Major Tar Sands Oil Pipeline Cancelled
by Nicholas Kusnetz
Oct. 5, 2017 – The long-term future of Canada's tar sands suffered a blow Thursday, when TransCanada announced it would cancel a major pipeline project.  The decision on the line, which could have carried 1.1 million barrels of crude from Alberta to the Atlantic coast, sets back efforts by energy companies to send more of the oil overseas.
The Energy East project had slumped through 3 years of regulatory review.  Over that period, the price of oil collapsed.  That dragged down the prospects for growth in production in the tar sands, which is among the most expensive and carbon-intensive sources of oil.
In a statement, TransCanada said that the decision came after a "careful review of changed circumstances."  The company said it expects to write down an estimated $800 million after-tax loss in its 4th quarter results.
Simon Dyer, Alberta director for the Pembina Institute, a Canadian environmental research group, said darkening prospects for the oil sands doomed the pipeline.  "There does not appear to be a business case for the project," he said in an email.  Andrew Leach, an economist at the University of Alberta' School of Business, said "the economics have just turned against it entirely."
In 2014, the Canadian Association of Petroleum Producers projected tar sands production would more than double, to 4.8 million barrels per day by 2030.  By this year, that growth forecast had been cut significantly, to 3.7 million barrels per day by 2030.  That would still be an increase of about 50% from today.  The association says Canada's oil industry will need additional pipelines to move that crude, and gaining approval has proved challenging.
Last year, the Canadian government rejected 1 proposed pipeline while approving expansions of 2 others—1 to the Pacific coast and a 2nd, Enbridge's Line 3, to the United States.  Each of the approved projects is meeting significant opposition, however.
The Keystone XL pipeline, which would carry tar sands crude to the U.S., was approved by the Trump administration this year, but also faces obstacles.  The project must still be approved by regulators in Nebraska.  The company recently said it was waiting not only on that process, but also to gauge commercial demand, before deciding whether to proceed.
Kevin Birn, an analyst with IHS Markit, said he thought the slow regulatory process, rather than changing market conditions, led TransCanada to cancel the Energy East project.  In August, Canadian regulators said they would consider the indirect climate emissions associated with the pipeline as part of their review process, a step that was sure to delay approval, if not doom it.
Birn, whose firm worked on an economic analysis for TransCanada as part of the regulatory process, said he still sees growth in the tar sands, but that each cancelled or delayed pipeline could dim that outlook.  "Something like this is not good, in the sense it creates additional uncertainty for the industry," he said.
Rachel Notley, the premier of Alberta, whose economy relies on oil production, said in a tweet: "we're deeply disappointed" by the cancellation.
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