger than 

the average E&P company 

in Canada, it helps to be 

a big service company, 

and it helps if you can 

engage those companies 

in multiple jurisdictions.”

—  Scott Treadwell, vice-president 
of equity research for oil and 
gas services, TD Securities
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“That can really do a lot to reduce your costs,” he 
says, adding further savings come as companies 
move from “science to engineering” in the play.

“Right now, you’re probably doing wireline and 
you’re probably doing a fair bit of seismic. You’re tak-
ing cores, you’re doing a whole bunch of post-drilling 
science on that data to develop a reservoir model. 
Once that reservoir model has been developed, 
you’ll hopefully still gather some data to validate the 
model, but you don’t need to build it anymore.

“That may save you a million dollars off  the well 
right off  the top.”

According to Browne, Trican’s geological divi-
sion has conducted a couple of extensive Duvernay 
studies that prove extensive oil and gas reserves 
in the formation. However, he says refi nement 
and better use of multistage completion tools are 

Trican has conducted hydraul ic 

fracturing in the formation for 

six customers, representing 

a signifi cant portion of its 

Canadian portfolio.
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term. The company expects to capitalize on the  
Duvernay because of its strong and active cus-
tomer base, as well as a number of long-term rela-
tionships with large customers.

DEVELOPING THE RIGHT TECHNOLOGY
FOR THE FORMATION

Technological improvements in the Duvernay will 
largely centre on logistics, Treadwell says, with 
real savings in developing the formation coming 
from getting more and more wells on a single pad, 
running a rig and a frac crew year-round, as well 
as maintaining constant sand and water supply.
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important to ensure effi  ciencies in the Duvernay. 
Because of complex mineralogy in the formation, 
he says frac fl uid selection is also important.

“Our customers, along with ourselves, must 
solve some of the complexities of the play,” he says, 
adding multi-zone downhole completion systems 
would be important to producing the Duvernay 
during the later stages of development.

“Initially they may do some perf and plug, 
which is the very simple, slow plying along 
[method]. But to really speed things up and to 
make systems more effi  cient, they’re going to 
have to go to the ball-drop system.”

In order to conduct multistage fractures in the 
Duvernay, Webster says large producers are tak-
ing advantage of Essential’s coil strings for frac-
turing down the annulus.

While his company’s current position as the larg-
est coil tubing service fl eet in Canada is advantageous 
to its accessing Duvernay growth, Webster says there 
would be capital investment requirements to increase 
pressure and depth ratings on the Essential fl eet.

“It means us modifying our equipment, and our 
new-build program is focused on building gen-
eration three and four coil tubing rigs with longer 
and larger-diameter coil to service the long-reach 
horizontal wells …. Our focus is to go with larger 
coil diameters and thicker wall thickness, so we 
can handle the higher pressures.”

SIZE MATTERS FOR SERVICE COMPANIES
IN THE DUVERNAY

Browne says it certainly is an advantage being 
a larger service company when working in the 
Duvernay, as fracs in the play require many stages 
with lots of sand per stage.

“So there is lots of horsepower needed. There is lots 
of equipment and men needed, and most of the oper-
ations will be 24-hour operations. So each spread of 

equipment will need two crews for the two shifts, and 
you would just have to have the capacity to handle all 
of that and at the same time be able to service all your 
other work that is not the Duvernay work.”

Size also matters for service companies in the 
Duvernay, Treadwell says, because it is likely pro-
ducers might want to double or triple the number 
of wells they initially drill in a fairly short time 
frame, which would put a fairly substantial capital 
strain on a smaller service company.

Along with size, Treadwell says it helps if service 
companies working in the Duvernay also operate 
on both sides of the 49th parallel.

“Because the owners of this resource are 
orders of magnitude bigger than the average E&P 
company in Canada, it helps to be a big service 
company, and it helps if you can engage those 
companies in multiple jurisdictions. If you can 
work for [Royal Dutch Shell plc] or [Exxon Mobil 
Corporation] in the U.S., it helps you talk to them in 
Calgary, and gives them a resumé to look at.”

