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The chief executive of Imperial Oil Ltd. shot back Wednesday at rivals and analysts who 
have said its Kearl oilsands mine will cost too much, saying time will tell who has the 
best project. 

"I can't comment on what any other competitor is looking at and I wish they wouldn't 
comment about what we're doing," said Bruce March, also president and chairman of 
Imperial, in response to a question at a webcast investor meeting in Toronto. 

"We'll see where the other competitors come out. . . . I'm just as anxious as you maybe to 
see where they go. I think the next big oilsands mining/ upgrader facility is likely a year-
plus away. I'd say let's make our judgments then rather than now." 

In February during a call to discuss financial results, Suncor Energy Inc. president and 
CEO Rick George said his company hadn't seen much cost inflation in its proposed 
oilsands projects. 

"Some of the numbers that you're seeing, for example on Imperial's Kearl project, look 
extremely high to us. Those look really way out of range," he said at the time. "Our 
current estimates are significantly below those they've announced. . . . We're not seeing 
those kinds of numbers." 

Suncor and its French partner, Total SA, are to make sanctioning decisions on their 
projects early next year. 

March said Imperial's decision to go forward with Kearl when others abandoned plans 
because of a cost escalation in 2008-09 was the right move, adding that sanctioning the 
$8.9-billion Phase 2 in December will ensure it retains contractor and labour expertise at 
reasonable cost. 

Imperial said in December that the estimated lifetime cost of building two phases and 
debottlenecking to reach 345,000 barrels per day of bitumen production by 2020 had 
jumped by 25 per cent to more than $28 billion. 

The integrated company, majority owned by ExxonMobil Corp., estimated in 2009 that 
the first 110,000-bpd phase of Kearl would cost $8 billion. 



In 2010, it revised the figure to $10.9 billion after crunching the project from three phases 
into two. 

Andrew Potter of CIBC World Markets said in an oilsands industry update issued 
Tuesday that the Kearl projects are "costly" and will deliver weak returns, although the 
second phase is being built for less than the $99,000 per flowing barrel of the first. 

"We view the returns on Kearl 2 as relatively weak," he wrote. "Based on costs of 
$80,900 per bpd, estimated sustaining capital expenditures of $5 per barrel and operating 
expenditures of $18 per barrel, we generate a 10 per cent after-tax internal rate of return 
at our long-term crude forecast of $100 U.S. per barrel. 

"Incorporating the debottlenecking (which we assume costs $40,000 per bpd) boosts 
overall Kearl returns to about 12 per cent at $100 U.S. per barrel, still relatively weak 
versus many projects being developed today (particularly SAGD, which we typically see 
generating similar returns at $60 per barrel)." 

He added, on the other hand, that the two phases of Kearl are expected to deliver over $2 
billion a year of free cash flow before royalties and about $1.2 billion after taxes and 
royalties. 

In an earlier note, Potter warned that there's an $18 billion per year cost to oilsands 
producers from "double discounting" of Canadian heavy crudes, adding that oilsands 
netbacks in first quarter are forecast to be down 12 per cent from the fourth quarter. 

But March said he thinks the situation, caused by New York traded crude's discount to 
European Brent and a second discount because of a pipeline-constrained glut of oil in 
Oklahoma, is temporary and, while lower prices hurt its upstream production, it helps its 
refineries with cheaper feedstock. 

Imperial gave an update Wednesday on construction at the first phase of Kearl. "Overall, 
as of the end of February, we are 89 per cent complete on the project while construction 
progress at site is over 80 per cent complete," said Glenn Scott, senior vice-president of 
resources. 

"Currently, there are more than 4,000 employees and contractors working on the project, 
all focused on a year-end 2012 startup." 

Scott said in addition to the Athabasca River intake system, built last summer, workers 
are nearing completion on tanks, diluent and product pipelines, maintenance buildings 
and the ore preparation plant, while gigantic ore hauling trucks and shovels have been 
delivered. 

"We expect to begin building the initial ore stockpile and advancing overburden removal 
in about three months," he said. 



Imperial intends to double its overall upstream production by 2020 to 600,000 bpd. The 
second phase of Kearl is to be completed in 2015. 

Scott said Imperial's next oilsands projects will probably be an 80,000bpd steam-assisted 
gravity drainage project called Aspen, east of Fort McMurray, and a project to tap the 
untested Grand Rapids formation at Cold Lake, where Imperial produces 160,000 bpd 
from the deeper Clearwater. 

Both are set for sanctioning around the end of the decade. 

Imperial last month sanctioned its $2-billion, 40,000-bpd in situ thermal Nabiye 
expansion at Cold Lake. 

Potter said the project's 170 megawatt cogeneration facility, which will sell excess power 
into the Alberta grid, increases the cost and also the benefit to Imperial. 

"We estimate cogen costs to be about $2 million per megawatt and that Imperial Oil will 
consume approximately 15 per cent of the power generated from the facility, implying 
about 145 MW of cogen capacity to be sold into the grid," he wrote. 

"At three-year average power prices of about $58 per megawatt-hour, the excess cogen 
would generate about $86 million per year in cash flow." 
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