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CHAIRMAN’S MESSAGE

The upstream oil and gas industry is commended for their financial contributions and ongoing
commitment towards this program which funds and conducts abandonment and reclamation of orphan
wells, pipelines, facilities and associated sites. The 2006/07 fiscal year was a year of steady operations
for the Orphan Well Association (OWA). Our expenditures on operational activities stayed on track with
our budget.

The focus of the OWA's operations has continued to be on site reclamation over well abandonment
because the OWA has almost completely dealt with its inventory of outstanding well abandonments. Of
note, a significant proportion of the OWA's operations was again dedicated to remediation (dealing with
contaminants) on orphan sites.

We are looking forward to steadily increasing the number of orphan sites that receive reclamation
certificates, as we continue to achieve remediation closure on our orphan sites. The OWA is planning
another busy year to continue the efforts of this unique and effective joint initiative of industry and
government working together to address upstream oil and gas orphans, which would otherwise be
liabilities to the Alberta taxpayer.

o

David Pryce
Chairman
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BACKGROUND

Orphan Well Association

The Alberta Oil and Gas Orphan Abandonment and Reclamation Association is a not for profit
organization which operates under the registered trade name of the Orphan Well Association (OWA). The
OWA operates as a separate, financially independent organization under the legal authority delegated by
the Alberta Energy and Utilities Board (EUB).

The OWA was established as a joint initiative between upstream oil and gas industry and the provincial
government in January 2002 and commenced operations on April 1, 2002. The Alberta government
supports this initiative to deal with upstream oil and gas orphans through its regulatory agencies, Alberta
Energy and Utilities Board (EUB) and Alberta Environment (AENV) which

(1) initiate appropriate enforcement actions to ensure that the responsible parties address their

obligations to deal with their well and facility abandonment and reclamation liabilities, and

(2) develop appropriate policies to minimize unfunded orphan liability and to prevent the creation

of new orphans.

The EUB collects funds from industry through an annual Orphan Fund levy and other fees. These funds
are then contributed directly to the OWA to cover the expenditures on orphan abandonment and
reclamation activities. Each year the OWA prepares an annual budget which determines the amount of
the Orphan Fund levy. The budget is then approved by its three Member organizations: Canadian
Association of Petroleum Producers (CAPP), Small Explorers and Producers Association of Canada
(SEPAC), and the EUB.

Orphans can be wells, pipelines, facilities or associated sites. The EUB and AENV are responsible for
identifying and investigating potential orphans. The EUB has the authority to deem (determine) orphans

under the Oil and Gas Conservation Act and the Orphan Fund Delegated Administration Regulation.

AENV provides the legal authority to the OWA for right of access to conduct our reclamation and
remediation activities on orphan well or facility sites by issuing an Environmental Protection Order (EPO)
to the defunct operator. When the defunct operator does not comply with the order, AENV designates the
OWA as their agent through a site specific letter. Once a site is deemed orphan by the EUB and the EPO

and letter from AENV are received, the OWA is able to commence site reclamation activities.
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Directors of the Orphan Well Association
Six representatives are appointed as directors by our Member organizations. As per the Orphan Well
Association by-laws, our directors are listed as follows:

» David Sandmeyer (Freehold Royalty Trust), Canadian Association of Petroleum Producers

» David Pryce, Vice-President, Canadian Association of Petroleum Producers

» Orest Kotelko (Canadian Natural Resources Limited), Canadian Association of Petroleum

Producers
»  David Wolf (Stone Petroleums Ltd.), Small Explorers and Producers Association of Canada
»  Tom Hewitt (Golden Spike Energy Inc.), Small Explorers and Producers Association of Canada

» Hal Knox, Alberta Energy and Utilities Board
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Funding

A historical summary of funding for the abandonment and reclamation of orphans is shown in Figure 1
and Table 1 Funding Historical Summary. Over $96 million has been collected to fund orphan
abandonment and reclamation activities over the past 15 years. Up to March 2002, the Orphan Fund
levy was collected based on the number of inactive wells held by each licensee on December 31% of the
prior calendar year. After March 2002, the levy was based on each licensee’s calculated proportionate

share of total deemed industry liability.