Further, Treadwell says the sort of large inter-
national producers who are exploring the 
Duvernay are probably going to work with service 
companies that do not merely off er the cheapest 
price, but also come with certain corporate guar-
antees that smaller companies might not be able to 
prove as easily as the larger ones.

“Let’s face it: a small service company’s focus is 
probably on putting rigs in the fi eld and obviously 
keeping their guys safe, but do they necessarily 
have all of the overhead in their corporate-safety 
program that [Precision Drilling Corporation] 
would have? Probably not.”

Webster notes that a large company such as 
Essential off ers an “infi eld experience base” 
that major producers would probably prefer, 
and which they might not be able to get with a 
smaller service company. 

33DOB digital magazine
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An Athabasca Oil wellsite at the 

company’s Kaybob East light oil property. 

The producer stands to benefi t from strong 

condensate production in the Duvernay.

CONDENSATE
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Two years ago, Athabasca Oil Sands Corp. 
changed its name to Athabasca Oil 
Corporation, refl ecting its move from a 

focus on the oilsands to also becoming a tight oil 
and gas player.

Perhaps it should have changed its name to 
Athabasca Condensate Corp.

Although that’s not likely to happen, analysts 
who cover the company and its president and chief 
executive offi  cer, Sveinung Svarte, say the poten-
tial for signifi cant gas-liquids production from its 
Duvernay play, where it holds a large land position,
adds value to its oilsands production and also 
stands on its own economically.

“We like this play a lot,” says Svarte. “It has good 
economics on its own merits. But because we’re an 
oilsands player and we need gas and condensate, 
this is a way to hedge yourself against high con-
densate prices, which recently sold at a $15 [per bbl] 
premium to [light] oil.”

All about 
Duvernay liquids-rich 
potential an attractive 
attribute

By Jim Bentein

C O N D E N S A T E
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Athabasca holds acreage in the prime Kaybob 
area of the play where analysts have commented
on the remarkable condensate production from 
wells there.

CONDENSATE-RICH

Geoff  Ready, vice-president and a senior oil and 
gas analyst with Dundee Capital Markets Inc., 
released a report on the Duvernay last fall in which 
he referred specifi cally to the “prolifi c condensate 
production” from the play as a factor that is driving 
its economics.

That report, entitled Duvernay—The Next Big 
Thing!, followed a report he issued in late May on 
the Duvernay, which had the same title — but 
included a question mark. Ready now says he’s 
convinced the Duvernay will be ranked among the 
best shale plays in North America, which is why he 
eliminated the question mark.

And, pointing to a well drilled by Athabasca on 
its Kaybob lands that produced 107,000 bbls of free 
condensate in less than 10 months and another 
Kaybob well drilled by large Duvernay player 
Encana Corporation that produced 90,000 bbls of 

Spud after Jan. 1, 2012
 Company market cap >$10B
 Company market cap <$10B

Spud before Jan. 1, 2012
 Company market cap >$10B
 Company market cap <$10B
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free condensate in six months, he says Kaybob is 
almost a pure condensate play.

“Tier 1 wells are producing 70 per cent con-
densate,” says the analyst, who added that such 
condensate-rich wells are producing paybacks in 
24 months.

Other liquids, such as butane, ethane and propane, 
which are produced from the liquids-rich streams 
in the Duvernay, are in surplus in Alberta and 
aren’t the secret to the play’s economics, he adds.

But, fortunately, much of the gas is condensate- 
rich, which holds great appeal for producers. 
Because condensate is used to dilute oilsands 
bitumen and heavy oil and, given the significant 
growth in the production of both in Alberta and 
Saskatchewan, there is a market for it.

Ready, pointing to the recent involvement of 
big oilsands players like Royal Dutch Shell plc 
and Chevron Corporation in the play, believes the 
Duvernay isn’t about gas production at all.

“The Duvernay is an oilsands play,” he says. “All 
of the big oilsands players are looking at it because 
of its condensate potential. They see it as a way of 
minimizing their risks.”

In fact, that’s exactly how Athabasca — 
Ready’s top pick among juniors and inter-
mediates exposed to the play — views its involve-
ment there. But Athabasca’s Svarte also sees 
value in Duvernay gas production, pointing to 
the risk-reduction potential producing both there 
gives his company.

