2026 ABAER 007 F== Alberta

Security Classification: Public

A Energy
I
=g Regulator

Sunshine Oilsands Ltd.

Regulatory Appeals of a Reasonable
Care and Measures Order and an
Abandonment and Reclamation
Order

August 18, 2026



Alberta Energy Regulator
Decision 2026 ABAER 007: Sunshine Oilsands Ltd.; Regulatory Appeals of a Reasonable Care

and Measures Order and an Abandonment and Reclamation Order

August 18, 2026

Published by

Alberta Energy Regulator
Suite 1000, 250 — 5 Street SW
Calgary, Alberta

T2P OR4

Telephone: 403-297-8311
Inquiries (toll free): 1-855-297-8311

Email: inquiries(@aer.ca

Website: www.aer.ca

Alberta Energy Regulator 2026 ABAER 007 (August 18, 2026) 2

Security Classification: Public


mailto:inquiries@aer.ca

Sunshine Oilsands Ltd., Regulatory Appeals of an RCAM Order and an Abandonment and Reclamation Order

Contents
[ =Te7 13 o] o FO U SUUPURPPUPPUPPRP 1
1] (oo (V11 oo FO T P T U TP OPRRPTN 1
BaCKOrOUNG..... ..o 1
Request for Regulatory APPEaIS. ... ... et e e e e e 3
HEAMNG .o 3
Legislative FrameEWOrK.........cooo i 3
Regulatory Appeal of the November Order............eii i 4
Legislative Framework for the November Order ... 4
Oil @nd Gas CONSEIVALION ACE ...........cocuui ittt sttt nnre e 4
Oil and Gas COoNSErvation RUIES .............ccccoiiiuiii i 5
1oLz L= A Vo S 5
Directive 088: Licensee Life-Cycle Management..............cc.eeueeeeiccciiieeiee e 5
Parties’ POSIHIONS ...ttt sttt as 6
Panel Analysis and FINAINGS ......coooo i 7
Regulatory Appeal of the May 2025 OFAEr .........uuiiiiiiiiieeeeee et e e e e e e e e e e s e e e aaeeaaas 8
Legislative Framework for the May OFaer ............oo i 8
Oil @nd Gas CONSEIVALION ACE ...........cocii ittt 8
oLz L= A Vo S 8
Environmental Protection and Enhancement ACE...............ooouiiiiiiiiiniiii e 9
Parties’ POSIHIONS .......uiiiiii ettt 9
Noncompliances and Operational Issues Leading Up to the May Order...........ccccceeevviiiieennennn. 9
Future Funding and Staged Compliance Plan ... 11
West Ells Long-Term Potential ..........ccooooioiiiiii s 12
Alberta Energy Regulator 2026 ABAER 007 (August 18, 2026) i

Security Classification: Public



Sunshine Oilsands Ltd., Regulatory Appeals of an RCAM Order and an Abandonment and Reclamation Order

Panel Analysis and FINAINGS .......oooiiiiiiiii e 14

Should the May order be cancelled because it is not needed to protect the public or the

1T 01T £0) 0 a0 1=] 01 AT 14

Should the May order be cancelled because it is not needed to ensure conservation and

reclamation of specified land associated with West ElIS? ............cccvveevieiiiiiiiiiiee e, 15
Do the REDA section 15 factors weigh in favour of cancelling the May order? ..............ccc........ 15
170 Lo 11 T o TS 17
Appendix 1 Hearing PartiCiPantS...........ueiii e 18
Appendix 2 Section 1.100 of the OGCR (in effect November 2024) .........c.cooooeveiiiiie e 19
ii 2026 ABAER 007 (August 18, 2026) Alberta Energy Regulator

Security Classification: Public



2026 ABAER 007

Sunshine Oilsands Ltd.

Regulatory Appeals of a Reasonable Care and Measures Order and an
Abandonment and Reclamation Order

Decision

[1] Having carefully considered all the evidence, the Alberta Energy Regulator (AER) decided the

following:

e The decision of the AER’s Regulatory Compliance Branch to issue a reasonable care and measures

order to Sunshine Oilsands Ltd. on November 14, 2024 (the November order), is confirmed.

e The decision of Regulatory Compliance to issue an abandonment and reclamation order to Sunshine
on May 9, 2025 (the May order), is confirmed.

[2] In reaching this decision, we, the AER hearing panel presiding over this proceeding, considered
all relevant materials properly before us, including each party’s evidence and argument. Accordingly,
references in this decision to specific portions of the evidence are intended to assist the reader in
understanding our reasoning on a particular matter and do not mean that we did not consider all relevant

portions of the evidence.
Introduction

Background

[3] Sunshine is a public oil and gas company, listed on the Hong Kong Stock Exchange and
operating in Alberta. Sunshine produced about 1500 barrels of oil equivalent per day, of crude bitumen,
with an approved capacity of 10 000 barrels of oil equivalent per day. Sunshine holds various AER
licences and approvals under the Oil and Gas Conservation Act (OGCA), the Oil Sands Conservation Act

(OSCA), the Pipeline Act, and the Environmental Protection and Enhancement Act (EPEA). This includes
Commercial Scheme Approval 11764H issued under OSCA to recover bitumen through steam-assisted
gravity drainage (SAGD) processes at the West Ells facility at Legal Subdivision 10-31-094-17W4M near

Fort McMurray, Alberta. The provincial Crown is the landowner of the area covered by the West Ells site.

