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MMS-DAD/C
M3 3600
DA5-038

CERTIFIED MAIL-- ]
RETURN RECEIPT REQUESTED

Mr. Steve Randall

Case Sales Co. Inc.

P.0O. Box 338

Tonkawa, Oklahoma 74633

Re: Dual Accounting on Indian Leases
Dear Mr. Randall:

The Minerals Management Service (MMS) is conducting a review of dual accounting on Indian leases. MMS
issued an order to Case Sales Co. Inc. (Case) 10 provide a declaration of policy on dual accounting. On the

March 11, 1996 response, Case stated that the company did not perform dual accounting on the Indian leases for
which Case is a royalty payor. Based on the review of a sample lease under section 3{c) entitied “Rental and
Royalty", we determined that the lease terms require dual accounting. Our review shows that, Case did not perform

. dual accounting czlculations in determining rovalties due on the lease and, as a result, additional royalties may be

due.

Dual accounting requirements are specified by Indian lease terms, Federal regulations, and MMS’ instructions.
Federal regulations at 25 CFR §§ 211.13 (1996) and 212.16 (1996) state:

In determining the value for royalty purposes of products, such as narural gasoline, that

are derived from treatment of gas, a reasonable allowance for the cost of manufacture shall

be made, such allowance to be two-thirds of the value of the marketable product unless otherwise
determined by the Secretary of the Interior on application of the lessee or on his own initiative,
and that rovalty will be computed on the value of gas or casinghead gas. or on the products
thereof {such as residue gas. natural gasoline, propane, butane. etc.), whichever is the

creater [Emphasis added.]

Dual accounting is defined as a valuation method that compares the value of the gas prior to processing, as
determined under 30 CFR § 206.152 {1996}, to the value of that same gas after processing (the combined values
of the residue gas and gas plant products), as determined under 30 CFR § 206.153 (1996). Where the specific

provisions of a lease are inconsistent with these regulations, then the lease agreement shall govern to the extent of
that inconsistency.

© By "Dear Payor” letter dated September 30, 1988 (Enclosure 1), MMS emphasized the requirement with

notice that failure to comply with Indian lease terms and the regulations applicable to dual accounting
would subject payors to enforcement actions by MMS, including civil penaltles as provided by
30 CFR § 241.31 (1996).

Rovaity on gas produced from an Indian lease and ultimately processed (either by the lessee or any purchaser)
must be computed by applying the dual accounting requirements specified by the lease. Value for the wellhead
(unprocessed) stream is determined by the B method. The net realization method is used to determine



the value of the processed stream. Indian royalty is te be calculated and paid based on the method yielding the
higher value. However, royalry is never to be based on a value which is less than the gross proceeds received by
the lessee,

For the Btu method, the volume of the unprocessed gas is measured at the wellhead and the B content is
determined. The value of the cas is then calculated by multiplying the volume(adjusted for its Btu content) by
the appropriate unit price.

In comparison, the net realization method determines the value of the gas based on the components of the gas. The
aggregate of the values is determined and a processing allowance (not to exceed two-thirds of the total NGL value)
is subtracted. After March 31, 1988, if rovalsies are paid pursuant to the processed gas valuation method, the
requirements to submirt appropriate allowance forms prior to claiming ransportation and/or processing allowances
must be met. (See 30 CFR § 206.156 through 206.13% (1996)). '

Therefore, in order to comply with regulations and lease terms, within 60 days of receipt of this letter, Case is
ordered to perform the following:

1. For each Indian lease for which the dual accounting requirement is specified in the lease tenms, Case is
hereby directed to recalculate royalties following the dual accounting requirements from January 1990
through the current production month. For those months listed on Enclosure 2, MMS has calculated
majority prices.for lease numbers 505-045579-0 and 607-003647-0. Case must use the higher of the
MMBiu prices listed on Enclosure 2 or the gross proceeds MMBiu price received for wellhead and the
residue gas values in the dual accounting calculations.

If Case is unable to obtain the necessary information to perform dual accounting as required by the lease
terms, Case is directed to apply the theoretical dual accounting as explained in the MMS' “Dear Payor”
letter dated July 27, 1992 (Enclosure 3). MMS has provided a worksheet for theoreticat dual accounting
calculations and a diskette with the Excel worksheet on it in order to assist Case in completing dual
accounting calculations {Enclosure 4). If nesded, MMS can provide assistance in completing these
calculations. ‘

!\J

Compare royzlties due as calculated in step (1) to royalties previously paid for each month and pay any
additional royalties due. All such redeterminations are to be documented in the format shown in
Enclosure 4.

Your payments should be made in accordance with the regulations at 30 CFR § 218.51 (1996), and accompanied

by an appropriately completed green Formn MMS- 2014 (Enclosure 5).. A copy of your payment and the green Form
MMS-2014 should be sent 1o the address shown below. :

Appropriate late payment charges pursuant to 30 CFR § 218.102 (1936) will be cornputed and billed to Case
upon receipt of payment of any additional royalties due.

All documentation supporting your compliance with this order should be retained until MMS completes its follow-up
compliance testing. After the period covered by this order, Case should continue to value production for royalty
purpeses in accordance with regulations and guidelines discussed in this order. If MMS determines that the required

accounting has not been performed, or the future rovalty payments do not comply with this order, the violation may
be considered willful.

Section 109 of the Federal Oil and Gas Royalty Management Act of 1982 (FOGRMA), promulgated in
30 CFR § 241.51 (1996), authorizes MMS to assess civil penalties for failure or refusal to comply with the
requirements of FOGRMA or any statute, regulation, rule, order, lease, or permit. Consequently, vour failure

i

to comply with the terms of this order may be considered a violation pursuant to 30 CFR § 241.51 {1996)

-and could subject you to appropriate penalties as provided therein.




You have the right to appeal in accordance with the provisions of 30 CFR 290 (1996). Any appeal
taken will be to the Deputy Commissioner of Indian Affairs and must be filed within 30 days from the
receipt of this order at the following address:

Mr. Kenneth M, Moyers, Chief

Compliance Office

Mirnerals Management Service
~P.O. Box 25165, Mail Stop 3600

Denver, Colorado 80223-0165

Any potice of appeal must be accompanied by written statement of reasons, as you deem adequate to justify reversal
or medification of this directive, Within 90 days from receipt of this order, the appellant will be permitted to file
additional staterment of reasons or written briefs.

With the exception of the time fixed for filing a notice of appeal, the time for filing any document in connection
with an appeal may be extended. Extensions for filing the statement of reasons will not be permitied unless
requested 1n writing by the appellaht (withm the 30-day period allowed for filing the appeal) with justification

showing good cause for the time extension and aken to Kenneth M. Moyers at the above address.

[n accordance with the provisions of 30 CFR § 243 2 (1996), compliance with this order will be suspended by reason
of an appeal having been taken.

If you have any questions, contact Ms. Teresa Morzos at {303) 231-3848.

Sincerely,

Kenmneth M, Moyers
Compliance Office

Enclosures

bee: RM File
RM Chron Lkwd/DC (2}
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Nov-78

Sheet1

87| Jul-s7

Dec-78{  Jan-B5 May-91 Jan-93
New OCS gas 102c 1A 1/1/1985
New onshore well (1000 ft deeper) 102c1B . 1/1/1985 ey
New onshore well (2.5 mi rule} 102¢c1B  1/1/1985]+ -
new onshore reservoir gas 102¢1C  1/1/1985
wells spudded 7/89 102 d 5/15/1991
new reservoirs on old leases 102 d 1/1/1993] -
wells spudded 7/85 103 5/15/1991
new onshore 103b2 711/1987
new onshore/>5000/Apr 77 103 ¢ 111985 - - i T
wells spudded 7/89 104 5115/1991] =
wells spudded 1/75 to 2/77 104 111993
- 73-74 biennium 104 1/1/1993} %
wells spudded prior to 1/73 104 1/1/1993) ..
special relief gas 104 - 1/1/1993]...
existing intrastate 105 " 1/1/1985] .
existing contract 105 1/1/1993] ==
interstate rollover 106 a 5/15/1991|+. ... |-
interstate rollover 106 a 1/1/1993]" = ~
intrastate rollover 106 b 1/1/1985
intrastate rollover 106 b 18 11171993
Deep high cost gas 107 ¢ 1 11171978} - .
Geopressured Brines 107¢2 111719795
Coal seam 107¢3 - 11/1/1979%:
Devonian shales 107¢c4  11/1/1979
tight/dual qual under 102 & 103 107 ¢S 1/1/1985
wells spudded 7/89 107¢5 5/15/1991]-.
stripper 108 1119851 e
wells spudded 7/89 108 5MBM991 o o s e
Other new wells 109 a 1 1/1/1993f - ] A
certain intrastate 109a2 1111993 =
behind the pipe/withheld 109a3 1/1/1993
prudhoe bay 109 a4 1/1/1993
all other 102 a 1/1/1993




Directions

Enter the highlighted values as shown.

Attachment 8

The spreadsheet will calculate the dual accounting valugs

As provided by MMS -

Enter. weli name and

productlon month

If appropriate allowance forms have been f:led Af no
forms ' have been filed use zero(0). .. Sy et

AS Reported on Form MMS -2014.

/

|Enler Lease herej
z 7

C123-XXXX-ABC .,B(rl. ACCOUNTING EXAMPLE W

As percentage of resndue MMBiu as
prowded by processmg plan :

Jan-90 MAJQR
WELL HEAD PORTION GROSS FUEL & NET

WELLHEAD WELLH. H THEAD CONDENSA PRICE PRICE MANUFACT. FUEL & RESIDUE  FLARE RESIDUE

GROSS PROCEEDS . BTL MMBTU VALUE MMBTU M ALLOWANCE FLARE MMBTU MMBTU MMBTU

($235.00) C1.224) 88.25 50.00 $2.66 2.50 . 50.45 252 47.93

1 ) 2 3 4 5 6 7 8 : 9 10 11 12 13
THEORET. PLANT PRODUCT MMBTU ‘ THEOR MNFCTRNG FINAL
GPM WELLHEAD PRODUCT EFFICIENCY GALLONS PER LIQUID  ALLWNCE  PRODUCT NGL NGL
GPM @14.73 MCF GALILONS FACTOR GALLON MMBTU GALLONS GALILONS PRICE VALUE
PRODUCT 4.65 C2X1.0055 @14.73 {COL3X4) . - COL7x8 C7-C10 $1GA CioxC9
ETHANE 2.25534 72.10 16261 130.088 0.06587 8.6 0.00 130.09 $18.37
PROPANE 2.01804 72.10 145.50 116.401 0.08093 106 0.00 116.4Q) $73.91
NOR-BUTANE 1.034566 72.10 74.60 74.226 0.10291 7.6 0.00 7423 $0.3838| $28.48
ISO-BUTANE 0.41326 7210 29.80 29.647 0.09892 29 0.00 2966 $0.4375 $12.97
ISO-PENTANE 0.34187 72.10 24.65 24.526 0.10881 . 2.7 0.00 24.58 - $0.4100 $10.06
NOR-PENTANE 0.32277 7210 23.27 23.155 0.11009 25 0.00 231 $9.49
HEXANE ().34589 7210 24.94 24 814 0.11502 29 0.00- 2481 $10.17
TOTAL 37.8 $163.45
WEILLHEAD | WELLHEAD
GROSS MP RESIDUE CONIDENSATE NGL PROCESSED HIGHEST
PROCEEDS| VALUE(1) VALUE(2) ALLUE VALUE VALUE(3) VALUE(4)
$235.00 $220.63 $127.50 $0.00  $163.45 $290.95 $290.95 l —Enter NGL Prices”
As’ prowded by gas stream’ analy5|s at As provided by the plant’ - . ) R
wellhead I i T Highest Value: PROCESSED
Difference from Well Head Gross Proceeds

(1) Wellhead MMBtu x Major Portion (MP) Price

(2} Based on the greater of wellnead gross proceeds $/MMBiu price or major portion $/MMBlu price times net residue MMBLtu
(3) Residue Value + NGL Value + Condensate Value

(4) The greater of Wellhead Gross Proceeds, Wellhead Major Portion, or Processed Value

(Add. Royalty Due): $55.95 \

This value is’ ‘the addmonal royally




123-XXXX-ABC
Jan-90

WELLHEAD
GROSS PROCEEDS
$0.00

PRQDUCT
ETHANE
PROPANE
NOR-BUTANE
ISO-BUTANE
ISO-PENTANE
MOR-PENTANE
HEXANE
TOTAL

DUAL ACCOUNTING EXAMPLE WELL

(1) Wellhead MMBtu x Major Portion (MP) Price
{2) Based on the greater of wellhead gross proceeds $/MMBtu price or major porticn $MMBILu price fimes net resmue MNIBt
(3) Residue Value + NGL Value + Condensate Value
{4) The greater of Wellhead Gross Proceeds, Wellhead Major Portion, or Processed Value

WELLH. WELLHEAR WELLHEAD CONDENSATE
MCF BTU MMBTU VALUE
0.00 0.000 0.00 $0,00
2 3 4 5
. THEORET.
GPM WELLHEAD PRODUCT
GPM @14.73 MCF GALLONS
@14,65 C£2X1.0055 @14.73 (COL3X4
¥ 0.00000 0.00 ’ 0.00
0 0.00000 0.00 0.00
0 0.00000 0.00 0.00
.0 0.000060 0.00 0.00
0 £.00000 0.00 0.00
0 0.00000 0.00 0.00
0 0.00000 0.00 0.00
WELLHEAD| WELLHEAD
GROSS MP RESIDUE
PROGEEDS| VALUE(1) VALUE(2)
$0.00 $0.00 #HDIV/O

Blank Sheet
MAJOR
WELL HEAD PORTION
PRICE PRICE
MMBTU MMBTU
#DIV/0! $0.00
) 7
PLANT PRODUCT
EFFICIENCY GALLONS
FACTOR
80.0% 0.000
80.0% 0.000
99.5% . 0.000
99.5% 0.000
99.5% 0.000
99.5% 0.000
99.5% 0.000
CONDENSATE NGL.
VALUE VALUE
$0.00 $0.00

MANUFACT.
ALLOWANCE

0.00%

8
MMBTU
PER
GALLON

0.06587
0.08093
0.10291
0.09892
0.10881
0.11009
0.11502

PROCESSED
VALUE(3)
#DIV/D!

FUEL &
FLARE
5.00%

9
THEOR
LIQUID
MMBTU
CoL7x8
0.0
0.0
0.0
0.0
0.0
0.0
0.0
0.0

Highest Value:

Difference from Well Head Gross Proceeds (Add. Royalty Due):

Page 1

GROSS
RESIDUE
MMBTU
0.00

10

MNFCTRNG
ALLWNCE
GALLONS

0.00
0.00
0.00
0.00
0.00
0.00
0.00

HIGHEST
VALUE(4)
#DIV/O!

#DIVIH
H#DIV/O!

FUEL & NET
FLARE  RESIDUE
MMBTU  MMBTU
0.00 0.00
1 12 13
EINAL
PRODUCT  NGL NGL
GALLONS - PRICE VALUE
C7-C10 $IGAL CiDxCo
0.00 $0.0000 $0.00
0.00 $0.0000 $0.00
0.00 $0.0000 $0.00
0.00 $0.0000 $0.00
0.00 $0.0000 $0.00
0.00 $0.0000 $0.00
0.00 $0.0000 $0.00
$0.00

13




Example Report Format

123-XXXX-ABC DUAL ACCOUNTING EXAMPLE WELL

Jan-90 MAJOR
WELL HEAD PORTION
WELLHEAD WELLH. WELLHEAD WELLHEAD CONDENSATE PRICE PRICE MANUFACT.
GROSS PROCEEDS MCF BTU MMBTU VALUE MMBTL MMBTU ALLOWANCE
$235.00 7210 1.224 88.25 $0.00 $2.66 $2.75 0.00%
1 2 3 4 5 6 7 8
) ) THEORET. PLANT PRODUCT - MMBTU
GPM WELLHEAD PRODUCT _EFFICIENCY GALLONS PER
GPM @14.73 MCF GALLONS FACTOR GALLON
PRODUCT . @14.65 (£2X1.0655 @14.73 (COL3IX4 .
ETHANE 2.243 2.25634 72.10 162. 61 80.0% 130.088 0.06587
PROPANE 2.007 2.01804 72.10 145.50 80.0% 116.401 0.09093
NOR-BUTANE 1.029 1.03466 - 72.10 74.60 99.5% 74226 0.10291
1SO-BUTANE 0.411 0.41326 721 0. - 20.80 99.5% 29.647 0.09892
1ISO-PENTANE 0.34 0.34187 7210 2465 99.5% 24 526 0.10881
NOR-PENTANE 0.321 0.32277 72.10 23,27 99.5% 23.155 0.11009
HEXANE 0.344 (.34589 72.10 - 24,94 99.5% 24814 0.11502
TOTAL
WELLHEAD| WELLHEAD
GROSS MP RESIDUE CONDENSATE NGL PRQCESSED
PROGEEDS| VALUE(1) VALUE(2) VALUE VALUE VALUE(3)
$235.00 $242.69 $131.81 20.00 $163.45 '$295.26

Difference from Well Head Gross Proceeds (Add.

(1) Wellhead MMBtu x Major Portnon {MP) Price

{2) Based on the greater of wetlhead gross proceeds $/MMBtu price of major portion $/MMBtu price times net residue MMBtu
(3) Residue Value + NGL Value + Condensate Value

{4) The greater of Wellhead Gross Proceeds, Wellhead Major Portion, or Processed Value

GROSS FUEL &

FUEL & RESIDUE FLARE

FLARE MMBTU MMBTU
5.00% 50.45 252

9 10 11
THEOR  MNFCTRNG  FINAL

LIQUID  ALLWNCE  PRODUCT
MMBTU  GALLONS  GALLONS

COL7x8 C7-C10
8.6 0.00 130.09
10.6 0.00  116.40
76 000 .74.23
29 0.00 29,65
2.7 0.00 2453
2.5 0.00 23.186
29 0.00 24 81

378
HIGHEST
VALUE(4) -
$295.26

Highest Value: PROCESSED
Royally Due): $60.26

Attachment 8
NET
RESIDUE
MMVBTU
47.93
12 13
NGL NGL
" PRICE VALUE
$IGAL  G10xCY
$0.1413 $18.37
$0.6350  $73.91
$0.3838 $28 .48
$0.4375 $12.97
$0.4100  $10.06
$0.4100 $9.49
$0.4100 $10.17
~$163.45




M

Company

Lease

Well Name

DATE

TOTAL

9001
8G02
2c03
9004
9005
9006
9067
9008
9009
8010
8011
8012

Report Format

123-XXXX-ABC
DUAL ACCOUNTING EXAMPLE WELL

HIGHEST

VALUE

P A BD DB HAHAARHD

293.10
231.84
160.92
182.38

96.06
196.37
181.11
100.25
278.48
301.14
255.68
253.55

Processed
Wh Gross Proceeds
Major Portién

Processed
Processed .
Processed
Processed
Wh Gross Proceeds
Processed
Processed
Major Portien
Processed
Processed
Processed
Processed

ROYALTY

PAID

A PAPDBLHLOL N AL

Page 1

193.24
193.24
83.40
115.10
96.06
129.37
100.48
90.84
96.03
102.83
115.55
133.24

- ADDITIONAL
ROYALTY DUE

AW W LW HB AR EHHD

99.86
38.60
67.52
67.28
67.00
80.63
9.41
182.45
188.31
140.13
120.31
1,071.50
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Directions Enciosure 8

This workbook consists of two worksheets

- Each worksheet consists of 4 types of information
Part A: This areas is for wellhead sales
Part B: This area is for calculating the major portion value
Part C: This area is for calculating the processed gas value
Part D: This area is for calculating gross proceeds

The spreadsheet will then do the dual accounting comparison and calculate additional royalties
Theoretlcal This spreadsheet is used to perform theoretical dual accounting for wellhead sales

Actual wellhead sales vaiues are entered into parts A and major portion data is entéred in Part B,
Theoretical values are entered into part C and Gross Proceeds data is entered in part D.