“We’re not shipping the molecules per se; it’s a 
hedge for us,” he says.

Unlike most other players, Athabasca has sig-
nificant infrastructure on its Kaybob lands. It has a 
gas pipeline that can ship its gas production about 
100 kilometres to Keyera Corp.’s Simonette plant, 
as well as three oil batteries. The condensate is 
separated at its oil batteries and shipped on a line 
owned by Pembina Pipeline Corporation, which 
runs right past its Kaybob West play.

ATTRACTIVE FOR MORE THAN JUST LIQUIDS

Ready likes the Duvernay play for reasons beyond 
its rich liquids potential. In his recent report, he 
points to two other reasons why it is now consid-
ered one of the top new plays in North America.

These include the ramp-up in the number of well 
fractures per horizontal, where he says operators 
are moving from 30 fracs per horizontal well to 100 
fracs per well, while operators use a similar total 
tonnage of sand. (The sand is just pumped into more 
stages via limited slickwater fracs.) In addition, oper-
ators have been able to lower costs, mainly because 
of this improvement in fracturing. The cost of wells 
initially in the play was as much as $20 million, but 
that is now down to the $12-million range and he 
believes it will come down to $10 million or less.

There’s yet another reason why the play 
has attracted so much producer attention. 
The Alberta government really wanted to see 
develop ment of the shales in the area, one of 
the oldest conventional gas- and oil-producing 
regions in the province.

“Producers get a five per cent, five-year royalty 
on their production from new wells in the play,” he 
says. What makes it even more generous is that it 
doesn’t matter what the production levels are.

Ready points out that there are some plays where 
producers pay a low royalty up to a certain volume 
of production, “but after that they might pay as 
much as a 40 per cent royalty.”

But, in the Duvernay, producers pay the low roy-
alty on unlimited volumes for the first three years.

DEMAND OUTLOOK POSITIVE

The move to the production of the kind of liquids-
rich gas being recovered in the Kaybob area is a  
result of the declining demand for gas exports from 
Canada to the United States, where the shift to mul-
tistage fracturing has helped that country become 
more self-sufficient in gas. The Conference Board of 
Canada sees net gas exports from Canada, 
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which reached a peak of 3.3 tcf in 2007, declining 
to just one tcf by the end of this decade.

But plans for new liquefi ed natural gas plants 
on the B.C. coast, and growing demand for natural 
gas in the oilsands and in Canada’s power sector is 
expected to gradually lead to a recovery in the dry 
gas sector and in prices, which remain far below 
the $5.50 per mcf analysts say is needed to cover 
the full-cycle costs of gas production.

The rush to produce liquids-rich gas in the 
Duvernay and elsewhere has caused some observ-
ers to fret about future surpluses of the diff erent 
hydrocarbons extracted from that gas.

Athabasca’s Svarte isn’t worried about that pros-
pect at all, pointing to projections by the Canadian 
Association of Petroleum Producers and others of 
as much as a quadrupling of oilsands production in 
the next 25 years, from about 1.9 million bbls daily 
now. Most of that oilsands production will have to 
be diluted with condensate and he sees growing 
demand for the other byproducts from liquids-rich 
gas.

“I’m sure there will be markets for all of those 
[byproducts],” he says.

That liquids-rich gas needs to be fractionated, 
which is the process of taking natural gas liquids 
(NGLs) and separating them into ethane, propane, 
butane and pentane.

Alberta’s petrochemical industry is the natural 
market for the ethane, which is now well supplied. 
There’s a surplus of propane in Alberta as well, 
but Williams Energy (Canada) Inc., illustrating 
what can happen when such surpluses occur, has 
announced plans to build a $900-million propane 
dehydrogenation (PDH) plant near Edmonton.

Dave Chappell, president of Williams Energy, 
says that plant, which will be the fi rst in Canada, 
will lead to the development of a world-scale poly-
propylene plant in the province. In turn, products 
such as polymer fabrics, de-icing chemicals and 
other products would be manufactured. That PDH 

“The Duvernay is 
an oilsands play . All 
of the big oilsands 

players are looking 
at it because of 
its condensate 
potential . They 

see it as a way of 
minimizing their risks .”