Figure 1- Funding Historical Summary
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Table 1 — Funding Historical Summary

ALBERTA ORPHAN PROGRAM (EUB) [1] OWA
Year Prior

(Apr 1 to Mar 31) Years  98/99 99/00 00/01 01/02 | 02/03  03/04 04/05 05/06  06/07 Totals
Levy ($/Inactive Well) 100 65 0 0 % of liability
Total Orphan Levy 9,373 3,089 2,158 0 0| 7,019 17,072 11,855 12,321 12,205 75,092
FTL and BDT Fees [2] 4,150 760 870 890 1,050 | 1,420 1,280 1,570 1,460 1,360 14,810
Interest + Other 1,939 442 517 664 131 202 475 488 902 667 6,427
Total Revenue ($k) 15462 4,291 3545 1554 1,181 | 8,641 18,827 13,913 14,683 14,232 | 96,329

Note [1]

The EUB conducted orphan activities under the program known as the Alberta Orphan Program. Orphan activities were conducted
by the OWA when it started operations on April 1, 2002. Until September 1997, the EUB had the legal authority to conduct only well
abandonments on orphans. In September 1997, the provincial legislation was changed to give the EUB the legal authority to
conduct additional orphan activities such as pipeline abandonment, facility decommissioning and reclamation of associated sites.

Note [2]
FTL and BDT Fees = First Time Licensee Fees and Board Directed Transfer Fees. See Financial Highlights, Revenues section for
more information.



) N| Orphan Well Association
NN 5006/07 Annual Report Page 5

Orphan Well
Association

Operation Activity

A historical summary of Operation Activity on orphans is shown in Figure 2 and Table 2 Operation Activity
Historical Summary. Operation activities are split into five groups. Table 2 shows the split between
orphan well abandonment costs (Well Abandonment) and payments made to the EUB and industry for
EUB Enforcement Activities on subsequently deemed orphans and for working interest partners of
defunct companies (EUB Enf Activities/WIP). Almost $76 million has been spent to date on orphan
abandonment and reclamation operation activities. The remainder of the $96 million collected
comprises of the Orphan Levy collected for the next year’s operations, the Operating Balance, and Admin

over 10years (Fund Administration).

Figure 2 - Operation Activity Historical Summary
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Table 2 — Operation Activity Historical Summary

ALBERTA ORPHAN PROGRAM (EUB) [1] OWA
Year Prior
(April 1 to Mar 31) Years 98/99 99/00 00/01 01/02 | 02/03 03/04 04/05  05/06 06/07 Totals
Well Abandonment 6,653 1,790 2,062 2,187 54 | 1,768 3,992 4,294 4,508 3,697 | 31,005
EUB Enf Activities/WIP 670 5,533 163 1,512 480 8,358
Site Reclamation 55 2,656 1,174 1,840 382 | 3,801 5461 4,108 7,014 7,453 | 33,944
Pipeline Abandonment 27 61 271 28 0 117 138 179 184 369 1,374
Ezgg%missioning 101 47 32 168 0 130 74 390 267 23 1,232
Subtotal Op Activity 6,836 4,554 3,539 4,223 436 | 6,486 15,198 9,134 13,485 12,022 | 75,913
Admin over 10 years 3,651
Orphan Levy 12,206
Operating Balance 4,559
Total ($k) 96,329
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OPERATING HIGHLIGHTS

Well Abandonment

Well Abandonment expenditures of $3,696,897 were comprised of expenditures on well abandonments
($3,255,818) and care and custody wells ($329,991). Figure 3 and Table 3 Well Abandonment Count
shows the count of orphan wells abandoned to date. This year, 11 orphan wells were counted as
abandoned and the EUB was reimbursed for enforcement activity on one well which was subsequently

deemed orphan for a total count of 12. Total well abandonment count to date is 538 wells.