[4] The AER had concerns regarding Sunshine’s ability to meet regulatory requirements for several
years. Sunshine had been monitored by the AER since at least 2019 without significant improvement in
its overall compliance record. During discussions with AER staff, Sunshine acknowledged financial
difficulties and indicated that increased production and additional investment would improve its financial

circumstances and allow it to address outstanding regulatory obligations and noncompliances. AER staff
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expressed concern that Sunshine’s plans focused primarily on increasing production and did not

adequately address existing compliance issues and liability management requirements.

[5] Throughout 2022, 2023, and 2024, the AER issued notices of noncompliance and documented
several instances in which Sunshine failed to meet regulatory requirements. These included unpaid
regulatory levies, failures to submit required monitoring and reporting information, and deficiencies
related to environmental approvals, compliance obligations, liability management, and operational issues.
The AER completed multiple inspection reports in which the AER concluded that Sunshine had failed to
submit required continuous emissions monitoring system reports, ambient air monitoring information, and
other required submissions. In several instances, Sunshine attributed these deficiencies to a lack of

financial resources.

[6] On September 17, 2024, the AER restricted Sunshine’s licensee eligibility status from “general
eligibility” to “limited eligibility” due to noncompliance with its 2022 and 2023 mandatory closure spend
quotas (MCSQ) and the AER’s determination that Sunshine posed an “unreasonable risk” under
Directive 067: Eligibility Requirements for Acquiring and Holding Energy Licences and Approvals. This
change prevented Sunshine from acquiring new well or facility licences and prohibited the transfer of
licences without AER approval. This restriction in licensee eligibility status is not within the scope of this

proceeding.

[7] On November 14, 2024, Regulatory Compliance issued the November order directing Sunshine to
suspend all wells and facilities and discontinue all pipelines related to the West Ells project within 14
days of the date of the order. It also required that all hazards, containment devices, and equipment be
addressed and rendered safe within 14 days of the order. The order included eight reasonable care and
measures stipulations, including the requirement for a reasonable care and measures plan. This order also
directed Sunshine to post a security deposit of $6 091 318 with the AER within 14 days to offset
estimated costs of abandonment, reclamation, and any other activities to ensure public and environmental
protection. Regulatory Compliance granted two extensions to the order which extended the time to

comply with the order by two-and-a-half months.

[8] On February 24, 2025, as Sunshine had not complied with the November order, Regulatory
Compliance issued an additional order directing the Orphan Well Association (OWA) to provide
reasonable care and measures for all West Ells wells, pipelines, and facilities (the February order). Under
this order, Sunshine continued to bear regulatory and financial responsibility for West Ells and was
directed to prepare and submit custody transition and reactivation plans. This order also stipulated that the
OWA’s involvement was to be for eight weeks or until otherwise directed by the AER. This order was not

appealed by Sunshine and is not within the scope of this proceeding.

[9] On May 9, 2025, Regulatory Compliance issued the May order directing Sunshine to submit to

the AER for approval an abandonment plan for its West Ells wells, facilities, and pipelines. The order also
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directed Sunshine to implement the abandonment plan once it was approved by the AER. The plan was
due within 14 days of the date of the order. The order also included a requirement for a reclamation plan
for approval by the AER within 14 days of the date of the order. The May order required abandonment to
be completed by May 9, 2027.

Request for Regulatory Appeals
[10]  On November 20, 2024, the AER received a request for regulatory appeal from Sunshine of the

AER’s decision to issue the November order to Sunshine on November 14, 2024.

[11]  On May 15, 2025, the AER received a request for regulatory appeal from Sunshine of the AER’s
decision to issue the May order to Sunshine on May 9, 2025.

[12]  The AER granted Sunshine’s requests for regulatory appeal on June 5, 2025, and June 24, 2025,

respectively.

[13] The AER issued a notice of hearing on August 14, 2025. On September 2 and 5, 2025,
respectively, Regulatory Compliance and Sunshine confirmed their participation in the hearing. The AER

issued a notice of scheduling of hearing on May 1, 2026. We set the following hearing issues:

o Should the requirement to post security in section 13 of the November order be revoked?

o Should the May order be revoked, or the scope or timelines of the order be varied?

Hearing

[14]  The AER held a public, in-person hearing for this proceeding at Govier Hall in Calgary, Alberta,
before hearing commissioners A.R. MacPherson (presiding), C.L.F Chiasson, and S.L. Cartwright. The
panel heard evidence from May 26-28, 2026, and closing arguments on May 29, 2026. The hearing

participants are listed in appendix 1.

[15] While AER hearings are usually public, it was necessary to conduct part of the hearing in camera
to prevent the disclosure of sensitive financial information filed in this proceeding and protected under

section 12.152(2) of the Oil and Gas Conservation Rules (OGCR) and section 49 of the Alberta Energy

Regulator Rules of Practice.

Legislative Framework

[16] The AER’s mandate under the Responsible Energy Development Act (REDA) is to provide for the
efficient, safe, orderly, and environmentally responsible development of energy and mineral resources in
Alberta. Section 2(2) of REDA states that the mandate of the AER is carried out through exercising a

number of powers, duties and functions including the following:

(f) to monitor and enforce safe and efficient practices in the exploration for and the recovery, storing,
processing, and transporting of energy resources and mineral resources;
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(g) to oversee the abandonment and closure of pipelines, wells, processing plants, mines and other facilities and
operations in respect of energy resource activities at the end of their life cycle in accordance with energy
resource enactments;

(h) to regulate the remediation and reclamation of pipelines, wells, processing plants, mines and other facilities
and operations in respect of energy resource activities in accordance with the Environmental Protection and
Enhancement Act;

(1) to monitor energy resource activity site conditions and the effects of energy resource activities on the
environment;

(j) to monitor and enforce compliance with energy resource enactments and specified enactments in respect of
energy resource activities.