— Geoff  Ready, vice-president 
and senior oil and gas

analyst, Dundee Capital 
Markets Inc.
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plant, which is expected to be in operation by 2016, 
would produce 1.1 billion pounds annually of pro-
pylene, with the ability to double that in the future.

It is expected that plant would suck up much of 
Alberta’s propane production.

Butane, which is also derived from liquids-rich 
gas, is used as refi nery feedstock, blended with 
light/medium crude oil and used to reduce bitumen 
viscosity. Given the province’s growing production 
from the oilsands, there is good demand for it.

Pentanes-plus or condensate is the most sought-
after hydrocarbon derived from liquids-rich gas, 
given its growing role as a diluent that is mixed 
with heavy oil and bitumen.

Although growing supplies of diluent in Alberta, 
as a result of huge condensate production from gas 
plays in the United States, are expected to lead to 
lower prices over time, demand is still expected to be 
strong. According to a recent report by the National 

Energy Board (NEB), condensate and pentanes-plus 
demand in Alberta is expected to reach 893,000 bbls 
per day by 2035 from 257,000 bbls last year.

The NEB sees imported pentanes-plus vol-
umes rising to 786,000 bbls daily by 2035, up from 
111,000 bbls daily now.

While it sees NGL production from plays like 
the Duvernay and from off -gases derived from the 
oilsands contributing to signifi cant increases in 
domestic supplies of ethane, propane, butane and 
pentanes-plus into the next decade, it sees a need 
for increasing imports of butane and ethane in the 
future, as domestic production fails to meet grow-
ing demand. Domestic demand for propane will 
also lead to declining exports of that hydrocarbon 
in the latter part of the forecast period.

In the interim period, though, the demand for 
liquids from plays such as the Duvernay is likely to 
be strong, the NEB  report suggests. 

39DOB digital magazine



L arge producers have recently announced 
encouraging production results in the 
Duvernay, which has fuelled optimism 

about its future as a potentially premier North 
American liquids-rich play.

Discussion about the infrastructure required 
to support its development has already started, 
despite activity being at an incipient stage. 
Midstreamers caution, though, that infrastruc-
ture will take time to develop, and they also point 
out that needs differ in the northern and southern 
areas of the Alberta play.

“A lot of the drilling in the area that we’re 
looking to provide services to is relatively new,” 
Bob Michaleski, Pembina Pipeline Corporation’s 
former chief executive officer, who retired at the 
end of 2013, told analysts during a third-quarter 

conference call. “The results are relatively new and 
then we’re expecting longer-term commitments 
from them.

“It’s early innings in some cases, and so it may 
be a little more difficult for them to make a longer-
term commitment.”

INFRASTRUCTURE NEEDS DIFFER

It’s also a tale of two Duvernays, says Jim Bertram, 
chief executive officer of Keyera Corp.

“The rocks favour the north, but the infrastructure 
doesn’t, and infrastructure favours the south and I 
think it’s just going to go a little slower,” he says.

In the northern Duvernay, the Kaybob-
Simonette area appears to be the most prospective 
and “a lot of exciting things have been announced 
with all the majors playing in there — Shell 

Capturingopportunities
BY ELSIE ROSS
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[Canada Limited], Chevron [Canada Limited] and 
Imperial [Oil Limited],” notes Bertram. “I think 
the issue there is that it’s a very bottlenecked part 
of the world, and so we are going fast at Simonette 
and others are going fast on pipes and egress.”

The reality, however, is that nothing is going to 
happen quickly, he says, also cautioning that there 
will continue to be bottlenecks. “I think we will 
have lots of opportunities to grow our Simonette 
plant and pipeline systems, but it’s going to go 
slower because it takes time.”

In contrast to the northern part of the Duvernay, 
the southern play region in the Pembina–Willesden 
Green area, a mature producing area in other for-
mations, has considerably more infrastructure, 
including at least eight or nine facilities that could 
accommodate Duvernay gas, he says.

“We certainly encourage producers to focus 
more on the south if they have choices because we 
have infrastructure that can accommodate them 
immediately and get their liquids-rich products 
to market through pipeline systems and get them 
almost Edmonton-type pricing for condensate and 
NGL [natural gas liquids],” Bertram adds.

