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What is the problem?

1. Lack of timely
movement of
inventory through
the lifecycle

2. Increasing
unfunded liability

AER

The two primary problems are...
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What is the problem?

1. Increasing corporate inactive and
unreclaimed inventory

2. Insufficient collection of security to meet
closure commitments of insolvent
licensees

3. Increasing number of licensees with
questionable financial capacity to meet
closure obligations

The result of the two primary problems are additional problems...
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What is the problem?

» Accelerating Factors:

Mature conventional oil and gas basin
OWA increasingly overloaded
Redwater

Lexin

WIPs

Price for oil, NG & competiveness

AER

Compounding factors that are exacerbating the current situation
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Redwater Energy Corp.

' Receiver attempted to disclaim certain assets and
avoid closure obligations

» Basis of case was that federal bankruptcy law supersedes
provincial law

The Alberta Court of Queen's Bench decided that the

receiver was entitled to disclaim some of the assets

« The Alberta Court of Appeal upheld the decision

* The AER and OWA appealed the Redwater decision to the
Supreme Court of Canada & awaiting decision

AER §

Legacy and post-regulatory closure sites (in English) means liabilities associated
with companies that no longer exist, and liabilities that are expected to extend
beyond the closure of the sector)

Since the initial Redwater decision, 1800 AER-licensed sites have been
disclaimed with estimated liabilities of more than $110 million. In the same
period, the Orphan Well Association’s inventory more than tripled from almost
1200 to more than 3700.
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Redwater Energy Corp.

Result is immense pressure on the OWA and
companies are not held accountable to meet closure
requirements for disclaimed infrastructure

Since the initial Redwater decision, 1800 AER-licensed
sites have been disclaimed with estimated liabilities of
more than $110 million. In the same period, the Orphan
Well Association's inventory more than tripled from
almaost 1200 to more than 3700

AER 6

Legacy and post-regulatory closure sites (in English) means liabilities associated
with companies that no longer exist, and liabilities that are expected to extend
beyond the closure of the sector)
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The Orphan Well Association
(OWA)

» Funded by industry through a bi-yearly levy
(30 million since 2015)

) Executes closure activities for orphaned sites

» Orpbhan:

« A well, facility, or associated site that has no
legally responsible or financially able party to
conduct abandonment and reclamation.

» Additional information regarding the OWA can be
found on their website www.orphanwell.ca

AER

2018 $45MM
2019 $60MM
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OWA UPDATE

Insolvencies by Year
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NEED TO DO AN ANALYSIS OF WHAT ASSETS STILL HAVE POTENTIAL?
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Current State — LFP Challenges

» The OWA cannot fund Large Facility Program (LFP)
Closure Costs.

+ LFP liability is not factored into existing Orphan
Fund Levy calculations

« Without a funding mechanism, AER incurs care &
custody costs for the Lexin Mazeppa Facility

LFP insolvencies are estimated at $40M to cleanup
LFP sites

AER 10

Directive 024 outlines steps for LFP Levy to fund Closure costs, payable only
by Large Facility licensees (44 licensees in LFP holding 102 facility licences).
Payable by LFP operators proportionate to their share of total LFP liability

CNRL, working interest partner, is requesting trigger of LFP Levy

to reimburse $250K incurred from surface decommissioning of
the Shoreline Facility.

Lexin Mazeppa Facility: No remaining working interest partners to
conduct closure work

LFP insolvent companies are Shoreline, Lexin, Canadian Oil & Gas
International Inc)

Recommendation: Spread $40M in anticipated closure costs
over 7 year LFP levy (Approx $6M/year)

Year 1 of Levy: Issue D024 Levy of $6M
Year 2 to 7 of Levy: Orphan Fund Levy LFP Add-on of

2018-G-0051 10

10



$6M/year (Special add-on assessment for LFP licensees).
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Current State — Maturing Basin

Well Inventory

200,000
180,000
160,000
140,000
120,000

100,000

60,000
40,000

~ - i & S
STESSESEFFSEESS

Number of Wells

1

| “’0:;
"OJ 2
204
0p
2, s
‘0,
‘,OJ 7]

Setting context on our challenges:

While the graph | am showing you only contains well information, it is
representative of what is happening in the conventional oil and gas sector. The
well list contains both the oil and gas sector and insitu.

Between 2008 and 2013, first time in the province, we saw the number of active
well levelling out. Meaning less wells were being drilled and more wells moving
into an inactive state.

Since 2013 the trend has changed to a decrease in active wells but with an ever
increasing number of inactive wells. While this graph only shows the statistics of
wells, with the increasing number of inactive wells comes associated inactive
pipelines and faciiities.

In addition, to this we are seeing increasing number of abandoned infrastructure
sites which are not reclaimed.
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Current State — Financial Capacity

Licensees with Questionable Financlal Capacity
] Insalvent
Financial Capachty
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Currently, there is a broad spectrum of licensees and their financial capacity to
meet their closure obligations. Licensees with potentially questionable financial
capacity have infrastructure in all stages of the lifecycle.

