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[Insert Date]





   

REGISTERED MAIL
	[Lessee Company Name]

[Lessee Company Address]
Attention: Lessee Contact Name


	COMPENSATORY ROYALTY AGREEMENT

	Lease Dated  (the "Lease") 

 [Insert additional description if applicable] (the "Said Lands” or “Leased Lands")

	Our File No:  [Identify additional file no.’s as applicable]


As a result of negotiations regarding Encana’s Notice of Default/Offset Notice dated Insert date (the “Default Notice/Offset Notice”), Encana Corporation (“Lessor”) is prepared to accept a compensatory royalty to remedy the offset obligations that are currently outstanding pursuant to the Lease a copy of which is attached hereto as Schedule “B”.  Lessee Company Name (“Lessee”) and Lessor hereby agree that the offset obligation will be remedied by the payment of a compensatory royalty under the following terms and conditions set forth and agreed to herein (the “Agreement”):

1.  
In this Agreement, unless the context otherwise requires, the definitions contained in the Lease shall apply.  In addition to such definitions in the Lease, the following terms shall have the respective meanings assigned to them, namely: 

(a)
“Completion” shall mean the installation in, on, or with respect to a well of all such production casing, tubing and wellhead equipment and all such other equipment and material necessary for the permanent preparation of the well for the taking of leased substances therefrom up to and including the outlet valve on the wellhead and includes, as necessary, the perforating, stimulating, treating, fracture stimulating and swabbing of the well and the conduct of such production tests with respect to such well as are reasonably required to establish the initial productivity of the well.

 (b)
“Lease Well(s)” shall mean a well contained within the Drilling or Spacing Unit within the Said Lands or Leased Lands or lands pooled with the Said Lands or Leased Lands that produces from one or more commingled formations within a Triggering Well but not the Offset Formation(s).

(c) “Offset Formation(s)” shall mean:

[Insert Formation] formation from which oil or gas production is being obtained in the [Insert Well UWI] Triggering Well, identified as from ____ metres to ____ metres TVD or MD. [Use TVD for vertical/deviated wells]
(d)
“Re-completed Well” shall mean a well that Lessor has in its sole discretion approved as a well that will satisfy Lessee’s obligation to drill a well under this Agreement.   

(e) 
“Re-completion” shall mean an operation that is conducted in the Lease Well for the purpose of obtaining production from the Offset Formation whereby the well is abandoned, suspended, or otherwise modified to conduct further activities of the type described in the definition of Completion and includes the setting of any required bridge plugs and any required removal, repair or replacement of tubing.  For abundant clarity, a Re-completion shall require the prior written approval of Lessor.

(f)
“Triggering Well(s)” shall mean the well(s) that create(s) an offset obligation from the Offset Formation(s) under the terms of the Lease.
2. The following documents are hereby incorporated as though contained in the body of this Agreement:


(a)
The attached sample (Schedule “A”); 

(b)
The attached copy of the Lease (Schedule “B; 

(c)
The Well Data Requirement Sheet (WDRS) located on Encana’s website at www.encana.com/business/compliance/forms  

3.         (a)
The compensatory royalty shall be calculated and paid in accordance with the provisions of the Lease relating to the payment of the royalty (subject to revisions outlined in this Agreement), and shall be paid in an amount equal to the royalty that would be payable to the Lessor if the leased substances from the Offset Formation(s) were produced from a well(s) on the applicable Drilling or Spacing Unit within the Said Lands or Leased Lands.  
(b)
The compensatory royalty for each leased substance in each Offset Formation shall be calculated separately.

(c) 
The compensatory royalty for each Offset Formation in any given month shall be based on the production from the Drilling or Spacing Unit with the highest aggregate volume produced from the Offset Formation in that month.

(d) Where the Triggering Well is a horizontal well and is producing from more than one Drilling or Spacing Unit, a portion of the production from the Triggering Well will be allocated to the Drilling or Spacing Unit that is laterally or diagonally adjoining the Said Lands or Leased Lands for the purpose of establishing the compensatory royalty associated with the Triggering Well.  The production allocated will be the total production rate of the Triggering Well multiplied by the fraction of the total measured length of the open horizontal interval in the reservoir which occurs within the Drilling or Spacing Unit.
(e)        In the event there is production from an Offset Formation which is commingled with other formations, the calculation of the volume for the applicable Drilling or Spacing Unit for that Offset Formation shall be based on the positive difference between the aggregate volume from the Triggering Well(s) less the aggregate volume from the Lease Well(s).