As set out in section 15 of REDA and section 3 of the Responsible Energy Development Act General

Regulation, in conducting a regulatory appeal in respect of an energy resource activity under an energy
resource enactment, we must consider (a) the social and economic effects of the energy resource activity,
(b) the effects of the energy resource activity on the environment, and (c) the impacts on a landowner as a

result of the use of the land on which the energy resource activity is or will be.

Regulatory Appeal of the November Order

[17]  The November order required Sunshine to provide reasonable care and measures to prevent
impairment or damage related to Sunshine’s infrastructure, the public, or the environment and to pay a
security deposit of $6 091 318 to offset estimated costs of abandonment, reclamation, and any other
activities to ensure public and environmental protection. Sunshine is seeking to have the November order

varied in relation to the security deposit.

Legislative Framework for the November Order

[18]  Regulatory Compliance issued the November order under sections 22, 26.2 and 27 of the OGCA,
section 1.100 of the OGCR, and sections 22.1 and 23 of the Pipeline Act.

Oil and Gas Conservation Act

[19]  Section 22 of the OGCA authorizes the AER to impose any terms and conditions it considers
appropriate on the licensee if there has been a contravention of any act, regulation, or rule under the
jurisdiction of the AER.

[20]  Section 26.2 of the OGCA requires licensees to provide reasonable care and measures to prevent
impairment or damage related to oil and gas wells, facilities, and the sites on which they are located. If the
AER is not satisfied that a licensee is providing reasonable care and measures, it can order a licensee,
working interest participant, or delegated authority, such as the OWA, to provide reasonable care and
measures. The AER can impose any terms and conditions it determines necessary in an order.

Section 1(1)(aa.001) of the OGCA defines impairment or damage as “impairment or damage that results
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in or could reasonably be expected to result in harm to the integrity of a well or facility or harm to the

environment, human health or safety or property.”

[21]  Section 27 of the OGCA requires licensees to suspend or abandon wells or facilities when
directed by the AER or required by the regulations or rules. The AER is authorized to order suspension or

abandonment where it considers it necessary to protect the public or the environment.

Oil and Gas Conservation Rules

[22] At the time Regulatory Compliance issued the November order, section 1.100 of the OGCR

addressed security deposits for wells and facilities. It set out the circumstances in which the AER can
require security deposits from licensees, the AER’s authority for administering security deposits and
requiring additional security, acceptable forms of security, use of security by the AER, and return of

security deposits to licensees.

[23]  Please note that there have been revisions to the OGCR since the November order was issued.
Appendix 2 to this decision contains section 1.100 of the OGCR that was in effect when the November

order was issued.

Pipeline Act

[24]  Section 22.1 of the Pipeline Act imposes requirements for reasonable care and measures for
pipelines, like those related to wells and facilities under section 26.2 of the OGCA. Licensees must
provide reasonable care and measures to prevent impairment or damage to pipelines. If the AER is not
satisfied that a licensee is providing reasonable care and measures, it can order a licensee or delegated
authority, such as the OWA, to provide reasonable care and measures for pipelines. The AER can impose
any terms and conditions it considers appropriate in an order. Section 1(1)(k.1) of the Pipeline Act defines
impairment or damage as “impairment or damage that results in or could reasonably be expected to result
in harm to the integrity of a pipeline, well or facility or harm to the environment, human health or safety

or property.”

[25]  Section 23 of the Pipeline Act requires a licensee to discontinue or abandon a pipeline when
directed by the AER or required by the regulations or rules. The AER is authorized to order

discontinuation or abandonment where it considers it necessary to protect the public or the environment.

Directive 088: Licensee Life-Cycle Management

[26]  Section 2 of Directive 088 states that the AER will use holistic licensee assessment to assess the
capabilities of a licensee to meet their regulatory and liability obligations throughout the energy
development life cycle and that results will be used to determine if specific regulatory action is required,

which may include requiring a security deposit.
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Parties’ Positions

[27]  Sunshine’s written hearing submissions requested variance of the November order by revoking
clause 13: “Within fourteen (14) days from the date of this Order, Sunshine shall post a security deposit in
the amount of $6,091,318.00, which represents 100% of Sunshine’s inactive liability as of March 15,
2024, to offset the estimated costs of abandoning and reclaiming a well or facility and of carrying out any

other activities necessary to ensure the protection of the public and environment.”

[28]  Sunshine accepted its noncompliances as listed in the November order and did not take issue with

the AER’s findings of noncompliance, including missed MCSQ amounts for previous years.

[29]  Starting from the issuance of the November order and continuing through its final argument in the
hearing, Sunshine argued that the immediate requirement to pay the $6 091 318 security deposit would
delay Sunshine from rectifying its noncompliances, returning to production, and from catching up on its
MCSQ requirements. Sunshine stated that it could have met the other requirements of the November

order and that the $6 091 318 was simply unattainable.

[30]  Sunshine argued that catching up on MCSQ should reduce the amount of a required security
deposit. However, its draft custody transition plan provided for a deposit in the same amount as the

November order and Sunshine did not contest the amount of security at the hearing.

[31] Inits closing argument, Sunshine stated that instead of a complete revocation of the security
requirement, it was now seeking a variation of the November order to defer the immediate requirement to
pay the $6 091 318 in security so it could focus its funds on its many compliance issues including past
failures to meet mandatory closure requirements. Sunshine stated that it did not take issue with the fact

that security is required. Rather, it was the timing of the security it wanted to be changed.

[32]  After the November order was issued, Sunshine unsuccessfully sought reconsideration of the

security deposit and briefly explored options to reduce the amount of the deposit.

