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FOR IMMEDIATE RELEASE 

16 November 2004
EastCoast Energy reports financial results on start-up

Tortola, British Virgin Islands  - East Coast Energy Corporation (“EastCoast” or the “Company”) has announced a loss of $84,000 in its first 31 days of operations. The Company was spun out from PanOcean Energy Corporation Limited as a separate publicly-traded company on 31 August 2004.  At September 30, 2004, EastCoast also reported shareholders’ equity of $11,857,000 and working capital of $2,289,000.
Financial and Operating Highlights
	
	Period ended

30 September 2004

	Financial
	

	Financial (US$’000)
	

	Revenue
	50

	Loss for the period
	(84)

	Working Capital
	2,289

	Shareholders’ Equity
	11,857

	
	

	Outstanding Shares (‘000s)
	

	Class A shares
	1,751

	Class B Shares
	19,386

	Options
	2,000

	
	

	Operating
	

	Natural Gas Reserves (bcf)

(based on McDaniel & Associates reserves report as at 31 Dec 2003)

	Proved
	85.3

	Probable
	174.3

	Proved plus probable
	259.6

	
	


Highlights

· Listing of EastCoast Energy on the TSX Venture Exchange under the symbols ECE.A and ECE.B

· Completion of the Company’s 14 km ring main distribution pipeline in Dar es Salaam, Tanzania. Five connections have been constructed to industrial customers and one additional connection is currently under construction. 

· Commencement of natural gas sales to two industrial customers, Kioo Limited and Tanzanian Breweries Limited. The two customers purchased 13.5 mmcf in September at an average price of US$5.41 per mcf and are forecast to consume an average of 1.4 mmcf/d.

· Signing of four additional industrial gas sale contracts totalling 1.3 mmcf/d. These contracts are expected to lead to Additional Gas sales revenues by the end of the first quarter of 2005.

· Operated production and processing of gas from the Songo Songo field. Initial indications, based on 1.79 bcf of gas production to September 30, 2004, are that the reservoir is performing in line with expectations.

Operational Review

Background

The Company’s operations at the Songo Songo gas field in Tanzania provide for EastCoast to operate five producing wells and a 70 mmcf/d dehydration and refrigeration gas processing plant on Songo Songo Island. Gas processed by EastCoast is then transported to Dar es Salaam through a 25-kilometre 12-inch offshore pipeline and a 207-kilometre 16-inch onshore pipeline.

Gas produced and sold from the Songo Songo field is classified as either Protected Gas or Additional Gas. 

The Protected Gas is 100% owned by the Tanzanian Petroleum Development Corporation (“TPDC”) and is sold to Songas Limited (“Songas”) under a 20 year Gas Agreement either for use at the Ubungo Power Plant or for onward sale. At a 100% utilisation rate, the Protected Gas consumption is 44.8 mmcf/d. However, over a twenty year period it is forecast that a 75% utilisation rate would be more likely.

Songo Songo gas production in excess of that required by the Protected Gas users is categorized as Additional Gas and maybe developed and marketed by EastCoast and TPDC under the terms of the Production Sharing Agreement (“PSA”) until October 2026. 

Protected Gas Users
	Customer
	Theoretical max

100% load 

(mmcf/d)
	Most likely

(mmcf/d)

	Ubungo
	
	

	Two ABB turbines
	10.97 
	8.23

	Two GE turbines
	18.55 
	13.91

	GE ​ fifth turbine
	8.40 
	6.30

	
	37.92
	28.44

	Wazo Hill Cement Plant
	
	

	Kiln 1
	
	

	Kiln 2
	3.40
	2.55

	
	2.47
	1.85

	
	5.87
	4.40

	Village programme
	1.00
	0.75

	Total daily gas demand (mmcf/d)
	44.79
	33.59

	Reserves over 20 years (bcf)
	327.0
	245.2


Operatorship

The Company is the operator of the wells and gas processing plant on Songo Songo Island on behalf of Songas. Operatorship is on a ‘no gain/no loss’ basis. Two internationally experienced staff manage the site operations on a rotational basis with back up support from the Company’s head office personnel in Dar es Salaam. Twenty-six Tanzanian technicians operate and maintain the wells, processing and refrigeration plant.

As at 30 September, the gas processing facilities had performed in line with management’s expectations. There have been no unplanned shutdowns on Songo Songo Island that had impacted the supply of gas to Dar es Salaam. 

Production

Commercial production commenced from the Songo Songo field on 20 July when the Ubungo Power Plant was commissioned.

By the end of September, 1.6 bcf of Protected Gas had been produced from the field since commercial start up as follows:

Protected and Additional Gas Production

	Gas produced mmcf
	July
	August
	September
	Total

	Protected & Additional Gas Production
	367.6
	611.6
	632.8
	1,612.0

	Analysed between:
	
	
	
	

	Protected Gas sales
	190.1
	591.9
	589.6
	1,371.6

	Additional Gas sales
	-
	-
	13.5
	13.5

	Line pack and other
	177.5
	19.7
	29.7
	226.9

	
	367.6
	611.6
	632.8
	1,612.0


The maximum production rate achieved in September amounted to 28 mmscf/d and the average production 21 mmscf/d.

These relatively low Protected Gas rates have increased with the commissioning of the two ABB turbines and the second kiln at Wazo Hill in October and will increase further with the introduction of the GE fifth turbine in December 2004.