4. 
Notwithstanding the provisions of the Lease relating to the calculation and payment of royalties, the compensatory royalty shall be paid based upon publicly available production rates for the applicable Drilling or Spacing Units relating to the Offset Formation(s) in accordance with the royalty rate, as set out in the Lease, and shall be based on the product price without any deductions whatsoever.  Schedule “A” attached hereto is a copy of a sample invoice which sets forth a sample calculation. 

5.
For the purpose of calculating the compensatory royalty on natural gas, the product price means the “Alberta, Field (Plant Gate), Spot (One Month)” in Cdn $/GJ for the relevant month as reported in the Canadian Gas Price Reporter (as published by Canadian Enerdata Ltd.) under the column “Avg”.  In the event that this price ceases to be published, Lessor will invoice based on a replacement index or such other published index that reasonably represents the current market value of gas at the inlet to the meter station of the initial common transporter.

6.
For the purpose of calculating the compensatory royalty on crude oil and condensate, the product price shall mean the following:

(a) for light sweet crude oil, the monthly average for Imperial Oil, Shell, and Suncor, all adjusted to par at the quality specifications of 825 kilograms per cubic metre / 0.5 percentage weight sulphur;

(b) for condensate, the NYMEX WTI price for crude oil plus condensate premium detailed onTMX/NGX (Toronto Stock Exchange/Natural Gas Exchange);
(c) for light sour crude oil, Central AB (formerly Koch) the average for Suncor, Flint Hills, and Shell, all adjusted to par at the quality specifications of 825 kilograms per cubic metre / 0.5 percentage weight sulphur;

as published on the companies’ websites.
From the prices above, the following transportation costs will be deducted: The monthly “Average Field Transportation Cost to Edmonton” for Light Oil used in the calculation of Par Prices as published by the Government of Alberta, Department of Energy in its monthly Information Letter – Petroleum Royalty Regulation, Par Prices.

In the event that the above mentioned prices cease to be posted, Lessor will invoice based on replacement posted prices or other such published indices that reasonably represent the current market value.

7. 
(a)
Lessor will invoice Lessee on a monthly basis, commencing in the month 
following the date of the Offset Notice, for the compensatory royalty as outlined above. The invoices shall include substantially the same information as set forth in Schedule “A” attached hereto. Lessor’s receipt of payment of these invoices will satisfy the obligations as set out in Clause___ of the Lease (Drilling of Offset Wells), as they pertain to the Default Notice/Offset Notice.
(b)
Subject to Clause 7 (c), compensatory royalty paid pursuant to this 

Agreement is non-refundable.
(c)
Failure to pay the invoiced amount within sixty (60) days of receipt of Lessor’s invoice shall constitute an event of Default pursuant to the Lease for which Lessor shall be entitled to serve a Default Notice; provided however, that Lessee may protest or question the accuracy of an invoice, notwithstanding the payment of it, if such protest or question is made in writing to the Lessor within twelve (12) months following the end of the month in which the invoice was delivered.  Lessor and Lessee agree to act in good faith to resolve any such protests or questions. 

(d)
Lessee, upon notice in writing to Lessor shall have the right to audit the records of the Lessor insofar as they relate to any matter or item required to determine the accuracy of any statements with respect to the compensatory royalty.  The books, records, and accounts shall be open to inspection at all reasonable times during business hours, by an officer, agent, employee or other person appointed or authorized by Lessee, to examine the same.  