Processed Sales: This spreadsheet is used when the gas is sold processed or if information on the processed sales is available.

For gas that is sold processed
Actuat values are entered in Parts C and B. Values from a comparable welthead contract
are entered in Part A and Major portion data is entered in Part B.

For gas tha is sold at the wellhead and actual plant statements are available
Enter the wellhead sales data in Part A and major portion data in Part B.
Enter the plant sales data in part C and Gross Proceeds data in Part D.




Theoretical

DUAL ACCOUNTING GAS SOLD AT WELLHEAD (NO PROCESSED INFORMATION)
LEASE 609-000XXX-0
SALES MO/YR 0171990 WELL AP| 3003912345
WELL NAME-NUMBER Trlbal T-a - o WELL NGPA CLASSIFICATION 10X

" PARTA -'UNPROCESSED GAS “BTU METHOD" VALUE (1)

WELLHEAD WELLHEAD WELLHEAD  WELLHEAD GROSS ROYALTY  ROYALTY
VOLUME BTU MMBTU (2) PRICE (3) VALUE RATE VALUE (4)
(MCF) SMMBTU : '

5,000 1.255 6,275 . §2.15 $13,491.25 16.67% $2,248.99 <A>

PARTB WELLHEAD MAJOR PORTION VALUE 0]

WELLHEAD WELLHEAD WELLHEAD WELLHD MAIOR  MAJOR ROYALTY  ROYALTY
VOLUME - BTU MMBTU {2} PORTION PRICE  PORTION RATE VALUE {4)
(MCF). ‘ SMMBTU YALUE {5

5,000 - 1.255 6,275 ] $2.552  $16,013.80 16.67% $2,669.50 <b>

e

PARTC PROCESSED GAS "NE ETHOD" VALUE (1)

EALIZATION
WELLHEAD : THEORET. PLANT ACTUAL MMBTU THEOR NGL NGL
VOLUME GPM (6) PRODULCT EFFICIENCY PRODUCT PER LIQUID PRICE VALUE
PRODUCT (9) MCF GALLONS (7) FACTOR GALLONS (8] GALLON (9) MMBTU (10) $/GAL (11)
ETHANE 5,000 2.25534 11,276.70 85.0% 9,585.20 0.065889 631.56 $0.2050 $1,964.97
PROPANE 5,060 2.01804 10,090.20 85.0% B,676.657 0.090962 780.15 $0.5100 $4,374.10
N-BUTANE 5,000 1.03466 5,173.30 99.5% 5,147.43 0.1029138 529.76 $0.3575 $1,840.21
1SO-BUTANE 5,000 0.41326 2,066.30 099.5% 2,055.97 0.098968 203.48 $0.4900 $1,007.43
NAT. GASOLINE 5,000 1.01053 5.052.65 99.5% 5,027.39 0.110071 553.37 $0.4725 $2.375.44
(Pentanet) '
TOTAL , 33,659.15 30,3927 2,698.3 $11,562.15
Maximum Alipwance _
7 Allowed (16} . Net NGL Value {13) $9,434.66
Plant Tailgate MMBtu Price $2.80 Transportation Rate per Gallon(12) $£0.00 5019 ) Condensate Value $327.00
Less Transportation{12) £0.45 " Trans Reduced Value  $11,562.15 Theor Residue Gas value {14) $9,127.69
Residue Gas MMB1u Price: $2.35 Processing Rate per Gallon(12) ) $0.07 $0.25 Total Processed Gas Value - $18,889.35
Theoretical Residue Gas-MMBtu (15} 3,576.68 Proc Reduced Value  $9,434.66 Royally Rata 16.67%
P Ce sed Gas Royalty Value (4)

Pyt

_Higher of Residue or Major 'Profti‘t)_n MMBtu Price §2 _552_ $3,148.85 <C>

PARTD ~GROSS PROCEEDS

_GROSS PROCEEDS ROYALTY GROSS PROCEEDS Note: Sales by affiliales may provide information concerning groés S
: RATE ROYALTY VALUE(4) proceeds ia the lessee or the appropriate benchmark value and thus may :

$16,744.00 $2,791.22 <D»> _ be considered in determining royaity values

Highest Royalty Value of <A> <B>, <C>, or <D> $3,148.85 based on PROCESSED GAS "NET REALIZATION METHGD" VALLUE

L ess Royaity Paid $2,248.99

Additional Royalty DUE $899.66
{1) Alf vetumes and Btu factors are at 14.73 psia. {9) Physical Constants of Hydrocarbons (1996 Engineering data baok) N-pentane factor was used for nalural gasoline, which is 70% N-pentane
{2) Wellhead volume times Wellhead Btu factor. {10 Praduct Gallons time physical canstant.”

© (3) Gross Value divided by wellhead MM8tu. {11} From Average NGL Prices worksheet supplied with Order to Perfarm.
(4) Royalty rate times Value. (12) After March 1, 1988, allowance can only be claimed if appropriate allowance forms have been filed with MMS.
(5) Wellhead volume (MMBtu) times major portion price . (13} Actual product gallons times NGL price less transportation and processing allowances.-
- ..__(6)Fromgas analysis. __ _ ‘ __.__ ___ {14) Theoretical Residue gas volume times the higher of residue gas value or.major.portion pnce _ _

(7) Wellhead votume times gas stream analysis. (15) Welthead MMBtu less Theoretical Liquid MMBiu.
{8) Theoretical product galions times plant efficiency factor, {16} Tran. Alow. cannot exceed 50% of the vatue of the NGLs and Proc. Allow. cannot exceed 66 67% of the tran. adj value of the NGLs,

e e - - e - - e T e e = ————— e B B e



Processed Sales

DUAL ACCOUNTING GAS SOLD PROCESSED
DUAL ACCOUNTING GAS SOLD AT WELLHEAD (PROCESSED INFORMATION AVAILABLE)

LEASE §09-000XXX-0

SALES MO/YR 04/1990° WELL API 3003912345
WELL NAME-NUMBER Tribal 7-a WELL NGPA CLASSIFICATION 10X
| L .
PART A UNPROCESSED GAS "BTU METHOD™ VALUE (1}
WELLHEAD WELLHEAD  WELLHEAD WELLHEAD GROSS ROYALTY ROYALTY
VOLUME BTU MIMBTU {3) FRICE (4) VALUE (5) RATE WVALLUE (6)
(MCFY2) $MMBT U
5,000 1.258 6,275 $2.40  $15.060.00 16.67%  §2,510.50 <A>
B 1 : - N
PARTB WELLHEAD MAJOR PORTION VALLIE (1)
WELLHEAD WELLHEAD WELLHEAD WELLHD MAJOR MAJOR ROYALTY ROYALTY
VOLUME BTU MMBTL (3) - PORTION PRICE PORTION RATE VALUE (8)
(MCF} . $MMBTU VALUE {7) .
5,000 1.2585 8,275 $2.552  §16,013.80 16.67% $2.668950 <B>
: . . | e : A s, T
PART C PROCESSED GAS "NET REALIZATION METHOD" VALUE (1)
ACTUAL NGL NGL o
PRODUCT PRICE VALUE (10) Maximum Allowance
PRODUCT GALLONS {8) $/GAL(8) Allowed {13)
ETHANE 9,482.00 $0.2050 $1,943.81 Transporiation Rate per Gallon(9) $0.00 $0.19 ’
PROPANE 9,600.00 $0.5100 $4,896.00 Trans Reduced Value $12,095.51
N-BUTANE 5,300.00 $0.3575 $1,894.75 Processing Rate per Gallon(9) $0.07 $0.26
1ISO-BUTANE 2.001.00 $0.4900 $980.49 Proc Reduced Value  $9,806.04
NAT. GASOLINE 5,038.00 $0.4725 $2,380.46 ) ’
TOTAL 31,4210 '$12,095.51 .
Met NGL Value (12)  $9,696.04
Plant Tailgate MMBtu Price{8) 2.80 Condensate Value $327.00
Less Transportation(9) $0.45 Residue Gas value (11) $9,125.95
Residue Gas MMBIU Price; $2.35 © Tolal Processed Gas Value $19,348.99
Residue Gas MMBtu (8} 3,5676.00 - Royally Rate 16.67%
Higher of Residue or Major Portion MMBtu Price | $2.552 Processed Gas Royally Value (6) . $3,225.48 <C>
PARTD GROSS PROCEEDS _ - _
GROSS PROCEELS ROYALTY GROSS PROCEEDS Note: Sales by affiliales may provide information concerning gross
RATE ROYALTY VALLUE(&) proceeds 1o the lessee of the appropriate benchmark vatue and thus may
$16,744.00 16.67%

Highest Royally Value of <A=, <B> <C> or <D>
Less Royalty Paid

Addilional Royalty DUE |

. $2,791.22 <D>

be considered in determining royally vaiues.

$3,225.48
$2.510.50

- $714.88

based on  PROCESSED GAS "NET REALIZATION METHOD" VALUE (1)

(1) All volumes and Btu faciors are al 14.73 psia.

{2) From 3160 measured at royalty settlement point.

{3) Wellhead volume times Wellthead Blu factor.

{4) Gross Vaiue of comparable contract divided by wellhead MMBtu.
{9) Actual Gross Vaiue orGress Value from a comparable contract,
(6) Royalty rate times Value. '

(7) Wellthead volume (MMBtu) times major portion price .

(8) From plant statemant.

(9) After March 1, 1988, ailowance can only be claimad if appropriate’ allowance forms have been filed with MMS

{10} Actual product gallons times NGL price.

(11) Residue Gas volume times higher of residue gas price or major partion price.

{12} Actuat product galions times NGL. price less fransportation and processing allowance.

(13) Tran. Aliow. cannot exceed 50% of the value of the NGLS and Proc. Atlow. cannot
exceed 66.67% of the tran. adj value of the NGLs.
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Directions ' Enclosure 8

This spreadsheet consists of two worksheets

Each worksheet consists of 4 types of information
Part A: This areas is for wellhead sales
Part B: This area is for calculating the major portion vaiue
Part C: This area is for calculating the processed gas value
Part D: This area is for calculating gross proceeds

Data elements shone in BOLD print should be entered by the user.

Theoretical: This workshéet‘is used to perform theoretical dual accounting for wellhead sales
Actual wellnead sales values are entered into parts A and major portion data is entered in Part B.
Theoretical values are entered into part C and Gross Proceeds data is entered in part D.

Processed Sales: This worksheet is used when the gas is sold procéssed or if information on the processed sales is available.

For gas that is sold processed:
Actual values are entered in Parts C and D. Values from a comparable wellhead contract
are entered in Part A and Major portion data is entered in Part B. '

For gas tha is.sold at the wellhead and actual plant statements are available
Enter the wellhead sales data in Part A and major portion data in Part B
Enter the plant sales data in part C and Gross Proceeds data in Part D.
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() From gas analysis.

Theoretical

DUAL ACCOUNTING GAS SOLD AT WELLHEAD {NO PROCESSED INFORMATION)

LEASE 609-000XXX-0
SALES MO/YR  01/1890
) _WELL NAME-NUMBER Tribai 7-a

PARTA UNPROCESSED GAS "BTU METHOD" VALUE (1)

WELLHEAD WELLHEAD ~ WELLHEAD
VOLUME BTU MMBTU (2)
(MCF)

5,000 1.255 B,275

PARTE WELLHEAD MAJOR PORTION YALUE (1)

WELLHEAD WELLHEAD  WELLHEAD
VOLUME BTU MMBTU (2)
{MCF)

5000 1255 825

PARTC PROCESSED GAS "NET REALIZATION METHOD" VALUE (1

WELL API 3003912345
WELL NGPA CLASSIFICATION 10X
WELLHEAD GROSS ROYALTY
PRICE (3) VALUE RATE
HMMBTU

$215  $13491.25  16.67%

WELLHD MAJOR MAJOR ROYALTY
PORTION PRICE ~ PORTION RATE
$MMBTL VALLE (5)

$2562 $96013 &0 16.67%

ROYALTY
VALUE {4)

$2,248.99

ROYALTY
VALUE (4)

$2,669.50°

<A

<B=

WELLHEAD . THEORET. . PLANT ACTUAL MMBTL THEOR
. VOLUME GPM (6} PROGDUCT EFFICIENCY PRODUCT PER LIQLID
PRODUCT (9 MCE ) GALLONS (7} FACTOR  GALLONS {8) GALLON.(8) MMBTU (10}
ETHANE 5,000 2.25534 11,276.70 B5.0% 9,585.20 0.065889 631.56
PROPANE 5,000 - 2.01804 10,090.20 85.0% 8,576.67 0.090962 7BC.16
‘N-BUTANE 5,000 1.03466 5,173.30 99.5% 5,147 .43 0102918 528.76
iSO-BUTANE 5,000 0.41326 2,066.30 99.5% ) 2,055 97 0.098968 203.48
NAT. GASOLINE 5,000 1.01053 5.052.65 99.5%- 5027 39 0.110071 553.37
(Pentana+) .
TOTAL 3365918 30,3927 2,698.3
Allowance
. Status (16)
Plant Tailgate MMBIu Price $2.80 Transportation Rate per Gallon(12) $0.00 Allowable
Less Transportation{12} . $0.45 Trans Reduced Value  $11,562.15
Residue Gas MMBiu Price: $2.35 Processing Rate per Gatlon{12) $0.07 Allowable
Theoretical Residue Gas MMBIu (15} 3,576.68 Proc Reduced Value  $9,434.66

Higher of Residue or Major Portion MMBtu Price $2.552

PARTD GROSS PROCEEDS

GROSS PROCEEDS ROYALTY
RATE

$16,744.00 1667%

Highest Royalty Value of <A>, <B>, <C=>, or <D>
Less Royalty Paid

Additional Royalty DUE

GROSS PROCEEDS
ROYALTY VALUE(4}) proceeds to the lessee or the appropriate benchmark value and thus may

$2,791.22 <D» o ~ be-considered in determining royalty values

NGL
PRICE
$GAL (11)
$0.2050
$0.5100

$0.3575.

$0.4900
$0.4725

NGL-
VALUE

$1,964.97

$4,374.10
$1,840.21
$1,007.43
$2,375.44

$11,662.15

Net NGL Value (13)
Condensale Valie
Theor. Residue Gas vatue (14)
Total Processed Gas Value

Processed Gas Royally Value (4)

$3,148.85 based on  PROCESSED GAS "NET REALIZATION METHOD" VALUE

$2,248.99

$899.86

$9,434.66
.$327.00
$6,127 .69

Royally Rate

Note: Sales by affiliates may provide information concerning gross

$18,889.35
16.67%

$3,148.85 <C>

{3) All volumes and Btis factors are at 14.73 psia.

(2) Wetlhead volume times Wellhead Btu factor.

(3) Gross Value divided by wellhead MMBLu.

(4) Royalty rate times Value.

(5) Wellhead votlume (MMBtu) times major portion price .

(9) Physical Constants of Hydrocarbons {1996 Engineering data book) N-pentane factor was used for natural gasoline, which is 70% N-pentane

(10 Product Gallons time physical constant.

(11) From Average NGL Prices worksheet supplied with Order to Perform.
{12} After March 1, 1088, aliowance can only be claimed if appropriate allowance forms have been filed with MMS.
{13) Actual product galions times NGL price less transportation and processing allowances

_{14) Theoreticat Residue gas valume times the higher of residue gas value or major portion price.

{7) Wellhead volume times gas stream analysis.
(8) Theoretical product galtons times plant efficiency factor.

{15) Wellhead MMBLu tess Thearetical Liquid MMBtu.

{16) Tran. Aliow. cannot exceed 50% of the value of the NGLs and Proc. Allow. cannot exceed 66.67% af tha value of the NGLs.

— Paged._ .. .

e DI DI2004



Processed Sales

DUAL ACCOUNTING GAS SOLD PROCESSED
DUAL ACCOUNTING GAS SOLD AT WELLHEAD (PROCESSED INFORMATION AVAILABLE)

LEASE 609-000XXX-0
SALES MOfYR 0111990
WELL NAME-NUMBER  Tribal 7-a

PART A

UNPROCESSED GAS “BTU METHOD" VALUE (1)
WELLHEAD WELLHEAD  WELLHEAD

VOLUME BTU MMETL! (3)

MCF)2)
5,000 1.255 6.275
PARTB WELLHEAD MAJOR PORTION VALUE (1)

WELLHEAD WEILLHEAD WELLHEAD

" VOLUME BTU MMBTU (3)

{MCE) .

5,000 1.255 6,275

PRODUCT
ETHANE
PROPANE
N-BUTANE
ISO-BUTANE
NAT. GASOLINE
TOTAL

Plant Tailgate MMBtu Price{8)
Less Transportation(9)
Residue Gas MMBIlu Price:
‘Residue Gas MMBtu (8)

ngher of Resu:lue or Major Porllon MMBtu Price
N

PARTD

GROSS PROCEEDS .
GROSS PROCEEDS ROYALTY
RATE

$16,744.00 16.67%

Highest Royally Value of <A>, <B=, <C>, or <D=
Less Royalty Paid

Additional Royalty DUE

_,i

‘ 'PROCESSED GAS" NET REALIZATION METHOD™ VALUE (1)

GROSS PROCEEDS
ROYALTY VALUE(G)
! $2,791.22 <D>

WELL AP{ 3003912345
| WELL NGPA CLASSIFICATION 10X
WELLHEAD GROSS ROYALTY ROYALTY
PRICE (4) VALUE (5) RATE VALUE {6)
$MMBTU
3215 $13,491.00 16.67%  $2,248.95 <A>
WELLHD MAJOR MAJOR ROYALTY ROYALTY
'PORTION PRICE ~ PORTION RATE VALUE (B)
$MMBTU . VALUFE (7}
$2.552 $16,013.80 16.67%  $2,669.50 <B>
ACTUAL NGL HNGL
PRODUCT PRICE VALUE (10}
GALLONS (8) $/GAL(8) .
9.482.00 £0.2050 $1,943.81 Transportation Rate per Gallon(9) $0.15 Aliowable
9,600.00 $0.5100 $4,896.00 Trans Reduced Value  $7,382.36
5,300.00 $0.3575 $1,894.75 Processing Rate per Gallon(9) $0.07 Aliowable
2,001.00 $0.4900 $980.49 Proc Reduced value  $5182.89
5,038.00 $0.4725 $2.3680,46
314210 $12,005.51
Met NGL Value {12)  $5,182.89
2.80 Condensate Valug $327.00
$0.45 Residue Gas value {11) $9,125.85
$2.35 Total Processed Gas Value $14,635.84
3,576.00 Royally Rate 16.67%
$2.552 as Royalty Value (6) $2,430.79 <C»

Note: Sales by affiliates may provide infarmation concerning gross
proceeds 1o the lessee or the appropriate benchmark value and thus may
be considered in determining royally values.

