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EXECUTIVE SUMMARY

Of the some 129 000 wells that have been drilled in Alberta since the
early 1900s about 25 000 of them are currently inactive; they are neither
producing nor are they properly abandoned. Up to about 160C of these may
not have traceable owners (and are therefore referred to as “orphan
wells"), though our current information suggests that the actual number of
orphans is between 17 and 243.

Currently, the Energy Resources Conservation Board uses the interest from
an abandonment fund of $3 million to abandon orphan wells that may pose a
threat to the public or the enviromment. That amount will not be
sufficient if the eventual number of orphans is more than about 200.

In order to control the current problem and to prevent the problem from
growing in future (there are over 5000 new wells drilled in Alberta each
year), the Board has moved on the following fronts:

¢ We have reviewed, with the industry associations, the guidelines for
suspending wells. The guidelines have been upgraded and all suspended
wells will be reviewed over a period of 5 years and abandoned or
upgraded where necessary.

o We have selected specific cases to test, before the courts, the limits
of the Board's authority under current legislation. The questions of
law are complex and may take months or even years to resolve.

o We have reviewed the relevant Acts and Regulations and have identified
changes that would enhance our ability to deal with both the current
and future problem of orphan wells.

The proposed changes reflect the Board's view that the responsibility for
proper abandonment of a well should fall to the primary beneficiaries of
the well. When the current beneficiaries are unable to meet their
responsibilities, the Board will look to previous beneficiaries.,

The changes set out below are characterized as major and minor. The major
changes will have implications for how the industry conducts its business.
The minor changes are primarily intended to clarify the Board's authority;
they are, nonetheless, important.

Major Changes

1) The Board proposes to introduce a fee of $100 per year for the right
to maintain a well in an inactive state. This fee will be targeted
at the administrative costs necessitated by monitoring and review of
inactive wells and well ownership, with any surplus transferred to
the abandonment fund to ensure sufficient funds are available to
abandon wells which are currently orphans or become so in future.
Each suspended well will be reviewed every 5 years, at which time the
onus will be on the operator to justify continued suspension or to
abandon the well.
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2)  The Board proposes to establish, in law, a descending order of
responsibility for ensuring a well is properly abandoned, as
follows:

a) the licensee of the well,

b) a receiver or other representative of the licensee who has
assumed control and management of the licensee's business,

¢) other working interest owners,
d) previous licensees of the well,
e) a lessee of the mineral rights,
f) previous holders of the lease,
g) the mineral rights owners,
(Note: e), f), and g) are intended to give the Board access to the
leaseholder., For Crown lands this requires the changes to the Mines
and Minerals Act as set out in point 4 below).

3)  The Board proposes that the costs of abandonment plus a penalty of
25 per cent should be payable by any defaulting party to whoever

carries out the abandonments.

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

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

b) the transfer of a lease will not relieve the transferor of this
obligation if the transferee fails to honour it;

c) there may be provision for the well to be abandoned within a set
time after the lease expires.

Minor Changes

The Board proposes the following changes, in some cases intended to
clarify powers the Board believes it already has and in all cases intended
to facilitate efficient regulation of suspended wells. The changes would

5) empower the Board to refuse to transfer well licences;

6) empower the Board to allow certain parties to abandon a well without
holding the licence for that well;



7)

8)

9)

10)
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empower the Board to transfer a licence to a working interest owner,
in certain circumstances;
empower the Board to direct that a well shall be abandoned;
require receivers, trustees, etc, to advise the Board when they are
appointed to manage the business of a licensee for any reason, and to

advise the Board when they intend to apply for discharge;

ensure the Board may apply to the Court of Queen's Bench for an order
requiring that its directions be followed.



1 INTRODUCTION

There have been some 129 000 oil and gas wells drilled in the Province of
Alberta since the early 1900s. These can be categorized as follows:

Active Wells 65 000
Inactive Wells 25 000
Abandoned Wells 39 000

Total 0il and Gas Wells 129 000

Normally, wells in all three categories are owned by viable, active
companies which accept responsibility for the wells.