Fgure 3 - Well Abandonment Count
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Table 3 —Well Abandonment Count

ALBERTA ORPHAN PROGRAM (EUB) [1] OWA
Year Prior 9g/99 99/00 00/01 01/02 | 02/03 03/04 04/05 05/06 06/07 Total
(Apr 1 to Mar 31) Years
Well Abd ENF [3] 45 51 4 4 2 4 4 6 15 1 136
Well Abd OWA [4] 126 7 59 37 0 16 46 73 27 11 402
Well Abd Count 171 58 63 41 2 20 50 79 42 12 538

Note [3]

Well Abd ENF - Wells in this category were abandoned by the EUB either as part of their enforcement activities or as orphans
with historical EUB involvement. The EUB issues Abandonment Orders to all liable parties (licensees and working interest
partners for wells and facilities and licensees for pipelines). When the EUB is dealing with a reluctant liable party, as part of its
enforcement action it can conduct the abandonment and attempt to recover the monies. If the wells, pipelines, or facilities are
subsequently deemed orphan by the EUB, the OWA will reimburse the abandonment costs to the EUB. See Financial Highlights,
Enforcement Recoveries.

Note [4]

Well Abd OWA - Wells in this category were deemed orphan by the EUB and were abandoned as orphans. Wells that were
deemed orphans and were handled so that no further action is required are also included in this count. For example, wells that
are taken over by another company through a Board Directed Transfer of the well license after they were deemed orphan are
included.
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In 2006/07, well abandonment activities were conducted
on 19 orphan wells. Costs per well on average increased
over prior years because the well operations were more
complicated this year. For example, two remedial repair

operations required a drilling rig.

A drilling rig was used to abandon the open hole,
Canadian Industrial Gas Limited 00/07-35-055-25W4/0
($788,777). Using directional drilling tools, the well was

re-entered and the abandonment plugs were carefully

(slowly) drilled out to stay in the original hole to 850mKB.
114.3mm casing was run and cemented in place to repair
the gas leak. Dirilling rig mob/demobilization costs, rig
time (ten days), directional drilling equipment rentals, and

winter operations including extensive snhow plowing

contributed to costs. The gas leak was repaired and after

monitoring, the well was surface abandoned. Canadian Industrial Gas Limited 00/07-35-055-25W4/0

On Golden Valley Irrigation Company 00/03-04-013-05W4/0 well ($791,663), the OWA used casing
drilling technology to drill over a historic leaking well with 88.9mm surface casing and 50.8mm production
casing. Previous remedial operations from 1947 to 1999 were unsuccessful. The well was first drilled out
with 339.7mm casing which was landed at 48m as surface casing, and then drilled out  with  177.8mm
production casing. During the casing drilling, drilling operations were stopped to mill and fish the original
surface casing and production casing out. The new production casing was landed at 227m and then
cemented to surface and the well is now being
monitored for gas leaks prior to surface

abandonment.

Remedial operations with a service rig to
repair gas leaks (surface casing vent flows)
were conducted on three wells ($294,763
average). A variety of operations were
conducted to re-enter, identify the gas sources
and repair the leaks including drilling out

cement plugs using a down hole motor on two

of the wells, milling and fishing cement

Golden Valley Irrigation Company 00/03-04-013-05W4/0 retainers and bridge plugs, locating and
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dealing with unrecorded perforations, logging, perforating or using abrasijet and cementing. One well

was repaired and surface abandoned and the other two will require further remedial operations.

Two remote winter access wells were abandoned this winter ($141,395 average). There were no
complications with the zonal and surface abandonments. High costs were due to preparing the long
access roads with creek crossings, snow removal and cat rentals for hauling equipment. Rigless
operations were conducted on five wells ($40,691 average). Operations to abandon these wells involved
coil tubing, wire line work, logging, cementing and surface abandonments. All of the above seven well

abandonments were completed this year.