$2,791.22
$2,248.95

$542.27

based on GROSS PROCEEDS

(1} All valumes and Biu factors are at 14.73 psia.

(2) From 3160 measured at royalty settlement point.

(3) Wellhead volumne times Wellhead Btu factor.

(4) Gross Value of comparable confract divided by wetlhead MMBIu.
(5) Actuat Gross Value orGross Value from a comparable contract..
{6) Royalty rate times Value.

(7) Wellhead volume (MMBLu} times major portion price .

{8) From plant statement.
(9 After March 1, 1988, allowance can anly be claimed if appropriate allowance forms have been
{10) Actua! product galtons times NGL price. ’
{11) Residue Gas volume times higher of residue gas price or major portion price.
(12) Actual praduct galions times NGL price less transportation and processing allowance.
{13) Tran. Allow. cannot exceed 50% of the vaiue of the NGLs and Proc. Allow. cannot

exceed 66.67% of the value of the NGLs.

filed with MMS
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602-XXXX-ABC

DUAL ACCOUNTING EXAMPLE WELL

{1) Wellhead MMBtu x Major Portion (MP) Price
(2} Based on the grealer of wellhead gross proceeds $/MMB1u price or major portion $/MMBILu price limes net residue MMBlu

(3) Residue Value +

NGL Value + Condensate Value

Jan-90
WELLHEAD WELLH. WELLHEAD WELLHEAD GONDENSATE
GROSS PROCEEDS  MCF BTU MMBTU VALUE
$0.00 0.00 0.000 0.00 $0.00
1 .2 3 4 g
THEORET.
GPM WELLHEAD PRODUCT
GPM @14.73 MCF GALLONS
PRODUCT @14.65 C2X1.00685  @14.73 (COL3X 4
ETHANE 0 (.00000 0.00 0.00
PROPANE 0 ¢.00000 0.00 0.00
NOR-BUTANE 0 0.00000 0.00 0.00
ISO-BUTANE a 0.00000 0.00 0.00
ISO-PENTANE [+ 0.00000 0.00 0.00
NOR-PENTANE 0 0.00000 0.00 0.00
HEXANE 0 £.00000 0.00 0.00
TOTAL
WELLHEAD| WELLHEAD
GROSS MP RESIDUE
PROCEEDS| VALUE(1) VALUE(2)
$0.00 $0.00 #DIW/O!

Blank Sheet

MAJOR
WELL HEAD PORTION

PRICE PRICE

MMBYU MMBTU
#DIV/O! $0.00

8 7
PLANT PRODUCT

EFFICIENCY  GALLONS
FACTOR

80.0% 0.000
80.0% 0.000
99,5% 0.000
99.5% 0.000
99.5% 0.000
99.5% 0.000
99.5% 0.000
CONDENSATE NGL
VALUE VALUE
$0.00 $0.00

, GROSS
MANUFAGT. - FUEL & . RESIDUE
ALLOWANCE FLARE MMEBTU
0.60% 5.00% 0.00
8 9 10
MMBTU THEOR  MNFGCTRNG
PER LIQUID  ALLWNCE
GALLON ‘MMBTU  GALLONS
COL 7x 8
0.06587 0.0 0.00
0.09093 0.0 0.00
0.10291 0.0 0.00
0.05892 0.0 0.00
'0.10881 0.0 0.00
0.11009 0.0 0.00
. 011502 " 0.0 0.00
0.0
PROCESSED HIGHEST
VALUE{3} VALUE(4)
#DIVIO! #DIV/!
Highest Value:  #DIv/o!

Difference from Well Head Gross Proceeds (Add. Royalty Due):

(4) Tha greater of Wellhead Gross Proceeds, Welihead Major Portion, or Processed Value

#DIvIO!

FUEL & NET

FLARE RESIOUE

MMBTU - MMMBTU
0.00 0.00
11 12 13
FINAL

PRODUCT  NGL NGL

GALLONS  PRICE VALUE

C7-C10 $/GALT Ci0xCO
0.00 $0.0000 $0.00
0.00  $0.0000 $0.00
0.00 $0.0000 $0.00
0.00 $0.0000 $0.00
0.00 $0.0000 $0.00
0.00 $0.0000 $0.00
0.00 $0.0000 $0.00

$0.00




Directiong

LEASE 609-000XXx.0 <
SALES MO/YR ~ 01/1999

WELL NAME-NUMBER Tribal 7-a

'PARTA  UNP

10X

T A ROCESSED GAs BTy METHOD" VALUE (1) 01 ] R perease o
As provided by . ——— ST m—
gas stream WE WELLHEAD  WELLHEAD WELLHEAD GROSS ROYALTY ROYALTY
analysis - BTU  mmBTy (2) PRICE (3) VALUE RATE VALUE (4
—  McR) . - $/MMBTU ' :
5,000 1255 . go75 3240 $15,060.00 16.67%  $2 51050
PARTB  WELI HEAD MAJOR PORTION VALUE (1) As Providag by MMIST |
WELLHEAD WELLHEAD  WEL| Heap WELLHD MAJOR MAJOR ROYALTY ROYALTY
VOLUME BTU - MMBTU 2)  poRrTION PRICE /- PORTION RATE VALUE (4)
(MCF) $MMBTY VALUE (5)
5,000 1.255 6,275 $2.552 51507380 16.67% _ $2.669.50
PARTC  PROCESSED gas NET REALIZATION METHOD" VALUE (1 ) . |
WELLHEAD ~ THEORET - L PLANT s MMBTY
‘  VOLUME - PRODUCT EFFICIENCY PRODUCT - . PER
© PRODYCT (9) | MCF . GALLONS (7)  pAcToR. CALLONS®)  Gali o (g
ETHANE ) . 5000 1,276.70° / 9.585.20 0065757
PROPANE 5,000 10,090.20 8.576.67  0.000823
N-BUTANE - 5,000 5,173.30 514743 p 102909
ISO-BUTANE 5,000 2,066.30 2.055.97 0008913
NAT. GASOLINE 4 5,000 5,052 65 2.027.39  0.110080
(Pentane+) ' .
TOTAL 33,659,15 - 30,392 7
- —" . : ' As provided by, plant operator o
Plant Tailgate MMBtu Price : 2.80 - —
Less Transportation(‘lZ} 0.45 N —

L - Page 1




. Directions

Residue Gas MMBtu Price: $2.35

As Reported on F ‘MMS-:
Theoretical Residue Gas MMBLtu {14) ~ 3,579.53 [ b oc onForm v
ngher of Residue or Major Portlon MMBHhU Pnce : $2.552 ‘
PART D GROSS PROCEEDS . \ : :
GROSS PROCEEDS ROYALTY GROSS PROCEEDS Note: Sales by marketing affiliates
: RATE ROYALTY VALUE(4} appropriate benchmark value and -
$16,744.00 16.67% $2,791.22 <D>
Highest Royalty Value of <A>, <B>, <C>, or <D> $3,150.06 based on PROCESSED GAS 'NET REALIZ;
'I_,L@&R—O—Valty.Eaiq-——b $2.510.50 : T
' Addltlonal Royalty DUE - $639.56" “"——_ﬂ _

{(m AII volumes and Btu factors are at 14 73 psia (8) Theoretical product gallons hmes plant efﬂcuency factor .,

(2) Wellhead volume times Wellhead Btu factor (9) Physical Constants of Hydrocarbons (1994 Engineering data book)
(3) Gross Value divided by wellhead MMBtu ‘ (10 Product Gallons time physical constant

(4) Royalty rate times Value _ (11) Actual product gallons times NGL price less transportation and prc
(5) Wellhead volume (MMBtu) times major portion price (12) After March 1, 1988 allowance can only be ciaimed if appropriate ¢
{6) From gas analysis (13) Theoretical Residue gas volume times the higher of residue gas o
{7) Welthead volume times gas stream analysis (14} Wellhead MMBtu less Theoretical Liquid MMBtu




Directions

G EXAMPLE WELL ' Lookup table for royalty due
$2,510.50 UNPROCESSED GAS “"BTU METHOD" VA
$2,669.50 WELLHEAD MAJOR PORTION VALUE

REV. 1.5 , $3,150.06 PROCESSED GAS "NET REALIZATION M!
: o $2 791.22 GROSS PROCEEDS

<A>
<B>
['F‘EntgrlNGljpric}as.I -
THEOR NGL /—"/ROCSSNG TRANS. NGL
LIQUID PRICE RATE RATE VALUE (11)
MMBTU (10) $1 PER GLN(1}}—PERGEN(12}

630.01 $1,294.00
778.96 $0.5100 $3,773.73
529.72 $0.3575 $1,479.89
203.36 $0.4900 $863.51
553.42 $0.4725 $2,023.562

2,695.5 / |

Condensate Value $327.00
Theor. Resi ue (13) £9.134.96




Directions

orm MMS-2014 J//rm;sed Gas Value $18,896.61

Royalty Rate 16.67%
Processed (Gas Royalty Value (4)  $3,150.06 <C>
oo ‘

; may provide information concerning gross proceeds to the lessee or the
thus may be considered in determining royalty values.

‘ATION METHOD" VALUE (1)

N-pentane factor was used for natural gasoline, which is 70% N-pentane.

ocessing allowance
allowance forms have been filed with MMS
'r major portion price

Page 4




\LUE (1)

IETHOD" VALUE (1)

Directions




wellhead2

DUAL ACCOUNTING GAS SOLD AT WELLHEAD (PROCESSED INFORMATION)’
LEASE 609-000XXX-0

SALES MOIYR  01/1990 WELL API 3003912345
WELL NAME-NUMBER  Tribal 7-a WELL NGPA CLASSIFICATION 10X REV. 1.5

PART A UNPROCESSEb GAS "BTU METHOD" VALUE (1)

WELLHEAD WELLHEAD - WELLHEAD  WELLHEAD GROSS ROYALTY ROYALTY
VOLUME BTU MMBTU (2) PRIGE (3) VALUE RATE VALUE (4)
{MCF} SMMBTU
5,000 1.255 8,275 $240  $15,060.00 16.67%  §2510.50 <A>

PARTE WELLHEAD MAJOR PORTION VALUE (1)

WELLHEAD . WELLHEAD WELLHEAD WELLHD MAIOR  MAJOR ROYALTY ROYALTY

VOLUME BTU MMBTU (2) PORTION PRICE  PORTION RATE = VALUE (4}
{(MCF) ) SIMMBTU VALUE {5} :
5,000 1.255 6,275 $2.552  $16.013 80 1667%  $2,669.50 <B>

PARTC PROGESSED GAS "NET REALIZATION METHOD” VALUE (1)

ACTUAL NGL PROCSSNG  TRANS. NGL
. PRODUCT . PRICE RATE RATE VALUE (11)
PRODUCT (9) ) GALLONS (7} $/GAL(7) PER GLN(12) PER GLN(12)
ETHANE N 0.00 $0.2050 0.07 0.00 $0.00
PROPANE ‘ 0.00 . $0.5100 0.07 0.00 $0.00
N-BUTANE ’ 0.00 ) ) ’ $0.3575 0.07 0.00 $0.00
1SO-BUTANE © 0.00 $0.4200 0.07 0.00 $0.00
NAT. GASOLINE 0.00 $0.4725 0.07 0.00 $0.00 |
(Pentanet) '
TOTAL o0
TFotal NGL Value $0.00
Plant Tailgate MiMBlu Price $2.80 . Condensate Value $327.00
Less Transportation(12) £0.45 Aclual. Residue Gas value {73 $16,013 80
Residue Gas MMBiuU Price: $2.35 ' Total Processed Gas Value $16,340.80
Actual Residue Gas MMB1U 6,275.00 : . ) Royalty Rate 16.67%
Higher of Residue or Major Portion MMBtu Price $2.552 ] ) Processed Gas Royalty Value (4) _ $2,724.01_<C>
PARTD GROSS PROCEEDS : .
GROSS PROCEEDS ROYALTY GROSS PROCEEDS Nole: Sales by marketing affiiates may provide information concerning gross proceeds to the lessee or the
RATE ROYALTY VALUE({4) appropriate benchmark value and thus may be considered in delermining royalty values.
$16,744.00 16.67% ’ $2,791.22 <D> : .
- i Co Pooa
Highest Royalty Value of <A>, <B>, <C>, or <[> $2,791.22 based on GROSS PROCEEDS
Less Royalty Paid $2,510.50
Additional Royalty DUE: - $280.72
(1) All volumes and Btu factors are at 14.73 psia
(2} Welihead volume times Wellhead Blu factor {9) Physica? Constants of Hydvocarbons (1994 Enginesring data book) N-pentane factor was used for natural gasctine, which is 70% N-pentane.
(3} Gross Value divided by welthead MM Btu
{4) Royaity rate times Value {11) Actual product gallons limes NGL price less transponation and processing allowance
(5) Wellnead volume (MMB1u) times major porlion price (12) After March 1, 1988 allowance can only be claimed if appropriate allowance forms have been filed with MMS

——— — - (7) From plant statement - — —_— ST m——
Page 1




"TRANS.

PROCSSNG
RATE RATE

PER GLN{12) PER GLN{12}
007 . 0.0
© 007 0.00
0.07 0.00
0.07 0.00
0.07 0.00

Total NGL Value
Condensate Value
Residue Gas value (8)
Total Processed Gas Value
Royalty Rate

Processed Gas Royalty Value (4)

i
i -

processed
DUAL ACCOUNTING GAS SOLD PROCESSED
LEASE 609-000XXX-0
SALES MO/YR 01/19%0 WELL AP| 3003912345
WELL NAME-NUMBER Tribal 7-a WELL NGPA CLASSIFICATION 10X
i
PART A UNPROCESSED GAS "BTU METHOD" VALUE (1)
WELLHEAD WELLHEAD  WELLHEAD WELLHEAD GROSS- ROYALTY ROYALTY
VOLUME BTU MMBTU (2) PRICE {3) VALUE RATE VALUE (4)
{MCFY{1) 3MMBTU ’
5,000 1.256 6,275 $2.40 $15,060.00 16.67% _ $2,510.50 <A>
PARTB WELLHEAD MAJOR PORTION VALUE (1)
WELLHEAD WELLHEAD WELLHEAD WELLHD MAJOR MAJOR ROYALTY ROYALTY
VOLUME BTU MMBTU (2) PORTION PRICE  PORTION RATE VALUE (4}
(MCF) SMMBTL VALUE (5) .
5,000 1.255 6,275 $2.652 $16,013.80 16.67% __$2,669.50 <B>
PARTC PROCESSED GAS "NET REALIZAT.ION METHOD" VALUE (1) : - '
ACTUAL NGL
PRODUCT PRICE
PRODUCT (9} GALLONS (8} $/GAL(8)
ETHANE 0.00 $0.2050
PROPANE 0.00 $0.5100
N-BUTANE 0.00 $0.3575
ISO-BUTANE 0.00 $0.4900
NAT. GASOLINE 0.00 $0.4725
(Pentane+)
TOTAL 0.0
Plant Tailgate MMBLu Price $2.80
Less Transportation{12) £0.45
Residue Gas MMBtu Price: $2.35
i Residue Gas MMBtu {8) 6,275.00
Higher of Residue or Major Portion MMBlu Price . 2552
PARTD GROSS PROCEEDS ' -
GROSS PROCEEDS ROYALTY GROSS PROCEEDS
RATE ROYALTY VALUE(4) appropriate benchmark value and thus may be considered in determining royalty vatues.
$16,744.00 16.67%

Highest Royalty Value of <A>, <B=, <C>, or <D>
Less Royalty Paid

Additional Royalty DUE -

$2,791.22 <D=

$2,791.22 basedon  GROSS PROCEEDS

2.510.50
| $280.72

REV. 1.5

NGL
VALUE (8)

$0.00
$0.00
$0.00
$0.00
$0.00

$0.00
$327.00
$16,013.80
$16,340.80
18.67%

Note: Sales by marketing affiliates may provide information conceming gross proceeds to the lessee or the

$2,724.01 <C>

(1) Ali volumes and Blu factors are al 14.73 psia

(1.5) Fram 3160 measured at royally seltlement point.

(2) Wellhead volume times Wellhead Biu factor

(3) Gross Vatue of comparable contract divided by wellhead MMBtu
(4) Royalty rate times Value ’

(5) Wellhead volume {(MMBiu) times major portion price

(8) From plant statement

{11) Aclual product gallons limes NGL price less transporlation and processing allowance

(12} After March 1, 1988 allowance can only be claimed if appropriate aliowance forms have been filed with MMS

Page 1
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DUAL ACCOUNTING GAS SOLD AT WELLHEAD (NO PROCESSED INFORMATION)

LEASE 609-000XXX-0

SALES MO/YR 0111990 WELL API 300391 2345
WELL NAME NUMBER Tribal 7-a WELL NGPA CLASSIFICATION 10X REV. 1.5
PART A UNPROCESSED GAS “BTY METHOD" VALUE (1)
WELLHEAD WELLHEAD WELLHEAD WELLHEAD GROSS ROYALTY ROYALTY
VOLUME BTU MMBTU (2) PRICE.(3} VALUE RATE VALUE (4)
(MCE) SMMBTU
5,000 1. 255 6,275 ~ 240 $15,060.00 16.67% $2,5610.50 <A=
PART B WELLHEAD MAJOR PORTION VALUE n
WELLHEAD WELLHEAD WELLHEAD WELLHD MAJOR MAJOR ROYALTY ROYALTY
VOLUME BTU MMBTU (2} -+ PORTION PRICE PORTION RATE VALUE (4}
{(MCF) $MMBTU VALUE {5)
5 OOO 1 25.; 6,275 _ $2.552 $16,013.80 - 1667%  $2.669.50 <B=>
E . i, ) ’ [ T A o T oL R
“ PARTC PROCESSED GAS "NET REALIZATION METHOD" VALUE (1)
WELLHEAD THEORET. PLANT ACTUAL MMBTU THEOR NGL PROCSSNG  TRANS. NGL
. . VOLUME GPM (6) PRODUCT EFFICIENCY PRODUCT. - PER LIQUID PRICE RATE RATE VAEUE (11)
PRODUCT (9 MCE GALLONS (7) FACTCR  GALLONS (8) GALLON {9y MMBTU (10) . $/GAL -~ PER GLN(12) PER GLN(12} -
ETHANE _ 5,600 2.258534 11,276.70 85.0% 9,585.20 0.065727 530.01 $0.2050 0.07 0.00 $1.294.00
PROPANE 5,000 201804 10,090.20 85.0% 8,576.67 0.090823 - 778.96 $0.5100 0.07 0.00 $3,773.73
N-BUTANE 5,000 1.03466 5,173.30 99.5% 5,147 .43 0.102909 529.72 $0.3575 0.07 0.00 5147989
ISO-BUTANE 5,000 0.41326 2,066.30 89.5% 2,055.97  0.098913 20336 $0.4900 0.07 0.00 $863.51
MNAT. GASOLINE . 5,000 1.01053 5.052.65 ﬂ_S% 5,027.39 0.116080 - 553.42 $0.4725 0.07 D.00 $2.023.52
{(Pentane+) - . : o
TOTAL 33,659.15 30,3927 26655 ;
) ’ Total NGL Value  $0,434 65
Plant Tailgate MMBtu Price $2.80 Condensate Value $327.00
Less Transportation(12) $0.45 Theor. Residue Gas vatue (13)  $9,134.96
Residue Gas MMBtu Price: $2.35 Total Processed Gas Value $18,896.61
Theoretical Residue Gas'MMBtu (14) 3,579.53 Royalty Rate 16.67%
Higher of Residue or Major Portion MMBtu Price . $2.552 frocessed Gas Royalty Value'(4)  $3,150.06 <C»>
PARTD GROSS PROCEEDS T .
GROSS PROCEEDS ROYALTY GROSS PROCEEDS Note: Sales by marketing affiliates may provide information concerning gross proceeds to the lessee or the
RATE ROYALTY VALUE(4 appropriate benchmark value and thus may be considered in determining royalty values.
$16,744.00 .