However, in some cases the owners of wells cease to exist, either
voluntarily or through bankruptcy. In such cases, when no responsible
party can be found in the private sector, the wells, by default, become
the responsibility of the Province. These wells are commonly referred to
as "orphan wells": they have little or no value, they have not been
properly abandoned, and they have no locatable owners. Such wells must
eventually be abandoned properly to avoid deterioration that might cause
problems with cross-flow between formations, conservation losses, possible
contamination of fresh water aquifers, and possible hazards to public
safety at the surface,

The precise number of orphan wells is difficult to estimate, in part
because wells may have numerous working interest owners., But the Board's
records currently show only the party that is licensed to operate the
well, Appendix A sets out estimates of the number of wells that may be
orphans, using categories of increasing certainty. The results show a
range of possible orphan wells from 17 (known with certainty) to 1566 (a
number that includes most potential orphans identified to date, many of
which may be eliminated from the list on further investigation). For
purposes of this discussion, we have adopted the total of the three
categories with the highest level of certainty (based on the facts that
there are no known owners, the wells have not produced in 12 months, and
the wells are not yet properly abandoned). That total is 243 wells that
are either certainly orphans (17) or have a significant probability of
being orphans (226).

The number of 243 is useful for developing preliminary estimates of the
costs that may be associated with the eventual abandonment of orphan
wells, But it should be noted that the problem is dynamic--all of the
existing 90 000 or so wells will eventually have to be abandoned, as will
the many thousands of wells yet to be drilled (there will be about 5000-
6000 new wells drilled each year in Alberta for the next 5 to 10 years).
Most of these will be dealt with appropriately by the industry.



But as companies come and go, additions to the list of orphan wells are
highly likely. Therefore, whatever system is put in place to deal with
these problems must address both the current, static problem and the
future, dynamic problem.

The potential costs attributable to the investigation and control of the
population of inactive wells have both an administrative and an
operational (abandonment) component. The administrative component results
because it is essential that the ERCB carry out much more detailed work
respecting inactive wells in order to hold the future number of orphans to
‘a reasonable level. The operational or abandonment component is because
there are already a certain number of orphan wells and, notwithstanding
the increased surveillance of inactive wells, other wells can be expected
to become orphans in future.

The details of the anticipated costs are set out in Appendix B for each of
the next 5 years. It is expected that the costs would be about $3 million
for each year through to the mid-1990s. Thereafter, they would likely
decline, but will depend largely on how successful the administrative
program is in limiting the number of additional orphans which will fall to
the ERCB for abandonment. Note that these estimates include only the
costs incurred by the ERCB in dealing with administration and the
subsurface and minor surface abandonment aspects of the orphan well
abandonment program. Additional costs will be incurred by the Surface
Rights Board and Alberta Environment's Land Conservation and Reclamation
Council (LCRC) in dealing with orphan wells. The costs to Alberta
Environment could be substantial.

The ERCB presently has an abandonment fund of some $3 million, the
interest from which is used to abandon known orphan wells according to
criteria set by the Board. The abandonment fund was derived from a
transfer of an accumulated ERCB surplus at the time the deposit system was
terminated, so the government and the industry each has a 50 per cent
_stake in the fund. The abandonment fund is not adequate to cover the
costs anticipated under the base case projection noted above. Therefore,
the ERCB is recommending the imposition of an inactive well fee of $100
per well per year. The funds generated will be used to cover
administrative costs for investigation of well ownership and control of
inactive wells and to supplement the abandonment fund for abandoning
orphans, generally as described in Appendix B. The amount of the inactive
well fee will be reviewed in future years and modified, if warranted. The
Board believes that a system which involves increased surveillance of
inactive wells and making funds available to abandon those wells that do
become orphans would be superior to the re-establishment of a well deposit
system. (This matter is dealt with further in Part 3 of this report.)




2 APPROACHES TO RESOLVING THE PROBLEM

The ERCB is approaching the problem on three fronts. First, over the past
2 years, we have been working with the industry/government Drilling and
Completions Committee (DACC) to upgrade the guidelines for suspending
wells, The DACC recommendations (referenced in Appendix C) were accepted
by the Board in October 1989 and are currently under final review by the
industry. The implementation of these recommendations will lead to a
staged review of all suspended wells to ensure that they are left in a
condition that maximizes public protection and minimizes ultimate
abandonment costs. All suspended wells will be reviewed over a period of
5 years and abandoned or upgraded where necessary. This will ensure that
the existing population of suspended wells is environmentally safe; and
when abandonment becomes necessary, abandonment costs will be minimized.
Seccnd, the Board has selected some cases for presentation to the courts
to test the limits of its authority under current legislation and to
define the responsibility of receivers, trustees in bankruptcy, and
working interest owners., These initiatives may take months or years to
resolve the questions at issue. Therefore the Board, through this report,
has moved on a third front; namely, to review relevant Acts and
Regulations with a view to identifying changes that would enhance our
ability to deal with both the current and future problem of orphan wells.
To facilitate this, we have also reviewed procedures for dealing with
orphan wells in other jurisdictions in Canada and the U.S.