Keyera’s plants in the area include its 422-mmcf-
per-day Rimbey plant (97 per cent working interest) 
with ethane-plus (C2+) extraction. It can remove 40 
per cent of the ethane in the gas, 92 per cent of the 
propane, 98 per cent of the butane and 99 per cent 
of the condensate.

With gas plants at Gilby and Sylvan Lake, AltaGas 
Ltd. is also strategically located to capture opportun-
ities in the South Duvernay and Glauconite plays, 
David Harris, chief operating officer, told a recent 

Capturingopportunities Infrastructure will take time to 
develop in the Duvernay
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investor day. The two plants will be connected 
to the company’s Joff re Ethane Extraction Plant 
(JEEP) via TransCanada Corporation’s NGTL sys-
tem, and JEEP will be debottlenecked to use its full 
processing capacity and process additional gas 
from the NGTL system.

In the North Duvernay, the Alberta Energy 
Regulator (AER) fi gures show about two bcf per 
day of licensed raw gas processing capacity in 
the Fox Creek-Kaybob area in townships 59-62 
and ranges 15-20W5. The largest single mid-
stream operator in the area is Tulsa, Okla.–based 
SemCAMS, which currently has 694 mmcf per 
day of operating capacity, although it is licensed 
for a combined 1.5 bcf per day in four plants (two 
sweet and two sour). However, additional facil-
ities are needed, says Bill Armstrong, a princi-
pal of Gas Processing Management Inc. (GPMi), 
which, with Ziff  Energy, a division of HSB 
Solomon Associates LLC, has studied processing 
capacity in the area.

The issue is that the Duvernay in the area is so 
liquids rich. “Most of the larger facilities are older 
sour gas plants, and they are not designed for the 
type of gas that they are fi nding in the Duvernay, 
so they either have to expand those plants to put in 

additional liquids recovery or put in new facilities 
for sweet gas,” says Armstrong.

“Some of the traditional rules of thumb for costs 
just don’t seem to be working anymore, and the 
costs are escalating very rapidly,” he notes.

The sweet spots get drilled up fi rst and then the 
midstream will follow, adds Edward Kallio, direc-
tor of gas consulting with Ziff . However, with pad 
drilling in which all the wells are drilled at one 
time and then all are completed, it could be nine 
months to a year before a producer sees any rev-
enue, he notes. “It really is a big boy’s game.”

MIDSTREAM EXPANSION

Other midstream operators in recent conference 
calls have indicated they believe the Duvernay — 
and the more mature Montney — off ers signifi cant 
opportunities over the next few years.

“There’s going to be a lot more gas plants 
required for these volumes to be delivered than 
probably Pembina can build,” says Mick Dilger, 
former chief operating offi  cer of Pembina Pipeline, 
now its president and chief executive offi  cer.

In the meantime, Pembina has been busy 
expanding its conventional pipeline system to 
accommodate additional volumes. It recently 

In the northern Duvernay, the Kaybob-

Simonette area appears to be the most 

prospective, according to Keyera Corp.
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completed the fi rst phase of the Low Vapour 
Pressure Expansion on its Peace Pipeline, which 
delivers an additional 40,000 bbls per day of crude 
oil and condensate to Edmonton from Fox Creek.

The company plans to spend $215 million in 
2014 to complete its Phase II Low Vapour Pressure 
Expansion that will add another 55,000 bbls per 
day. Completion is expected by late 2014, at which 
time the pipeline will have a capacity of 250,000 
bbls per day. The expansion will accommodate 
development of the Duvernay 
in the Kaybob area in addition 
to increasing crude oil and 
condensate volumes from the 
Montney play in the Dawson 
Creek, Grande Prairie and 
Kaybob/Fox Creek areas.

Pembina recently completed 
the fi rst phase of an expan-
sion that boosted NGL capac-
ity to 167,000 bbls per day, an 
increase of 52,000 bbls per day, 
on its Peace and Northern NGL 
pipelines and is proceeding with 
a second phase that will raise 
cap acity to 220,000 bbls per day. 
Subject to obtaining regulatory 
and environmental approv-
als, Pembina expects the expansion to cost approxi-
mately $415 million (including mainline and tie-in 
cap ital) and to be completed in early to mid-2015.