In addition, looking a little closer at the inventory {graphic on the left). Out of our
active well populations 61% of them are marginal producers which means they
are producing 10 or less barrels of oil or oil equivalent a day. The active wells
accounts for 40% of the well populations. The remaining wells (60%) inactive,
abandoned and reclaimed fall under the oversight of the C&L. While we do not
know the specific numbers for the rest of the infrastructure (facilities and
pipelines)}, it is likely we will see similar trends.
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Security Collected
Liability Caleulated
|| Liability Estimated

! Mining $1.4B

| $27.8B

| $1308
|
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and In-Sltu

§0.28
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| $100B
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S8 | $57.8B
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2 Key Messages:

* The money bags are to scale. There is a bag for security, it is just
very hard to see.

* Estimating liability values is very difficult with huge error bars.
Even the Estimated Liability displayed is likely less than the
actual cost.

On the left side of the slide, 3 values are displayed for each sector:
« Security Collected;
¢ Liability Calcutated; and
¢ Liability Estimated.

The Security Collected data is accurate.

The Liability Calculated data is based on what is reported to the AER by
Industry. It is calculated from LMR and MFSP.

The Liability Estimated data has been calculated internally by SMEs based on
best available data for certain pieces of the overall puzzle. This is a rough
estimate that needs to be refined over time. This number is expected to grow
as more data becomes available.

¢ The Mining estimate takes an average $/m3 for tailings closure and
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adds that to the liability value, as this is not covered fully under MFSP. It
does not assess other potentially under-reported liabilities in the sector.
This is a very broad assessment that needs to be refined.

» The Oil & Gas estimate uses average Remediation and Reclamation
costs for well sites and mulitiplies that across wells on the landscape.
This is still considered to be a low value, as few heavily contaminated
well sites have been reclaimed. Additicnally, the Liability Estimated data
does not include any adjustments for under-reported liabilities at large
facilities such as gas plants and In-Situ central processing facilities.

* The Pipelines estimate uses NEB cost estimates as a proxy for our
pipelines data.

* On the right side of the slide, the combined totals of security and liability are
displayed.

2018-G-0051 15



Current State — Liability & Security

) Other areas where liabilities are expected to
be under-estimated:
» Large Facility Program
» SSLAs for O&G and In-Situ

— Nexen Balzac Gas Plant calculated liability was $52
Million (2014 SSLA)

— Costs to date estimated >$150 Million for just
abandonment. Not including anticipated future
remediation and reclamation costs.

AER 14
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Best Practices Assessment

Regulatory Alberta & British Texas
Mechanism Columbia

Timelines for
abandonment
Well-specific
security deposit m
Application for
inactive / temporary IZ
abandonment
slatus
Trend increasing Static population
poputation trend trend
AER
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ALBERTA ENERGY RESOURCE DEVELOPMENT LIABILITY MANAGEMENT

Ministry of Energy

AER/Energy

Legislation, Policy and Assurance!

LIABILITY MANAGEMENT SYSTEM POLICY GUIDANCE

« Overarching vision, principles and outcomes to inform legislation, policy and regulatory activities that
manage, reduce, and address abandonment, reclamation and post-closure liabilities associated with
development of energy resources

Legislation, Regulations and, Rules G

? Indicates needed
¢ palicy decision

Responscble Energy Developrment Act }

Qi and Gas Conservalion Act

[ Qil Sands Caonsenration Act

Pipetina Act

Mines and Minerals Act

Environmeantal Proteclion and Enhancerment Ack ]

Public Lands Act |

|

"

Surface Righls Act

|
r

Remediation Certificate Regulation

Reclamaton Requaements

Key Policy Components G

Cansaervatian and Reclamation Regulation ]

Orphan Fund Delegated Admintstration Regulation

Remediation Requirements

Contaminated Sites Policy and Programs Project

A rasesssaany

‘-l..|..l".I.I.... ‘.llll.lllljlllllll. .llllIllllllllilllllllll-l‘.' :ll.l‘lll..llll‘- : . : : ..IIOIII.llllll.llIICII'IIIII'.IUODOIO..
: Timely FE Timely : §  AherRegulatory : I Pipelnes § Gas : = Property : Coordinated information
: Reclamaton : 3 Abandonment : 3  Closure Funding : 3 i Paas © : Rghts © :  Tracking and Management
Key Assurance Programs
Inactive Well High Risk Abandoned Remediation Certificates Reclamabon Orphan Well Large Facilty Liabadity
Compliance Program Wolks in Utban Areas Certhcates Program/Fund Management Program

[

Site Specific Liability
Assessments

Oitfield Waste Liability
Program

J |

Licensee Liabilty Ratmg

(LLR) Program ]

'1 Not a comprehensive list of all appkcable legrsiation. pokcy and assurance prograrms.
* Indicales lhe lead agency. and does nol show the necessary collaborative efforis required and shared responsibilly across agencres.  AER provades policy assurance lhrough
regulatory oversight, implementalion, and data collechion and analysis. Pokcy development, legistation, and regufations are the accountabiily of Government {AEP and Energy).