16.67%

Highest Royalty Value of <A=, <B», <C>, or <D>
Less Royally Paid

Additional Rayalty DUE

P ) e, I

$2,791.22 <D=
LT T I

oo A

$3,150.06
$2.510.50

i $639.56

based on  PROCESSED GAS "NET REALIZATION METHOD" VALUE (1)

(1} All volumes and Blu factors are at 14.73 psia

(2) Wellhead volume times Wellhead Btu factor

(3} Gross Value divided by weilhead MMBlu

(4) Royally rate times Value

{5) Wellhead volume (MMBIU) times major portion price

— — -———(6}-From gas analysis—-
(7) Wellhead volume times gas stream analysis

(B) Theoretical product gatlons times plant efficiency factor

{9) Physical Constants of Hydrocarbons {1954 Engineering dala book) N-pentane factor was used for natural gasofine, which is 70% N-pentane.
(10 Product Galions time physical constant

{11) Aclual produet gatlons times NGL price less transportation and processing allowance

{12 After March 1, 1988 allowance can only be claimed if appropriate allowance ‘forms have been filed with MMS

{43)-Theoretical-Residue gas volume fimes-the higher of residue gas or-major-portion-price
(14) Wellhead MMBlu less Theoretical Liquid MMBtu '




1989
1990
1981
1982
1983
1984
1985

1989
1930
1991
1992
1993
1994
1995

1989
1990
1991
1992
1993
1994
1995

1989
1990
1991
1882
1993
1854
1995

1889
1980
1981
1982
1983
1684
1985

1989
1990
1991
1992

ELPASO
PRICE
102
5.447
5.776
6.243
6.748
7.295
7.886
8.525

103
3.481
3.587
3.734
3.887
4.047
4212
4.385

104
2.381
2.968
3.091
3.217
3.348
3.487

3.63

104RML

0.689
0.708
0.733

0.76
0.787
0.815
0.845

104RMS

0.689
0.708
0.733

0.76
0.787
0815
0.845

1+04RMS
0.817
0.845
0.584
0.924

1.227
1.276
1.327

1.38
1.435
1.493
1.653

1.227
1.276
1.327

1.38
1.435
1.493
1.558

1.227
1.278
1.327

1.28

Sheet1
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1993
1964
1985

1989

1390
1891
1992
1993
1994
1995

1989
1980
1991
1992
1883
1994
1995

0.966
1.01
1.057

104RECS

1,368
1.416

1.48
1.548
1.618
1.692
1.769

1048B(S)
2.432
2.506
2608
2.715
2.826
2942
3.082

1.435
1.493

1.853 -

Sheetl
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STRATA NET GAS PROBUCTION

ELPASO STRATA

NORTHWEST STRATA

TOTAL RESERVE volume

JICARILLA MAJOR PORTION PRICES -

8367098
11722107

180898205

EL PASO
VALUE

30830147.41

30682958.83

30762754.96
30833168.7

30913725.22 .
31002809.16

31100866.87

19589901.64
19717196.12
19374461.61

19082937.66 -

18843502.94
18648873 .48
18504645.98

7812426.246
8124417.048
8449139.048

8786585.24

9136785.63
8506077.314

9888103.194

8580231.227
8826707.857
9143604.792
9476578.549

9816849
10175227 .48

EL PASC
PRICES PRICES

102
1989 4.810692 4.117556
1990 4820557 4229348
1991 4831519 4.343091
1862 4.842578 4.461693
1883 4855230 4.58140C
1994 4.869237 4.707407
1995 4.884622 4.840808

103
1989 3.141133 2.875440
1990 3096732  2.908288
1991 3.042803 2.946846
1902 2997117 2.994851
1993 2.858512 3.0477864
1994 2.828944 . 3.111082
1995 2.806282 3.184674

104 POST 74 ALL PROD.
1989 2.831604
1990 2.605838
1991 2.584521
1992 2.564840
1993 2552119
1994 2.5456061
1985 2.5455610 .
104RM(L) LARGE PRCDUCER ROCKY MT.
1988 1.227000 1.730000
1980 1.276000 1.820000
1981 1.327000 1.810000
1962 1.380000 2.010000
1983 1.435000 -2.110000
1984 1.493000 2.220000
1893 1.553000 2.340000
104RM(S) SM PRCD ROCKY MT.
1989 1.227000
1880 1.276000
1991 1.327000C
1892 1.380000
1883 1.435000
1994 1.49300C
1985 1.553000
104R(S) SM. PROD RECOMPLETION
1989 1.34758% 1.730000
1990 1.386300 1.820000
1981 1.436071 1.910000
1992 1.488367 2.010000
1993 1.541809 2.110000
1994 1.598095 2.220000
19895 - 1.856217 2.340000

10545295.95,

WEIGHTED
NORTHWES AVERAGE
VALUE PRICE
48265432  4.351528
495768468  4.437442
50910177 4515009
52300443  4.595758
53703661 4877784
55180729  4.764368
56742137 4.856101
33706215  2.988059
34091263  2.674617
34544416  2.980721
35105064  2.995649
35726218  3.016701
36468202  3.046960
37331089  3.086688
2.631604
2.609838
2.584521
2.564940
2.552119
2.546061
2.545510
20279245  1.552952
21334235  1.628521
20389224  1.704794
23561435  1.788251
24733848  1.872411
26023078  1.964108
27429730  2.062989
1,227000
1.276000
1.327000
1,380000
1.435000°
1.493000
1.553000
20279245  1.595398
21334235  1.667345
22389224  1.743185
23561435  1.826394
24733646  1.910006
25023078  2.001100
27429730 2.099320

Sl
) = o
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JICARILLAMAJOR PORTION PRICES _ Page 2

104B(2) SM. PROD. 73-74 BIENNIUM

1989 2.250305 ‘ 2.250305
199C 2.245081 2.245061
1991 2.240200 2.240200
1992 2.241129 2.24112¢9
1883 2.246867 . 2.246887
1984 2.258238 . 2.258238
1985 2274087 ‘ 2274087

105 EXISTING INTRASTATE CONTRACTS | ‘ :
1989 1.227000 1.730000 7812429.246 20279245  1.552852

1990 1.276000 1.820000 B124417.048 21334235  1.628521
1991 1.227000 1.910000 B8449135.046 22389224  1.704794
1992 1.280000 2.010000 8786595.24 23561435  1.788251
1993 1.435000 2110000 9136785.63 24733648  1.872411
1994 1.493000 2.220000 9506077.314 26023078  1.954108
1995 1.553000 2.340000 9888103.194 27429730  2.062889
108 STRIPPER GAS : .

1989 5.137641 4.367579 32711863.74 51197228  4.638628
1990 5142002 4477859 32739630.85 52491115  4.711681
1691 5.145800  4.589797 327644496 53802082  4.785536
1992 5150263 4707015 32792220.25 55176133  4.863037
1993 5155813  4.825144 32827566.64 56560854  4.941534
1994 5163397  4.949728 32875854.71 58021241  5.024836
1095 5172292 5.081500 32932490.05 59565887  5.113457
109 OTHER '

1989 2.631604 2471402 16755680.57 28970039  2.527790
1990 2.609838 2518818 16617094.31 295270268  2.550820
1891 2584521 2571596 1845589848 30144523 2576145
1992 2.564940 2.632975 16331224.34 30864015  2.609028
1993 2552119 ~ 2.699359 16249581.78 31842175 2.647533
1994 2.548081 2774788 16211019.86 = 32526362  2.694280
1985 2.545510 2.861025 16207511.63 33537241 2.749968

Page 2



FOOTNOTES FOR PAGE 1 OF THE JICARILLA MAJOR PORTION PRICING CALCULATION

VALUE ESTIMATE OF RESERVES FROM THE JICARILLA STRATA SETTLEMENT FIGURES

JICARILLA STRATA ESTIMATE VALUE OF THE RESERVES AT A 10% _NET PRESENT VALUE
DISCOUNT.

STRATA ESTIMATE FOR EACH YEAR AT THE 10% NET PRESENT VALUE DISCOUNT.
TIMES THE PERCENTAGE OF SETTLEMENT 87.0714%

(EXAMPLE 1883 1938255 X 0.870714 = 1687866 )
STRATA VALUE AMOUNT 16,907,964
SETTLEMENT VALUE 14,722,000
PERCENTAGE DIFFERENCE' ' - 0870714

NET PRESENT VALUE DISCOUNT
COLUMN C DIVIDED BY COLUMN B ‘ ‘
ACTUAL AMOUNT RECEIVED DIVIDED BY THE STRATA 100% ESTIMATE.

STRATA NGPA ESTIMATE PRICE FROM THE JICARILLA STRATA SUMMARY REPORT
AND VALUE ESTIMATE

SETTLED PRICE :
STRATA NGPA ESTIMATE PRICE TIMES THE NET PRESENT VALUE DISCOUNT
COLUMN E

SETTLED PRICE AMOUNT PLUS THE ACTUAL MARKET QUT PRICE RECEIVED.

(EXAMPLE: 1989 102 SETTLED AMOUNT MARKET OUT PRICE RECEIVED
3.583692 + 1.227 = 4.810692

- Page 1
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JICARILLA MAJOR PORTION PRICES Page 1

EL PASO PRICE
A B c D E G H i J K L M N o} P Q R 3

VALUE STRATA  ACTUAL NET STRATA 102 STRATA 103 © 5TRATA 108 STRATA 109

ESTIMATE DISCOUNT AMOUNT PRESENT ESTIMATE SETTLED SETTLED ESTIMATE SETTLED SETTLED SETTLED SETTLED ESTIMATE SETTLED SETTLEM ESTIMATE SETTLED SETTLEM

OF @10% SETTLED VALUE PRICE - PLUS PRICE PRICE  PLUS PRICE PRICE PRICE PRICE  PLUS PRIGE PRICE  PLUS

RESERVES VALUE ~ VALUE  DISCOUNT 102 102 ACTUAL 103 103 ACTUAL” 104 105 108 108 ACTUAL 108 108 ACTUAL
1989 1987322 1938255 1687866  (.849218 4220 3.583592 4.810692 2254 1814133 3141133 1.227 1227 4505 3.910840 5.137540 1.654 1.405 2632
1990 3795791 3434574 2990532  0.787855 4499 3544580 4.820560 2311 1820733 3.096733 1.276 1.276 4.507 3.886004 5.142004 1693 1334 2610
1991 3747294 3088025 2671372  0.712880 4916 3.504518 4.831518 2407 1715902 3.042902 1.327 1.327. 5357 3.818898 5.145898 1,764 1.258 2585
1992 3743983 2751386 2395570  0.645041 5388 3462580 4.842580 2.507 1817118 2.9977118 1.380 1.380 5.845 3.770255 5.150265 1.837 1.185 2,585
1993 3880172 2472926 2153211 (.583857 5.850 3420230 4.8556230 2612 1524512 2.859512 1.435 1.435° 6375 3720813 5155813 1.914 1417 - 2.552
1894 3671816 - 2227089 1929140  0.528115 B.393 2.376239 4.86023% 2719 1435945 2028945 1463 1.483 £.950 3670399 5.153399 1.994 1.053 2.548
1905 1850780 1015728  B8844090 0477857 6.972 3.331618 4.88451% 2832 1353291 2906291 1.553 1.553 7574 3.618289 5.172289 2.077 0.993 2.548

22456158 16907964 14722000

STRATA VALUE AMOUNT 16,907 964 :

SETTLEMENT VALUE _ 14,722,000

PERCENTAGE DIFFERENCE 0.870714
NORTHWEST

VALUE STRATA  ACTUAL NET STRATA - 102 STRATA 103 N STRATA 108 STRATA ) 109

ESTIMATE DISCOUNT AMOUNT PRESENT ESTIMATE SETTLED SETTLED ESTIMATE SETTLED SETTLED SETTLED SETTLED ESTIMATE SETTLED SETTLEM ESTIMATE SETTLED SETTLEM

OF @10% SETTLED VALUE PRICE  PLUS PRIGE PRICE" PLUS PRICE PRICE PRICE PRICE  PLUS PRICE PRICE  PLUS

RESERVES VALUE ~ VALUE  DISCOUNT 102 102 ACTUAL 103 103 ACTUAL 104 105 108 108 ACTUAL 109 108 ACTUAL
1989 3163813 3024597 2108405  0.665729 3.581 2.3B7557 4.117557 1718 1.14544 287544 1.73 173 3858 2.63758 4.36758 1,112 0.741403 "2.471403
1990 3057140 2671072 1862851 - 0.508344 3.954 2400346 4.029345 1.786 1.088288 2.908288 182 1.82 4362 2657959 4.477959 1147 0698918 2.518918
1991 2983228 2382156 1661358  0.556899 4369 2433092 4.343092 1.862 1.038945 2.946948 1.91 181 ° 4812 2679798 4589798 1,485~ D.661596 . 2.571598
1992 2912477 2125483 1482355  0.508567 4817 2451604 4461694 1935 0.984851 2994851 2.01 2.01 5299 2657016 4.707016 1,224 0622976 2.6320976
1993 2867524 1912572 1333880  (0.465161 5313 24714 45874 2016 0.937765 3.047765 211 211 5837 2715145 4.825145 1.267 0.58935% 2.695350
1994 2826568 1722994 1201645 (1425125 5.851 2487406 4.707406 2.096 0.891062 3.111062 222 2.22 B.421 2.729728 4.946728 1.305 0.554788 2.774788
1905 2055235 1144983 798531  (.388535 6.436 2.500611 4.840611 2.174 0.844675 3.184675 2.34 2.34 7.056 2.741503 5.081503 1.341 0521025 2.861025

19855085 14983867 10450003 -

14722000
STRATA VALUE AMOUNT 14,983,857
SETTLEMENT VALUE 10,450,000

PERCENTAGE DIFFERENCE

0697417



ENCL4AWO.XLS

DUAL ACCOUNTING EXAMPLE WITHOUT PLANT EFFICIENCY FACTOR

LEASE MONTH
1 2 3 4 5

: @14.73°
WELLHEAD BTU '
WELLHEAD MCF

WELLHEAD VALUE

WELLHEAD MMBTU 0.00

THEORET.

. GPM WELLHEAD PRODUCT

GPM @14.73 MCF g GALLONS

@1465 C2X1.0055 @14.73 (COL3X4)
ETHANE 0.00000 0.00 0.00
PROPANE ' 0.00000 0.00 0.00
- NOR-BUTANE - 0.00000 0.00 0.00
ISO-BUTANE 0.60000 0.00 . 0.00
JISO-PENTANE 0.00000 0.00 - 0.00
NOR-PENTANE 0.00000 0.00 0.00
HEXANE 0.00000 0.00 0.00

WELLHEAD " WELLHEAD MMBTU RESIDUE

VALUE _ .MMBTU RATE MMBTU
0 0.00  #DIV/O! ~ 0.00

ROYALTIES PAID
ADDITIONAL ROYALTY DUE

0.065869

6 7 8

THEOR  PROCESS | -
MMBTU LIQUID FACTOR

PER ' MMBTU  (COL5 X

GALLON COLSX6 1)

0.00

0
0.090930 0 0.00
0.102911 0 0.00
0.098917 0 ©.0.00
0.108805 0 6.00
0.110091 0 0.00
0.115021 0 0.00

0.
RESIDUE PROCESSED HIGHEST

VALUE VALUE VALUE

#DIV/O! #D1V/0! #DIV/O!

#DIV/O!

6118/2004

9 10

NGLP
NGLP  VALUE,
PRICE -COL 8X9

.00
0.00

6.00

0.00
0.00
0.00
0.060
0.00

#DIVIO!

Sheet?



Discussion items for Jicarilla OTP

—_

. Condensate language - confusing on lines 56-61

[

. Jicarilla letter calling for revnegotiation of prices after 1/1/93 ... need to be concerned?

3. Ifwell declassified - recommend use last classification-.....some wells were reclassified in '93
to 107 in order to get a tax credit.

4. Unclassified wells ... what 104 category to use??

5. Time period questions  84-86 was “standard” NGPA
87-6/88 NGPA holiday -how to weight EP/NW share
7/88-6/89 standard NGPA
7/89 adjusted prices

6. explaining how the prices were calculated --in the methodology report or the letter, can we
release the $25 million amount??

7.30 - 60 - 90 days are those the appropriate time periods?

8. What price for condensate??

9. 104 categories

For pre-1989 when we use the NGPA prices (plus tax reimbursements), the Jicarilla RIK gas did
not have all of the subcategories for NGPA 104. For example Jicarilla RIK gas had
subcategories of NGPA 104 such as "Flowing gas-small-producers”, "Replacement contract
gas-small producers"”, "Rocky Mountain large producers” etc. '-

My concern 1s that when the in value payors have another subcategory under NGPA 104 such as
"Minimum Rate gas-30 cents per mef” (the RIK gas did not have this type of subcategory under
104), we could either:

-require companies to pay on the weighted average of the all 104 prices (weighted average of all
subcategories of 104.) However, this would require companies to pay more than what they
recetved under NGPA '

or

-list all prices for all the subcategories under 104 even though the RIK gas was not sold under
that specific sub category.



The 1ssue 1s should we make a company pay for pre85 on what the RTK gas received for a
category like 104 and not take into consideration the subcategories of 10427

The second 1ssue is regarding post 1989 under the settlements:

NW did not have NGPA 104 "Recompletion gas", "Rocky Mountain gas" or "73-74 Biennium
small prod”. However, El Paso did have these subcategories under NGPA 104.

When we computed the weighted average prices by category, we originally separated by each
category and subcategory. David Wong does not believe that for these situations under 104 that
we should separate by the subcategory--he thinks that we should only use a weighted average of
all subcat of NGPA 104, '

Strata separated the allocation by the subcategories under NGPA 104,

what about unclassified wells??



February 17, 1998

METHODOLOGY FOR MAJOR PORTION
AND DUAL ACCOUNTING ANALYSIS
JICARILILA APACHE TRIBAL LEASES

Purpose

The purpose of this report is to provide a background and to discuss the results of major
portion and dual accounting analyses recently undertaken by the Rovalty Valuation
Division (RVD), Royalty Management Program (RMP), Minerals Management Service
(MMS), for natural gas produced from Jicarilla Apache Tribal leases.