Small levels of Additional Gas sales commenced on 18 September with the completion of the 14 km ring main pipeline distribution system and pressure reduction station.

Well capacity testing

With these initial production rates, the Company commenced well capacity tests on 17 September utilising Keller well head gauges. As at 30 September, tests had been performed on three of the wells, namely the two onshore wells, SS-3 and SS-4, and the offshore well SS-7. The results were as follows:

Songo Songo Well Flow Rates

	mmcf/d
1997 well tests
September 2004

	Tested

	SS-3



10.0
17.4

	SS-4



10.0
13.6

	SS-7
20.0
22.6

	


40.0
53.6

	Not tested



	SS-5



60.0
Not tested

	SS-9
40.0
Not tested

	


140.0
53.6


Capacity testing on the onshore wells SS-3 and SS-4 recorded a higher capacity than was expected. SS-7 was slightly better than expected with a similar level of water production as that recorded at the time of the 1997 well test (circa 2.5 barrels of water/mmcf). The reason for this water production is being evaluated.

SS-5 remained shut in during September as a reservoir observation well. The limited production from the well in October indicates that it is performing near to the conditions observed during the 1997 testing. Testing of this well is expected to be completed during November.

When commissioning the wells, the Company was unable to pull the back pressure valve located in the tubing hanger on SS-9. As a consequence, crews were unable to remove the fishes consisting of two sets of gauges and a length of wireline that were left downhole at the time of the 1997 extended well program. The back pressure valve is due to be milled in Q4 2004 and it is now intended to run some perforated tubing to prevent any debris in the well causing operational problems. The SS-9 well will then be tested, but it is forecast that the rates will be lower than those tested in 1997. With the better than anticipated well results to date, the Company is not considering an immediate workover.

Downhole pressure gauges were installed in four of the wells before the start-up of the field and these will be pulled out of the wells in November for evaluation. The Company plans to install new pressure gauges at that time.

Reserves

There are nine licences included in the Company’s PSA with TPDC, namely two discovery blocks within the Songo Songo field and seven blocks in adjacent areas (“Adjoining Blocks”).

Certification for project sponsors

EastCoast intends to contract Gaffney Cline Associates (“GCA”) to prepare a revised certified reserve report in January 2005 utilising the surface and subsurface well flow and pressure data obtained since production commenced in June 2004. The objective of the report is to demonstrate to the Government of Tanzania, TPDC, Songas and the World Bank that there are sufficient reserves for other gas-to-electricity projects.

GCA initially prepared a certified report in January 2001 to support the development of the Songo Songo project by the World Bank and other sponsors. This original report certified that there was 595 bcf of gas initially in place with 297 bcf of proved recoverable reserves and 580 bcf of proven and probable reserves from the five Songo Songo wells. However, this report limited the proven reserves to the volumes required for the Protected Gas users. In 2003, GCA reviewed the Company’s improved data set and their report specified that there was 444 bcf of technically recoverable reserves in the Songo Songo field on a ‘low case’ basis (for Protected and Additional Gas users). The report was not certified. 

Certification for shareholders

In accordance with National Instrument 51-101 – Standards of Disclosure for Oil and Gas Activities, McDaniel and Associates Consultants Ltd (‘McDaniels’), independent petroleum engineering consultants prepared a report on the EastCoast natural gas reserves, dated 24 March 2004, based on available information on the Songo Songo field as at 31 December 2003.

The reserves summary to the end of the license period (October 2026) for the Additional Gas was as follows:

Additional Gas Reserves

	


2003                             NPV10 Forecast Price Case



BCF
    US$ million

	Proved producing
–
–

	Proved non producing
85.3
7.6

	Total proved

85.3
7.6

	Proven and probable
259.6
46.4


McDaniels will be contracted to update their reserve report as at 31 December 2004 for the purposes of the annual report, based on the latest well performance, sales contracts and field economics.

Infrastructure and markets

The infrastructure that transports the gas from the field to Dar es Salaam was commissioned in June and July 2004. The current infrastructure configuration has a capacity of approximately 70 mmcf/d, limited by the two gas processing trains that have a design specification of 35 mmcf/d each. Of this infrastucture capacity, up to 44.8 mmcf/d has to be made available for the Protected Gas users.

The Company’s 14 km ring main distribution system and pressure reduction station was commissioned during September 2004. This system enables Additional Gas to be transported from the main Songo Songo pipeline to industrial customers in the Dar es Salaam area. The ring main will have an initial capacity of 10 mmcf/d. However, it is forecast that it will only be able to operate at 50% of capacity if it is to meet peak demand requirements.

Gas sales commenced with Kioo limited and Tanzania Breweries Limited in the latter half of September. These two customers are expected to take an average of 1.4 mmcf/d.

The Company has signed four new five year interruptible contracts with customers adjacent to the ring main distribution pipeline. These four customers are expected to purchase an additional 1.3 mmcf/d from EastCoast once they have completed the conversion of their boilers to burn natural gas (forecast to be completed by the end of Q1 2005). Three of the connections to these customers have been constructed and the fourth is currently under construction.

Songas is in the process of installing a fifth GE turbine (34 MW) at Ubungo. This turbine will use Protected Gas in accordance with the terms of the Project Agreements. In addition, management understands that a sixth turbine (33 MW) is forecast to be operational at Ubungo by the end of Q2 2005. However, the Government power utility, Tanesco, has not commenced negotiations with EastCoast for the supply of gas for this turbine and therefore no Additional Gas sales can be forecast.
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