Mine Financial Secury
Program

‘ fterative Process with Continuous lmorovement ;

16

18

2018-G-0051



Many Policy & Regulatory Options

» Being discussed at the highest level of GOA
» Considers Stakeholder concerns
» Decisions potentially in Spring of 2018

» Implementation planning would commence shortly
afterwards

AER

15
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AER Strategic Plan 2018-2021

Vision

Alberta is recognized for
excellence in sustainable
energy development

Mission Principles

Through regulatory excellence, the Utmost
AER ensures the safe and sustainable Integrity

development of Alberta’s energy

resources
Outcomes
Strategic goals
1
] [ ]
The development of energy I | The regulatory | | Asamodern, | | Regulation of
resources is managed | | system enables the ! | responsive, efficient | Alberta's energy
throughout the lifecycle by | | energy transition * { and effective { resources is
integrating economic, i | | regulator, the AER improved by actively |
environmental, social factors | | | | contributes to ' | engaging indigenous |
| and considering industry ' | Alberta's | peoples, '
performance ! ' ‘ | competitiveness stakeholders and the |
| l | public

|
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AER

’ .
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Competence e Engagement
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' The AER mitigates |
| the magnitude and

| tikefihood of potential
| liability exposure to
. Alberia ,

|
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AER’s Goal 5 and Objectives

7 Goal
« The AER mitigates the magnitude and likelihood
of potential liability exposure to Alberta
) Objectives
1. Inactive infrastructure and land, including
contamination are brought to timely closure

2. Industry retains the liability for assets that no
longer have a responsible party

AER 23

In order to meet the AER's goal and strategies the facts about Alberta’s energy
development liabilities need to be are shared (Transparency)

We must understand and share information about our work as we make
difficult decisions. We will be open and transparent in our liability facts; telling
a compelling, accurate story of the liability across all sectors, including
contamination, to Albertans that is clear, timely, and easy to understand.

Inactive infrastructure and land, including contamination are brought to timely
closure (Inventory reduction or movement)

With increasing inactive energy infrastructure, we must work to reduce this
inventory and proactively move development to closure to ensure the cost
burden is not left to Albertans and is still fostering competiveness.

Low commodity prices and the economic impact has increased the risk that
some companies may have financial difficulties. The economic performance of
a company determines their ability to cover costs during closure. We will work
with companies to manage the risk and minimize inventory sent to the Orphan
Well Association

Industry retains the liability for assets that no longer have a responsible party
(Industry Accountability)

2018-G-0051 23
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» Despite our best efforts there are liabilities that are no longer owned by a
company, or are not addressed by existing liability programs. We must ensure
that the costs of these liabilities is retained by industry and not passed on to
Albertans

2018-G-0051

24

21



Goal 5 High Level Roadmap

Short Term Medium Term Long Term

Paint the

i
|
|
|
|
|
Picture |

Monitor

o,
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Current State

= MFSP QWL LFP
= LLR <1 Collect securily.
- Hava the ability 1o collect

Security

- security at any poiri.
- Notargets or thresholds II\ Jl.,
\\\.:h} - Orphan Well Association:
Financial using existing secunty
Backstop coflectad and a levy.
AER 2

There have been three pillars on addressing the current liability challenges.

Collection of security

Setting target for reducing liability or thresholds on how much inactive
inventory you may have

Financial back stops for addressing liability

For security, the problem is we collect or try to collect it when a licensee is
already showing declining financial capacity. This is a reactive program while
we have the legislation in place to be more proactive.

We do not use any targets or thresholds. We are missing an opportunity to
utilize a pillar that is essential in addressing our problem

Financial Backstop — the current backstop is limited in ability and capacity to
address the issue. There is a limited $ money that is collected by security to
provide to the OWA and there is limited capacity of the industry to continue to
pay an every increasing levy.

While we could have made improvements to security collection, the financial
backstop mechanism and implementation of targets, why have we not done so?

2018-G-0051 26
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Historically, even though we have known these programs were flawed, there has
been no proactive changes made. Why has there as been no political will to
make changes to the liability programs? Until recently, the implications of our
flawed system had not been realized..... There had been little to no impact to the
government or the public of the flawed system.

This is changing (ie Smoky, Redwater). We can continue down our current path
until the impacts are felt by the public of Alberta or we can start to implement the
numerous changes that we know need to be made.
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Future Possibilities

» Targets: Threshold for inactive inventory
« set max inactive wells %
» Set timelines for suspension, abandonment & REC?REM

» Abandon X % each year to reduce inventory in timely
manner

» Threshold exceed= non compliance

» Security: Collection is based on specified criteria

— Inactive inventory exceeds thresholds
» Collect security and/or require X number of abandonments

AER 25
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C&L 2018/2019 Focused Activities

halS.24(1)(9)

» Data & Corporate Health (inventory, financial and
behavioral)

SCC/Redwater Decision-implementation planning
Long Term Sector Strategies

Regutatory Efficiency projects

Office of the Auditor General Audits

ICORE - to gain International Best practices

o B e I o S o R N B N

AER
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Questions

¢

27

32

2018-G-0051



2018-G-0051

33

28





