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September 7, 2004

Mr. Gary Perkins, Board Counsel

14™ Floor, Law Branch, Alberta Energy and Utilities Board
640 — 5 Avenue SW

Calgary, AB T2P 3G4

Dear Sir:

RE: PRE-HEARING MEETING SUBMISSION
PROCEEDING NO.1347905: PHASE 3 PROCEEDINGS
UNDER BITUMEN CONSERVATION REQUIREMENTS
ATHABASCA WABISKAW-MCMURRAY AREA

On June 8 2004, the Alberta Energy and Utilities Board (EUB) issued a notice which stated that
it would be holding a pre-hearing meeting at its office, commencing at 9:00 AM on Wednesday
September 15" 2004. It is Paramount’s understanding that the pre-hearing meeting is to
determine the scope of the final hearing, the number of participants, the process to be followed,
and issues considered. The notice also stated that “any person intending to participate in the
pre-hearing meeting” should file a submission no later than September 7, 2004. Paramount
Energy Operating Corp. (PEOC) makes the following submission.

OBJECTIVE OF FINAL HEARING

Before the scope of the hearing can be finalized, PEOC believes that it would be helpful for the
Board to clearly identify the objective of the hearing. This will allow for more focused
preparation and discussion by the participants.

PEOC suggests the following may be a suitable objective:

“The Final Hearing objective is to quantify the incremental loss of bitumen
recovery anticipated as a result of the continued depletion of gas for given
gas pools to different defined minimum pressures. Once these losses (if
any) have been quantified, the Board will make a risked economic
decision as to the final status of the gas wells within the affected area.”

If an objective of this nature was adopted by the Board, then the technical data and steps
required to get to this understanding prior to a decision become better defined.

SUGGESTED SCOPE AND SCHEDULE

1. SAGD Technical Inquiry

When the Surmont decision was issued in March 2000, there was a limited amount of applicable
field experience available. At that time, the Board "believed that reservoir modeling was the
best tool available to evaluate the effect of associated gas production on SAGD bitumen
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recovery”. The Board "also believed that reservoir modeling reasonably demonstrates that
producing associated gas in the Surmont area would likely have a detrimental effect on SAGD
recovery and that detrimental effect increases with decreasing gas pool pressure”. (Pages V
and VI of EUB Decision 2000-22). It has been over four years since these views were formed.
This was confirmed at Chard / Leismer in Decision 2003-018 where again no applicable field
experience was available within the regions of the gas pools under review.

PEOC proposes that a SAGD Technical Inquiry be convened, before the commencement of the
final hearing. PEOC believes that it is imperative that the individuals who are making the
decision, as well as affected parties, with respect to the protection of the bitumen resource are
fully informed of the advancements industry has achieved in terms of low pressure SAGD,
SAGD lifting technology, technical solutions to the gas / bitumen issue, pool delineation and
distribution in areas such as Surmont and any other developments which have been identified
by the various SAGD GIAG subcommittee’s and industry leaders in the development of SAGD
technology. The technical inquiry should result in a comprehensive written report that
addresses, but not be limited to, the following issues:

¢ Developments/advancements of SAGD technology since inception,
> Model studies, laboratory studies and field experience
o Effects of associated gas production on SAGD process
» Low pressure SAGD
» Gas cap repressurization
» Flue Gas Substitution
o Effects of top water and bottom water on SAGD process
> Steam chamber effects and resulting bitumen production impact
¢ Anticipated effect of depleted gas on incremental bitumen recovery
» Gas pool distribution from reservoir modeling at Surmont
» History-matched modeling at Surmont Pilot Project
> Forecast impact of incremental bitumen recovery at Surmont Pilot Project
» Relationship between gas reservoir pressure and bitumen recovery
o Potentially recoverable bitumen Criteria
» Porosity, Water Saturation, Net bitumen pay (continuous) and shale content
e Current operational strategies that bitumen producers are actively practicing or
contemplating, based on revised data and experience
¢ Update alternative technologies to SAGD

If necessary, parties and particularly bitumen producers with pilot and commercial SAGD
operations should be subpoenaed to provide pertinent information so the Board can best
administer an issue which is costing gas producers and Albertans billions of dollars.