Background

On December 6, 1996, representatives of the Jicarilla Apache Indian Tribe (Jicarilla Tribe)
and MMS met to discuss the implementation of major portion pricing for the natural gas
produced from the Jicarilla Reservation (Reservation). From the mid-1970's to the mid-
1990's, the Jicarilla Tribe sold gas under royalty-in-kind (RIK) agreements. During the
majority of this time the gas was purchased under long-term contracts. Before the
expiration of the agreements, the Jicarilla Tribe entered into contract settlements, thus
allowing the purchasing companies to pay market prices rather than the Natural Gas
Policy Act (NGPA) ceiling prices. '

On May 28, 1997, representatives of the Jicarilla Tribe and MMS met in Dallas, Texas, to
discuss the implementation of the major portion and dual accounting analyses. MMS
presented a proposal to the Jicarilla Tribe that recommended MMS would issue orders to perform
major portion based on Jicarilla Tribal RIK prices for each NGPA category. The Jicarilla Tribe
concurred with this approach. The Jicarilla Tribe also concurred that the orders should also
include dual accounting. ' '

On June 17 and October 8, 1997, representatives of the Jicarilla Tribe and MMS met to
review the contract settlements, sources of data, pricing data, and the major portion/dual
accounting order to perform. On January 12, representatives of the Jicarilla Tribe and
MMS met to review the draft Methodology Report and the draft Order to Perform.

Regulatorv Criteria .

The oil and gas valuation regulations found at 30 CFR 206 (1987), havé long required that
the "estimated reasonable value" of production be used for the purposes of computing
royalties. Due consideration is given to the highest price paid for a part or for a major
portion of gas of like quality in the same field, to the price received by the lessee, to posted

1



prices, and to other relevant matters. Title 25 CFR 211 {1997) (Indian Tribal) and the
terms of the Jicarilla Tribal leases also specify that the value may, at the discretion of the
Secretary of the Interior, be calculated on the basis of the highest price paid or offered at
the time of production for the major portion of gas'and/or natural gasoline and/or all other
hydrocarbon substances produced and sold from the field where the leased lands are
located.

The amended valuation regunlations at 30 CFR §§ 206.172(a)(3)(i) and 206. 173(a)(3)(i}
(1997) address the issue of major portmn for Indian lands. Specifically, the regulations
provide:

For any Indian leases which provide that the Secretary may consider the
highest price paid or offered for a major portion of production (major
portion) in determining value of production for royzﬂty purposes, if data are
available to compiuté a miajor portion MMS will, where practicable, compare
the value determined in accordance with this section with the major portion.
The value to be used in determining the value of production for royalty
purposes shall be the higher of those two valunes.

For natural gas, these regulations specify that a major portion price is calculated for like-

guality gas in the same field (or, if necessary, to obtain a reasonable sample from the same :

area). Like-quality gasis gas of similar physical, chemical, and legal characteristics. Legal
characteristics are generally the applicable NGPA category or subcategory.

Dual accounting requirements are specified by Indian lease terms, regulations, and MMS
instructions. Dual accounting is defined as a valuation method that compares the value of
the gas prior to processing, as determined under 30 CFR § 206.172 (1997), to the value of
that same gas after processing (the combined values of the residue gas and gas plant

products), as determined under 30 CFR §206.173 (1997)." Where the specific provisiens of

a lease are inconsistent with these regu]atlons, the lease aoreement shall govern to the
extent of that inconsistency.

‘ Maidr Portion Met_hodol'ogv

Under the agreement reached between MMS and Jicarilla representatives, the major

portion methodology will identify the prices paid under RIK contracts and RIK settlement
agreements and calculate the major portion by NGPA category for all gas production in the’

Reservation utilizing RTK data for the time peried January 1984 through June 1995. The
following key issues were agreed to by RVD and the Jicarilla Tribe at the December 6,
1996, and June 17, 1997, meetings:

» RVD will consider the Reservatlon as the ‘area” for calculating the major portion
pricing.
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® The price received for the RIK portion of the gas represents the one-eighth and/or one-
sixth royalty share. RVD will extiapolate the royalty share to the entire eight-eighths
and/or six-sixths sales volume and assume the value for the royalty share is
representative of the prices received for the other portion of the gas sold from the
Reservation.

* RVD will analyze samples of Jicarilla settlement statements and certify that the
Jicarilla Tribe received the proper NGPA prices.

* RVD will send orders to the non-RIK payors only.

The NGPA Caiegorv

The major portion analysis covers the period from January 1984 through June 1995.
Beginning with January 1984, RVD identified gas values by NGPA category for periods
prior to the contract settlements. In the post-settlement period, RVD identified the
settlement price by NGPA category. In the orders that RVD will send t6 the non-RIK
payors, we will provide major portion prices by NGPA category and request that the payor
identify the NGPA category of their gas, the time periods, and the lease(s) for which the
company was a payor between January 1984 and June 1995,

The January 1984 through December 1986 and July 1988 through December 1988 major portion
prices are based on the published NGPA prices plus tax reimbursements received by the Jicarilla
Tribe. These prices are shown in Attachment 1 by NGPA category for each month/year. The
NGPA categories identified are as follows:

102 New natural gas 103 New onshore production
104 Post - 1974 gas 104 1973-1974 Biennium gas
104 Replacement gas 104 Flowing gas

104 Rocky Mountain gas 105 Existing intrastate gas

108 Stripper gas 109 Other gas

i

The January 1987 through June 1988 major portion prices are based on a weighted-average price
received by the Jicarilla Tribe resulting from a negotiated temporary price reduction between the
Ticarilla Tribe and the gas purchasers. Starting in January 1989, the major portion prices are
based on the prices received under the Jicarilla Tribal RIK contract plus contract settlements.

The prices are shown in Attachment 1 by NGPA category for each month/year.

Definition of Field or Area

‘The majority of the Reservation is within Rio Arriba County, New Mexico, with a small
portion extending into Sandoval County, New Mexico. The Reservation lies along the
eastern edge of the San Juan Basin. Gas production is from the Pictured Cliffs Formation,
Mesaverde Group, Gallup, Tocito, and fractured Mancos Formations, and the Dakota and
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Dakota-Morrison Formations. The Fruitland Formation produces methane primarily from °

coals (Fruitland Coal). The régulétions at 30 CFR §§ 206.172(a)(3)(ii) and
206.173(a)(3)(ii){1997) state that major portion will be calculated on “like-quality gas sold
under arm’s-length contracts from the same field (or, if necessary, to obtain a reasonable
sample, from the same area).” However, the State of New Mexico utilizes pools, rather
than, field definitions.” A pool is a “commeon source of supply” and is generally based on a
seologic horizon. Thé State of New Mexico Oil and Gas Commission defines 30 pools that
overlay or are within the Reservation boundary. In several cases, several pools overlay one
another and/or extend well outside the Reservation boundary. Consequently, we are
unable to define distinct field boundaries for Jicarilla Tribal gas production. Therefore,
for this study, the Reservation boundary will be defined as the area. During the June 17,
1997, meeting between MMS and the Jicarilla Tribe, the Jicarilla Tribal representative
‘agreed to use the Reservation boundary as the major portion area.

Data Retrieval

During September 1996, AFS data as reported on the Report of Sales and Royalty
Remittance (Form MNMNS-2014), was extracted from the AT'S database, processed and
downloaded to a Microsoft Access table on the RVD Local Area Network. The criteria for
extracting these data were: (1) all AFS data reported under Fund Code 550 (the fund code
for the Reservation); (2) the product codes 03 (residue gas) and 04 (unprocessed gas); and
(3) the transaction codes 01 (rovalty) and 11 (transportation allowance).

Data Processing

Once extracted from the AFS database, the information was processed by a program that
removed adjustments to previously submitted information. This program first sorted the
database by lease, product code, revenue source, selling arrangement, sales year, sales
month, royalty quantity, and royalty value. The program then identified all negative
(adjusted) royalty quantities and values and searched for a matching positive line. If a
match was found, both the positive and negative lines were removed, Next, those negative
lines without a matching positive (indicative of mlsreportmg) were written to an error file
and removed from further processing.

The next operation performéd on the data was to determine prices paid by the in-value
payors. We calculated $/MMBtu prices by adjusting for the quality of the gas.

A problem encountered in the data was that some records did not have a reported gas
quality or the reported Btu content was not within a reasonable range. Options included
removing those records, using the quality last reported for the lease, or assuming a quality.
After analyzing this problem, we decided that given.our limited resources, the best option
was to calculate a gas quality from the data available. We determined the 1996 average
quality reported on the Monthly Report of Operations (Ferm MMS-3160) for all Jicarilla
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leases and calculated the average Btu range reported on all Jicarilla leases. For all product
code 04 (unprocessed gas) lines submitted that did not report a quality or reported a
quality ontside of the average Btfu range, we used the calculated average Btu reported on
the Form MMS-3160 for each lease. For all product code 03 (residue gas) lines submitted
that did not report a quality or reported a quality outside of the reasonable range, we
calculated an average Btu reported on the Form MMS-2014 for the time period.'

AFS Analvsis of Major Portion Prices

RVD conducted an analysis to determine what percentage the extrapolated eight-eighths
RIK sales volumes represented when compared to the total sales volumes reported by the
in-value payors on the Form MMS-2014. RVD downloaded all Form MMS-2014 data from
AFS for Fund Code 550 (Jicarilla Tribe). We then totaled the sales volumes by payor for
February 1988. From the El Paso and Northwest settlement statements, RVD determined
the RIK volumes purchased. We then calculated the eight-eighths RIK sales volume by
dividing the one-eighth RIK volume by the royalty rates. To determined the total sales for
the Reservation, RVD added the eight-eighths RIK sales velume to the Form MMS-2014 in-
value sales volumes. We then divided the eight-eighths RIK sales volume by the total sales
volume for the Reservation. From this analysis, RVD concluded that eight-eighths RIK
sales volumes represent approximately 67 percent of the total sales volumes on the
Reservation for the February 1988 sales month (Attachment 2).

The results of the above analyses further support that the data used to perform the major
portion analysis were sufficient for that purpose and the values derived by RVD from the

Jicarilla Tribal RIK data were reasonable.

- Calculation of Major Portion Values

The major portion calculation has been divided into four time periods :

» Period 1: NGPA pricing was in effect for both El Paso and Northwest contracts (January
1984 through December 1986).

e Period 2: El Paso negotiated a temporary price reduction from the NGPA prices for the
January 1987 through June 1987. Northwest negotiated a temporary price reduction
from the NGPA prices for the July 1987 through June 1988 period.

» Period 3: NGPA pricing was in effect for both contracts. ‘

¢ Period 4: Northwest negotiated a buy out of their contract and El Paso negotiated a buy

"The Form MMS-3160 does not contain a Btu for the residue gas. Therefore, RVD used
the Btu information obtained from the Form MMS-2014.



down of their contract.

The time periods and effective prices are shown in Table 1. Tax reimbursement information
was obtained from the Jicarilla Tribal Tax manual and is shown in Table 2.

TABILE 1
Natural Gas Pricing Variations
Period Time Period ' El Paso Price Northwest Price
1 January 1984 - December NGPA & Tax Reimbursement | NGPA & Tax
1986 . Reimbursement
2 January 1987 - June 1987 $2.50 NGPA & Tax
’ ’ ) Reimbursement
2 July 1987 - June 1988 NGPA & Tax Reimbursement | Contract Negotiated Price
3 July 1988 - December 1988 NGPA & Tax Reimbursement | NGPA & Tax
Reimbursement
3 January 1989 - June 1989 NGPA & Tax Réimbursemerit; Contract Buy out - 2/89
| Contract Buy down 7/89 ' -
4 July 1989 - December 1989 $1.227 + buy down Buy out
4 1990 7 $1.276 + buy down Buy out
4 1991 - . $1.327 + buy down Buy out
4 1992 , ‘ $1.380 + bliy down Buy out
4 1993 ‘ $1.435 + buy down | Buy out
4 1994 . $1.493 +~ buy doewn Buy out
4 1995 _ $1.553 + buy down Buy out

Major portion prices were calculated by using the prices received under the Jicarilla RIK
contracts and are shown in Attachment 1. For periods 1 and 3, the major portion prices are
the sum of the published NGPA prices and the tax reimbursements. The prices received by the
Jicarilla Tribe in Period 2 (the market-out perlod) and Period 4 (the post-settlement period)
are calculated as discussed below. '

During the market-out period (Period 2- January 1987 through June 1988), RVD calculated a
weighted-average price received for each NGPA category by multiplying the contract price.
times the Strata Evaluation Associates, Inc. (Strata),” reserve volume estimate and dividing the -

? Strata Evaluation Associate.s, Inc., Parker, Colorado, performed an evaluation of the
producing capacity of all wells that contributed to the Northwest or El Paso systems as of July
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total El Paso and Nerthwest values by the total Strata volume estimate (Attachment 3).

TABLE 2
Jicarilia Tax Rates
Date Severance Tax ~ Privilege Tax
{(Per MMBtu) (87.5% of Value)
1/1/84 through 5/30/85 $0.05
6/1/85 through 1/31/86 $0.05 5.00%
2/1/86 through 1f31f87: : $0.05 5.18%
2/1/87 through 1/31/88 i 50.05 5.28%
2/1/88 through 12/31/88 ) $0.05 547%

After the effective date of the Northwest and El Paso contract settlements, major portion prices
were calculated by allocating the El Paso and Northwest settlement proceeds by NGPA
category to the actual prices received under the El Paso settlement agreement to determine the
total consideration received under the RIK contract for each NGPA category. Documents
provided in support of the RIK contract settlements proceeds provided detailed information
on the settlement monies received for each NGPA category. These amounts were used to.
calculate the major portion prices by category.

Strata calculated the amounts due to the Jicarilla Tribe for contract settlements with El Paso
_and Northwest based on volumetric decline curve analysis of the estimated reserves of the
wells.

The contract settlements were based on the difference between the projected NGPA prices due
under the original contract and the price negotiated under the buy out or buy down contract,

- Based on the projected NGPA prices and volumetric analysis, Strata calculated an annual present
value estimate of the remaining reserves for both Ef Paso and Northwest (Column B) as shown
on Attachment 4. This value was then discounted using a 10 percent discount rate (Column C).
This settlement value was further reduced during negotiations between the Jicarilla Tribe and the
companies (Column D). A settlement factor was calculated by dividing the total actual
settlement amount by the Strata estimated settlement. For El Paso this was about 87 percent and
for Northwest this was about 70 percent. This factor was then applied to the discounted amounts
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to determine a total annual settlement value (Column D). The annual settlement value was then
divided by the annual present value estimate to generate a settlement discount factor (Column E).
A price differential (Column H) was calculated between the projected NGPA price (Column G)
and the buy down/buy out price (Column F). This differential represents the difference between
the contract price not bought-out or not bought-down minus the buy down/buy out price. The
undiscounted value was then discounted using the settlement discount factor discussed above to
generate a settled price differential (Column T). This differential was then added to the buy-
down/buy-out price to determine the major portion price {Column J) by category.

The above procedure was used to calculate all NGPA pricing categories, except those NGPA
prices that were less than the buy-down/buy-out price, for which the major portion prices were
equated to the actual buy-down/buy-out price {Columns K and L). :

RVD then calculated a weighted-average price. This price was calculated by multiplying
the appropriate EI Paso and Northwest price received for each NGPA category by the

Strata reserve volume for El Paso and Northwest and dividing both calculated values by W
the total volume for El Paso and Northwest (Attachment 4), '

Dual Accounting Calculation

Dual accounting requirements are specified by Indian lease terms and regulations found at
25 CFR § 211.13(a) (1997) which state:

In determining the value for royalty purposes of products, such as natural gasoline, that are
derived from treatment of gas, a reasonable allowance for the cost of manufacture shall be
made, such allowance to be two-thirds of the value of the marketable product unless

otherwise determined by the Secretary of the Interior on application of the lessee or on his

own Initiative, and that rovalty will be computed on the value of'gas or casinghead gas, or

on the products thereof (such as residue gas, natural gasoline. propane, butane, etc.), !
whichever is the greater. [Eniphasis added.]

Dual accounting is defined as a valuation method that requires the lessee to compute royalties
based on the greater of : (1) the value of the gas prior to processing.(as determined under 30 CFR
§ 206.172 (1997)), or (2) the combined vaiue of the residue gas and gas plant products resulting |
from processing the gas (as determined under 30 CFR § 206.173 (1997)), plus the value of any
condensate recovered downstream of the point of royalty settlement without resorting to
processing (30 CFR § 206.52 (1997)). However, the value of production can never be less than
the gross proceeds accruing to the lessee (30 CFR §§ 206.172(h) and 206.173(h) (1997)). After
March 1, 1988, if rovalties are paid pursvant to the processed gas valuation method, the
requirements to submit appropriate allowance forms prior to claiming transportation and/or
processing allowances must be met. (30 CFR 8§ 206.176 through 206.179 (1997)).



RVD will review the responses to the September 29, 1995, Dear Payor letter and will issue
orders to perform dual accounting and pay royalties on major portion prices.* For those
companies who stated that they performed dual accounting, RVD compared prices paid by -
the payors who paid in-value to the calculated major portion prices to determine whether
orders should be issued. RVD will issue orders to those payors who paid in value
(Attachment 5) and will require payments on the higher of the gross proceeds or the major |
portion price. '

RVD reviewed contracts for the sales of natural gas liquids (NGL'’s). RVD obtained two
comparable contracts’ with sales in the San Juan Basin. Under both of these contracts, the
referenced price for NGL's was the Mt. Belvieu, Texas, spot prices. Thus, RVD determined that
a comparable contract price for NGL's fot the Reservation was the average Mt. Belvieu spot
market price. The orders will require the calculations for NGL’s to be based on the higher of the
gross proceeds received for the NGL's or the average Mt. Belvieu spot market price
(Attachment 6). '

Global Settlements

The Jicarilla Tribe has entered global settlement agreements with Conoco Inc., Columbus
Energy, and Jerome McHugh. RVD reviewed these settlements and determined that the
settlements covered all the time periods when these companies were responsible for royalty 1
payments on Jicarilla Tribal leases. Therefore, RVD will not issue orders for ma;or

portion and dual accounting to these companies. ;

_ *The orders will cite the requirement that royalty be based on the higher of the major
portion value or gross proceeds accruing to the lessee as well as the requirement to perform
dual accounting. Sales by affiliates may provide information concerning gross proceeds to the
lessee and the appropriate benchmark value and thus may be considered in determining royalty -
values.

, “These contracts include: .ferome P. McHugh (Buyei') and FT&T, Inc., (Seller) dated
October 30, 1989, and Richardson Operating Company (Bu‘er) and Conoco Inc., (Seller)
dated July 1993 (Attachment 7).



Conclusion

Our review of the major portion values calculated from the data reported to the Jicarilla

" Tribe on the RIK purchase statements shows that they are reasonable prices paid for a
major portion of like-quality production sold from the Reservation. The use of these
major portion values enforces the major portion price requirements found in the lease
terms and upholds our trust-responsibility to the Jicarilla Tribe..

RVD plans to send orders to 39 companies (Attachment 5) after the Jicarilla Tribe concurs
with our major portion methodology. : ‘
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February 17, 1998

METHODOLOGY FOR MAJOR PORTION
AND DUAL ACCOUNTING ANALYSIS
JICARILILA APACHE TRIBAL LEASES

Purpose

The purpose of this report is to provide a background and to discuss the results of major
portion and dual accounting analyses recently undertaken by the Royalty Valuation
Division (RVD), Royalty Management Program (RMP), Minerals Management Service
(MMS), for natural gas produced from Jicarilla Apache Tribal leases.

Backeround

On December 6, 1996, representatives of the Jicarilla Apache Indian Tribe (Jicarilla Tribe)
and MMS met to discuss the implementation of major portion pricing for the natural gas
produced from the Jicarilla Reservation (Reservatlon) From the mid-1970's to the mid-
1990's, the Jicarilla Tribe sold gas under royalty-ln -kind (RIK) agreements. During the
majority of this time the gas was purchased under long-term contracts. Before the
expiration of the agreements, the Jicarilla Tribe entered into contract settlements, thus
atlowing the purchasing companies to pay market prices rather than the Natural Gas
Policy Act (NGPA) ceiling prices.