[33]  Sunshine asserted that its draft custody transition plan, which refers to Sunshine’s desire to shift
the security deposit from the suspension stage to the later reactivation stage, would eventually fulfil the

security deposit requirement when Sunshine had adequate funding.

[34] Regulatory Compliance stated that the MCSQ-related security and the request for security in the
November order are not interchangeable. Each is required for distinctly different purposes: security
related to the MCSQ noncompliances is required under section 1.120(d) of the OGCR to offset closure
work that ought to have been completed in the past but was never done, whereas the request for security
in the November order is intended to offset the risk that Sunshine does not complete closure work in the
future. Regulatory Compliance submitted that the $6 091 318 security requirement should be affirmed
because it “is a reasonable mitigation of the risks” posed by Sunshine not being able to meet its end-of-

life obligations and noted Sunshine’s confusion with its obligations.
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[35] Regulatory Compliance noted that ““at the time of the hearing, Sunshine will have already had
1.5 years from the November order to obtain the necessary financing, in addition to the time it had while
in compliance and enforcement discussions with the SDM [Statutory Decision Maker] prior to the

issuance of the November Order.”

Panel Analysis and Findings

[36]  As stated in the November order, the AER performed a holistic assessment of Sunshine on
March 12, 2024. The holistic assessment is supported by the licensee capability assessment and
determined that Sunshine was financially distressed. The holistic assessment included the following
factors: financial health, management and maintenance of regulated infrastructure and sites, compliance
with operational requirements, rate of closure activities, pace of inactive liability growth, and compliance
with administrative regulatory requirements. Sunshine did not challenge the finding that it was financially

distressed.

[37]  During the proceeding, Sunshine changed its position on requested relief regarding the November
order. Leading into the hearing, the relief being sought was to revoke clause 13 of the November order
requiring a security deposit. However, during its final argument, Sunshine stated “Sunshine doesn’t take
issue with the fact that security is required. It is the timing of that security.” Sunshine’s interim CEO
testified that the custody transition plan would move timing of the security deposit from suspension to
reactivation, which could take up to two years. Sunshine did not indicate a specific timeline in asking for
a deferral of payment of the security deposit, and the hearing evidence indicated a timeline of anywhere

from two years to indefinite.

[38]  Sunshine did not address the interim risk of deferring payment of the security deposit. We are of
the opinion that delaying the payment of security, as proposed by Sunshine, is not acceptable due to the
overall uncertainty related to the funding that backstops the staged compliance plan. This will be further
discussed later in relation to the May order. Sunshine's proposed plans did not provide for any other
mechanism to mitigate the risk that it would not meet its end-of-life obligations before its proposed

timing for security payment.

[39]  Sunshine submitted that it took exception to the immediate requirement to pay financial security,
and we note the order required payment within 14 days, not immediately. Furthermore, the AER has
discretion and can be flexible in an approach specific to each licensee’s unique situation. Clause 20 of the
November order states: “Where a deadline or reporting frequency has been specified in this Order, the
Manager may authorize in writing a different deadline or reporting frequency as applicable.” Regulatory
Compliance stated that the AER held off ordering an eligibility restriction and security deposit
requirement in spring 2024 to give Sunshine opportunities to demonstrate compliance and decided to

issue the November order after Sunshine’s “ability to reduce their risk had not materialized.”
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[40] The November order itself allows for flexibility around timing, namely through the 14 days in
clause 13, and evidenced by the two extensions of the order, granted by Regulatory Compliance. These
extensions gave Sunshine an additional two-and-a-half months to comply. As well, by the time of this
hearing, Sunshine had approximately 18 months to comply with the security deposit requirement and had

not done so. Therefore, we are not convinced the November order needs to be changed.

[41] REDA requires us to put our minds to the social, economic, and environmental factors set out in
section 15 and the interests of landowners. Neither party spoke directly to application of these factors in
relation to the security deposit. The provincial Crown is the landowner here and we find that the issues
addressed by the security deposit requirement align with protecting the Crown's interests as the
landowner. The requirement for the security deposit in the November order is directly related to
addressing environmental issues, reducing liability on the landscape, ensuring that this liability is not left
to the OWA or taxpayers, and ultimately returning the land to equivalent land capability for alternate use.
We have considered how the evidence about the security deposit relates to social, economic and
environmental factors, and landowner interests and are not convinced that any of these factors merit

varying or revoking any part of the November order.

[42]  Sunshine has not convinced us that the November order should be varied. We confirm the

November order.

Regulatory Appeal of the May 2025 Order

[43] The May order issued by Regulatory Compliance required Sunshine to abandon, remediate, and
reclaim its wells, pipelines, and facilities at the West Ells site within a 24-month period. Sunshine has

requested that the May order be revoked.

Legislative Framework for the May Order

[44]  Regulatory Compliance issued the May order under section 27 of the OGCA, section 23 of the
Pipeline Act, and sections 140 and 241 of the EPEA.

Oil and Gas Conservation Act

[45]  Section 27 of the OGCA requires licensees to suspend or abandon wells or facilities when
directed by the AER or required by the regulations or rules. The AER is authorized to order suspension or

abandonment where it considers it necessary to protect the public or the environment.

Pipeline Act

[46]  Section 23 of the Pipeline Act requires a licensee to discontinue or abandon a pipeline when
directed by the AER or required by the regulations or rules. The AER is authorized to order

discontinuation or abandonment where it considers it necessary to protect the public or the environment.
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Environmental Protection and Enhancement Act

[47]  Section 134 of EPEA defines an “operator” as the holder of a licence, approval, or permit issued
by the AER for purposes related to the carrying on of an activity on or in respect of specified land. The
Conservation and Reclamation Regulation further defines “specified land” as land that is being or has
been used or held for or in connection with the construction, operation, or reclamation of a listed activity,

including a well, an industrial pipeline, or a battery.