Four more orphan wells are identified to have gas migration problems and are anticipated to be very

technically challenging to repair. These wells were prepared this year for upcoming abandonment

operations.  Activities included inspection,
installation of well head and fencing, file
review, programming and monitoring. Three of
these wells required the excavation and
extension of the large diameter casing stubs
or conductor barrel. Two of these four wells
are located in relatively unpopulated areas

and the other two are located in close

proximity to an urban area and so required
additional communication efforts with the EUB
and local homeowners. Three other wells

required various inspections; two of them

confirmed that no further abandonment
activity was required and were counted as Searching for Devenish Petroleum Limited 00/05-27-005-14W4/0 well
abandoned. All tubing and small wellheads collected and salvaged. $22,222 was spent on trucking,

inspecting and refurbishing the tubing for resale. See Financial Highlights, Salvage Sales.

Care and custody wells are historical orphans that require a special long term plan to repair and abandon
because of technical challenges and unusual historical circumstances. All of these wells are inspected
annually and any monitoring systems are upgraded as required. Activities were conducted on two of the
wells to prepare them for abandonment operations this year ($37,513 average). These activities included
file review, programming, surveying, lease and road construction planning, wellhead installation, and

extensive landowner, EUB and other stakeholder consultation.



'ﬁ \\ Orphan Well Association
NN 5006/07 Annual Report Page 9

Orphan Well

The sites of two care and custody wells which were previously abandoned were also dealt with this year.
The Peace River Oil Company 4-31-85-20W5 wells were abandoned in 2003 and the well site and
disturbed river bank area was extensively decontaminated in 2005 and reclaimed in 2006 ($57,262). The
North Pacific Oil Co. 00/10-11-085-21W5/0 well was abandoned in 2005 and the well site was remediated
in 2006 ($78,035) and is ready for reclamation in 2007.

Pipeline Abandonment
In 2006/07, pipeline abandonment expenditures ($369,432) were increased compared to $183,812 in the
prior year (increase of 101%). 39 pipelines [ - i @ i 7

were dealt with for an average cost of $9,473 |
compared to an average cost of $6,565 in
prior year (increase of 44%). The majority of
the expenditures was for a very complicated
pipeline abandonment project of 34 lines
licensed to the defunct company Legal Oil &
Gas Ltd. (Legal) located in Calmar and West
Edmonton areas. Four Legal pipelines were

re-licensed to a local producer who was found

to be using the lines.

F ¥ LN o sl

Legal Oil & Gas Ltd. Typical problems locating and tracing lines

The Legal pipeline abandonment cost per line was higher than typical because

(D) The abandonment activity was conducted during winter months to minimize the impact to the
landowners since the pipelines were located on cultivated land. As a result, there were
additional costs from snow plowing, equipment time for excavating the frozen soil, and steamer
rental.

2) Many of the lines were difficult to locate and trace due to the large amount of metal debris
buried on many of the locations. This was complicated by the numerous unrecorded tie-ins
and cut off line ends found in the pipeline trenches. See above photo.

3) Seven of the pipelines which were originally abandoned by Legal, had to be re-abandoned to

ensure that their abandonment was compliant with current EUB pipeline regulations.

Facility Decommissioning

In 2006/07, facility decommissioning expenditures ($22,854) were sharply decreased compared to
$267,431 in the prior year (decrease of 92%). Minor activities were conducted on two sites; the removal
of one tank and one pump jack. Both pieces of equipment were tendered to industry for salvage sales,

but produced no interest, so were removed as junk.
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Site Reclamation

Site Reclamation expenditures in 2006/07 were $7,453,420 compared to $7,013,758 in the prior year (an
increase of 6%). The term “Site Reclamation” describes expenditures on both remediation and
reclamation activities. Site Reclamation work was conducted on 508 sites in 2006/07. The split of
expenditures, 84% on remediation and 16% on reclamation activities, was similar with the prior year (85%

on remediation and 15% on reclamation activities).

Remediation activities include the investigation and removal of contaminant impacts to provincial

guidelines to soil and groundwater from
historical oil and gas operations.
Remediation activities (contaminant clean
up) are ideally completed on sites before

the sites are reclaimed. Reclamation

activities include proper soil replacement,
re-establishment of drainage, re-
contouring and re-vegetation of disturbed
soils. They also include weed control,
vegetation monitoring and the application
of reclamation certificates from Alberta

Environment when the reclamation is

done. Cenergy Resources Ltd. 00/07-26-035-10W4/0 Seeding Access Road

Site Reclamation Closure Count

Figure 4 and Table 4 Site Reclamation Closure Count shows the number of sites for which closure was
counted for the past nine years. Closure is counted on a total of 212 orphan sites. This count is
comprised of 166 sites that have received reclamation certificates and 46 sites counted as Handled. See

Figure 4 Notes for a description of these two counts.

