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| NFCRVATI ON LETTER 93-4

SUBJECT:  HOR ZONTAL RE- ENT
REDUCTI ON

| nt roducti on

The horizontal re-entry oil well royalty reduction is a pernanent
royalty policy to encourage increnental production from mature pools.
It is available on nost existing wells fromwhich a horizonta
wel | bore is drilled, comrencing on or after Cctober 1, 1992

Benefits

The royalty rate wll be capped for oil produced from an eligible
hori zontal extension. The cap wll be the royalty rate associ ated
with the average production volume for the latest 12 nonths when
production occurred before re-entry. For a well wth a 12-nmonth
production average of up to 184 mi/rmonth, royalty will be capped at

one half that rate for the incremental production that exceeds the
qual i fyi ng aver age.

For program purposes, the average 12-nonth qualifying production is
referred to as the "maintenance volune" (see appendix for exanple
royalty calcul ations).

Qualification

Al the following criteria nust be net:
- A horizontal wellbore has been drilled froman existing wellbore to

extend at |east 100 m beyond the point where the well bore deviates
80 degrees fromvertical.
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The horizontal drilling activity comrenced on or after Cctober 1,
1992, and at least five years after the finished drilling date of
the existing well bore.

The average of the 12 latest nonths with production establishes the
"mai ntenance volunme" for a well froma pool. These production
months occurred both within the year of re-entry and the previous
four years.

For an injector well that is converted to a producing well by
re-entry, the maintenance volunme is established by the latest 12
nmont hs in which the well produced. If the well does not have 12
nmonths of production during the year of re-entry plus the four
previous years, the naintenance volume wll be based on the
12-nonth average for the well(s) where production was enhanced by
the injected substance (e.g., the four producing wells in a

five-spot pattern).

Production obtained through the horizontal extension is fromthe
same pool as the mai nt enance vol une.

Application to the Departnent is filed by the well operator.
Notification of qualification is issued by the Departnent.

Excl usi ons

A well is excluded fromqualifying during the period in which one

of the follow ng circunstances is in effect:

- royalty for the well event is cal cul ated under anot her
regul ation except the Hori zont al Vell Petroleum Royalty
Regul at i on;

- awell iswithin a PetroleumRoyalty Regul ati on, Section 11, ECR
schene boundary or 0.8 km beyond; or

- royalty is reduced under Petroleum Royalty Regul ation, Section
10.

The horizontal re-entry well royalty reduction termnates when the
well qualifies as either a lowproductivity well or becomes a
reactivated well, unless the benefits under these regulations are
revoked by the Department.
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Appli cation

To obtain the capped royalty for horizontal re-entry oil well
production, a witten application is to be submtted to the M neral
Revenues D vision of the Departnent. Applications are accepted up
to six nonths follow ng the nonth in which the horizontal extension
drilling was finished. The follow ng supporting data are required:

- uni que well identifier (13 digit) of the existing well bore;

- a statenment of the well event, pool nane and ERCB-desi gnated
pool code from which the naintenance vol une was produced;

- unique well identifier of the additional wellbore containing the
conpl et ed hori zontal extension, the pool nane and ERCB-
designated pool code of the pool or oil sands deposit accessed
by the horizontal extension;

- a copy of the well license and any ERCB approval s;
- copies of directional and devi ation surveys;
- a statenent of the spud date of the existing well bore;

- a statement of the commrencenent date of the continuous drilling
operation that resulted in the horizontal extension;

- a statenent of the finished drilling date of the wellbore
contai ning the horizontal extension;

- a statenent of the point where the wellbore containing the
hori zontal extension deviates fromvertical by 80 degrees, the
point where the horizontal extension commences in the producing
pool or oil sands deposit, and the length of the horizontal
ext ensi on;

- a statenment specifying the 12 nonths used to determne the
mai nt enance vol une, the production hours and volunme for each
nmont h and the proposed nai nt enance vol une for the well;

- a statenment of changes to the operating conditions and the
configuration of the well that occurred within two years before
the re-entry date; and

- for an injector well that 1is converted to a producing well by
re-entry, a statenment of the other well(s) where production was
enhanced by the substances injected through the well. For each
of the injection and enhanced wells, provide the sane
information as required for a producing well that is re-entered.
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Notification

Upon assessnent of an application, the Departnent wll issue a

notification of qualification confirmng that the oil or oil sands
from the horizontal extension is eligible oil froman eligible
wel | . The effective date for the notification is the first day of

thleI first nonth in which production is obtained fromthe horizontal
wel | .

Factors Affecting Entitl enent

In the follow ng circunstances, a royalty reduction nay be disall owed,
revoked in whole or in part, or a nmalntenance vol une increased:

production froman eligible well that is receiving the royalty
reduction has naterially reduced the production from another well

that is not eligible;

facts affecting qualification for the royalty reduction are not
di scl osed; or

production is materially curtailed during the 12 producti on nont hs
used to determne the well's nai ntenance vol une.

Gont act s
For further information, please contact:

Seni or Manager, G| and Gas | ncentives
M neral Revenues D vision

Al berta Departnent of Energy

Petrol eum Pl aza, North Tower

O9th Floor, 9945 - 108 Sreet

Ednonton, A berta  T5K 2&

Attentionn. M. DM Anpleford
Tel ephone: (403) 427-6583

M F. Kanik
Deputy M ni ster
Al berta Departnent of Energy
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APPENDIX

Horizontal Re-entry Well Royalty Reduction
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Post Re-entry Monthly Production Volume (cubic metres)

Reducad Royalty for Example Malntenance Volumes
—'60 "~ 100 — 200 cubic metres/month # Example Actual Prod.

Par Price == $138/cubic metre Select Price = $25.17/cubic metre

Royalty Factor k = 3 Crown Interast = 100%
EXAMPLES
Maintenance Volume c 60.0 m 100.0 mo 200.0 m
Basic royalty “S" on Maintenance Volume 1.30670 m> 3.62971 14.27308 m’
old 0il Royalty Multiplier 3.452826 3.452826 3.452826
Old 0il Royalty on Maintenance Volume B 4.5 m 12.5 o 9.3
Actual Production for Month A 400.0 m 400.0 m 400.0 m
Reduced Royalty calculation:
All Wells Maintenance Royalty on A
greater of: A x (B/C) 30.0 m3 50.0 m3 98.6 m3
or A x 5% 20.0 m 20.0 m 20.0 m
D 30.0 o 50.0 m 98.6 m
C < 184 m3 Maintenance Royalty on €
C x (D/A) 4.5 m 12.5 oo
plus (A-C) x (D/A} x 0.5 12.8 m 18.8 w
Reduced Royalty for month 17.3 m 313 m 98.6 m
Conventional Old Oil Royalty 129.0 m 129.0 o® 129.0 m
Royalty Reduction 11.7.m 97.7 m 30.4 m




