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UTICA SHALE PLAY IN QUEBEC -
FOREST OIL ANNOUNCED NEW TREND

Company could be exposed to 4 Tcfe of net recoverable shale gas

We continue to see new shale gas plays emerging in North America; the latest is the Utica
Shale in Québec. Forest Oil (FST : NYSE | Not rated) announced on April 1, 2008, that it
had made a significant discovery. The company successfully drilled and fracture stimulated
two shale gas wells: the Bécancour #8 (with Junex Inc., JNX : TSX-V| Not rated) and the
Saint Frangois du Lac #1 (with Gastem Inc., GMR : TSX-V | Not rated).

The Utica Shale in Québec has attractive attributes

From the parameters released by Forest Oil, the Utica Shale appears to have the right
mineralogy, porosity, and maturity; in addition, the shale is extensive. Forest has proved
that these shales can be fracture stimulated and generate initial production rates as high as
1 mmcf/d. We find the terms attractive at 10 years, and the royalty rates look reasonable at
10% to 12%. Logistically, the region is attractive with gentle topography and year-round
drilling. There are pipelines in place to supply nearby consumers with potential exports,
and the gas should get a premium pricing to NYMEX.

Three horizontal wells in Québec; Gastem plans to extend the Utica Play in New York
The company now plans to drill three horizontal wells in 2008 to twin the locations drilled
in 2007. These early wells are expected to cost $2.5 million to $4.0 million, and costs
should decline to $2.5 million per well in the development phase. Forest Oil plans to
produce the horizontal pilot wells in 2009 and 2010, and will likely launch a full-scale
drilling program in 2010. Gastem Inc. is extending this play into New York State and plans
to drill five vertical wells and one horizontal well prior to January 16, 2009, along with
partner Utica Energy LLC.

Canaccord Adams is the global capital markets group of Canaccord Capital Inc. (CCI : TSX|AIM)

The recommendations and opinions expressed in this Investment Research accurately reflect the Investment Analyst’s personal,
independent and objective views about any and all the Designated Investments and Relevant Issuers discussed herein. For important
information, please see the Important Disclosures section in the appendix of this document or visit
http://www.canaccordadams.com/research/Disclosure.htm.
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FOREST OIL - UTICA SHALE TESTS IN QUEBEC

Forest Oil (FST : NYSE | Not rated), a $4 billion market cap, Denver-based producer,
announced on April 1, 2008 that it had made a significant resource play discovery: Utica
Shale in the Québec region. Forest did some preliminary assessments of gas recoverable
under its footprint of 339,000 gross (269,200 net acres). Using 20% recovery efficiency,
Forest believes that it has 4.1 Tcfe of net recoverable gas under its land base.

Forest Oil’s assumptions are reasonable for a preliminary estimate, in our opinion.
However, to more accurately assess the real potential of the play, we need three pieces of
information:

e Delineating of the areal extent of the play;
¢ Determining the optimal development spacing and method;
e  Productivity of each well.

We expect to see more wells drilled within Forest’s acreage in the coming months,
demonstrating that the shale is productive throughout the entire trend. In addition, longer-
term production tests would be needed to define a typical decline curve for this play.

Figure 1: Forest Oil’'s Utica Shale footprint in Québec
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FOREST OIL ACQUIRED ACREAGE THROUGH FARM-INS
WITH GASTEM AND JUNEX

Forest Oil spent 2005 identifying the play, and built an acreage position through joint
venture partnerships during 2006 and 2007. The two key partners are Junex Inc., based in
Québec City and Gastem Inc., based in Montreal. The company also spent more than a
year, in 2006 and 2007, doing all the geotechnical work in preparation for three vertical
wells.

The three vertical wells are:
1. Bécancour #8 (drilled in 2006-2007, fracture stimulated in 2007, partner is Junex).

2. Saint Frangois du Lac #1 (drilled summer of 2007, fracture stimulated in December
2007, partner is Gastem)

3. Gastem Saint Louis #1 (was not fracture stimulated, partner is Gastem).

Figure 2: First two vertical wells testing the Utica Shale

Gastem Saint Frangois du Lac #1

Source: Forest Oil and Gastem Presentations

THE UTICA SHALE HAS POSITIVE ATTRIBUTES

We continue to see new shale gas plays emerging in North America, in addition to the
traditional established plays such as the Barnett, the Woodford, and the Fayetteville. We
are very encouraged by new plays being developed in Western Canada and Eastern
Canada.

While the Utica Shale has been a known source rock and producer in Québec and New
York, a number of recent developments make this play appear economically feasible.