This expansion will provide increased transpor-
tation capacity for producer activity focused on 
NGL development, including the Duvernay, says 
the company.

“[Producers] are trying to balance the need to get 
Montney and further-away production onstream 
with trying to slip in one more year of drilling 
results on the Duvernay, and that’s a tough balance 
for many companies … a tough balance to strike,” 
Dilger adds.

Responding to requests from area producers for 
fi rm service between Simonette and Fox Creek, 

the company is also spending $115 million on an 
expansion of its Peace Pipeline. The expansion is 
expected to initially deliver roughly 40,000 bbls 
per day of additional liquids to Pembina’s Fox 
Creek termin  al, from which it will access Peace 
Pipeline mainline expansions to reach Edmonton-
area markets.

The expanded pipeline will have a capacity of 
about 150,000 bbls per day and is expected to be in 
service in the third quarter of 2014, subject to the 

necessary environmental 
and regulatory approvals.

Once this new pipeline 
is completed, Pembina 
will have three pipelines 
in the corridor between 
Simonette and Fox Creek 
capable of segregating 
and shipping various 
grades of crude oil, con-
densate and NGL.

In conjunction with 
the expansion, Pembina 
is installing eight clean 
crude oil and condensate 
truck unloading risers at 
the Fox Creek terminal 
that it anticipated were 

to be in service in the fourth quarter of 2013. The 
addition of high-capacity truck unloading facili-
ties will allow producers to access Edmonton-area 
markets through the Phase I and II Peace Pipeline 
mainline expansions.

In November 2013, Pembina acquired for approx-
imately $23 million a 60-kilometre segment of 
pipeline that extends north from Edson toward
Fox Creek.

The acquired pipeline will be connected to a 
Pembina-owned pipeline nearby that reaches 
south from Fox Creek toward Edson. The two 
pipelines will form a new NGL system as part of a 
strategic initiative for Pembina to increase its NGL 
gathering capacity in the area.

“ The rocks favour 

the north, but the 

infrastructure doesn’t, 

and infrastructure 

favours the south and 

I think it’s just going to 

go a little slower.”

—  Jim Bertram, chief executive 
offi  cer, Keyera Corp.
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Once work on the pipelines has been completed 
— currently anticipated to be mid to late 2015 — 
Pembina expects to be able to off er 50,000 bbls 
per day of NGL capacity from Edson to Fox Creek. 
Volumes from the area would further support 
Pembina’s plans to expand its pipeline capacity 
from Fox Creek into Edmonton.

Pembina currently owns and operates a second 
NGL pipeline in the area, and intends to convert 
this pipeline to condensate service. Both pipelines 
would operate in tandem, providing segregated 
condensate and NGL transportation out of the 
Edson area to Fox Creek.

Late in 2013, Pembina announced that it is pro-
ceeding with its Phase III expansion after signing 

Keyera’s plants in the 

southern Duvernay 

include its 422-mmcf-

per-day Rimbey plant. 

long-term take-or-pay transportation services agree-
ments with 30 customers in its operating areas.

The contracts underpinning the expansion are 
10-year transportation services agreements for 
volumes that average over 230,000 bbls per day, or 
roughly 75 per cent of the initial capacity.

The core of the expansion will entail constructing 
a new 270-kilometre, 24-inch-diameter pipeline from 
Fox Creek to the Edmonton area. The pipeline is 
expected to have an initial capacity of 320,000 bbls 
and an ultimate capacity of over 500,000 bbls per 
day with the addition of midpoint pump stations.

The expansion is expected to be in ser-
vice between late 2016 and mid-2017, subject to 
en vironmental and regulatory approvals.
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Once complete, Pembina will have three distinct 
pipelines in the Fox Creek to Edmonton corridor. 
Along with the company’s existing pipelines and 
current expansions, they are expected to have the 
designed capacity to transport up to 885,000 bbls 
per day if fully expanded.

The Phase III expansion also contemplates 
increasing pipeline interconnectivity between 
Edmonton and Fort Saskatchewan, including 
Pembina’s Redwater and Heartland Hub sites as 
well as third-party delivery points in these areas. 
This interconnectivity will provide the option for 
customers to access a broad variety of delivery 
points including fractionators, refi neries and stor-
age hubs, and increased access to pipeline and rail 
take-away capacity, said Pembina.