8. 
Lessee’s obligation to pay a compensatory royalty as outlined in this Agreement will continue until the first of the month following receipt by Lessor of:

a) a written notice from Lessee that all Triggering Wells have been abandoned; or

b) a written notice from Lessee demonstrating that the Offset Formation(s) is now producing from a newly-drilled well on the applicable Drilling or Spacing Unit within the Said Lands or Leased Lands ; or

c) a written notice from Lessee demonstrating that the Offset Formation(s) is now producing from a Re-completed Well on the applicable Drilling or Spacing Unit within the Said Lands or Leased Lands; or 

d) a written notice from Lessee demonstrating that:

i.
a well was drilled and completed or re-completed on the applicable Drilling or Spacing Unit within the Said Lands or Leased Lands to a sufficient depth to evaluate the Offset Formation(s); and

ii. 
the Offset Formation was abandoned in accordance with the provisions of paragraph 10; or

e) a written notice from Lessee indicating its election to surrender all non-producing formations within the applicable Drilling or Spacing Unit within the Said Lands or Leased Lands in order to comply with the offset obligation.

9.
(a)
On or before September 30th each year, Lessor may notify Lessee in 
writing that payment of the compensatory royalty hereunder will no longer be accepted as a remedy for the offset obligation.  On or before November 30th of that same year, Lessee shall provide Lessor with its written election to: i) Drill a new well; ii) Re-complete an existing well with Lessor approval; or iii) Surrender the non-producing formations to comply with the offset obligation.
(b)
In the event that Lessee advises that it will drill a well, then, subject to surface access and regulatory approval, provided that same is received within a reasonable period, Lessee shall, on or before March 31st of the following calendar year, spud a well at a location of its choice on the Said Lands or Leased Lands.
(c)
In the event that Lessee advises that it will re-complete a well, then subject to Lessor’s prior written approval of the Re-completion operation and subject to regulatory approval, provided that same is received within a reasonable period, Lessee shall on or before March 31st of the following calendar year, commence the Re-completion operation.
(d)
In the event Lessee has commenced the drilling of a well prior to March 31st, or has re-completed a well, Lessee will continue to be responsible for the payment of a compensatory royalty until the occurrence of one of the events under paragraph 8 of this Agreement. 

(e)
If the Lessee has not commenced drilling or Re-completion of the well on or before March 31st, subject to the provisions of this paragraph 9, the Lease is hereby amended to exclude all non-producing formations within the applicable Drilling or Spacing Unit within the Said Lands or Leased Lands effective April 1st of that same year.  Notwithstanding anything to the contrary, Lessee shall continue to be responsible for the payment of a compensatory royalty until April 1 of that same year.

(f)
If Lessee elects to surrender the non-producing formations or fails to provide its written election by November 30th of that year, then the Lease is hereby amended to exclude all non-producing formations within the applicable Drilling or Spacing Unit within the Said Lands or Leased Lands effective December 1st of that same year.   

10.
(a) 
For any well drilled under this Agreement, Lessee shall diligently and 
continuously drill the well to a sufficient depth to test and evaluate the deepest Offset Formation(s) to the reasonable satisfaction of Lessor.  Lessee shall provide Lessor with all current daily well information as more particularly described in the Well Data Requirement Sheet (WDRS).
(b)
For any Re-completion operation under this Agreement, Lessee shall diligently and continuously conduct the operation through to Re-completion or abandonment of the Offset Formation(s).  Lessee shall test and evaluate the Offset Formation(s) to the reasonable satisfaction of Lessor and shall provide Lessor with all current daily well information as more particularly described in the Well Data Requirement Sheet (WDRS).
11.
The Lease is hereby amended to the extent set out in this Agreement and all other provisions of the Lease shall remain in full force and effect during the term of this Agreement. Nothing in this Agreement shall have any effect on subsequent or additional Offset Notices or Default Notices which are not specifically referenced herein.  All other terms in the Lease are hereby ratified and confirmed.

	12.
This Agreement may be executed in counterpart. All of those executed counterpart pages when taken together will constitute the Agreement.
This Agreement shall remain open for acceptance until [INSERT DATE].  Please indicate your acceptance by signing and dating both copies of this Agreement and returning one copy to the attention of the undersigned.
Please contact the undersigned should you have any questions or concerns.
ENCANA CORPORATION

Dali Courtright

Group Lead, Compliance and Fee Titles

Clearwater - Canadian Division – Encana Corporation
Dali.Courtright@encana.com
(403) 645-8633
\la
AGREED TO AND ACCEPTED THIS 
        DAY OF 



, 20__.
LESSEE COMPANY NAME
SIGNATURE:








NAME:








TITLE:
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