The strengthening of North American gas prices, technologic innovation with horizontal
drilling and completion of tight sands and shales, and more extensive pipeline structure
have contributed to a renewed focus on the Utica Shale.

We believe that the Utica Shale play in Québec is attractive for these reasons:
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e [t has the right mineralogy, porosity, maturity, and the shale is extensive.

e Forest has proved that these shales can be fracture stimulated, and generate initial
production rates as high as 1 mmcf/d. There are at least two prospective shale
intervals.

e Royalty rates look attractive at 10% to 12%.

e The terms are 10 years, which gives plenty of “elbow room” for producers to execute
their exploration and development plans.

e Year-round drilling and gentle topography around the St. Lawrence lowland.

o There are pipelines in place to supply nearby consumers with potential exports, and
the gas should get a premium pricing to NYMEX.

e The gas is pure, with BTU at 1,027 to 1,236, less than 1% inert gas, and 88% to 87%
methane.

HISTORY OF OIL AND GAS EXPLORATION IN QUEBEC

0il and gas exploration in Québec has been ongoing for the last 140 years. The discoveries
thus far are conventional: the Pointe-du-Lac Gas Field discovered in the mid-1950s and the
St. Flavien Gas Field discovered in the mid-1960s. While there are plenty of oil seeps in the
Gaspé Peninsula, the most significant oil discovery is the 1995 Port-au-Port oil discovery in
Newfoundland.

Figure 3: Major productive basins in Québec
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QUEBEC COULD HAVE LOOK-A-LIKES IN THE US

Most of the sedimentary rocks in Québec are of Paleozoic age, and are related to a number
of prolific Cambrian-Ordovician trends in the US. The geology is extremely complex, and in
certain areas, the sediments are highly deformed. The conventional exploration targets
have been the carbonates of Ordovician age.

Figure 4: The Cambro-Ordovician Basins in Eastern US and Canada
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Source: Claude Morin, 2001, Government of Québec brochure: Québec: A Petroleum Region to be Discovered

THE UTICA SHALE IS ORDOVICIAN AGE

The Utica Shale is a member for the Ordovician Trenton Group. This highly organic black
shale is the source rock for oil and gas accumulation in the region. The Utica Shale was
deposited extensively within the Appalachian Basin. The Utica Shale is present in
Pennsylvania, New York, and Québec. Thickness varies from 1,000 feet to 9,000 feet. The
shale was formed in an anoxic (oxygen-starved) marine environment and therefore is very
organically rich.
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Figure 5 Stratigraphic chart of the Ordovician in New York
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While the Utica Shale is much older than the Mississippian-Devonian age Barnett Shales
and Woodford Shales, it has similarly attractive attributes for gas production in Québec.
The Total Organic Content (TOC) is high, the clay content is low, the shales respond well to
fracture stimulation.

Figure 6: Characteristics of the Utica Shale

| Utica | | Bamett
Depth (ft) 2,300- 6,000 4,500 - 9,000
Thickness (ft) 500 150 - 700
Clay Content (%) 15-26 15-30
TOC (%) 1.0-341 35-50
Gas-Filled Porosity (%) 3.2-37 3.0-438
Pressure Gradient (psi/ft) 45— .60 46 - .50
Bl Maturity (Ro) 13-20 1.0-22
sl Gas Price ($) NYMEX +1.05  NYMEX-0.53

“Rock Properties Comparable
To The Barnett Shale But With
Premium Gas Price”

Source: Forest QOil
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Figure 7: A Comparison of various prospective shale gas plays in North America

Comparison of US Gas Shale Plays
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Vertical
Michigan
Antrim
Devonian
600-2,400
160
70-120
75
0.3-24
0.4-0.6

NA
1-5,000
40-100

70

400
0.35
180-250
25-50
5-500
40-500
40-160
20-60
6-15
200-1,200
Otsego County

DTE, LTR, BBEP

Horizontal
Oklahoma
Woodford

Devonian
6,000-12,000
100-900
100-220
NA
3-10
1.1-3.0
NA
3-6.5
NA
60-80
NA
NA
20-40
NA
0.52
2,500
2,500

2,300
80
20

40-120

3,000

Western Arkoma

NFX, DVN, CHK
Antero (private)

