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1 Introduction 

This directive applies to energy infrastructure and sites regulated under the Oil and Gas 
Conservation Act and Pipeline Act. When licensees are referenced in this directive it also includes 
approval holders. 

This directive 

• introduces a holistic assessment of a licensee’s capabilities and performance across the energy 
development life cycle, which will be supported by the licensee capability assessment (LCA) 
system; 
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• introduces the Licensee Management Program, which outlines how licensee management will 
occur across the energy development life cycle; 

• introduces the Inventory Reduction Program, which sets mandatory closure spend targets; 

• updates application requirements related to the licence transfer process; and 

• identifies security collection under this directive. 

In this directive, closure means the phase of the energy resource development life cycle that 
involves the permanent end of operations, and includes the abandonment and reclamation of wells, 
facilities, well sites, facility sites, and pipelines. 

This directive is being developed in phases and, ultimately, will replace Directive 006: Licensee 
Liability Rating (LLR) Program and Licence Transfer Process. Elements in Directive 006 will 
remain in effect until that time. 

This is one of several directives published by the AER that sets out liability management programs. 
The directive outlines how information, particularly financial, reserves, closure, and compliance 
information, will be used to enable the AER to 

• assess the capabilities of licensees to meet their regulatory and liability obligations throughout 
the energy development life cycle; 

• administer our liability management programs; and 

• ensure the safe, orderly, and environmentally responsible development of energy resources in 
Alberta throughout their life cycle. 

Requirements are mandatory. The term “must” indicates a requirement. For ease of reference, 
requirements are numbered. 

2 Holistic Licensee Assessment 

The AER will holistically assess the licensee to inform regulatory decisions regarding the licensee. 
This assessment uses a multifactor approach to assess the capabilities of licensees to meet their 
regulatory and liability obligations throughout the energy development life cycle: initiate, construct, 
operate, and close. This multifactor approach includes the factors outlined below from the licensee 
capability assessment and the unreasonable risks outlined in section 4.5 of Directive 067: Eligibility 
Requirements for Acquiring and Holding Energy Licences and Approvals. Additionally, 
information provided from the licensee throughout the life cycle, including applications, 
amendments, reporting, and other submissions to the AER, may be considered in the assessment. 
This assessment is to ensure the responsible management by the licensee of their liability from their 
collective wells, facilities, pipelines, and sites. 
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2.1 Licensee Capability Assessment 

The licensee capability assessment (LCA) assesses the capabilities of licensees to meet their 
regulatory and liability obligations across the energy development life cycle. The results from the 
LCA will feed into the larger assessment of the licensee, which will inform regulatory decisions 
regarding the licensee, including licence eligibility under Directive 067 and decisions under the 
programs outlined in this directive. 

2.2 LCA Factors 

The LCA uses various factors to identify risks posed by a licensee: 

• financial health 

• estimated total magnitude of liability (active & inactive), including abandonment, remediation, 
and reclamation 

• remaining lifespan of mineral resources and infrastructure and the extent to which existing 
operations may fund current and future liabilities 

• rate of closure activities and spending and pace of inactive liability growth 

• management and maintenance of regulated infrastructure and sites, including compliance with 
operational requirements 

• compliance with administrative regulatory requirements, including the management of debts, 
fees, and levies 

• any other factor the AER considers appropriate as the LCA evolves 

Each factor consists of various parameters (see appendix 1). 

The data that feeds into the LCA are drawn from numerous sources available to the AER, including 
the financial information submitted under Directive 067. 

The LCA system will continue to evolve over time as the AER is able to enhance business 
intelligence and access more structured data. The system is intended to be adaptive and remain 
relevant. 

Each licensee will have access to their own LCA information. Financial and reserves information 
provided to the AER will be kept confidential for the period outlined in section 12.152(2) of the Oil 
and Gas Conservation Rules. 

1) Licensees must provide complete and accurate information as required by the AER for the 
LCA. 
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3 Licensee Management Program 

The Licensee Management Program is how the AER will proactively monitor licensees to support 
the responsible management of energy development. Under this program, the results from the 
holistic licensee assessment will be used to identify those licensees that are at greater risk of 
potential failure in meeting their regulatory and liability obligations throughout the energy 
development life cycle. 

The AER may then undertake specific engagement or regulatory actions with the licensee. This 
may be done through providing education, encouragement to follow industry best practices, and, 
where appropriate, the initiation of specific regulatory actions. 

The AER encourages licensees to use available collaborative closure planning tools, such as area-
based closure, to help reduce their overall closure costs and work more efficiently to reduce liability 
on the landscape. Where special action is warranted, the AER may take regulatory steps such as 
changing licence eligibility under Directive 067, placing restrictions on new applications, requiring 
security deposits, or issuing orders. 

2) Licensees must provide information to the AER as requested under the Licensee Management 
Program to ensure the responsible management of energy development throughout the energy 
development life cycle. 