[48]  Section 140 of EPEA allows an inspector to issue an environmental protection order regarding
conservation and reclamation or any work if in the inspector’s opinion this direction is necessary to

conserve and reclaim specified land.

[49]  Section 241 of EPEA sets out the general requirements of an environmental protection order. The
person ordered must maintain records, report periodically, prepare audits, submit proposals or plans, and
take any other measures to facilitate compliance with the order and protect the environment to the
satisfaction of the AER. The order also specifies the manner or method and the timing of any measure

required by the order.

[50] Section 1 of the Conservation and Reclamation Regulation defines equivalent land capability as

the ability of the land to support various uses after conservation and reclamation. This ability is similar to
that which existed prior to an activity being conducted on the land, although the individual land uses will

not necessarily be identical.
Parties’ Positions

Noncompliances and Operational Issues Leading Up to the May Order

[51] Inits written hearing submissions, Sunshine requested that the May order be revoked. In its final
argument during the hearing, Sunshine requested the revocation of the May order if it could show that it
has $7.2 million of initial funding in hand by July 30, 2026.

[52]  Sunshine did not contest its noncompliances and did not take issue with the noncompliance
findings. Sunshine agreed that it should develop an acceptable abandonment and reclamation plan and
submitted a staged compliance plan that it acknowledged needed more work to fully meet AER
requirements. Sunshine argued that its noncompliance issues were due to lack of funds, that the May

order was not warranted, and that it should have more time to raise funds needed to restore compliance.

[53] Regulatory Compliance stated that Sunshine had a demonstrated history of not meeting its
commitments and was unable to meet those in a compliance plan it submitted on November 26, 2024.
Despite ongoing communication between Sunshine and Regulatory Compliance during the period from
November 2024 to May 2025, Sunshine was noncompliant with both the November order and the

February order when the May order was issued.
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[54]  Sunshine also argued now that its assets were safely suspended and in the care of the OWA, that

there was no urgency to dealing with the many operational issues at West Ells.

[55] Regulatory Compliance argued that it was not the role of the OWA to function as a caretaker for a
licensee’s assets while the licensee seeks to find long-term financing. The OWA’s services were not

meant to be interest-free financing.

[56]  Sunshine acknowledged that there were operational issues at the West Ells site. Sunshine’s
former operations manager for West Ells shared some detail about how these issues were managed in and
around the issuance of the November and February orders. The main issues mentioned by Sunshine in the
hearing were leaking valves on a steam line, a lack of environmental monitoring reporting due to lack of
funding, late payment to workers, faulty secondary containment around some of the tanks on site, and a

split gas line. Sunshine attributed all these operational issues to either mistakes or a lack of funds.

[57]  Sunshine shared that it was experiencing issues with the steam generation at West Ells. Both
steam generators had turbines that were no longer operating and nearing the end of their recommended
run life. Sunshine also acknowledged that one of the boilers had become oblong shaped. In addition, the
economizer on the heat recovery steam generator was no longer functioning and was bypassed. Sunshine
proposed that one of the existing turbines could be repaired and used for an interim period but
acknowledged that both turbines would have to be rebuilt and that obtaining a new one was challenging
due to low supply and high demand. Sunshine indicated that this equipment was vital to West Ells as it
allowed for the injection of steam into the reservoir, which stimulated the production of oil and generated
electricity for the site. The turbines and associated equipment represented the only way for West Ells to

generate the electricity needed to run the SAGD operation.

[58] Regulatory Compliance maintained that the May order was needed to protect the environment,
citing Sunshine’s demonstrated inability to provide reasonable care and measures. Some examples
included failure to properly purge pipelines, failure to drain tanks, lack of secondary containment, and
lack of fire suppression. Regulatory Compliance submitted that this inability to provide reasonable care

and measures was what resulted in the West Ells site being ordered into the custody of the OWA.

[59] Regulatory Compliance described the challenging state of the West Ells site at the time the
February order was issued. In its hearing testimony, Regulatory Compliance described the following: a
barely passable 52 kilometre access road due to limited snow clearing, limited phone access, the lack of
fuel for the diesel back-up generators, pipeline failures, failed lower explosive limit devices which had
been bypassed, the oblong boiler with a failed pressure safety valve, the non-operational turbines, the
mental state of the workers, the lack of fire-suppression system in the camp kitchen, the sewage spill on

the site, and lack of tank isolation and secondary containment.
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Future Funding and Staged Compliance Plan

[60]  Throughout its submissions and at the hearing, Sunshine made numerous financial promises and

linked its failure to achieve regulatory compliance with the inability to access funds.

[61] In 2020, Sunshine faced financial challenges due to low oil prices, which resulted in less revenue
and eventually in temporarily shutting in production at West Ells. Sunshine also received separate cease
trade orders from the Alberta Securities Commission (ASC) and the Ontario Securities Commission
(OSC), which Sunshine attributed to differences in disclosure requirements between Canada and Hong
Kong. At the hearing, Sunshine's chief financial officer further elaborated that some of the issues were
due to a difference in opinion with the ASC about what price forecast was used for reserve estimates.
While Sunshine was working to resolve this issue by withdrawing from the ASC and OSC, both cease

trade orders remain in effect.