This year, 29 sites received reclamation certificates and six sites were counted as Handled for a total of
35 sites with closure obtained. The number of reclamation certificates received is expected to increase

as remediation is completed on more sites.
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Figure 4 - Site Reclamation Closure Count
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Table 4 — Site Reclamation Closure Count

ALBERTA ORPHAN PROGRAM (EUB) [1] OWA
Year Prior  9g/99 99/00 00/01 01/02 | 02/03 03/04 04/05 05/06 06/07 Total
(Apr 1 to Mar 31) Years
Sites RC Received [5] 2 4 29 22 33 7 4 6 30 29 166
Sites Handled [6] 0 4 5 9 4 5 2 2 9 6 46
Site Reclamation 2 8 34 31 37 12 6 8 39 35 212
Closure Count

Note [5]

Sites RC Received (Sites Reclamation Certificate Received) - Sites counted in this category have received a Reclamation
Certificate from Alberta Environment (AENV) which regulates private lands or from Alberta Sustainable Resource Development
(ASRD) which regulates public lands. The receipt of a Reclamation Certificate indicates that the site reclamation satisfies applicable
government standards and no further action is required. Sites counted here can be either well sites or facility sites.

Note [6]

Sites Handled - Sites counted in this category have received some type of closure with no further action required. This includes
sites abandoned prior to June 1, 1963, which are not considered “specified land” by AENV and do not require a reclamation
certificate. On these sites, any surface issues that impact the current land use are first dealt with and then a letter is written to notify
AENV of closure. This category also counts sites which are taken over by active oil and gas companies, typically through an
overlapping surface lease.

Site Reclamation Expenditure Highlights

Site Reclamation expenditures are divided into seven categories to provide more information about the
work conducted. Each orphan site was reviewed and categorized according to the predominant type of
expenditure over the year. Figure 5 and Table 5 2006/07 Site Reclamation Costs by Category shows the
expenditures and the number of sites in each category. Figure 6 and Table 6 2006/07 Average Site
Reclamation Costs by Category shows the calculated average expenditure per site in each category.
Table 5 Note 7 describes the seven categories used in the above mentioned Figures and Tables and

should be referenced when reading this section.
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Table 5 —2006/07 Site Reclamation Costs By Category

Category [7]
Major Minor
Activity Startup Phase 2 Remediation Reclamation Reclamation  Monitor  Closure Total
Reclamation ($) 3,017 117,798 599,809 207,813 82,603 93,401 74,682 | 1,179,123
Remediation ($) 1,271 1,225,115 4,960,385 27,936 9,017 34,547 16,027 6,274,298
Total ($) 4,288 1,342,913 5,560,194 235,749 91,620 127,948 90,709 | 7,453,421
Number of Sites 14 184 75 8 16 165 46 508

Note [7] Category Descriptions

Startup Sites in this category were typically received as new orphans during the fiscal year. Work included conducting Phase 1
Environmental site assessments, landowner contacts, initial site visits, posting OWA signs, initial weed control and pre-reclamation
site assessments.

Phase 2 Sites in this category had intrusive investigations conducted to identify, characterize and quantify contaminants in soil and
groundwater. Phase 2 related work included but was not limited to conducting EM (electro magnetic) surveys, ground disturbance,
surveying, drilling, sampling soil and groundwater, lab analyses and report preparation.

Remediation Sites in this category had remediation conducted including but not limited to dealing with flare pits, drilling sumps,
underground storage tanks or well centre contamination. Work included contaminant plume delineation, monitoring land farms,
confirmatory sampling of soil and groundwater and risk assessments where required.