On May 28, 1997, representatives of the Jicarilla Tribe and MMS met in Dallas, Texas, to
discuss the implementation of the major portion and dual accounting analyses. MMS
presented a proposal to the Jicarilla Tribe that recommended MMS would issue orders to perform
major portion based on Jicarilla Tribal RIK prices for each NGPA category. The Jicarilla Tribe
concurred with this approach. The Jicarilla Tribe also concurred that the orders should also
nclude dual accounting.

On June 17 and October 8, 1997, representatives of the Jicarilla Tribe and MMS met to
review the contract settlements, sources of data, pricing data, and the major portion/dual
accounting order to perform. On January 12, representatives of the Jicarilla Tribe and
MMS met to review the draft Methodology Report and the draft Order to Perform.

Regulatorv Criteria

The oil and gas valuation regulations found at 30 CFR 206 (1987), have long required that
the "estimated reasonable value" of production be used for the purposes of computing
royalties. Due consideration is given to the highest price paid for a part or for a major
portion of gas of like quality in the same field, to the price received by the lessee, to posted
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prices, and to other relevant matters. Title 25 CFR 211 (1997) (Indian Tribal) and the
terms of the Jicarilla Tribal leases also specify that the value may, at the discretion of the
Secretary of the Interior, be calculated on the basis of the highest price paid or offered at
the time of production for the major portion of gas and/or natural gasoline and/or all other .
hydrocarbon substances produced and sold from the field where the leased lands are
located. '

The amended valuation regulations at 30 CFR §§ 206.172(a)(3)(i) and 206.173¢a)(3)(i)
(1997) address the issue of major.portion for Indian lands. Specifically, the regulations -
provide: ' ‘

For any Indian leases which provide that the Secretary may consider the
highest price paid or offered for a major portion of production (major
portion) in determining value of production for royalty purposes, if data are
available to compuite a major portion MMS will, where practicable, compare
the value determined in accordance with this section with the major portion.
The value to be used in determining the value of production for royalty
purposes shall be the higher of those two values. "

For natural gas, these regulations specify that a major portion price is calculated for like-
quality gas in the same field (or, if necessary, to obtain a reasonable sample from the same
area). Like-quality gas is gas of similar physical, chemical, and legal characteristics. Legal
characteristics are generally the applicable NGPA category or subcategory. '

Dual accounting requirements are specified by Indian lease terms, regulations, and MMS -
instructions. Dual accounting is defined as a valuation method that compares the value of
the gas prior to processing, as determined under 30 CFR § 206.172 (1997), to the value of
that same gas after processing (the combined values of the residue gas and gas plant
products), as determined under 30 CFR § 206.173 (1997). Where the specific provisions of

2 lease are inconsistent with these regulations, the lease agreement shall govern to the ‘
extent of that inconsistency.

Major Portion Methodolooy

Under the agreement reached between MMS and Jicarilla representatives, the major
portion methodology will identify the prices paid under RIK contracts and RIK settlement
agreements and calculate the major portion by NGPA category for all gas production in the
Reservation utilizing RIX data for the time period J anwary 1984 through June 1995, The
following key issues were agreed to by RVD and the Jicarilla Tribe at the December 6,
1996, and June 17, 1997, meetings: ' '

* RVD will consider the Reservation as the “area” for calculating the major portion
pricing.



° The price received for the RIK portion of the gas represents the one-eighth and/or one-
sixth royalty share. RVD.will extrapolate the royalty share to the entire eight-eighths
and/or six-sixths sales volume and assume the value for the royalty share is
representative of the prices received for the other portion of the gas sold from the
Reservation. : :

* RVD will anah ze samples of Jicarilla settlement statements and certify that the
Jicarilla Tribe received the proper NGPA prices.

* RVD will send orders to the non-RIK payors only.

The NGPA Categorv

The major portion analysis covers the period from January 1984 through June 1995.
Beginning with January 1984, RVD identified gas values by NGPA category for periods
prior to the contract settlements. In the post-settlement period, RVD identified the
settlement price by I\GPA category. In the orders that RVD will send to the non-RIK
payors, we will prowde major portion prices by NGPA category and request that the payor
identify the NGPA category of their gas, the time periods, and the lease(s) for which the
company was a payor between January 1984 and June 1995.

The January 1984 through December 1986 and July 1988 through December 1988 major portion
prices are based on the published NGPA prices plus tax reimbursements received by the Jicarilla
Tribe. These prices are shown in Attachment | by NGPA category for each month/year. The
NGPA categories 1dent1ﬁed are as follows:

102 New natural gas 103 New onshore production
104 Post- 1974 gas 104 1973-1974 Biennium gas
104 Replacement gas 104 Flowing gas

104 Rocky Mountain gas105 Existing intrastate gas

108 Stripper gas 109 Other gas

The January 1987 through June 1988 major portion prices are based on a weighted-average price
received by the Jicarilla Tribe resulting from a negotiated temporary price reduction between the
Jicarilla Tribe and the gas purchasers. Starting in January 1989, the major portion prices are
based on the prices received under the Jicarilla Tribal RIK contract plus contract settlements.

The prices are shown in Attachment 1 by NGPA category for each month/vear.

Definition of Field or Area

The majority of the Reservation is within Rio Arriba County, New Mexico, with a small
portion extending into Sandoval County, New Mexico. The Reservation lies along the
eastern edge of the San Juan Basin. Gas production is from the Pictured Cliffs Formation,
Mesaverde Group, Gallup, Tocito, and fractured Mancos Formations, and the Dakota and
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Dakota-Morrison Formations. The Fruitland Formation produces methane primarily from
coals (Fruitland Coal). The regunlations at 30 CFR §§ 206.172(a)(3)(ii) and
206.173(a)(3)(ii)(1997) state that major portion will be calculated on “like-quality gas sold
under arm’s-length contracts from the same field (or, if necessary, to obtain a reasonable
sample, from the same area)." However, the State of New Mexico utilizes pools, rather
than, field definitions. A pool is'a “common source of supply” and is generally based on a
geologic horizon. The State of New Mexico Oil and Gas Commission defines 30 pools that
overlay or are within the Reservation boundary. In several cases, several pools overiay one
another and/or extend well outside the Reservation boundary. Consequently, we are
unable to define distinct field boundaries for Jicarilia Tribal gas production. Therefore,
for this study, the Reservation boundary will be defined as the area. During the June 17,
1997, meeting between MMS and the Jicarilla Tribe, the Jicarilia Tribal rep resentatlve
agreed to use the Reservation boundary as the major portion area.

Calculation of Major Portion Values

The major portion calculation has been divided into four time periods :

e Period 1: NGPA pricing was in effect for sales contracts (J anuary 1984 through
December 1986). :

® Period 2;: The purchasers negotiated a temporary price reductnons from the NGPA prices
for the January 1987 through June 1988 period. ‘

® Period 3: NGPA pricing was in effect for the sales contracts.

* Period 4: The contracts were either bought-out or bought-down.

The time periods and effective prices are shown in Table 1. Tax reimbursement information
was obtained from the Jicarilla Tribal Tax manual and is shown in Table 2.

TABLE 1

Natural Gas Pricing Variations
Period Time Period : ' Price
1 Jdanuary 1984 - December NGPA & Tax Reimbursement
: 1986
2 January 1987 - June 1988 |  Contract Negotiated Price
3 July 1988 - December 1988 NGPA & Tax Reimbursement
4 J anuafy 1989 - June 1995 NGPA & Tax Reimbursement;
Negotiated Prices

Major portion priées were calculated by using the prices received under the Jicarilla RIK -



contracts and are shown in Attachment 1. For periods 1 and 3, the major portion prices are
the sum of the published NGPA prices and the tax reimbursements. The prices received by the.
Jicarilla Tribe in Period 2 (the market-out period) and Period 4 (the post-settlement perlod)
are calculated as discussed below.

During the market-out perlod (Period 2- January 1987 through June 1988), RVD calculated a
weighted-average price received for each NGPA category by multiplying the contract price’
times the RTK reserve volume estlmate and dividing the total contract values by the total’
volume estimate (Attachment 3).

TABLE 2
Jicarilla Tax Rates
Date ) Severance Tax 7 Privilege Tax
(Per MMBtu) (87.5% of Value)
'1/1/84 through 5/30/85 $0.05
6/1/85 through 1/31/86 | $0.05 : 5.00%
2/1/86 through 1/31/87 $0.05 ‘ 5.180/0
2/1/87 through 1/31/88 - $0.05 ~ 5.28%
2/1/88 through 12?31;88 ' $0.05 5.47%

For Period 4, major portion prices were calculated by allocating the sales proceeds by
NGPA category to the actual prices received under the modified contract to determine the
total consideration received under the RTK contract for each NGPA category.- Documents
provided in support of the RIK contract settlements proceéds pﬁrovided detailed

information on the monies recelved for each NGPA category. These amounts were used to
calculate the major portwn prices by category.

Strata calculated the amounts due to the Jicarilla Tribe for contract settlements with El
Paso and Northwest based on volumetric decline curve analysis of the estimated reserves uf
the wells,

The contract settlements were based on the difference between the projected NGPA prices due
‘under the original contract and the price negotiated under the buy out or buy down contract,

Based on the projected NGPA prices and volumetric analysis, Strata calculated an annual present !
value estimate of the remaining reserves for both El Paso and Northwest (Column B) as shown

on Attachment 4. This value was then discounted using a 10 percent discount rate (Column C).
This settiement value was further reduced during negotiations between the Jicarilla Tribe and the
companies (Column D). A settlement factor was calculated by dividing the total actual

settlement amount by the Strata estimated settiement. For El Paso this was about 87 percent and
for Northwest this was about 70 percent. This factor was then applied to the discounted amounts
to determine a total arinual settlement value (Column D). The annual settlement value was then
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divided by the annual present value estimate to generate a settlement discount factor (Column E).
A price differential (Column H) was calculated between the projected NGPA price (Column G)
and the buy down/buy out price (Column F). This differential represents the difference between
the contract price not bought-out or not bought-down minus the buy down/suy out price. The
undiscounted value was then discounted using the settlement discount factor discussed above to
generate a settled price differential (Coluran I). This differential was then added to the buy-
down/buy-out price to determine the major portion price (Column J) by category.

The above procedure was used to calculate all NGPA pricing categories, except those NGPA
prices that were less than the buy-down/buy-out price, for which the major portion prices were
equated to the actual buy-down/buy-out price (Columns K and L).

RVD then calculated a-weighted-average price. This price was calculated by multiplying
the appropriate El Paso and Northwest price received for each NGPA category by the
Strata reserve volume for EI Paso and Northwest and dividing both calculated valies by
the total volume for Ei Paso and Northwest (Attachment 4).

DPual Accountine Calculation

Dual accounting requirements are specified by Indian lease terms and regulations found at
25 CFR § 211.13(a) (1997) which state:

In determining the value for royalty purposes of products, such as natural gasoline, that are
derived from treatment of gas, a reasonable allowance for the cost of manufacture shall be
made, such allowance to be two-thirds of the value of the marketable product unless
otherwise determined by the Secretary of the Interior on application of the lessee or on his
own initiative, and that rovalty will be computed on the value of eas or casinehead cas. or
on the products thereof (such as residue gas. natural easoline. propane butane, etc.).
whichever is the greater. [Empha31s added.]

Dual accounting is deﬁned as a v’aluation method that requires the lessee to compute royalties
based on the greater of : (1) the value of the gas prior to processing (as determined under 30 CFR
§206.172 (1997)), or (2) the combined value of the residue gas and gas plant products resulting
from processing the gas (as determined under 30 CFR § 206.173 (1997)), plus the value of any
condensate recovered downstream of the point of royalty settlement without resorting to
processing (30 CFR § 206.52 (1997)). However, the value of production can never be less than
the gross proceeds accruing to the lessee (30 CFR §§ 206.172(h) and 206.173(h) (1997)). After
March 1, 1988, if royalties are paid pursiant to the processed gas valuation method, the
requirements to submit appropriate allowance forms prior to claiming transportation and/or
processing allowances must be met. (30 CFR §§ 206.176 through 206.179 (1997)).

RVD will review the responses to the September 29, 1995, Dear Payor letter and will issue
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orders to perform dual accounting and pay royalties on major portion prices." For those
companies who stated that they performed dual accounting, RVD compared prices paid by
the payors who paid in-value to the calculated major portion prices to determine whether
orders should be issued. RVD will issue orders to those payors who paid in valuoe .
(Attachment 5) and will require payments on the higher of the gross proceeds or the major
portion price. ‘

RVD reviewed contracts for the sales of natural gas liquids (N GL's). RVD obtained comparable
contracts with sales in the San Juan Basin. Under these contracts, the referenced price for NGL's
was the Mt. Belvieu, Texas, spot prices. Thus, RVD determined that a comparable contract price
for NGL's for the Reservation was.the average Mt. Belvieu spot market price. The orders will ‘
require the calculations for NGL's to be based on the higher of the gross proceeds received for
the NGL's or the average Mt. Belvieu spot market price (Attachment 6).

Conclusion

Our review of the major portion values calculated from the data reported to the Jicarilla
Tribe on the RIK purchase statements shows that they are reasonable prices paid for a
major portion of like-quality production sold from the Reservation. The use of these
major portion values enforces the major portion price require:ﬁents found in the lease
terms and upholds our trust responsibility to the Jicarilla Tribe.

'The orders will cite the requirement that royalty be based on the higher of the major
portion value or gross proceeds accruing to the lessee as well as the requirement to perform
dual accounting. Sales by affiliates may provide information concerning gross proceeds to the
lessee and the appropriate benchmark value and thus may be considered in determining royalty -
values,



RVD plans to send orders to 39 companies (Attachment 5) after the Jicarilla Tribe concurs
with our major portion methodology.
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February 17, 1998

MET_HODOLOGY FOR MAJOR PORTION
AND DUAL ACCOUNTING ANALYSIS
JICARILLA APACHE TRIBAL LEASES

Purpose

The purpose of this report is to provide a background and to discuss the results of major
portion and dual accounting analyses recently undertaken by the Rovalty Valuation
Division (RVD), Royalty Management Program (RMP), Minerals Management Service
(MMS), for natural gas produced from Jicarilla Apache Tribal leases.

BacKkground
On December 6, 1996, representatives of the Jicarilla Apache Indian Tribe (Jicarilia Tribe) -
and MMS met to discuss the implementation of major portion pricing for the natural gas
produced from the Jicarilla Reservation (Reservation). From the mid-1970's to the mid-
1990's, the Jicarilla Tribe sold- gas under royalty-in-kind (RIK) agreements. During the
‘majority of this time the gas was purchased under long-term contracts. Before the
expiration of the agreements, the Jicarilla Tribe entered into contract settlements, thus

allowing the purchasing companies to pay market prices rather than the Natural Gas
Policy Act (NGPA) ceiling prices.

On May 28, 1997, representatives of the Jicarilla Tribe and MMS met in Dallas, Texas, to
discuss the implementation of the major portion and dual’accounting analyses. MMS
presented a proposal to the Jicarilla Tribe that recommended MMS would issue orders to perform
major portion based on Jicarilla Tribal RIK prices for each NGPA category. The Jicarilla Tribe
concurred with this approach. The Jicarilla Tribe also concurred that the orders should also
include dual accounting. '

On June 17 and October 8,1997, representatives of the Jicarilla Tribe and MMS met to
review the contract settlements, sources of data, pricing data, and the major portion/dual
accounting order to perform. On January 12, representatives of the Jicarilla Tribe and
MMS met to review the draft Methodology Report and the draft Order to Perform.

Regulatorv Criteria

The oil and gas valuation regulations found at 30 CFR 206 (1987), have long required that
the "estimated reasonable value" of production be used for the purposes of computing
royalties. Due consideration is given to the highest price paid for a part or for a major
portion of gas of like quality in the same field, to the price received by the lessee, to posted
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prices, and to other relevant matters. Title 25 CFR 211 (1997) (Indian Tribal) and the
terms of the Jicarilla Tribal leases also specifv that the value may, at the discretion of the
Secretary of the Interior, be calculated on the basis of the highest price paid or offered at
the time of production for the major portion of gas and/or natural gasoline and/or all other
hydrocarbon substances produced and sold from the field where the leased lands are ‘
located. : : '

The amended valuatlon regulatlons at 30.CFR §§ ”06 177 (a)(3)(i) and 206.173(a)(3)(i)
(1997) address the issue of major portion for Indian lands. Specifically, the regulations
provide:

For any Indian leases which provide that the Secretary may consider the
highest price paid or offered for a major portion of production (major

" portion) in determining value of production for royalty purposes, if data are
available to compute a'major portion MMS will, where practicable, compare
the value determined in accordance with this section with the major portion.
The value to be used in determining the value of production for rovalty
purposes shall be the higher of those two values.

For natural gas, these regulations specify that a major portion price is calculated for like-
quality gas in the same field (or, if necessary, to obtain a reasonable sample from the same
area). Like-quality gas is gas of similar physical, chemical, and legal characteristics. Legal
charactéristics are generally the applicable NGPA category or subcategory.

Dual accounting requlrements are specified by Indian. iease terms; regulations, and MMS
instructions. Dual accounting is defined as a valuation méthod that compares the value of
the gas prior to processing, as determined under 30 CFR § 206.172 (1997), to the value of
that same gas after processing (the combined values of the residue gas and gas plant’
products), as determined under 30 CFR § 206.173 (1997). Where the specific provisions of
a lease are 1nc0n51stent with these regulations, the lease avreement shall govern to the
extent of that inconsistency.

' Major Portion Methodologv

Under the agreement reached between MMS and Jicarilla representatives, the major
portion methodology will identify the prices paid under RIK contracts and RIK settlement
agreements and calculate the major portion by NGPA category for all gas production in the
Reservation utilizing RIK data for the time period January 1984 through June 1995. The
following key issues were agreed to by RVD and the Jicarilla Tribe at the December 6,

1966, and June 17, 1997, meetmgs

* RVD will consider the Reservanon as the “area” for calculating the major portlon
pricing.

b



® The price received for the RIK portion of the gas represents the one-eighth and/or one-
sixth royalty share. RVD will extrapolate the royalty share to the entire eight-eighths
and/or six-sixths sales volume and assume the value for the royvalty share is
representative of the prices received for the other portion of the gas sold from the
Reservation. :

© RVD will analyze samples of Jicarilla settlement statements and certify that the
Jicarilla Tribe received the proper NGPA prices.

* RVD will send orders to the non-RIK payors only.

The NGPA Categorv

The major portion analysis covers the period from January 1984 through June 1995.
Beginning with January 1984, RVD identified gas values by NGPA category for periods
prior to the contract settlements. In the post-settlement period, RVD identified the
settlemeut price by NGPA category. In the orders that RVD will send fo the non-RIK
payors, we will provide major portion prices by NGPA category and request that the payor
identify the NGPA category of their gas, the time periods, and the lease(s) for which the
company was a payor between January 1984 and June 1995,

The January 1984 through December 1986 and July 1988 through December 1988 major portion
prices are based on the published NGPA prices plus tax reimbursements received by the Jicarilla
Tribe. These prices are shown in Attachment 1 by NGPA category for each month/year. The
NGPA categories identified are as follows: '

102 New natural gas 103. New onshore production
104 Post - 1974 gas 104 1973-1974 Bienniem gas
104 Replacement gas 104 Flowing gas

104 Rocky Mountain gas 105 Ex1st1ng intrastate gas

108 Stripper gas 109 Other gas

The January 1987 through June 1988 major portion prices are based on a weighted-average price
received by the Jicarilla Tribe resulting from a negotiated temporary price reduction between the |
Jicarilla Tribe and the gas purchasers. Starting in January 1989, the major portion prices are
based on the prices received under the Jicarilla Tribal RIK contract plus contract settlements.

