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Liability management in Alberta’s oilpatch and the
g P
province’s fiscal and environmental future



[nactive wells multiplied after

73, doubled again after '78

A - Pre 1966 wells
B - 1967 to 1972 wells
C- 1973 to 1978 wells

D - 1979 to 1984 wells




— Environmental

awareness &
price crash put
issue on agenda

$3 million joint
government/industry
abandonment fund set up in early

1986.

ENERGY XESOURCES COBSERVATION BO
Decerker 1389

[ssue continued to grow,
demanding more action.



Rational approach, would have
largely solved problem in 1989

“The Department of Energy is considering changes to the
Mines and Minerals Act to the effect that

0O  the obligation to abandon a well or to reclaim the surface
survives the expiration of the lease and the lessee shale
indemnify the Crown for any costs associated with the
abandonment or reclamation;

O the transfer of a lease will not relieve the transferor of this
obligation if the transferee fails to honor it;

0O there may be provision for the well to be abandoned
within a set time after the lease expires. ”
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- ERCB’s solution?

e $100 annual fee/inactive well

i

$2.5 million i
$1O 11 ¢ eXpeCted to
; 0 million in abandonments ;2: Sie e
rly.

| Unlikely, to say the least.



In the Court of Appeal of Alberta

Citation: panAmericana de Bienes y Servicias v. Northern Badger Oil & Gas Limited,

1991 ABCA 181
Date: 18910612

Docket: 11698 & 1171 3
Reglstry: Calgary

Between:
panAmericana de Bienes y Servicios, S.A.
Respondent
{Plaintiff]
-and -
Morthern Badger Qil & Gas Limited
Respondent
{Defendant)
And Between:
The Enargy Basources Consarvation Board
Appellant
{applicant)

—gnd -

cy Inc., Receiver and Manager

vennard Johannesen Insolven
OIl & Gas Limied

ot Hortharn Badger
Respondent
-and -
Attorney General of Alberta
fppeilant

(lnt&wenﬁr]

Northern
Badger Oil &
Gas

Unanimous Appeals Court
decision, June 1991

Profoundly important.
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An honest
assessment of
the problem

¢« .

« “growing fears of
unmanageable future
abandonment problems”

e “The number of transfer
applications that appear to be
an attempt to avoid
abandonment responsibility,
have increased in the past
several years.”

« “The licensee profile has
changed rapidly over the past
12 months”: “relatively
unsophisticated”, “limited
understanding”, “inadequate
financial resources”
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|8 E U B AertaEed) and Utilities Board
._ INTERIM DIRECTIVE ID 97-08

17 November 1997

TO: All Licensees

LONG TERM IN ACTIVE WELL PROGRAM
REQUIREMENTS

The purpose of the Long Term Inactive Well Program is to:
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EWP BB abera Energy and Utilities Board

Cabgary Oilice 680 — 5 Aveaue SW Calg sry, Mihena Canads T2p 3Ga Tel 403 287-231 { Fax 403 197-1338

General Bulletin
GB 99-16

20 Seprember 1598
Tk All Licensees

LONG TERM INACTIVE WELL PROGRAM
YEAR1 PROGRESS REPORT

{Ohver the past several yoars, the Alberta Energy and Utilities Board {EUB) has catablished a
pumber of Measures prompling industry to address the abandonment {iability of the increasing
population of inactive wells, One of those mEAsWITs focused industy's cffarts on reducing the
aumber o wells that have been inactive [or Len O rOTe SOTBeCuliva years. To ihis end, the EUB,
with the support of both the Canadian Association of Petroleun Producers {CAPP) and the
Small Explorers and Producers Association of Canada (SEPAC), developed and impl emented
the Long Tem Tnactive Well Progrm {LTTWP). The program commenced in Noverber 1997
with the issuance of Inserim Dirveciive (D) 97-8: Long Term Inactive Well Program
Requirements. This five-year program is effectively reducing the population of long-term
inactive wells.