Major Reclamation Sites in this category had significant reclamation work conducted such as stripping a lease, soil redistribution, or
major re-contouring.

Minor Reclamation Sites in this category had limited reclamation work conducted such as minor soil disturbances like paratilling,
rock picking, removal of debris, repairing slumping, topsoil addition, seeding, fencing and weed control.

Monitor Sites in this category had monitoring type work conducted including monitoring for vegetation health/growth and repairing
minor slumping at well centre or erosion on access roads. Work included weed control, mowing or spraying, and minor re-seeding.

Closure Sites in this category had work conducted related to the process of applying for a reclamation certificate. Work included
conducting soil and vegetation detailed site assessments, landowner consultation, preparing and submitting application documents,
responding to application inquires from Alberta Environment or obtaining overlapping exemptions with another operator.
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Table 6 — 2006/07 Average Site Reclamation Costs By Category

Category [7]
Major Minor
Activity Startup  Phase 2 Remediation Reclamation Reclamation  Monitor  Closure
Reclamation ($) 216 640 7,996 25,976 5,163 566 1,624
Remediation ($) 91 6,658 66,138 3,492 564 209 348
Total ($) 307 7,298 74,134 29,468 5,727 775 1,972
Number of Sites 14 184 75 8 16 165 46

The largest expenditures were made on sites in the Remediation category with $5,560,194 spent on 75
sites. Fourteen of these sites are considered large remediation projects with expenditures ranging from
$125,017 to $629,343 per site ($257,205 average per site). These sites were licensed to the defunct
operators, Legal Oil & Gas Ltd., Big Valley Energy Corporation, Joffre Oils Ltd., Provost Petroleums Ltd.
and Condor Resources Inc.

The large projects were selected as priorities based on type of contaminant and source receptors,
landowner concerns and age of orphan. Activities on these sites included extensive excavation of large
volumes of salinity and petroleum hydrocarbon impacted soil in the former flare pit areas, process areas,

tank farms, drilling waste sumps and well centres.

The expenditures on the remaining sites in the Remediation category varied widely ($32,120 average per
site). Activities on these sites were similar to the large remediation projects except that the volumes of
impacted soils which were dealt with were much smaller. The average site expenditure is lower this year,
compared with $38,160 in prior year because there were more sites this year with minor expenditures

such as remediation closure sampling and reporting from the prior year.
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Phase 2 category total expenditure was $1,342,913 on 184 sites. Phase 2 related work includes

conducting EM (electro magnetic) surveys,

ground disturbance, surveying, drilling,
sampling soil and groundwater, laboratory
analyses, and report preparation. The Phase
2 category includes sites where initial
subsurface investigations were conducted
and also sites where supplemental
subsurface investigations were conducted to
confrm or refute the presence of
contaminants in soil and groundwater or to

further characterize and quantify the

contaminants.

Big Valley Energy Corporation 00/02-19-048-20W4/0
Large Flare Pit Excavation

The Phase 2 category average cost ($7,297 per site) shown in Table 6 is not representative of the
average cost of a Phase 2 well site assessment this year because the calculation includes costs for
Phase 2 investigations of two large facility sites ($29,003 and $30,702) and lagging reporting costs from
the previous year. Excluding the above, the average site cost of a Phase 2 well site assessment was
$7,994 and ranged from $2,001 to $16,541 per site. This average cost per site is lower compared to prior
year ($9,450 per site) because a larger proportion of supplemental subsurface investigations which

generally cost less than initial subsurface investigations were conducted this year.

Major Reclamation category expenditures was $235,750 on eight sites. Expenditures ranged from
$11,837 to $49,355 ($29,469 average per site). Minor Reclamation category expenditures was $91,620
on 16 sites. Expenditures ranged from $1,200 to $11,083 ($5,726 average per site). Activities conducted
included the addition of topsoil, seeding, and weed control. Monitoring category expenditures was
$127,948 on 165 sites. ($775 average per site). Monitoring activities on the 165 sites in this category
included vegetation monitoring and weed control. See Notes following Figure 6 for detailed description of

categories.
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FINANCIAL HIGHLIGHTS