The prices are shown in Attachment 1 by NGPA category for each month/year.

Definition of Field or Area

The majority of the Reservation is within Rio Arriba County, New Mexico, with a small
portion extending into Sandoval County, New Mexico. The Reservation lies along the
eastern edge of the San Juan Basin. Gas production is from the Pictured Cliffs Formation,
Mesaverde Group, Gallup, Tocito, and fractured Mancos Formations, and the Dakota and
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Dakota-Morrison Formations. The Fruitland Formation produces methane primarily from
coals (Fruitland Coal). The regulations at 30 CFR §§ 206.172(a)(3)(ii) and
206.173(a)(3)(ii)(1997) state that major portion will be calculated on “like-quality gas sold
under arm's-length contracts from the same field (or, if necessary, to obtain a reasonable
sample, from the same area).” However, the State of New Mexico utilizes pools, rather
than, field definitions. A pool is a “common source of supply” and is generally based on a
geologic horizon. The State of New Mexico Oil and Gas Commission defines 30 pools that
overlay or are within the Reservation boundary. In several cases, several pools overlay one
another and/or extend well outside the Reservation boundary. Consequently, we are
unable to define distinct field boundaries for J icarilla Tribal gas production. Therefore,
for this study, the Reservation boundary will be defined as the area. During the June 17,
1997, meeting between MMS and the Jicarilla Tribe, the Jicarilla Tribal representative
agreed to use the Reservation boundary as the major portion area.

Calculation of Major Portion Values
The major portion calculation lias been divided into four time periods :

e Period 1: NGPA pricing was in effect for sales contracts (Jannary 1984 through .
December 1986).

© Period 2: The purchasers negotiated a temporary price reductions from the NGPA prices
for the January 1987 through June 1988 period. '

o Period 3: NGPA pricing was in effect for the sales contracts.

e Period 4: The contracts were renegotiated. |

The time periods and effective prices are shown in Table 1. Tax reimbursement information
was obtained from the Jicarilla Tribal Tax manual and is shown in Table 2.

TABLE 1
Natural Gas Pricing Variations
Period |- ~ Time Period Price
1 January 1984 - December NGPA & Tax Reimbursement
1986
2 January 1987 - June 1988 Contract Negotiated Price
3 July 1988 - December 1988 | NGPA & Tax Reimbursement
4 J anuary 1989 - June 1995 NGPA & Tax Reimbursement;
Negotiated Prices

Major portion prices were calculated by using the prices received under the Jicarilla RIK



contracts and are shown in Attachment 1. For periods 1 and 3, the major portion prices are
the sum of the published NGPA prices and the tax reimbursements, The prices received by the
Jicarilla Tribe in Period 2 (the market-out period) and Period 4 (the post-settlement period)
are calculated as discussed below.

- During the market-out period (Period 2- Japuary 1987 through June 1988), RVD calculated a
weighted-average price received for each NGPA category by multiplying the contract price
times the RIK reserve volume estimate and dividing the total contract values by the total
volume estimate (Attachment 3). C-

TABLE 2
Jicarilla Tax Rates
Date Severance Tax Privilege Tax

(Per MMBtu) (87.5% of Value)
1/1/84 through 5/30/85 © §0.05 ‘
6/1/85 through 1/31/86 $0.05 5.00%
2/1/86 through 1/31/87 $0.05 . . 518%
2/1/87 through 1/31/88 $0.05 ' 5.28%
2/1/88 throngh 12/31/88 | $0.05 5.47%

For Period 4, major portion prices were calculated by allocating the sales proceeds by
NGPA category to the actual prices received under the modified contract to determine the
total consideration received under the RIK ¢ontract for each NGPA category. Documents
provided in support of the RIK contract settlements proceeds ‘provided detailed
information on the monies received for each NGPA category. These amounts were used to
calculate the major portion prices by category.

Strata calculated the amounts due to the Jicarilla Tribe for contract settlements with Ei
Paso and Northwest based on volumetric decline curve analysis of the estimated reserves of
the wells. : :

The contract settlements were based on the difference berween the projected NGPA prices due
under the original contract and the price negotiated under the buy out or buy down contract.
Based on the projected NGPA prices and volumetric analysis, an annual present value estimate of -
the remaining reserves was calculated (Column B) as shown on Attachment 4. This value was
then discounted using a 10 percent discount rate (Column C). This settlement value was further
reduced during negotiations between the Jicarilla Tribe and the companies (Column D). A
settlement factor was calculated by dividing the total actual settlement amount by the estimated
‘settlement value. This factor was then applied to the discounted amounts to determine a total
annual settlement value (Column D). The annual settlement value was then divided by the
annual present value estimate to generate a settlement discount factor (Column E). A price
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differential (Column H) was calculated between the projected NGPA price (Column G) and the
buy down/buy out price (Column F). This differential represents the difference between the
contract price not bought-out or not bought-down minus the buy down/buy out price. The
undiscounted value was then discounted using the settlement discount factor discussed above to
generate a settled price differential (Column I). This differential was then added to the buy-
down/buy-out price to determine the major portion price (Column J) by category.

The above procedure was used to calculate all NGPA pricing categories, except those NGPA
prices that were less than the buy-down/buy-out price, for which the major portion prices were
equated to the actual buy- down/buv—out price (Columns K and L).

RVD then calculated a “'eighted -average price This price was calculated by multiplying
the appropriate El Paso and Northwest price received for each NGPA category by the
Strata reserve volume for El Paso and Northwest and dividing both calculated values by..
the total volume for EI Paso and Northwest (: Attachment 4).

Dual Accountine Calculation

Dual accounting requirements are specified by Indian lease terms and regulations found at
25 CFR § 211.13(a) (1997).which state:

In determining the value for royalty purposes of products, such as natural gasoline, that are
derived from treatment of gas, a reasonable allowance for the cost of manufacture shall be
nxade, such aliowance to be two-thirds of the value of the marketable product unless
otherwise determined by the Secretary of the Interior on application of the lessee or on his
own 1nitiative, and that rovalty will be computed on the value of gas or casinghead eas, or
on the products thereof (such as residue gas, natural gasoline, propane. butane, etc.).
whichever is the greater. [Emphasis added.]

Dual accounting is defined as'a valuation method that requires the lessee to compute royalties
based on the greater of : (1) the value of the gas prior to processing (as determined under 30 CFR
§ 206.172 (1997)), or (2) the combined value of the residue gas and gas plant products resulting .
from processing the gas (as determined under 30 CFR § 206.173 {1997}), plus the value of any
condensate recovered downstream of the point of royalty settlement without resorting to
processing (30 CFR § 20652 (1997)). However, the value of production can never be less than
the gross proceeds accruing to the lessee (30 CFR §§ 206.172(h) and 206.173(k) (1997)). After
March 1, 1988, if royalties are paid pursuant to the processed gas valuation method, the
requirements to submit appropriate allowance forms prior to claiming transportation and/or
processing allowances must be met. (30 CFR §§ 206.176 through 206.179 (1997)).

RYVD will review the responses to the September 29, 1995, Dear Payor letter and will issue



orders to perform dual accounting and pay royalties on major portion prices.! For those
companies who stated that they performed dual accounting, RVD compared prices paid by
the payors who paid in-value to the calculated major portion prices to determine whether
orders should be issued. RVD will issue orders to those payors who paid in value
(Attachment 5) and will require payments on the higher of the gross proceeds or the ma jor
portion price. ' '

RVD reviewed contracts for the sales of natural gas iquids (NGL's). RVD obtained comparable
contracts with sales in the San Juan Basin. Under these contracts, the referenced price for NGL’s
was the Mt. Belvieu, Texas, spot prices. Thus, RVD determined that a comparable contract price
for NGL’s for the Reservation was the average Mt. Belvieu spot market price. The orders will
require the calculations for NGL's 1o be based on the hi gher of the gross proceeds received for
the NGL's or the average Mt. Belvieu spot market price (Attachment 6).

Conclusion

Our review of the major portion values calculated from the data reported to the Jicarilla
Tribe on the RIK purchase statements shows that they are reasonable prices paid for a
major portion of like-quality production sold from the Reservation. The use of these
major portion values enforces the major portion price requirements found in the lease
terms and upholds our trust responsibility to the Jicarilla Tribe.

'The orders will cite the requii*er'nent that royalty be based on the higher of the major
portion value or gross proceeds accruing to the lessee as well as the requirement to perform
dual accounting. Sales by affiliates may provide informiation concerning gross proceeds to the
lessee and the appropriate benchmark value and thus may be considered in determining royalty
values. '
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March 2, 1998

METHODOLOGY FOR MAJOR PORTION
AND DUAL ACCOUNTING ANALYSIS
JICARILLA APACHE TRIBAL LEASES

Purpose

The purpose of this report is to provide a background and to discuss the results of major
portion and dual accounting analyses recently undertaken by the Royalty Valuation
Division (RVD), Royalty Management Program (RMP), Minerals Management Service
(MMS), for natural gas produced from Jicarilla Apache Tribal leases.

Background

On December 6, 1996, representatives of the Jicarilla Apache Indian Tribe (Jicarilla Tribe)
and MMS met to discuss the 1mplementatmn of major portion pricing for the natural gas
produced from the Jicarilla Reservatlon (Reservation). From the mid-1970's to the mid-
1990's, the Jicarilla Tribe sold gas under royalty-in-kind (RIK) agreements. During the
majority of this time the gas was purchased under long-term contracts. Before the
expiration of the agreements, the Jicarilla Tribe entered into contract renegotiations, thus
allowing the purchasing companies to pay market prices rather than the Natural Gas
Policy Act (NGPA) ceiling prices.

On May 28, 1997, representatives of the Jicarilla Tribe and MMS met in Dallas, Texas, to
discuss the implementation of the major portion and dual accounting analyses. MMS
presented a proposal to the Jicarilla Tribe that recommended MMS would issue orders to perform
major portion based on Jicarilla Tribal RIK prices for each NGPA category. The Jicarilla Tribe
concurred with this approach. The ] icarilla Tribe also concurred that the orders should also
include dual accounting.

On June 17 and October 8, 1997, representatives of the Jicarilla Tribe and MMS met to
review the contracts, sources of data, pricing data, and the major portion/dual accounting
order to perform. On January 12, representatives of the Jicarilla Tribe and MMS met to
review the draft Methodology Report and the draft Order to Perform.

Regulatory Criteria

The oil and gas valuation regulations found at 30 CFR 206 (1987), have long required that
the "estimated reasonable value" of production be used for the purpeses of computing
royalties. Due consideration is given to the highest price paid for a part or for a major
portion of gas of like quality in the same field, to the price received by the lessee, to posted
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prices, and to other relevant matters. Title 25 CFR 211 (1997) (Indian Tribal) and the
terms of the Jicarilla Tribal leases also specify that the value may, at the discretion of the
Secretary of the Interior, be calculated on the basis of the hlghest price paid or offered at
the time of production for the major portion of gas and/or natural gasoline and/or all other
hydrocarbon substances produced and sold from the field where the leased lands are
located. ’

The amended valuation regulations at 30 CFR §§ 206.172(a)(3)(i) and 206.173(a)(3)(i)
(1997) address the issue of major portion for Indian lands. Specifically, the regulations
- provide:

For any Indian leases which provide that the Secretary may consider the
highest price paid or offered for a major portion of production (major
portion) in determining value of production for royalty purposes, if data are

available to compute a major portion MMS will, where practicable, compare
the value determined in accordance with this section with the major portion.

The valne to be used in determining the value of production for royalty
purposes shall be the higher of those two values.

For natural gas, these regulations specif3 that a major portion price is calculated for like-
quality gas in the same field (or, if necessary, to obtain a reasonable sample from the same
area). Like-quality gas is gas of similar physical, chemical, and legal characteristics. Leoal
characteristics are generally the applicable NGPA category or subcategory.

Dual accounting requirements are specified by Indian Jease terms, regulations, and MMS
instructions. Dual accounting is defined as a valuation method that compares the value of
the gas prior to processing, as determined under 30 CFR § 206.172 (1 997), to the value of
that same gas after processing (the combined values of the residue gas and gas plant
products), as determined under 30 CFR § 206.173 (1997). Where the specific provisions of
a lease are inconsistent with these regulations, the lease agreement shall govern to the
extent of that inconsistency.

Major Portion Methodology

Under the agreement reached between MMS and Jicarilla representatives, the major
portion methodology will identify the prices paid under RIK contracts and RIK
renegotiated agreements and calculate the major portion by NGPA category for all gas
production in the Reservation utilizing RIK data for the time period January 1984 through
June 1995. The following key issues were agreed to by RVD and the charllla Tribe at the
December 6, 1996, and June 17, 1997, meetings:

» RVD will consider the Reservatmn as the “area” for calculatmo the ma]or portion
pricing.



* The price received for the RIK portion of the gas represents the one-eighth and/or one-
- sixth royalty share. RVD will extrapolate the royalty share to the entire eight-eighths -

and/or six-sixths sales volume and assume theé value for the royalty share is
representative of the prices received for the other portion of the gas sold from the
Reservation.

* RVD will analyze samples of Jicarilla monthly settlement statements and certify that
the Jicarilla Tribe received the proper NGPA prices. -

* RVD will send orders to the non-RIK payors only.

The NGPA Categorv

The major portion analysis covers the period from Janunary 1984 through June 1995. RVD
identified gas values by NGPA category by-month. In the orders that RVD will send to the
non-RIK payors, we will provide major portion prices by NGPA category and request that
the payor identify the NGPA category of their gas, the time periods, and the lease(s) for which
the company was a payor between January 1984 and June 1995.

The January 1984 through December 1986 and July 1988 through December 1988 major portion
prices are based on the published NGPA prices plus tax reimbursements received by the Jicarilla
Tribe. These prices are shown in Attachment 1 by NGPA category for each month/year. The
NGPA categories identified are as follows:

102 New natural gas 103 New onshore production
104 Post - 1974 gas - 104 1973-1974 Biennium gas
104 Replacement gas 104 Flowing gas

104 Rocky Mountain gas 105 Existing intrastate gas

108 Stripper gas 109 Other gas

The January 1987 through June 1988 major portion prices are based on a wei ghted-average price
received by the Ficarilla Tribe resulting from a negotiated iemporary price reduction between the
Jicarilla Tribe and the gas purchasers. Starting in January 1989, the major portion prices are
based on the prices received under the Jicarilla Tribal RIK renegotiated contract and contract
settlements. The prices are shown in Attachment 1 by NGPA category for each month/year,

Definition of Field or Area

The majority of the Reservation is within Rio Arriba County, New Mexico, with a small
portion extending into Sandoval County, New Mexico. The Reservation lies along the
eastern edge of the San Juan Basin. Gas production is from the Pictured Cliffs Formation,
Mesaverde Gronp, Gallup, Tocito, and fractured Mancos Formations, and the Dakota and
Dakota-Morrison Formations. The Fruitland Formation produces methane primarily from
coals (Fruitland Coal). The regulations at 30 CFR §§ 206.172(a)(3)(ii) and
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206.173(a){(3)(ii)(1997) state that major portion will be calculated on “like-quality gas sold
under arm’s-length contracts from the same field (or, if necessary, to obtain a reasonable -
sample, from the same area).” However, the State.of New Mexico utilizes pools, rather
than, field definitions. A pool is a “common source of supply” and is generally based on a
geologic horizon. The State of New Mexico Oil and Gas Commission defines 30 pools that
overlay or are within the Reservation boundary, In several cases, several pools overlay one
another and/or extend well outside the Reservation boundary. Consequently, we are
unable to define distinct field boundaries for Jicarilla Tribal gas production. Therefore,
for this study, the Reservation boundary will be defined as the area. During the June 17,
1997, meeting between MMS and the Jicarilla Tribe, the Jicarilla Tribal representative
agreed to use the Reservation boundary as the major portion area.

Calculation of Major Portion Values

The major portion calculation has been divided into four time periods :

 Period 1: NGPA pricing was in effect for the sales contracts (January 1984 through
December 1986). 1 ' ' '

* Period 2: The purchasers negotiated a temporary price reductions from the NGPA prices
for the January 1987 through June 1988 period. - '

» Period 3: NGPA pricing was in effect for the sales contracts. _

* Period 4: The contracts were renegotiated. Due to different effective dates, NGPA
pricing was also in effect for several months.

The time periods and effective pi‘ices“are shown in Table 1. Tax reimbursement information
was obtained from the Jicarilla Tribal Tax manual and is shown in Table 2.

v TABLE 1
Natural Gas Pricing Variations
Period - Time Period . Price
1 January 1984 - December NGPA & Tax Reimbursement
1986 '
2 January 1987 - June 1988 | NGPA & Tax Reimbursement;
‘ Temporary Price Reduction
3 July 1988 - December 1988 NGPA & Tax Reimbursement
4 January 1989 - June 1995 NGPA & Tax Reimbursement;

Re-negotiated Prices




Major portion prices were calculated by using the prices received under the Jicarilla RIK
contracts and are shown in Attachment 1. For periods 1 and 3, the major portion prices
are the sum of the published NGPA prices and the tax reimbursements. The prices
received by the Jicarilla Tribe in Period 2 (the price reduction period) and Period 4 (the
renegotiated price period) are calculated as discussed below. '

During the temporary price reduction period (Period 2- J anuary 1987 through June 1988),
RVD calculated a weighted-average price received for each NGPA category by multiplying
the contract price times the RIK reserve volume estimate and dividing the total contract
values by the total volume estimate (Attachment 2). Table 1 of Attachment 2 shows an
example of this calculation nsing simulated values. The actual reserve estimates and
contract prices cannot be released in order to protect the confidential commercial and
financial information of the Jicarilla Tribe. Table 2 of Attachment 2 shows the results of
the actual calculations by NGPA category.

TABLE 2
Jicarilla Tax Rates
‘Date Severance Tax - Privilege Tax
{Per MMBtu) (87.5% of Value)
1/1/84 through 5/30/85 50.05
6/1/85 through 1/31/86 i 50.05 . 5.00%
2/1/86 through 1/31/87 _ $0.05 5.18%
2/1/87 through 1/31/88 $0.05 5.28%
2/1/88 through 12/31/88 $0.05 3.47%

For Period 4, major portion prices were calculated by allocating the sales proceeds by
NGPA category to the actual prices received under the modified ¢ontracts to determine the
total consideration received under the RIK contract for each NGPA category. Documents
provided in support of the RIK contract settlements proceeds provided detailed
information on the monies received for each NGPA category. These amounts were used to
calculate the major portion prices by category. The amounts due to the Jicarilla Tribe for
the renegotiated contracts were based on volumetric decline curve analysis of the estimated
reserves of the wells,

The contract adjustments were based on the difference between the projected NGPA prices due
under the original contract and the renegotiated prices. Tables 1 and 2 of Attachment 3 show
examples of this calculation using simulated values. The actual reserve estimates and
contract prices cannot be released in order to protect the confidential commercial and
financial information of the Jicarilla Tribe. Based on the projected NGPA prices and
volumetric analysis, an annual present value estimate of the remaining reserves was calculated
(Column B) as shown on Attachment 3, Tables 1 and 2. This value was then discounted using a
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10 percent discount rate (Column C). This settlement value was further reduced during
negotiations between the J igz;rilla Tribe and the companies. A settlement factor was calculated
by dividing the total actual'Sett]eme-nt amount by the estimated settlement value. This factor was
then applied to the discounted amounts to determine a total annual settlement value (Column D).
The annual settlement value was then divided by the annual present value estimate to generate a
settlement discount factor (Column E). A price differential (Column H) was calculated between
the projected NGPA price (Column G) and the renegotiated price (Column F). This differential
represents the difference between the original contract price minus the renegotiated price. The
undiscounted value was then discounted using the settlement discount factor discussed above to
generate a settled price differential (Column I). This differential was then added to the re-
negotiated price to determine the major portion price (Coluran ) by category.