Under the progrant, licensees may select ane or MOTE of the following options as they plan to
ennually reduce theit long-tecm inactive well inventories:

abandon the wells

resume conlinuous production

establish abandonment deposits where futire plans justity continued suspension

transfer the wells
Teansferring lang-1emm inactive wells does help address a transfenor’s annual requirement bul
increases a transferee’s reduction obligation. The EUB recorded the ransfer of 1085 long-tenm

inactive wells in 1998,

LTIWP Year 1
Progress Report

« 1,085 wells transferred

e 673 wells abandoned

e 172 wells back into
production
$6.1 million in abandonment
deposits on 471 wells

92 non-compliant companies



LLQ E UB Alberta Energy and Utilities Board

..5‘\.h..&.\.\.g\‘;é':l\i\_i\_ﬂ_i\\-m_ (
Calgary Oice ap . 5 Avenue SW L4y, Alberta Canges I2F 364 Telanz 2373311 Fax oG .’!J.'f\i(lﬁ’[_‘.(:f)'* \ i
Interim Directive E rmw_t,rﬁl

APR 182039

ID 2000-1

L ‘ Fi%pren . -
April 7, 2000 el 7obesy f

TO:  Oil and Gas Licensees 0f] Sands Licensees

BASE WELL COUNT ADJUST MENT — LONG TERM INACTTV EWELL PROGRAM
This interim directive amends Jnterim Divective (1D} 97-8: Long Term Inactive Well Frogram
Requirements, 1y results from an industry concern that transfers of large numbers of long term inactive

wells accelerates the Industry's required abandonment acavity over what was intended w
Term Tnactive Well Program was established,

Effective immediately, UPON request, the Alberta Energy and Utilities Board (EUB) will adjust
transferors® and transferpes’ base well count for long term inactive wells contained withiy a well
licence transfer Package. The request must consist of a letter signed by both the transferor and

Early in year 3, .
LTIWP severely undermined

ffered to be amended - including retroactively.
0



[
& term inactive wells haq 0

djustment of 30 wells to the
Companies would be g follows

Company B
Base well count __
Allowable inventory at end of Year 2
Aclual invento atend of Yegr 2
Number with deposits at eng of Year 2
Adjusted base well count for Year 2|70
Adjusted allowable inventory for end of Year 2 Not applicable ‘_
Number with deposits nesdsd Not applicable
Number eligible for depositrefund in Year 3 -Em-
In the example above,

ID 2000-1 included this curious table

g
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LTIWP
replaced With

LLR
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APPENDIX 8 REGIONAL RECLAMATION COST M.n*f'
) : /a- r————— e ———"
|

|

A small taste of
ridiculous LLR

estimates

Cost of RECLMATION in 2001:
« $10,000 - $30,000/well

Area 8
T‘jS!ﬂ‘ﬂl]ﬂ
-\\J\’ REWS

Area?

i Abandonment costs alone averaged
$27,000 ':

$50,000/well a decade earlier!
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Alberta

Energy and Utilities Board

40 - 5 Avenue sw Calgary Albarta Canada T2P 364 Tel 403 297-8311 Fax A3 2977336 wws.eub.gov ab.ca

Bulletin 2004-29

December 1,2004

Directive 013:

Suspension Requirements for Wells

At present there are about 42 000 wells It Alberta that pave been inactive for {onger than one year.

Many of these

CO, sequests

wells have peen inactive for over 23 years.

t 15 years, property qale activitics WETe very high and many of thesc inactive wells

d numcrous fimes. With the sale of these wells, Kmowledge of wellbore conditions. and
knowledge of the well's cxistence, Was lost. Also, during this period, new thermal
ous acid gas disposal wells were put into operation- In the near ter: the

'xmp\cnwmulion of carbon dioxide (CO2) injection for the purposes of enhanced recov ery of simply
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S0 000
Abandoned wialls

80 000 . 79 35
B oied e

70 000
. Total inactive wialls
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1993 1995 1997 1999 200 2003 2005 2007 2003 20 203 205

Inactive wells, 1993 - 2015

The problem has only ever continued to grow and grow.



INTERNATIONAL ECONOMIC REVIEW
. Vol. 56, No. 1, February 2015

! A DYNAMIC MODEL OF CLEANUP: ESTMATING SUNK CcOSTS IN OIL
5 ' AND GAS PRODU CTION'

By LucuAa MUEHLE.NBACHS‘

University of Calgary, Canada, and Resources for the Future, U.S.A.