Source: Curtis, AAPG-NOV 2002. Warlick 2006, plus company presentations

Horizontal Horizontal
Arkansas Fort Worth (non-core)
Fayetteville Barnett
Mississippian Mississippian
1,500-6,500 6,000-9,000
10-400 200-800
NA 50-400
NA 200
49.5 3-8
1.5-4.0 1.2-2.0
NA 4-5
355 355
NA 1.9
40-60 40-60
NA NA
NA 300-350
50-70 20-40
NA 3,000-4,000
0.44 0.43-0.44
1,000-1,500 1,700-1,800
1,500-2,000 900-1,000
0 0
1,400-3,500 2,300-2,500
80 60-80
NA 20-30
55-65 30-40
1,200-1,800 1,500-3,000

Eastern Arkoma

SWN, CHK

Johnson County

North Texas

DVN, XTO, CHK, EOG
ECA, COP, RGO, DNR

KWK

Vertical Vertical
Nova Scotia Quebec
Horton Utica
Mississippian Ordovician
1000-3300 2,300-6,000
600 500
NA NA
NA NA
10 10
1.53 to 2.07 1.30 to 2.00
NA NA
NA 3.2-3.7
NA NA
52 NA
NA NA
7.0-190 NA
NA NA
NA NA
NA 0.45-0.60
1,000-1,500 1,500
500-1,000 1,000
0 0
30-300 1,000
NA 100
NA 20
89-109 93
NA 1.7
Nova Scotia St. Lawrence Lowland
Canada Canada
TPLM, CEX-V FST, IJNX-V, GMR-V

Source: Canaccord Adams and other industry and company sources




CANACCORL Adams Daily Letter | 8

8 April 2008

NEXT STEP - THREE HORIZONTAL WELLS IN 2008

The company now plans to drill three horizontal wells to twin the locations drilled in 2007.
These early wells are expected to cost $2.5 million to $4.0 million, and costs should decline
to $2.5 million per well in the development phase.

These horizontal wells will have 2,000-foot lateral lengths, with 4-stage fracs per well.
Forest Oil plans to produce the horizontal pilot wells in 2009 and 2010, and will likely
launch a full scale drilling program in 2010.

In our opinion, this play looks promising in the next 12 to 18 months.

The companies will have a number of parameters to sort out and determine:

The dominant fracture orientation and design of the azimuth of the horizontal wells to
optimize production; seismic acquisition might be needed.

e The optimal spacing between the horizontal wells, and the best way to fracture
stimulate individual wells or a group of wells.

e Logistics: how to get all the necessary equipment and material into Québec in a cost-
effective manner.

e The sweet spot within the acreage and which shale interval would be the target for
horizontal drilling.

We believe that the key challenge from this point onward is to optimize production and
minimize costs. Notionally, with reserves at 1.7 bef per well and drilling-completion costs
at $2.5 million, the finding cost is about $1.50/mcfe. If the producers can keep the cost side
of the equation down, and optimize production per well, this project could have attractive
economics.

GASTEM EXTENDING THE UTICA SOUTHWARD

Gastem (GMR : TSX-V | Not rated) is a C$100 million market cap producer based in
Montreal, Canada. Gastem gained access to 120,000 acres in the Yamaska area in the St.
Lawrence lowland through a farm-in with Calgary based Questerre Energy Corp. (QEC :
TSX | Not rated). Questerre has a market cap of C$160 million. Under the terms of the
farm-in, Questerre will be carried for $13 million, and retain a 7.5% royalty which can be
converted into a 20% working interest.

Gastem in turn farmed out the package to Forest Oil, which will earn 60% of the 120,000
acres by drilling and testing the earlier wells and paying for the expenses. If Questerre
decides to exchange its 7.5% royalty, then the ownership of the 120,000 acres would be
60% Forest Oil, 20% Gastem and 20% Questerre. Therefore, Gastem’s net claim to the
Yamaska project can range from 24,000 to 48,000 net acres.

The company is not just focused on Utica Shale in Québec; Gastem has signed a farm-in
agreement with a private company, Utica Energy, LLC. The company will drill five vertical
wells and one horizontal well prior to January 16, 2009, to earn a 65% interest in 29,000
acres plus other leases to be obtained in 2008. The partners currently have acquired
36,000 acres and they are targeting a total of 50,000 acres. The main target will be the
Ordovician Utica Shale, with the Devonian Marcellus Shale as a secondary target.
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JUNEX HAS ABOUT A MILLION NET ACRES IN
THE SAINT LAWRENCE LOWLANDS

Junex (JNX : TSX-V| Not rated) is based on Québec City and has a market cap in excess of
C$75 million, no debt and C$10 million cash on its balance sheet. The company listed on
the TSX Venture exchange in June 2001 and has four business segments: Oil and Gas
production, Natural Gas Storage, Drilling Services and Natural Brine production. Junex has
a large footprint in Québec of 6 million acres.