With respect to the two interim proceedings held within the Athabasca Oil Sands Area, the
Board has adopted a “risk-based” approach limited to the fundamental geological question of
whether gas is associated with potentially recoverable bitumen. PEOC is of the firm belief that
to properly prepare for the final hearing, the Board needs to now re-examine the above other
technical issues prior to commencement of the final hearing. The conclusions of the Board at
the SAGD Technical Inquiry may have a profound effect on the material being presented and
arguments being made at the Final Hearing for the Athabasca QOil Sands area. It will also serve
to allow gas producers to better access which pools to pursue review of in a final hearing,
thereby optimizing the resources of both gas producers and the Board.
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Technical Inquiry Proposed Schedule

Filing of submissions from bitumen leaseholders and various subcommittees —
October 26, 2004

Information requests issued by participates/others — November 15, 2004
Responses to information requests — December 1, 2004

Inquiry commencement — January 5, 2005

If there is an issue relating to the timing of review of Surmont data this should be considered so
as to include this very relevant information.

Technical Inquiry Proposed Participants
All affected parties within the Athabasca Oil Sands Area.

2. Review By the SSG of The SAGD Technical Inquiry Findings

Once the SAGD inquiry report is released, the SSG should review these findings and reevaluate
its recommendations as to which pools can be placed back on production.

SSG Review Schedule

It is recommended that the SSG publish their recommendations of which zones should continue
to be shut-in within three months of the release of the final SAGD Technical Inquiry findings.

3. Final Hearing

Following the SAGD Technical Inquiry and a reevaluation by the SSG of their shut-in
recommendations, the final hearing should then be pool specific for the pools which continue to
be recommended for shut-in and address, but not be limited to, the following issues;

o Effects of SAGD process on associated gas recovery
> Contamination, pressure depletion, water influx and other concerns
o Effects of associated gas production on SAGD process
» Pool model studies and field experience
¢ Quantify the incremental loss of bitumen recovery anticipated as a result of the
continued depletion of gas for given gas pools to different defined minimum
pressures
e Reservoir continuity
» Pressure data, fluid contacts and other concerns
e Other matters as outlined in ID 99-1.

In relation to the final hearing itself, the Board needs to determine if it intends to continue with ID
99-1, or some modification or variation of that directive. That determination must be made prior
to the hearing itself; interested parties must be put on notice. The Board's decision in Decision
2004-045 represents a significant variation from ID 99-1. If the Board intends to proceed in that
direction, apart from ensuring compliance with the appropriate legal requirements, it is critical
that interested parties be informed, well in advance of the hearing itself so that they may
prepare their evidence and present their positions accordingly.
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Final Hearing Schedule

To be determined.

OTHER CONSIDERATIONS

In addition, PEOC submits that the process for the hearing itself be as follows:

1.

There must be full and complete transparency, meaning that any evidence, opinions, or
submissions made to the decision-makers must be made known to all hearing
participants. That includes any input or commentary from Board Staff to the decision-
makers.

The names of the decision-makers should be identified early in the process, well in
advance of the commencement of the hearing. This would allow hearing participants to
determine if there is any reasonable basis for questioning their participation. While this
may be a somewhat unusual request, in view of the long history of the gas/bitumen issue
and the extensive interaction between the decision-makers and Board Staff, which has
never been disclosed to any hearing participants, it is necessary to take this precaution,
so as to ensure fairness and objectivity.

The parties need to be informed in advance of any hearing, as to precisely what role the
decision-makers will be playing. If for example, the decision-makers will themselves be
examining or reviewing raw data, such as logs, core, pressures, etc., and forming their
own conclusions or opinions, based upon that data, hearing participants need to know.
PEOC submits that any interpretations, conclusions or opinions which may be reached
by the decision-makers on a review of that data, if that is what they choose to do, must
be brought to the attention of hearing participants, before any decisions are made, in
sufficient time so as to allow hearing participants the opportunity of commenting upon
any such interpretations, conclusions, or opinions.

The Board should clearly exercise its powers of subpoena, where necessary to secure
relevant evidence. If parties are unwilling to voluntarily offer relevant evidence, there is
a mechanism by which that evidence can be obtained, assuming it exists.

The Board should disclose the names of any staff it proposes to assist it during the
hearing process, well in advance of the hearing itself.

If you require additional information please contact Larry Martinuzzi at 269-4448, Brett Norris at
269-4419 or the undersigned at 269-4442.

Yours truly,

PARAMOUNT ENERGY OPERATING CORP.

Mo ki,

Susan L. Riddell Rose
President & COO
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