4 Inventory Reduction Program 

Under section 3.014 of the Oil and Gas Conservation Rules (OGCR), the AER has the authority to 
establish “closure quotas,” meaning set minimum amounts of closure work, money to be spent on 
closure activities, or both. The Inventory Reduction Program will enable the AER to manage and 
monitor licensee progress towards reducing their liability by setting these closure quotas. The AER 
will set mandatory closure spend targets (mandatory targets) for each licensee annually. They will 
not be adjusted during the calendar year. 

Industry-wide closure spending targets for 2022 were announced in Bulletin 2021-23. Licensee-
specific mandatory targets will be released through OneStop in July 2021. 

3) Each licensee must meet their annual mandatory target as directed by the AER. 

4) Each licensee must report to the AER all its closure activities and spends for the previous 
calendar year by March 31 of every year, or as otherwise directed by the AER. 

5) Each licensee must keep complete and accurate records of its closure activities and spending. 

6) Licensees must provide information to the AER as requested under the Inventory Reduction 
Program. 
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In lieu of meeting this mandatory target through closure work, the licensee may elect to provide a 
security deposit to the AER in the amount of the mandatory target. 

7) If for a calendar year a licensee elects to provide a security deposit in lieu of meeting their 
mandatory target through closure work, they must provide the deposit in the amount of the 
mandatory target to the AER by January 30 of that year. 

A licensee might choose to do this, for example, if the annual mandatory target is insufficient to 
achieve a closure milestone or stage gate without additional spending. 

If a licensee fails to meet the mandatory target or provide a security deposit in the amount of the 
mandatory target by January 30 of that year, at the end of the calendar year, the AER will require 
an additional amount to compensate for the increased liability risk accumulated over the year. The 
AER may also take other regulatory actions to ensure compliance and achievement of outcomes. 

Security collected under the Inventory Reduction Program may be refunded as outlined in 
section 6. 

5 Licence Transfers 

Agreements for the purchase and sale of AER-licensed wells, facilities, and pipelines do not result 
in a transfer of the associated licences until a licence transfer application is submitted to and 
approved by the AER. 

A licence transfer application will trigger a holistic licensee assessment of both the transferor and 
transferee. The AER will consider the results of this assessment and any other factors determined 
appropriate in making the decision to approve, approve with conditions, or deny a licence transfer 
application. The AER will process licence transfer applications as they are received. 

For licences that have a public lands disposition that needs to be assigned or transferred, if either 
party has arrears in respect of any debt to the Crown or of any taxes owing to a municipality, the 
AER will reject the public lands application for assignment or transfer of the disposition as outlined 
in the Public Lands Administration Regulation, section 153. 

A licence transfer application can be submitted by the transferor, the transferee, or an authorized 
agent or consultant acting on behalf of either party. The AER will not accept a licence transfer 
application unless both the transferor and transferee have AER identification codes that permit the 
holding of all licence types contained within the licence transfer application. For further 
information regarding agent appointments, identification code requirements, and other eligibility 
requirements, refer to Directive 067. 

It is the transferor’s responsibility to ensure that all information relevant to the licences contained in 
a transfer application is updated in AER systems before the application is submitted. 
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8) If a licence transfer application includes inactive licences, the transferor must update their 
reported closure activities and spends in OneStop before submitting the application. The AER 
will not retroactively adjust the closure spend reporting after the transfer is approved. 

9) Before a licence transfer application will be accepted by the AER, both parties must make the 
declarations outlined in appendix 2. 

10) As part of a licence transfer application, parties must provide current information regarding 
each working interest participant, including the following: 

a) full legal name of each working interest participant (which cannot be a partnership) 

b) contact information for each working interest participant, including an email address 

c) the percentages of working interest, totalling 100 per cent, for every well and facility 
included in the application 

11) For licence transfer applications that include problem sites (see appendix 6 of Directive 006) or 
10-well, 20-well, and 40-well equivalent non-sulphur recovery gas plants (see section 2.3 of 
Directive 006), any site-specific liability assessments submitted must have been completed 
within the previous three years, unless otherwise directed by the AER, and must be 
accompanied by an evaluation of cost changes that have occurred since the assessments were 
completed. 

The AER will conduct a holistic licensee assessment of both the transferor and transferee to ensure 
that abandoned, reclaimed, and reclamation-exempt sites are managed and monitored and that 
future issues can be addressed by a responsible party. As a result, the AER will consider the whole 
package of licences to be transferred and may reject a licence transfer application that does not 
include licences that have received reclamation certification or that are abandoned and classified as 
“reclamation exempt.” 

To offset any potential increase in risk that may arise from a licence transfer, a transferor or 
transferee may be required, as a condition of approval, to provide a security deposit to the AER. 
When making this determination, the AER will consider the factors of the holistic licensee 
assessment, whether the licensee poses an unreasonable risk (outlined in section 4.5 of 
Directive 067), and any other factor the AER considers appropriate. 

The AER does not provide a preliminary determination of expected security requirements. They 
cannot be determined until the licence transfer application has been received and reviewed. 