RVD then calculated a wei'g‘htet_l-'av'erage price using the example calculations. This price
was calculated by multiplying the appropriate renegotiated contract price received for each .
NGPA category by the appropriate reserve volume and dividing both calculated values by
the total volume (Attachment 3, Table 3). ' ' '

The major portion prices shown in Attachment 1 for 1989 through 1995 are calculated with -
this methodology and the actual reserve and contract prices

Dual Accounting Calculation

Dual accounting requirements are specified by Indian lease terms and regulations found at
25 CFR § 211.13(a) (1997) which state:

In determining the value for royalty purposes of products, such as natural gasoline, that are |
derived from treatment of gas, a reasonable allowance for the cost of manufacture shall be ‘
made, such allowance to be two-thirds of the value of the marketable product unless
otherwise determined by the Secretary of the Interior on application of the lessee or on his
own initiative, and that rovalty will be computed on the value of gas or casinghead gas, or
on the products thereof (such as residue gas, natural gasoline. propane, butane. ete.),
whichever is the greater. [Emphasis added.] - B

Dual accounting is defined.as a'valuation method that requires the lessee to compute royalties
based on the greater of : (1) the value of the gas prior to processing (as determined under 30 CFR
§206.172 (1997)), or (2) the combined value of the residue gas and gas plant products resulting
from processing the gas (as determined under 30 CFR § 206.173 (1997)), plus the value of any
condensate recovered dpwnstream of the point of royalty settlement without resorting to
processing (30 CFR § 206.52 (1997)). However, the value of production can never be less than
the gross proceeds accruing to the lessee (30 CFR §§ 206.172(h) and 206.173(h) (1997)). After
March 1, 1988, if royalties are paid pursuant to the processed gas valuation method, the
requirements to submit appropriate allowance forms prior to claiming transportation and/or
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processing allowances must be met. (30 CFR §§ 206.176 through 206.179 (1997)).

RVD will review the responses to the September 29, 1995, Dear Payor letter and will issue
orders to perform dual accounting and pay royalties on ma jor portion prices." For those
companies who stated that they performed dual accounting, RVD compared prices paid by
the pavors who paid in-value to the calculated major portion prices to determine whether
orders should be issued. RVD will issue orders to those payors who paid in value
(Attachment 4) and will require payments on the higher of the gross proceeds or the major
portion price, '

RVD reviewed contracts for the sales of natural gas liquids {(NGL’s). RVD obtained comparable
contracts with sales in the San Juan Basin. Under these contracts, the referenced price for NGL’s -
was the Mt. Belvieu, Texas, spot prices. Thus, RVD determined that a comparable contract price
for NGL's for the Reservation was the average Mt. Belvieu spot market price. The orders will
require the caleulations for NGL's to be based on the higher of the gross proceeds received for

fer)
the NGL's or the average Mt. Belvien spot market price (Attachment 3),

Conclusion

Our review of the major portion valaes calculated from the data reported to the Jicarilla
Tribe on the RIK purchase statements shows that they are reasonable prices paid for a
major portion of like-quality production sold from the Reservation. The use of these
major portion values enforces the major portion price requirements found in the lease
terms and upholds our trust responsibility to the Jicarilla Tribe.

"The orders will cite the requirement that royalty be based on the higher of the major
portion value or gross proceeds accruing to the lessee as well as the requirement to perform
dual accounting. Sales by affiliates may provide information concerning gross proceeds to the
lessee and the appropriate benchmark value and thus may be considered in determining royalty
values.



RVD plans to send orders to 39 companies (Attachment 4)
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March 2, 1998

METHODOLOGY FOR MAJ OR PORTION
AND DUAL ACCQUNTING ANALYSIS
JICARILT.A APACHE TRIBAL LEASES

Pu'rg 0se

The purpose of this report is to prmlde a background and to discuss the results of major-
portion and dual accounting analyses recently undertaken by the Royalty Valuation
Division (RVD), Royalty Management.Program (RMP), Minerals Management Service
(MMS), for natural gas produced from Jicarilla Apache Tribal leases.

Background

On December 6, 1996, representatives of the Jicarilla Apache Indian Tribe {Jicarilla Tribe)
and MMS met to discuss the implementation of major portion pricing for the natural gas
produced from the Jicarilla Reservation (Reservation). From the mid-1970's to the mid-
1990’s, the Jicarilla Tribe sold gas under royalty-in-kind (RIK) agreements. During the
majority of this time the gas was purchased under long-term contracts. Before the
expiration of the agreements, the Jicarilla Tribe entered into contract renegotiations, thus
allowing the purchasing companies to pay market prices rather than the Natural Gas
Policy Act (NGPA) ceiling prlces

On May 28, 1997, representanves of the Jicarilla Tribe and MMS met in Dallas, Texas, to
discuss the implementation of the major portion and dual accounting analyses. MMS

presented a proposal to the Ficarilla Tribe that recommended MMS would issue orders to perform

major portion based on Jicarilla Tribal RIK prices for each NGPA category. The Jicarilla Tribe
concurred with this approach. The Jicarilla Tribé also concurred that the orders should also
imclude dual accountmo

~On June 17 and 'October 8,1997, representatives of the J 1cai-1ﬂa Tribe and MMS met to
review the contracts, sources of data, pricing data, and the major portion/dual accounting
order to perform. On January 12, 1998 representatives of the Jicarilla Tribe and MMS
met to review the draft Methodoloay Report and the draft Order to Perform.

Regulatory Criteria

The cil and gas valuation regulations found at 30 CFR 206 (1987), have long required that
the "estimated reasonable value” of production be used for the purposes of computing
royalties. Due consideration is given to the highest price paid for a part or for a major
portion of gas of like quality in the same field, to the price received by the lessee, to posted
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prices, and to other relevant matters. Title 25 CFR 211 (1997) (Indian Tribal) and the
terms of the Jicarilla Tribal leases also specify that the value may, at the discretion of the
Secretary of the Interior, be calculated on the basis of the highest price paid or offered at
the time of production for the major portion of gas and/or natural gasoline and/or all other
hydrocarbon substances produced and sold from the field where the leased Jands are
located.

The amended valuation regulations at 30 CFR §§ 206. 17"(a)(3)(i) and 206.173(a)(3)(1)
(1997) address the issue of major pornon for Indian lands. Qpemf'ca]l}, the regulations
provide: '

For any Indian leases which provide that the Secretary may consider the
highest price paid or offered for a major portion of production (major
portion) in determining value of production for royalty purposes, if data are
available to compute a major portion MMS will, where practicable, compare
the value determined in accordance with this section with the major portion.
The value to be used in determining the value of production for royalty
purposes shall be the higher of those two values.

For natural gas, these Iregulatibns specify that a major portion price is calculated for like-
quality gas in the same field (or, if necessary, to obtain a reasonable sample from the same
area). Like-quality gas is gas of similar physical, chemical, and legal characteristics. Legal
characteristics are generally the applicable NGPA category or subcategory.

Dual accounting requirements are specified by Indian lease terms, regulations, and MMS
instructions. Dual accounting is defined as a valuation method that compares the value of
the gas prior to processing, as determined under 30 CFR § 206.172 (1997), to the value of
'that same gas after processing (the combined values of the residue gas and gas plant ‘
products), as determined under 30 CFR § 206.173 (1997). Where the specific provisions of
a lease are inconsistent with these regulations, the lease agreement shall govern to the
extent of that inconsistency.

Major Portion Methodology

Under the agreement reached between MMS and Jicarilla representatives, the major

- portion methodology will identify the prices paid under RIK contracts and RIK
renegotiated agreements and calculate the major portion by NGPA category for all gas
preoduction in the Reservation utilizing RIK data for the time period January 1984 through
June 1995, The following key issues were agreed to by RVD and the Jicarilla Tribe at the
December 6, 1996, and June 17, 1997, meetings:

¢ RVD will consider the Reservation as the “area” for calculating the major portion
pricing.



* The price received for the RIK portion of the gas represents the one-eighth and/or
one-sixth royalty share. RVD will extrapolate the royalty share to the entire eight-
eighths and/or six-sixths sales volume and assume the value for the royalty share is
representative of the prices received for the other portion of the gas sold from the
Reservation.

* RVD will analyze samples of Jicarilla Tribal monthly settlement statements and -
certify that the Jicarilla Tribe received the proper NGPA prices.

* ‘RVD will send orders to the non-RIK payors only.

The NGPA Categdrv

The major portion analysis covers the period from January 1984 through June 1995, RVD
identified gas values by NGPA category by month. In the orders that RVD will send to the
non-RIK payors, we will provide major portion prices by NGPA category and request that
the payor identify the NGPA category of their gas, the time periods, and the ]ease(s) for which '
the company was a payor between Tanuary 1984 and June 1995.

The January 1984 through Decemnber 1986 and July 1988 through December 1988 major portion
prices are based on'the published NGPA prices plus tax reimbursements received by the Jicarilla
Tribe. These prices are shown in Attachment 1 by NGPA category for each month/year. The
NGPA categories identified are as follows:

102 New natural gas . 103 New onshore production
104 Post- 1974 gas .~ 104 1973-1974 Biennium gas
104 Replacement gas- 104 Flowing gas .

104 Rocky Mountain gas 105 Existing intrastate | gas
108 Stripper gas . 109 Other gas

The January 1987 through June 1988 major portion prices are based on a weighted-average pnce f
received by the Jicarilla Tribe resulting from a negotiated temporary price reduction between the
Jicarilla Tribe and the gas purchasers. Starting in January 1989, the major portion prices are
based on the prices received under the Jicarilla Tribal RIK renegotiated contract and contract
settlements. The prices are shown in Attachment 1 by NGPA category for each month/year:

Definition of Field or Area

The majority of the Reservation is within Rio Arriba County, New Mexico, with a small
portion extending into Sandoval County, New Mexico. The Reservation lies along the
castern edge of the San Juan Basin. Gas production is from the Pictared Cliffs Formation,

"
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Mesaverde Group, Gallup, Tocito, and fractured Mancos Formations, and the Dakota and
Dakota-Morrison Formations. The Fruitland Formation produces methane primarily from
coals (Fruitland Coal}. The regulations at 30 CFR §§ 206.1 72(a)(3)(ii) and
206.173(a)(3)(i1)(1997) state that major portion will be calculated on “like-quality gas sold
under arm’s-length contracts from the same field (or, if necessary, to obtain a reasonable
sample, from the same area).” However, the State of New Mexico utilizes pools rather than .
field definitions. A pool is a “common source of supply” and is generally based on a
geologic horizon. The State of New Mexico Oil and Gas Commission defines 30 pools that
overlay or are within the Reservation boundary, In several cases, séveral pools overlay one
another and/or extend well outside the Reservation boundary. Consequently, we are
unable to define distinct field boundaries for Jicarilla Tribal gas production. Therefore,
for this study, the Reservation boundary will be defined as the area. Puring the June 17,
1997, meeting between MMS and the Jicarilla Tribe, the Jicarilla Tribal representative
agreed to use the Reservation boundary as the major portion area.

Calculation of Major Portion Values

The major portion calculation has been divided into four time periods :

* Period 1: NGPA pricing was in effect for the sales contracts (January 1984 through
‘December 1986). , '

® Period 2: The purchasers negotiated a temporary price reduction from the NGPA prices
for the January 1987 through June 1988 period.

* Period 3: NGPA pricing was in effect for the sales contracts.

* Period 4: The contracts were renegotiated. Due to-different effective dates, NGPA
pricing was also in effect for several months.

The time periods and effective prices are shown in Table 1. Tax reimbursement information
was obtained from the Jicarilla Tribal Tax manual and is shown in Table 2.

TABLE 1
Natural Gas Pricing Variations
Period Time Period _ Price
1 January 1984 - December NGPA & Tax Reimbursement
1986 : :
2 January 1987 - June 1988 NGPA & Tax Reimbursement;
Temporary Price Reduction
3 July 1988 - December 1988 NGPA & Tax Reimbursement
4 January 1989 - June 1995 ° | NGPA & Tax Reimbursement;

Renegotiated Prices




Major portion prices were calculated by using the prices received under the Jicarilla RIK
contracts and are shown in Attachment 1. For periods 1 and 3, the major portion prices
are the sum of the published NGPA prices and the tax reimbursements. The prices
received by the Jicarilla Tribe in Period 2 (the price reduction period) and Period 4 (the
renegotiated price period) are calculated as discussed below,

During the temporary price reduction period (Period 2 - January 1987 through June 1988), -
RVD caiculated a weighted-average price received for each NGPA category by multiplying
the contract price times the RIK reserve volume estimate and dividing the total contract
values by the total volume estimate (Attachment 2), Table 1 of Attachment 2 shows an
example of this calculation using simulated values. The actual reserve estimates and

-contract prices cannot be released in order to protect the confidential commercial and
financial information of the Jicarilla Tribe. Table 2 of Attachment 2 shows the results of
the actual calculations by NGPA category.

TABLE 2
Jicarilla Tax Rates
Severance Tax Privilege Tax
Date - {(Per MMBtuj (87.5% of Value)
1/1/84 through 5/30/85 50.05
6/1/85 through 1/31/86 ) $0.05 5.00%
2/1/86 through 1/31/87 $0.05 5.18%
2/1/87 through 1/31/88 $0.05 5.28%
2/1/88 through 12/31/88 . $0.05 5.47%

For Period 4, major portion prices were calculated by allocating the sales proceeds by
NGPA category to the actnal prices received under the modified contracts to determine the
total consideration received under the RIK contract for each NGPA category. Documents
provided in support of the RIK contract settlements proceeds provided detailed
information on the monies recéived for each NGPA category. These amounts were used to
calculate the major portion prices by category. The amounts due to the Jicarilla Tribe for
the renegotiated contracts were based on volumetric decline curve analysis of the estimated
reserves of the wells.

The contract adjustments were based on the difference between the projected NGPA prices due
under the original contract and the renegotiated prices. Tables 1 and 2 of Attachment 3 show
examples of this calculation using simulated values. The actnal reserve estimates and
contract prices cannot be released in order to protect the confidential commercial and
financial information of the Jicarilla Tribe. Based on the projected NGPA prices and



volumetric analysis, an annual present value estimate of the remaining reserves was caiculated
(Column B) as shown on Attachment 3, Tables [ and 2. This value was then discounted using a
10 percent discount rate (Column C). This settlement value was further reduced during
negotiations between the Jicarilla Tribe and the companies. A setlement factor was calculated
by dividing the total actual settlement amount by the estimated settlement value. This factor was
then applied to the discounted amounts to determine a total annual settlement value (Column D).
The annua!l settlement value was then divided by the annual present value estimate to generate a
settlement discount factor (Column E). A price differential (Column H) was calculated between
the projected NGPA price (Column G) and the renegotiated price (Column F). This differential
represents the difference between the original contract price minus the renegotiated price. The
undiscounted value was then discounted using the settlement discount factor discussed above to
generate a settled price differential (Column I). This differential was then added to the re-
negotiated price to determine the major portion price (Column J) by category.

RVD then calculated a weighted-average price using the example calculations. This price
was calcnlated by multiplying the appropriate renegotiated contract price received for each
NGPA category by the appropriate reserve volume and dividing both calculated values by
the total volume (Attachment 3, Table 3).

The major portion prices shown in Attachment 1 for 1989 through 1995 are calculated with
this methodology and the actual reserve and contract.prices

Dual Accounting Calculation .

Dual accounting requirements are specified by Indian lease terms and regulations found at
25 CFR § 211.13(a) (1997) which state: _

In determining the value for royalty purposes of products, such as naturaj gasoline, that are -
derived from freatment of gas, a reasonable allowance for the cost of manufacture shall be
made, such allowance to be two-thirds of the value of the marketable product unless
otherwise determined by the Sccretary of the Interior on application of the lessee or on his
own initiative, and that rovalty will be computed on the value of gas or casinghead gas, or
on the products thereof (such as residue gas. natural sasoline, propane, butane, etc.),
whichever is the greater. [Emphasis added.]

- Dual accounting 15 defined as a valuation method that requires the lessee to compute royalties
based on the greater of : (1) the value of the gas prior to processing (as determined under 30 CFR
§ 206.172 (1997)), or (2) the combined value of the residue gas and gas plant products resulting
from processing the gas (as determined under 30 CFR § 206.173 (1997)), plus the value of any
condensate recovered downstream of the point of royalty settlement without resorting to
processing (30 CFR § 206.52 (1997)). However, the value of production can never be less than
the gross proceeds accruing to the lessee (30 CFR §§ 206.172(h) and 206.173(h) (1997)). After
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March 1, 1988, if royalties are paid pursuant to the processed gas valuation method, the
requirements to submit appropriate allowance forms prior to claiming transportation and/or
processing allowances must be met. (30 CFR §§ 206.176 through 206.179 (1997)). ,
RVD will review the responses to the September 29, 1995, Dear Payor letter and will issue
orders to perform dual accounting and pay royalties on major portion prices.! For those
companies who stated that they performed dual accounting, RVD compared prices paid by
the payors who paid in-value to the calculated major portion prices to determine whether
orders should be issued.  RVD will issue orders to those payors who paid in value
(Attachment 4) and will require payments on the higher of the gross proceeds or the major
portion price.

RVD reviewed contracts for the sales of natural gas liquids (NGL's). RVD obtained comparable
contracts with sales in the San Juan Basin. Under these coniracts, the referenced price for NGL's
was the Mt. Belvieu, Texas, spot pnces Thus, RVD determined that a comparable contract price
for NGL’s for the Résérvation was the av erage Mt. Belvieu spot market price. The orders will
require the calculations for NGL's to be based on the higher of the gross proceeds received for

the NGL's or the average Mt. Belvieu spot market price (Attachment 3).

. Conclusion
»
Our review of the major portion values calculated from the data reported to the Jicarilla
Tribe on the RIK purchase statements shows that they are reasonable prices paid for a
major portion of like-quality production sold from the Reservation. The use of these
major portion values enforces the major portion price requirements found in the lease
terms and upholds our trust responsibility to the Jicarilla Tribe.

'The orders will cite the requirement that royalty be based on the higher of the major
portion value or gross proceeds accruing to the lessee as well as the requirement to perform .
dual accounting. Sales by affiliates may provide information concerning gross proceeds to the |
lessee and the appropriate benchmark value and thus may be considered in determining royaity .
values. oo



RVD plans to send orders to 39 companies (Attachment 4)
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