[62]  In his opening remarks to the hearing, Sunshine's chairman stated that he had personally
contributed $55 million to Sunshine since 2020 to cover operating costs. As evidence of possible funding,
Sunshine provided confidential documents for an anticipated sale of an asset in which it held an interest.
Sunshine stated that it was in the process of raising $7.2 million through a share offering on the Hong
Kong Stock Exchange. A Sunshine shareholder meeting to approve that offering was planned for June
2026. Sunshine’s longer-term plan for raising capital relied on a contemplated transaction with a
geothermal energy production company in China controlled by Sunshine’s chairman. Sunshine stated that

this funding would be $21.5 million initially as well as a steady cash flow to Sunshine in the future.

[63] Regulatory Compliance reiterated that the two-year deadline on the May order already allowed
for Sunshine to find avenues for extra funding. Regulatory Compliance also argued that the timing of the
May order was not premature because of the ongoing failure of Sunshine to obtain necessary financing to

execute any of the plans it brought forward.

[64] Regulatory Compliance asserted that Sunshine had demonstrated a pattern of behaviour that made
accepting promises of future financing hard to accept. Regulatory Compliance stated that since the May
order was issued on May 9, 2025, Sunshine had made little progress on either raising funds or addressing

even the easier tasks of coming into compliance, such as submitting an updated financial statement.

[65] Sunshine laid out a five-stage plan for regaining custody of the West Ells site and bringing it back
into compliance reliant on future funding. The interim CEO testified that he was responsible for putting
together that plan and acknowledged that it would need more refinement before implementation. He also
acknowledged that costs listed in the plan were not fully costed engineering estimates and that he did not
have authority to bind Sunshine. He also stated that this plan would need a significant amount of capital

investment to be successful.
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[66] Regulatory Compliance argued that the relief Sunshine was requesting through the staged
compliance plan was outside of the scope of what REDA intended for regulatory appeals and would allow
Sunshine to operate outside the current regulatory framework until Sunshine secured potential future

funding.

[67] Regulatory Compliance stated that even if the staged compliance plan was the right approach, the
plan as presented by Sunshine was inadequate in numerous areas and underestimated the overall cost and
complexity. In addition, given Sunshine’s history, the promise of future financing was not a sufficient

basis to vary or revoke the orders.

[68]  Sunshine acknowledged that beyond the staged compliance plan, it would also address its

municipal tax debt and its outstanding amounts owing for oil sands environmental monitoring.

[69] Regulatory Compliance also pointed out that the staged compliance plan failed to account for
municipal taxes. Failure to pay municipal taxes would affect Sunshine’s ability to regain general
eligibility with the AER. Eligibility status is a decision made by another statutory decision maker within
the AER, and failure to regain general eligibility would restrict Sunshine’s ability to get new licences to

tie in the new pad among other activities outlined in the staged compliance plan.

West Ells Long-Term Potential

[70]  Sunshine asserted that the West Ells facility still had a great deal of value. Sunshine argued that
the West Ells facility had a substantial amount of contingent bitumen resources and a large initial
investment which represented a significant value. Sunshine believed that it was a strong asset that should
not be abandoned. Sunshine’s interim CEO argued that while it had thinner net pay than other locations,
there were still good bitumen sands with excellent permeability, porosity, and saturation. He stated that
there were lean zones in the reservoir that allowed steam to leak out of the SAGD steam chamber, acting
as “steam thieves.” He was also of the view that the facilities and wells were salvageable if enough capital
was available, and that having an AER approval to operate was itself quite valuable. The interim CEO
was concerned about the loss of learnings from the operations at West Ells if the May order was
confirmed. He believed there remained a great deal of potential and that the already drilled new pad
would be a better producer than the existing previously produced SAGD wells. The caveat he placed on
his assertions was that he did not have full access to Sunshine’s records. He acknowledged that his

firsthand knowledge of the site was outdated.

[71]  Regulatory Compliance argued that Sunshine has been unable to produce more than 20% of its
capacity set out in Sunshine’s Commercial Scheme Approval No. 11764H. Regulatory Compliance
testified that the increased production volume in late 2024 would be better characterized as a “spike”

rather than an average.
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[72]  Sunshine argued that Regulatory Compliance was misrepresenting the West Ells performance
because its actual built capacity was 5000 barrels oil equivalent per day and not the 10 000 barrels oil
equivalent per day that was listed in Commercial Scheme Approval 11764H. Sunshine stated that this was

because the second phase of the central processing facility and the new pad had not been activated yet.

[73]  Sunshine maintained that there was more potential and more promise at the West Ells site. Prior
to the shut-ins in 2020 and 2024, the site was showing better performance with lower instantaneous steam

oil ratios in 2019 and an increased production volume in late 2024 before the November order was issued.

[74] Regulatory Compliance argued that numerous factors made it so that West Ells would continue to
be a challenging site to operate. This included trucking product to market and longstanding maintenance
issues with split pipelines, damaged turbines, and the oblong boiler. Regulatory Compliance also noted
that the cumulative steam oil ratio at West Ells had been over seven, which was much higher than

industry norm.

[75] Regulatory Compliance testified that the cost of the turbine repairs and the new pad tie-in would
be higher than what Sunshine estimated because remedial repairs were required on a significant portion of

the existing West Ells equipment.

[76] Regulatory Compliance stated that the May order would create a new opportunity for another

party to come in and responsibly recover the resource.

[77] Regulatory Compliance stated that while Sunshine was able to reduce shipping costs for a period

by shipping its production to Cheecham, they were unable to keep this agreement.

[78]  Sunshine had provided reserve estimates from 2018 in their submissions, which pre-dated the
cease trade order from the ASC. During the hearing, Sunshine provided an updated report from 2025 that
showed that, since suspension of the project, all bitumen reserves have been reclassified as contingent
bitumen resource. Sunshine argued that the remaining contingent resource nonetheless showed that there

was inherent value to the asset.

