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o Establish budgets and cash
flows.

e Estimate the asset value of a
company.
e Determine the value and

profitability of future
development projects.
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Evaluation Handbook

[Reserves:

An amount of oil and or gas estimated to
exist in a particular location and to be
producible.

Estimation Methods:

* Decline Analysis - Extrapolate of past
production trends to future estimates

e Material Balance (Gas) - Pressure
depletion versus volume relationship
to calculated gas in place.

* Volumetrics — Rock volume and

("COGEH")

characteristics to estimate reserves.
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Reserves Type:

e Producing

* Non Producing

* Undeveloped
Reserves Catagory:
e Proven

* Probable

e Possible
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Reserves Report
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Any changes easy to
Implement and understand.

Budgets will be reduced to
offset the uncertainty.

In-Stream Components
(ISCs), example of a non
predictable calculation, impact
was small (Royalty change
2002).
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Year

Natural Gas Product Royalty
Oil Royalty

Crown Leases Sales Bonuses
Rentals And Fees

Freehold Mineral Tax

Oil Sands Royalty

Coal Royalty

Total Revenue

All values $ in Millions
Data from www.capp.ca

2003 2004 2005 2006(est)

Value Percent Value Percent Value Percent Value Perce
$5,450 67.7% $6,439 63.4% $8,388 56.7% $7,407 45.4

$981 12.2% $1,273 12.5% $1,463 9.9% $1,813 11.1

$967 12.0% $1,252 12.3% $3,490 23.6% $3,245 19.99

$154 1.9% $153 1.5% $155 1.0% $225 1.49

$288 3.6% $306 3.0% $334 2.3% $420 2.69

$197 2.4% $718 7.1% $950 6.4% $3,192 19.69

$9 0.1% $11 0.1% $11 0.1% $21 0.19

$8,046 $10,152 $14,791 $16,324




Baytax
Advantage
High Pine
RSX

Defient

E4

Grand Banks

boe/d)
34,292
23,754
11,779
997
908
860
852

2005 2006
Production (boe/d) 9,169 10,492
Revenue ($/boe) $57.24 $51.20
Royalties ($/boe) $11.50 $9.83
Operating costs ($/boe) $9.14 $10.32
Netback ($/boe) [ $36.59 | [ $31.05
General and administrative $4.01 $3.84
Total Netback ($/boe) | $3258 | [ $27.21

Data from corporate annual reports of randomly selected

companies then averaged.

Difference
2005 2006
20.1% 19.2%
16.0% 20.2%
7.0% 7.5%

Change
%

-10.5%
-14.5%
12.8%

6.6%
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Operating Cost from Company Averages Operating Cost from Company Awerages Halved

Oil Production Crown Operating Costs Before Tax Netback Operating Costs Before Tax Netback

Rate  Volume Price Revenue Royalties Variable Fixed Total Cashflow  Profit Variable Fixed Total Cashflow  Profit
Years | BBL/D MSTB  $/BBL M$ M$ $/BBL  $/W/M $/boe M$ M$ $/boe $/BBL  $/W/M $/boe M$ M$ $/boe
2007 100 36.5 $51.20 1,868.8 544.8 7.22 9,417 10.32 376.5 947.4 25.96 3.61 4,809 5.19 189.5 1,134.5 31.08
2008 80 29.2 $51.20 1,495.0 4154 7.22 9,417 11.09 323.8 755.8 25.88 3.61 4,809 5.59 163.1 916.5 31.39
2009 60 21.9 $51.20 1,121.3 286.1 7.22 9,417 12.38 271.1 564.1 25.76 3.61 4,809 6.25 136.8 698.4 31.89
2010 40 14.6 $51.20 747.5 156.7 7.22 9,417 14.96 218.4 372.4 25.51 3.61 4,809 7.56 110.4 480.4 32.90
2011 20 7.3 $51.20 373.8 39.4 7.22 9,417 22.70 165.7 168.7 23.11 3.61 4,809 11.52 84.1 250.3 34.29
2012 10 3.7 $51.20 189.4 10.1 7.22 9,417 37.76 139.7 39.6 10.70 3.61 4,809 19.22 71.1 108.3 29.27
2013 9 3.3 $51.20  169.0 8.0 7.22 9,417 41.45 136.8 24.1 7.30 3.61 4,809 21.09 69.6 91.3 27.67
2014 8 2.9 $51.20 1485 6.2 7.22 9,417 46.17 133.9 8.3 2.86 3.61 4,809 23.52 68.2 74.1 25.55
2015 7 2.6 $51.20 1331 5.0 Uneconomic Production Stopped 3.61 4,809 25.81 67.1 61.0 23.46
2016 6 2.2 $51.20 112.6 3.6 3.61 4,809 29.86 65.7 43.4 19.73
2017 5 1.8 $51.20 92.2 2.4 3.61 4,809 35.67 64.2 25.6 14.22
2018 4 1.5 $51.20 76.8 1.7 3.61 4,809 42.07 63.1 12.0 8.00
2019 3 1.1 $51.20 0.1 0.4 Uneconomic Production Stopped

Assumptions:

New Oil Crown Royalty Rate

Price $51.20 per Barrel from Averaged Corporate Data

Operating Cost $10.32 per Barrel from Averaged Corporate Data
Operating Cost split 70% Variable and 30% Fixed



Awverage Rate
boe/d*

>100,000
10,000 to 100,000
1,000 to 10,000
100 to 1,000
10 to 100
0to 10
Total

*Gas Conwersion to Barrels oil Equivalent 6 to 1

Alberta
Companies

10
45
114
252
405
351
1177

Conventional Oil and Gas Production

Percent

0.85%

3.82%

9.69%
21.41%
34.41%
29.82%
100.00%

Data from Public Data Sources for Fourth Quarter 2005

Production Per Group
boe/d Percent

2,070,599 54.54%
1,282,776 33.79%

345,404 9.10%
80,248 2.11%
15,655 0.41%
1,849 0.05%

3,796,531  100.00%




Small producers return the majority of their
profits back into development and exploration.

Alberta oil and gas sector economy is cooling.

An increase on costs without a corresponding
increase in price will reduce the potential
recoverable reserves.

ARTC removal had the largest negative impact
on the small producers.

Cancellation of certain royalty holidays removed
project safety nets on expensive high risk
projects.

350 boe’s per day is an average break even
point (three person company, office overhead
and field expense)

The negative impact of royalty’s increases in will
affect the smaller producers the greatest.



Large multi nationals cannot grow
with small development projects.

Large development projects bring
Infrastructure to a new area.

Small projects can’t support the
cost of new Iinfrastructure.

Produce now or strand the
reserves.



* The profitably of a single
producing well may not reflect
the total capital (risked
exploration costs) to obtain
that production.