The environmental remediation required t0 permanently decommission most industrial projects is an expensive,
irreversible investment. Real options literatuse ShOWS that temporary closure has yalue under uncertainty. However,
even if thete is no intention to restart operations, there isan incentive {0 1abel a closure as “temporary” to avoid having
to remediate ongoing of future cnvironmental externalities 1 estimate 2 dynamic discrete choice mode! of closure

under price and quantity uncertainty © evaluate the {ikelihood of reactivation- The model reveals that the option t0
temporarily close is being widely used 10 avoid e-nv'xronmental remediation of oil and gas wells in Canada.

1 INTROTY 1CTION

._ SER I}I:lp(?rtant study of
i . the fiction of wells

. being ° .
Orins temporarily’
e 1nactive
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After Supreme
Court
precedent,
time to slowly
blow up system

« Announced in March 2013,
effective May 1,

« Deposit payment rules relaxed

on May 30,

e Time to comply with each
stage of enforcement process

doubled.
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Cltation: Redwaler ERecgy Corperation (Re), 2016 AHLYE 2TH

Dates 2018517
Drocket; 1501 04793, BEDL 094570
Fegiiry: Calgary

Im the WMatter of Redwater Energy Corporation
Docket: 15001 04793

Hetween:
Grant Thornton Limited
Acpplicnm
—and -
Alberts Energy Regulntar
Respondent
Docket; BRI AT
smd Belween 7
Alberta Encray Regalator and

Cirphan Well Asgncinlion
Applicsmis
~and -

Grant Thornton Limited
Hespondent

Heasons fnr Judgment
of the
Hugwarahle Chiel Jmstice
Miil Witlmann

e

The ominous
case of Alberta
Treasury
Branches and
Redwater
Energy

May 2016 Court of Queen’s

Bench decision by Chief Justice
Wittmann.

Currently under appeal.



Liability Management

DATE Wovember 20, 2013
A\ Alberls Bovally Beview Punel
auagect  Liakility Management

Cherview

During the course of CAPP'R Oetoher 27" presentation i the Alhorta Royalty Review Pancl the
tssue of Hability munagement emperped ws un wyea thal may potentislly be pddressed through the
Toyalty framevwer o Sosure that no future generaion of Alberians (without the benefits of resource
deyvelopment PEvETuE) 1 tgrdered wil the costs ol pemedialion of begacy i frastruciore. A reguest
wirs tide of CAPP 1o ceturn 13 b p:lm:'l with cons derationts an ko hest 1o achieve this gmﬂ with
speciliv recommendations m pelation 1o the royally Frnmevenrk and how it s incentivize the limely
ahandpnmaent and reclamation of asacts po lomger in opscration.

While CAPP appreciates e opportunity o discuss liability menagement within the rovulty Teview
process, e discussion ought to be much broader as it touches on many octher aspects, includmg
policy and regulatary objectives as well a5 social, environmental, ind economic aspECis. CAPE is
commmtified 10 tking Belions fo progciively address lability margement however ke complexity of
lhe file calls For broudes slakeholder engmgemet) and @ progess thal ¢m pddeguately cromsider sy
conectns, ohjectives, and derited DuLEMHINCE.

Recnmmendotinn

CAPP recommends fhat 2 Fall integrated review be undartaken immediately that lonks at the policy,
rogulatory and financig] ARGLIENCE clements  of the lighility managemeit system  with
recommendations and advice provided to the crown by mid-2016.

Backpground

1o ooder o properly wddesss any converns in labilivy rounngerent it is imporiyol {0 undenstand bow
L various managemel componsnls Work {pgether. Below is CAPPs propuossd Liahility framnework
which outlines a go forward aplumch to eollahoeative engagement with the regulator, g-.v-.--:mn-u:nl,
and ether stakebolders (o ensure a eohugt and eifective liability management padel that protects arid

{lve public both today and in Ui Tulure,

CAPP makes
special
presentation and
recommendations
to Royalty Panel
on liability

management



# of Wells

Close to 170,000

inactive/abandoned wells in
101 &

Total Inactive and Abandoned

*linearly interpolated between data points
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Inactive oil and gas wells
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Percent of oil and gas wells that are inactive \
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