[79] Regulatory Compliance questioned the validity of the 2025 resource report shared by Sunshine
and stated that the report showed that the reserves have been downgraded from reserves to contingent

resources.
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Panel Analysis and Findings

Should the May order be cancelled because it is not needed to protect the public or the
environment?

[80]  Sunshine has not challenged the need for the order to protect the public and the environment.
Sunshine has acknowledged its noncompliances and not taken issue with the need for reasonable care and
measures. The key concern for Sunshine remains the effect of the May order, which Sunshine claims will
result in total loss of the West Ells asset. Regulatory Compliance argued that allowing Sunshine to

continue operating in noncompliance is not permissible under the AER regulatory regime.

[81]  All operations in the province must meet the minimum requirements specified in legislation.

Failure to achieve these minimums represents an unacceptable risk to the environment and the public.

[82]  Sunshine admitted in the hearing that it had done little to address the orders and, in fact, had

chosen to pursue appeals of the orders rather than address compliance.

[83]  Sunshine continues to maintain that it has good intentions. However, in the hearing, Sunshine
attributed many of the major noncompliances to mistakes or lack of funding. Neither of these constitute a

valid reason for not complying with AER requirements.

[84]  With respect to the $55 million that Sunshine stated was contributed personally by the chairman,
we note that this figure is inconsistent with other evidence on the record for this proceeding. At a meeting
on May 1, 2025, Mr. Sun said he had personally provided $40 million in the past four years. It is unclear
what the additional $15 million might have been spent on since then. There were limited details in the

evidence to show that this money flowed to Sunshine or how it was spent.

[85]  Even if we were to accept as a finding of fact that Sunshine will soon have access to funds, we
find the plan laid out by Sunshine is too vague, is incomplete, seems unrealistic in timelines, and lacks
concrete cost estimates for many of the items in the staged compliance plan. Furthermore, Sunshine’s
testimony during the hearing shifted and was unclear regarding both costing and timelines. Sunshine’s
interim CEO, who prepared the staged compliance plan, admitted that he had limited information on

Sunshine’s financial situation and the on-the-ground state of the West Ells site.

[86]  Sunshine has failed to convince us that the May order is unnecessary due to the numerous
examples of failure to provide reasonable care and measures including split pipelines, the oblong boiler,
the sewage spill requiring manual staff clean-up, failure to maintain road access, and Sunshine's inability

to adequately address these problems.

[87]  West Ells remains in the hands of the OWA, a situation which has now persisted for much longer

than the AER planned. It is not acceptable for the present arrangement to persist as the role of the OWA,
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which relies on industry funding, is to deal primarily with orphaned energy sites. It is not intended for the

OWA to have a long-term role when a licensee still exists.

[88] We are not convinced that Sunshine will have the resources in the immediate future to execute
any plan to restore reasonable care and measures or complete abandonment and reclamation because its
funding plans are speculative and dependent on several contingencies beyond Sunshine’s control. We also
note that Sunshine has agreed that the $76 million estimated cost for the staged compliance plan does not
include all the required funding. Based on the evidence, we find it speculative that Sunshine can achieve

the funding necessary to fully carry out its proposed staged compliance plan.

[89]  The timeline in the May order requires abandonment to be completed by May 9, 2027. Like the
November order, the May order allows the AER to vary timelines: “Where a deadline or reporting
frequency has been specified in this Order, the Manager may authorize in writing a different deadline or
reporting frequency as applicable.” In light of this flexibility in timing, Sunshine has not convinced us
that deferring or cancelling the May order will facilitate regulatory compliance at West Ells or better
protect the environment and public safety. In final argument, when asked what would change if the May
order were cancelled, Sunshine’s counsel did not provide a clear answer that anything would be different

other than the order would not be there.

Should the May order be cancelled because it is not needed to ensure conservation and
reclamation of specified land associated with West Ells?

[90]  Sunshine did not directly address the required conservation and reclamation of the land surface.
While Sunshine has made broad statements throughout the proceeding around some need for closure and
reclamation, namely in stage 3 of its staged compliance plan, it has not provided any details of which
existing wells and facilities require closure and which are required to remain active if West Ells were to

return to compliant, economic operation.

Do the REDA section 15 factors weigh in favour of cancelling the May order?

[91]  Assetoutin section 15 of REDA and section 3 of the REDA General Regulation, in conducting a
regulatory appeal in respect of an energy resource activity under an energy resource enactment, we must
consider (a) the social and economic effects of the energy resource activity, (b) the effects of the energy
resource activity on the environment, and (c) the impacts on a landowner as a result of the use of the land
on which the energy resource activity is or will be. In addition to these factors, section 15 of REDA

requires us to consider the interests of landowners.
[92]  The evidence is clear from both parties:

e Sunshine employees remain unpaid 1.5 years after the November order and some suffered personal

problems due to the nonpayment.
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e Local service providers were reluctant or unwilling to provide future services to Sunshine due to past

nonpayment.

e Unpaid municipal taxes have a negative impact on the broader community in which West Ells is
located. While Sunshine mentioned negotiations with the municipality, this problem of unpaid taxes

has not been resolved since it arose in 2018.

[93]  Sunshine made the argument in its submissions and oral evidence that carrying out the May order
on the West Ells site would have negative social and economic impacts by ending the life of what, at least
at one time, was a promising SAGD project. It referred to a combination of the past investments of over
$1 billion, the high-quality bitumen resource remaining in the ground, and what, according to Sunshine’s
chairman, was a brightening investment future for Chinese capital in Canada. However, we are more
convinced by Regulatory Compliance’s argument that Sunshine’s operational record poses too much of a

public safety and environmental risk for operations as proposed by Sunshine to continue at West Ells.