If we assume that Forest Oil’s 4 Tcfe assessment is reasonable, then in the Bécancour and
Contrecoeur areas, Junex could be exposed to 600 bcfe of shale gas resources.

Even after the deal with Forest, the company will still retain a 15% interest in the acreage
in the Bécancour area (plus 5% overriding royalty) and a 40% interest in the acreage in the
Contrecoeur area. The company still has 937,305 net acres in St. Lawrence lowland.

While we do not expect the entire land base to be prospective, this is still a large area to
explore for the Utica Shale within the Trenton-Black River play.

Figure 8: Junex’s footprint in Québec
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Source: Junex Inc.




CANACCORL Adams Daily Letter | 10

8 April 2008

APPENDIX: IMPORTANT DISCLOSURES

Analyst Certification: Each authoring analyst of Canaccord Adams whose name appears on the front page of this investment
research hereby certifies that (i) the recommendations and opinions expressed in this investment research
accurately reflect the authoring analyst’s personal, independent and objective views about any and all of the
designated investments or relevant issuers discussed herein that are within such authoring analyst’s coverage
universe and (ii) no part of the authoring analyst’s compensation was, is, or will be, directly or indirectly,
related to the specific recommendations or views expressed by the authoring analyst in the investment

research.

Distribution of Ratings: Coverage Universe IB Clients
Global Stock Ratings Rating # % %
(as of 29 February 2008) Buy 310 60.9% 43.9%

Speculative Buy 63 12.4% 71.4%

Hold 119 23.4% 22.7%

Sell 17 3.3% 5.9%

509 100.0%

Canaccord Ratings BUY: The stock is expected to generate risk-adjusted returns of over 10% during the next 12 months.
System: HOLD: The stock is expected to generate risk-adjusted returns of 0-10% during the next 12 months.

SELL: The stock is expected to generate negative risk-adjusted returns during the next 12 months.
NOT RATED: Canaccord Adams does not provide research coverage of the relevant issuer.

“Risk-adjusted return” refers to the expected return in relation to the amount of risk associated with the
designated investment or the relevant issuer.

Risk Qualifier: SPECULATIVE: Stocks bear significantly higher risk that typically cannot be valued by normal fundamental
criteria. Investments in the stock may result in material loss.

Canaccord Research Disclosures as of 8 April 2008
Canaccord Adams is the business name used by certain subsidiaries of Canaccord Capital Inc., including
Canaccord Adams Inc., Canaccord Adams Limited, and Canaccord Adams, a division of Canaccord Capital
Corporation. Clients of Canaccord Adams, in the past 12 months, may have been clients of Canaccord Capital
Corporation, Canaccord Capital (Europe) Limited, Canaccord Capital Corporation USA Inc., and/or Adams
Harkness Financial Group Ltd.
The authoring analysts who are responsible for the preparation of this investment research are employed by
Canaccord Adams, a securities broker-dealer with principal offices located in Vancouver, Calgary, Toronto,
Montreal (all Canada), Boston, New York, San Francisco (all US) and London (UK).
In the event that this is compendium investment research (covering six or more relevant issuers), Canaccord
Adams and its affiliated companies may choose to provide specific disclosures of the subject companies by
reference, as well as its policies and procedures regarding the dissemination of investment research. To
access this material or for more information, please send a request to Canaccord Adams Research, Attn:
Disclosures, P.0. Box 10337 Pacific Centre, 2200-609 Granville Street, Vancouver, BC, Canada V7Y 1H2 or
disclosures@canaccordadams.com.
The authoring analysts who are responsible for the preparation of this investment research have received (or
will receive) compensation based upon (among other factors) the Corporate Finance/Investment Banking
revenues and general profits of Canaccord Adams. However, such authoring analysts have not received, and
will not receive, compensation that is directly based upon or linked to one or more specific Corporate
Finance/Investment Banking activities, or to recommendations contained in the investment research.
Canaccord Adams and its affiliated companies may have a Corporate Finance/Investment Banking or other
relationship with the company that is the subject of this investment research and may trade in any of the
designated investments mentioned herein either for their own account or the accounts of their customers, in
good faith or in the normal course of market making. Accordingly, Canaccord Adams or their affiliated
companies, principals or employees (other than the authoring analyst(s) who prepared this investment
research) may at any time have a long or short position in any such designated investments, Related
designated investments or in options, futures or other derivative instruments based thereon.
Some regulators require that a firm must establish, implement and make available a policy for managing
conflicts of interest arising as a result of publication or distribution of investment research. This investment
research has been prepared in accordance with Canaccord Adams’ policy on managing conflicts of interest,
and information barriers or firewalls have been used where appropriate. Canaccord Adams’ policy is
available upon request.
The information contained in this investment research has been compiled by Canaccord Adams from sources
believed to be reliable, but (with the exception of the information about Canaccord Adams) no representation
or warranty, express or implied, is made by Canaccord Adams, its affiliated companies or any other person
as to its fairness, accuracy, completeness or correctness. Canaccord Adams has not independently verified
the facts, assumptions, and estimates contained herein. All estimates, opinions and other information