This section highlights additional information related to the Financial Statements, Statement of
Operations.
REVENUES ($14,233,000)

Orphan Fund Levy ($12,206,000)

The EUB collects the Orphan Fund levy from upstream oil and gas industry on an annual basis. In
December, our industry Members (CAPP and SEPAC) approves the OWA budget (including the amount
of the Orphan Fund levy). The OWA then requests the EUB to levy industry every January to fund our
operations for each upcoming fiscal year. In February 2007, the EUB invoiced industry $12,000,000 for
the Orphan Fund levy. The OWA received more monies than the levy invoiced by the EUB because the
EUB invoices a 20% penalty to companies for late payments and remits all monies collected including
penalties to the OWA.

First Time Licensee Fees and Board Directed Transfer Fees ($1,360,000)

The EUB grants the approval of applications from Licensees which are new companies that apply to the
EUB for their first time approval to hold well licenses. There is a $10,000 fee charged by the EUB as part
of the approval process known as a First Time Licensee Fee. A total of $1,350,000 was received in First
Time Licensee Fees this year i.e. the EUB granted the approval of 135 applications for First Time

Licensees compared to 143 applications in prior year (a decrease of 6%).

The EUB applies a $10,000 fee for all non-routine transfers of well licenses known as Board Directed
Transfers. These are non-routine transfers of well licenses with breached abandonment orders from a
defunct company to a viable company. A total of $10,000 was received in Board Directed Transfer Fees
this year i.e. the EUB transferred one well license as Board Directed Transfers, compared to three in the

prior year (a decrease of 67%).

The First Time Licensee Fees and Board Directed Transfer Fees which are received by the EUB are then
remitted to the OWA. A total of $1,360,000 was received through the EUB.

Enforcement Recoveries and Liability Licensee Rating Recoveries ($65,000)

Enforcement Recoveries are received when the EUB successfully recovers monies from a responsible
party for enforcement activity conducted on deemed orphan wells, pipelines or facilities. This year,
$62,429 was received from the EUB compared to $28,360 in the prior year (an increase of 120%). The
EUB collected $44,313 from an active partner with 20% interest in the well 00/01-35-049-27W4 licensed

to the defunct company Kyjo Resources Ltd. and the $18,000 of outstanding payments on seven orphan
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wells licensed to the defunct company BRO Resources Ltd. and $116 of salvage recovered for the
orphan well 00/12-36-041-08W5/00 licensed to the defunct company White River Petroleum Ltd.

Licensee Liability Rating (LLR) Recoveries are received when the EUB collects and holds a deposit from
a licensee as required by their LLR program. If the licensee subsequently has properties, wells,
pipelines, facilities, or associated sites which are deemed orphan, the EUB turns the LLR deposit over to
the OWA. The OWA has to have spent at least the amount held on deposit by the EUB on behalf of the
defunct company on abandonment and/or reclamation activities before receiving the LLR deposit. This
year, $2,562 deposit was received from the EUB for one defunct company Rock River Resources Ltd.

Last year the amount received was $492,156 (a decrease of 99%) for four defunct companies.

Investment ($514,000)
A total of $514,048 was received in bank account interest and investment income from short-term
investments. OWA funds are invested in the best available rates in short-term variable rate guaranteed

investment certificates and in money market instruments.

Salvage Sales ($88,000)

Most of the equipment salvaged in 2006/07 came from the sale of used tubing and wellhead equipment
from the orphan wells. A total of $87,953 was received compared to $77,819 received last year (an
increase of 13%). $84,353 came from the sale of oilfield tubulars and $3,600 from the sale of small

wellhead components.

Prior to selling, the tubing was pulled from orphan wells and used as work strings in various areas of the
province. The OWA decided to sell all our tubing in inventory because there were no scheduled orphan
abandonment operations which required the tubing and the market for used tubing was very good in
2006. The OWA chose to have the tubing inspected and refurbished and then offered them for sale by
tender through a broker, rather than selling the tubing as blue-band or junk. This resulted in fair market
value for the used tubing. A total of 6,227m of tubing (a combination of 2 3/8” and 2 7/8" both yellow and

blue band and 3 %2” with TK internal coating) was sold.
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EXPENDITURES ($13,811,000)

OPERATING EXPENDITURES ($11,544,000)
See previous Operating Highlights section for highlights on the Operating Expenditures of Site

Reclamation, Well Abandonment, Pipeline Abandonment, and Facility Decommissioning.