If a required security deposit is not received by the due date identified by the AER, the licence 
transfer application will be closed, and the transferor will remain the licensee. 
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The AER will convey its decision regarding a licence transfer application to both the transferor and 
the transferee. If a transferor or transferee is represented by an agent or uses the services of a 
consultant, the AER will also provide notice of its decision to the agent or consultant. 

The licensee of record (transferor) remains responsible to comply with all applicable regulatory 
requirements for any well, facility, or pipeline in a licence transfer application until the AER 
approves the transfer. On approval of a licence transfer application, the new licensee of record 
(transferee) becomes responsible for any well, facility, or pipeline in the application as of the 
effective date of the transfer. 

6 Security Deposits 

Section 1.100 of the OGCR gives the AER broad authority to require security deposits across the 
energy development life cycle. Where security deposits are required under this directive, the AER 
will direct a licensee to provide security, specifying the amount and date due. 

When considering whether to require security deposits and when determining the amount of 
security, the AER will consider the factors of the holistic licensee assessment, whether the licensee 
poses an unreasonable risk (as outlined in section 4.5 of Directive 067), and any other factor the 
AER considers appropriate. The maximum amount of security that may be required is the licensee’s 
total liabilities, including the cost of providing care and custody and the cost to permanently end 
operations, which includes the abandonment and reclamation of the site. 

A request for a refund of security collected under this directive will trigger a holistic assessment of 
the licensee. In assessing this request, the AER will consider the factors of the licensee assessment, 
whether the licensee poses an unreasonable risk (outlined in section 4.5 of Directive 067), and any 
other factor the AER considers appropriate. 

For further information on the processes that apply when a security deposit is required or can be 
refunded, refer to Directive 068: ERCB Security Deposits. 
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Appendix 1 LCA Factors and Parameters 

The following list is for information only and is subject to change. This appendix will be updated 
from time to time. 

LCA Factors  Parameters   

Financial health  • Net profit margin 
• Current ratio 
• Debt to equity  

• Interest coverage ratio 
• Cash flow-to-debt  

Estimated total magnitude of 
liability (active & inactive), 
including abandonment, 
remediation, and reclamation  

• Total Directive 011 and site-
specific estimated liability  

 

Remaining lifespan of mineral 
resources and infrastructure, 
and the extent to which existing 
operations may fund current and 
future liabilities 

• Production decline rate 
• Inactive well ratio 
• Marginal well ratio 
• Inactive facility ratio  

• Pipeline network integrity 
• Crossover range (closure 

costs exceed asset potential)  

Rate of closure activities and 
spending, and pace of inactive 
liability growth  

• Closure spend rate 
• Inactive liability trend 
• Pipeline abandonment rate 
• Facility abandonment rate 
• Facility reclamation rate 
• Well abandonment rate 

(producing wells)  

• Well site reclamation rate 
(producing wells) 

• Well abandonment rate (non-
producing wells) 

• Well site reclamation rate 
(non-producing wells)  

Management and maintenance 
of regulated infrastructure and 
sites, including compliance with 
operational requirements  

• Inspection compliance rate 
• Directive 013 compliance 
• Releases & spills 
• Pipeline incidents  

• Licensee noncompliance 
follow-up  

Compliance with administrative 
regulatory requirements, 
including the management of 
debts, fees, and levies  

• AER administrative levy 
• Orphan fund levy 
• Mineral lease expiries   
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Appendix 2 Transfer Application Declaration 

In submitting this application as transferor or transferee, you hereby declare the following: 

• Your use of the confidential identification code and password for submission of this application 
has been duly authorized by your company (transferor/transferee), and the confidential 
identification code and password used are equivalent to and have the same binding effect as a 
signature executed by a duly authorized representative of the transferor/transferee company. 

• You have the authority to make these (and the following, if transferee) statements and thereby 
bind your company. 

• The information in the application is complete and accurate. 

In submitting this application as transferee, you declare that the transferee 

• holds valid surface access rights for all wells, pipelines and, facilities included in this 
application; 

• holds valid mineral rights for all licensed producing wells included in this application; 

• has the right to produce, inject, or dispose of fluids for all licensed active wells included in this 
application; 

• is a working interest participant in all wells and facilities included in this application; and 

• will ensure that all applicable AER signage requirements are met as required, including 
erecting or changing signs to accurately reflect the new licensee name and contact, and accepts 
and assumes the responsibilities and obligations of a licensee as provided for in law, including 
but not limited to, the Oil and Gas Conservation Act, Oil and Gas Conservation Rules, Pipeline 
Act, Pipeline Rules, and AER directives and requirements. 

For pipeline licence transfers only: 

• The transferor hereby confirms that it has collected and retained all records required under the 
Pipeline Rules and Canadian Standard Association Z662: Oil and Gas Pipeline Systems. The 
transferor confirms that it has provided these records to the transferee by the effective date of 
the licence transfer. 

• The transferee hereby confirms that it has received all records required to be collected and 
retained under the Pipeline Rules and Canadian Standard Association Z662: Oil and Gas 
Pipeline Systems from the transferor. The transferee is responsible for producing these records 
on request by the AER. Failure to do so constitutes a noncompliance of AER requirements. 
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