GROWTH POTENTIAL

For its part, Keyera is looking to construct a liq-
uids pipeline system in northwestern Alberta. The 
exact routing and total capture area of the pipeline 
will be dependent on producers’ needs and their 
support, according to the company.

Plans call for a pipeline system consisting of 
two new-build continuous-fl ow pipelines, with 
one dedicated to a C3+ (propane-plus) mix and the 
other intended for segregated condensate service. 
Customers would have the option to direct their 
propane-plus mix and segregated condensate to a 
variety of fractionation, storage, pipeline and termin al 
facilities at the Fort Saskatchewan energy hub.

Keyera has indicated that based on current 
assessments, it anticipates that the pipeline could 
be operational by late 2015, assuming timely pro-
ducer commitments.

Pembina also has one fractionator expansion 
under construction and is contemplating a second 
for the C2+ fractionator it picked up with the acqui-
sition of Provident Energy Ltd. in 2012. Producers 
also want to consider what alternatives they have 
for fractionation, says Michaleski. “And again, 
because it’s early innings, they probably don’t have 
a good sense as to what they really require.”

SemCAMS, a subsidiary of SemGroup 
Corporation, says it plans to extend its capture area 
into the Duvernay formation at Kaybob with the 
construction of a low sour natural gas gathering 
line and a new inlet separator at its KA gas plant. 
The KA North Pipeline will run from 07-14-063-
20W5 to the gas plant where a new inlet separator 
will be constructed. The total estimated cost of the 
project is $18 million.

The pipeline will consist of a 16-kilometre, 
10-inch, sour-gas-gathering pipeline with 125 
mmcf per day of capacity. It will be operated by 
SemCAMS, which will be able to serve other cus-
tomers in the area.

The KA North Pipeline is underpinned by a fee-
for-service natural gas gathering and processing 
agreement with Shell Canada. SemCAMS will own 
60 per cent of the pipeline which is expected to be in 
service by June 2014, pending regulatory approvals 
and delivery of long-lead items on a timely basis.

 By extending its reach in the Kaybob area, 
SemCAMS says it hopes to attract incremental vol-
umes to the KA plant where there is available pro-
cessing capacity and an additional 11,000 bbls per 
day of condensate stabilization capacity that could 
be restarted.

Because of its location, the Alliance Pipeline, 
with its ability to ship liquids-rich gas, is also in a 
position to respond to the needs of Duvernay pro-
ducers, says spokesman Alan Roth. Production 
within 40 kilometres of its system has been 
steadily increasing and is expected to grow by a 
further 13 per cent between now and 2017, he notes.

While Alliance is at full capacity under the 
terms of current contracts, the pipeline has already 
increased its receipt capacity with respect to the 
Duvernay through expansion and addition of 
receipt facilities in the area, Roth adds.

“In keeping with the competitive new services 
being off ered by Alliance, post-2015 — when cur-
rent contracts expire — we already have a number 
of customer requests for new receipt facilities to 
accept rich Duvernay gas.” 
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Horizontal Cemented Completions are our focus at Trican Completion Solutions. 
To date, we’ve installed our systems in over 160 wells, using over 6,000 i-Frac CEM sleeves in 1,700 discrete frac stages. 

With installations of 120+ sleeves per well, our successful track record is growing by leaps and bounds!

i-Frac CEM sleeves
Ball-activated with multiple sleeves 
per stage; up to 25 stages available.  

Dissolv-A-Ball
Dissolvable frac ball reduces risk 
and makes cleanout optional.

BPS® Port Sub
Toe initiation sub with multiple redundancies. 
More cost-e� ective than perforating run.

Contact us today at sales@trican.ca, 
or visit us at www.trican.ca/completions for more information. 

i-Frac is part of a complete line of horizontal completion solutions o� ered by Trican Completion Solutions.

The E�  cient Cemented Completion System

CLEARING THE HURDLES FOR RELIABLE 
CEMENTED SLEEVE COMPLETIONS

Trican Completion Solutions

FRACI