Amortization ($2,000)

Capital expenditures were made in 2003 to purchase equipment (pumps, piping, instrumentation, and
solar panel) as part of a dewatering system for the remediation of salinity impacted soil on a site near
Coronation, Alberta. Amortization is calculated using the straight-line method with an estimated life of

three years.

OTHER EXPENDITURES ($832,000)
Other Expenditures are comprised of reimbursements to industry for Working Interest Claims, Fund

Administration and reimbursements to the EUB for EUB Enforcement Activities.

Working Interest Claims ($476,000)

Working interest partners are any party under a joint operating or other agreement under which the party
is entitled to a proportionate share of cash flows as well as costs. The OWA can reimburse the
proportionate share of costs on behalf of the defaulting working interest partner of a completed
abandonment and/or the completed reclamation of a well, facility or associated site. See Table 7 2006/07

Working Interest Claims for details.

The EUB reviews claims from industry for defaulting working interest partners. The EUB can deem a
particular property, (i.e. a well, pipeline, facility or associated site) as orphan for the purpose of
reimbursement, and then approve the claim. The EUB gives opportunity to the OWA to review all cost
claims for input before the OWA is required to reimburse valid claims. Reclamation is considered
completed when a reclamation certificate has been issued on the site. Working Interest Claims can be
submitted to the EUB by following the process outlined in ERCB Informational Letter IL 95-03,
Abandonment Costs Order Application and Reimbursement Application. The OWA requires backup
documentation of all expenditures before claims are paid. Administration and overhead expenses are not
reimbursable.
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Table 7 2006/07 Working Interest Claims

Working Interest

Defunct Licensee Working Interest Partner % WIP Orphan Description Claim
6 wells and 1 facility

Condor Resources Inc. Penn West Petroleum Ltd. 33.33 located in 48-08W5 $163,429
Range Energy Inc. Canadian Natural Resources Ltd. 85.000 00/16-17-098-02W6 77,604
Prince Resource Corp. Canadian Natural Resources Ltd. 68.625 02/04-06-076-09W5 66,848
Fer De Lance Oil Inc. Apache Canada Ltd. 75.000 00/03-18-034-08W4 33,851
Range Energy EnerMark Inc. 50.000 00/04-29-098-02W6 84,537
Range Energy EnerMark Inc. 33.334 00/06-01-099-03W6 49,832
Total $476,101

EUB Enforcement Activities ($4,000)

EUB Enforcement Activities are amounts paid to the EUB for third party abandonment expenditures on
properties (wells, pipelines and facilities) incurred by the EUB during their enforcement actions. The
OWA reimbursed the EUB $4,084 for enforcement activity expenditures on the orphan well 00/12-36-041-
08W5/0 licensed to the defunct company White River Petroleum Ltd.

Reasonable attempts are made by the EUB to have responsible parties abandon their oil and gas
properties. However, once it is determined that all responsible parties do not exist, cannot be located, or
do not have the financial means to contribute to those costs (s.70(2)(b)(iii) of the Qil and Gas
Conservation Act), the EUB can deem the property as an orphan. If a property is deemed an orphan
prior to abandonment and reclamation, the OWA conducts the abandonment and reclamation. If a
property is deemed an orphan after the abandonment work is conducted by the EUB, the OWA will

reimburse the EUB for monies spent.

Fund Administration ($352,000)

Fund Administration expenditures increased to $352,009 compared to prior year $322,286 (an increase
of 9%). These include fees for management, insurance, legal, accounting, clerical and an annual
payment to the EUB for administrative services including office space, facilities, equipment, building
services and computer support services. Expenditures on office rent, accounting and clerical fees

increased this year. There was also a small increase in insurance fees.
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