CANACCORL Adams Daily Letter | 11

8 April 2008

For Canadian Residents:

For United Kingdom
Residents:

For United States
Residents:

For European Residents:

contained in this investment research constitute Canaccord Adams’ judgement as of the date of this
investment research, are subject to change without notice and are provided in good faith but without legal
responsibility or liability.

Canaccord Adams salespeople, traders, and other professionals may provide oral or written market
commentary or trading strategies to our clients and our proprietary trading desk that reflect opinions that are
contrary to the opinions expressed in this investment research. Canaccord Adams’ affiliates, proprietary
trading desk, and investing businesses may make investment decisions that are inconsistent with the
recommendations or views expressed in this investment research.

This investment research is provided for information purposes only and does not constitute an offer or
solicitation to buy or sell any designated investments discussed herein in any jurisdiction where such offer or
solicitation would be prohibited. As a result, the designated investments discussed in this investment
research may not be eligible for sale in some jurisdictions. This investment research is not, and under no
circumstances should be construed as, a solicitation to act as a securities broker or dealer in any jurisdiction
by any person or company that is not legally permitted to carry on the business of a securities broker or
dealer in that jurisdiction. This material is prepared for general circulation to clients and does not have
regard to the investment objectives, financial situation or particular needs of any particular person. Investors
should obtain advice based on their own individual circumstances before making an investment decision. To
the fullest extent permitted by law, none of Canaccord Adams, its affiliated companies or any other person
accepts any liability whatsoever for any direct or consequential loss arising from or relating to any use of the
information contained in this investment research.

This investment research has been approved by Canaccord Adams, a division of Canaccord Capital
Corporation, which accepts responsibility for this investment research and its dissemination in Canada.
Canadian clients wishing to effect transactions in any Designated Investment discussed should do so through
a qualified salesperson of Canaccord Adams, a division of Canaccord Capital Corporation in their particular
jurisdiction.

This investment research complies with the Financial Services Authority's Conduct of Business Sourcebook
and is approved by Canaccord Adams Limited, which is authorized and regulated by the Financial Services
Authority, in connection with its distribution in the United Kingdom. This material is not for distribution in
the United Kingdom to private customers, as defined under the rules of the Financial Services Authority.
Canaccord Adams Limited accepts responsibility for this investment research and its dissemination in the
United Kingdom. The information contained in this investment research is only intended for distribution in
the UK to persons who qualify as intermediate customers or market counterparties, as defined under the
rules of the Financial Services Authority.

Canaccord Adams Inc., a US registered broker-dealer, accepts responsibility for this Investment Research and
its dissemination in the United States. This Investment Research is intended for distribution in the United
States only to certain US institutional investors. US clients wishing to effect transactions in any Designated
Investment discussed should do so through a qualified salesperson of Canaccord Adams Inc.

If this Investment Research is intended for disclosure in any jurisdiction other than the United Kingdom, the
US or Canada, then the relevant rules and regulatory requirements of that jurisdiction will apply.

Additional information is available on request.

Copyright © Canaccord Adams, a division of Canaccord Capital Corporation 2008. - Member IDA/CIPF
Copyright © Canaccord Adams Limited 2008. — Member LSE, regulated and authorized by the Financial
Services Authority.

Copyright © Canaccord Adams Inc. 2008. — Member FINRA/SIPC

All rights reserved. All material presented in this document, unless specifically indicated otherwise, is under
copyright to Canaccord Adams, a division of Canaccord Capital Corporation, Canaccord Adams Limited, and
Canaccord Adams Inc. None of the material, nor its content, nor any copy of it, may be altered in any way, or
transmitted to or distributed to any other party, without the prior express written permission of the entities
listed above.



CANACCORL Adams Daily Letter | 12

8 April 2008