These three fronts are clearly interrelated. For example, regulations for
suspension could be made so stringent that future problems with orphan
wells would be extremely unlikely. But this would impose excessive costs
on the entire industry, whereas only a portion of the industry is likely
to generate problems, Less stringent regulations governing well
suspensions could be accommodated if the Board had greater control over
what happens to wells when the licensee goes into receivership or
bankruptcy. The higher risk that problems attributable to orphan wells
could result from less stringent regulations would be offset by the
greater ability of the Board to deal with them effectively. The Board has
attempted to achieve a reasonable balance among the three approaches.

This document sets out our preliminary recommendations on the third front,
changes to legislation and regulations. The recommendations are intended
to deal with the current problem as well as prevent worsening of the
problem in future. Several objectives have been addressed:

a) to increase the financial capability of the Board to carry out
abandonments as necessary;

b) to increase the Board's effective control over parties who should be
responsible for abandoning wells;

c) to ensure the regulatory system encourages, and in the final analysis
ensures, the abandonment of inactive wells as and when appropriate;



d) to ensure the number of orphans that become the responsibility of the
province is minimized.

3 PROPOSED CHANGES TO LEGISLATION AND REGULATIONS

The detailed proposals regarding changes to legislation are set out in
Appendix D. There are two kinds of changes being proposed. One kind
might be described as "housekeeping'" changes, intended to confirm the
Board's authority under current legislation. These will be summarized
below. The other kind of change being recommended is more far-reaching,
likely involving some cost to industry, or having implications for how the
industry conducts its business. The Board believes these latter changes
are necessary to ensure containment of this growing problem.

The recommendations incorporate a philosophy that, in general terms, sees
the responsibility for proper abandonment falling to the primary
beneficiaries of the well. Normally, responsibility should fall first on
the entity that holds the Board's licence, then on any or all working
interest owners. Most problems would likely be resolved at this stage.
But in the event that no working interest owners exist, the Board should
be able to look to previous licensees. This is a logical extension,
intended partly to ensure that those who sell low-productivity wells do so
to viable, responsible operators who can be relied upon to abandon the
wells properly as and when necessary. If these steps fail to uncover a
responsible party, the Board would look to the owner of the mineral rights
in order to fix responsibility on the lessee of the mineral rights, as
even where the lessee is not a working interest owner he will be receiving
overriding royalties or other benefits in most instances.

The other major component of the rationale underlying the recommendations
set out below is a user-pay philosophy. The increased monitoring of the
population of suspended wells will involve a significant administrative
cost, the burden of which should fall on those generating the activity
rather than on the broad group that finances the general administration of
the Board., Our specific recommendations are set out below.

Major Changes

1) The Board proposes to introduce a fee of $100 per year for the right
to maintain a well in an inactive state. Each suspended well will be
reviewed every 5 years, at which time the onus will be on the licensee
to justify continued suspension or to abandon the well.

2) The Board proposes to establish in law, to the extent feasible, a
- descending order of responsibility of ensuring a well is properly
abandoned, as follows:

a) the licensee of the well,

b) a receiver or other representative of the licensee who has assumed
control and management of the licensee's business,



3)

4)

¢) other working interest owners,

d) previous licensees of the well,

e) a lessee of the mineral rights,

f) previous holders of the lease,

g) the mineral rights owner.

(Note: e), f), and g) are intended to give the Board access to the
leaseholder. For Crown lands this requires the changes to the Mines
and Minerals Act as set out in point 4 below.)

The Board proposes the costs of abandonment plus a penalty of 25 per
cent should be payable by any defaulting party to whoever carries out

the abandonments.

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

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

b) the transfer of a lease will not relieve the transferor of this
obligation if the transferee fails to honour it;

c) there may be provision for the well to be abandoned within a set
time after the lease expires.

Minor Changes

The Board proposes the following changes that in some cases are intended
to clarify powers the Board believes it already has and in all cases are
intended to facilitate efficient regulation of suspended wells. The
changes would:

5)

6)

7)

Empower the Board to refuse to transfer well licences.

Empower the Board to allow certain parties to abandon a well without
heolding the licence for that well.

Empower the Board to transfer a licence to a working interest owner,
in certain circumstances.



8)

9)

10)

Empower the Board to direct that a well shall be abandoned.

Require receivers, trustees, etc, to advise the Board when they are
appointed to manage the business of a licensee for any reason, and to
advise the Board when they intend to apply for discharge.

Ensure the Board may apply to the Court of Queen's Bench for an order
requiring that its directions be followed,.



APPENDIX A ORPHAN WELL COUNT

The attached orphan well count was prepared by categorizing a list of
licensees. The list represents a compilation of situations that have
resulted or may result in a well becoming an orphan well. The criteria
are listed at the end of the attached table.






