[94]  Sunshine and Regulatory Compliance have both provided testimony about the significant actions
and costs needed to bring West Ells into compliance and ultimately reactivate the operations. Sunshine’s
interim CEO made it clear that adequate funding was necessary to successfully operate a SAGD facility.
Regulatory Compliance described the many interventions the OWA contractor had undertaken to
maintain care and control of the site and pointed out the major repairs that would be required to restart
operations. In addition, Regulatory Compliance stated, and Sunshine acknowledged, that advance
guarantees would be required to any third-party providers based on Sunshine’s past nonpayment of these

expenses.

[95] Based on the updated resource report provided by Sunshine in the hearing and Sunshine’s interim
CEO’s testimony about the quality of the bitumen deposit at West Ells, we accept Sunshine’s argument
that there remains some value to the West Ells asset. However, we find that while the West Ells site may
have future potential, Sunshine has not proven to be a responsible operator to date, and so it seems

unlikely Sunshine would be able to return West Ells to compliant operations.

[96] Based on the evidence of low bitumen production, the cumulative steam-oil ratio higher than
industry average, Sunshine’s ongoing inability to obtain funding, and the many operational and
compliance issues, we do not believe Sunshine can improve the performance of West Ells to the point of
viability. Revoking the May order would prolong the current situation, which poses an unacceptable risk

to the environment and the public.

[97]  Sunshine has not convinced us that the May order should be revoked. Therefore, we confirm the

May order.
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Conclusion

[98] Based on our findings above, we decide that the decisions of Regulatory Compliance to issue the

November order and May order to Sunshine Oilsands Ltd., are confirmed.

Dated in Calgary, Alberta, on August 18, 2026.

Alberta Energy Regulator

Andrew MacPherson, PEng

Presiding Hearing Commissioner

Cindy L.F. Chiasson, LLB

Hearing Commissioner

Shaunna Cartwright, MSc, PAg

Hearing Commissioner
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Hearing Participants

Principals and Representatives

(Abbreviations used in report) Witnesses
Sunshine Oilsands Ltd. K.P. Sun
L.M. Berg G. Ho
M. Hibberd
D. Brown
C. McCray
Alberta Energy Regulator N. Znak
Regulatory Compliance Branch R. Hodak
M. Lavelle R. Green
S. Gibbons L. Olsen
M. Barnes C. Woods
D. Kreutzer B. Butler

Alberta Energy Regulator staff
D. Brezina, AER Counsel

E. Arruda

D. Parsons

A. Stanislavski

N. Hymers
J. Malangen
M. Barg
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Appendix 2 Section 1.100 of the OGCR (in effect November 2024)

1.100(1) In this section “facility” does not include an oilfield waste management facility.
(2) The Regulator may require a licensee to provide a security deposit
(a) before approving a transfer of a licence,

(b) at any time the licensee fails a licensee liability rating assessment conducted by the
Regulator,

(b.1) at any time the licensee fails a liability management rating assessment conducted by the
Regulator,

(c) atany time where the Regulator considers it appropriate to do so to offset the estimated
costs of suspending, abandoning or reclaiming a well, facility, well site or facility site,

(d) at any time where the Regulator considers it appropriate to do so to offset the estimated
costs of providing care and custody for a well, facility, well site or facility site, and

(e) atany time where the Regulator considers it appropriate to do so to offset the estimated
costs of carrying out any other activities necessary to ensure the protection of the public and
the environment.

(3) The Regulator may require an applicant for a transfer of a licence who is not a licensee to provide
a security deposit for any purpose referred to in subsection (1)(c), (d) or (e).

(4) The Regulator may require a security deposit to be provided, and may administer a security
deposit,

(a) relative to a particular well, facility, well site or facility site, or

(b) relative to the operations of the licensee generally,
and may convert a security deposit from one such basis to the other.
(5) Where the Regulator determines that a security deposit currently held by the Regulator is
inadequate for the purposes provided for in subsection (2), the Regulator may require the licensee to
provide any additional amounts that the Regulator considers necessary.
(6) A security deposit must be in one of the following forms, as determined by the Regulator:

(a) cash;

(b) anirrevocable letter of credit in a form acceptable to the Regulator.

(7) The Regulator may require that a security deposit be provided all at the same time or in portions
in the amounts and at the times specified by the Regulator.

(8) Where a licensee fails to meet an obligation or carry out an activity in respect of which the
security deposit was provided, the Regulator may,

(a) in the case of a cash security deposit, apply all or part of the security deposit held in the
name of the licensee and any earned interest towards the costs required to meet the obligation
or carry out the activity;
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(b) in the case of a security deposit in the form of a letter of credit, cash the letter of credit and
apply any or all of the cash towards the costs required to meet the obligation or carry out the
activity.

(9) Where a person other than the licensee does anything for the purposes of meeting the obligation or
carrying out the activity in respect of which the security deposit was provided, the Regulator may
distribute any or all of the security deposit to that person for that purpose.

(10) On the request of a licensee the Regulator shall return a security deposit, together with earned
interest, where the Regulator is satisfied that the licensee

(a) has fully met all of the obligations and carried out all of the activities in respect of which
the security deposit was provided, and

(b) has met the other eligibility requirements of the Regulator for a full refund of the security
deposit.

(11) On the request of a licensee the Regulator may return part of a security deposit where the
Regulator is satisfied that the licensee

(a) has partially met the obligations and carried out the activities in respect of which the
security deposit was required, and

(b) has met the other eligibility requirements of the Regulator for a partial refund of the
security deposit.
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