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IN. THE SUPERIOR COURT FOR.THE STATE OF ALASKA
FIRST JUDICIAL -DISTRICT AT JUNEAU .

STATE OF BLASKA, <)
: ] i 7y
Plaintiff, )
- o)
COMMISSIONER OF NATURAL RESOURCES, STATE OF . )
ALASKA, and DIRECTOR OF THE DIVISION OF 3 . -
LANDS, STATE OF ALASKA, -3 T TuAL COURTS
‘ ““'}e O; Alaeks, First District
Involuntary Plaintiffs, st Junsay
v . ;. RUG 13 1980

AMERADA HESS CORPORATION; ATLANTIC RICHFIELD " . Clerk
rpbara A Howe,
COMPANY; BP ALASKA INC.; BP ALASKA EXPLORA-
TION, INC.; EXXON CORPORATION- GETTY OIL
COMPANY; HUNT INDUSTRIES; CAROLINE HUNT TRUE”)
ESTATE; LAMAR HUNT TRUST ESTATE; WILLIAM )
HERBERT HUNT TRUST ESTATE; N.B. HUNT; THE )]
LOUISIANA LAND AND EXPLORATION) COMPANY; )
MARATHON -QIL COMPANY; -MOBIL. OIL CORPORATION; )
SOHIO -PETROLEUM COMPANY; -CHEVRON U.S.A., )
)
)
)
)
)

DapU'fY

memneneenasmeeann=t)

INC.; PLACID OIL COMPANY; and PHILLIPS
PETROLEUM COMPANY,

Defendants. No. 77-847 Civil

T RINDINGS OF FACT AND CONCLUSIONS OF LAW
RE APPROVAL OF SETTLEMENT AGREEMENT

'The~partieS"to this action have filed a Stipulation and
Joint Motion to Ap?rove}Settiement Agreement and Enter Final
Judgment .in this gction. It is appropriate for this Court,
being fully adviséd in the premises, to set forth its
findings of fact and coﬁclusions of law upon which its
judgment is based.

FINDINGS OF FPACT

1. Plaintiff State of alaska, by its Complaint for
Declaréﬁory Judgment filed herein on September 2, 1977, and
its Amended-Comélaint for Declaratory judgment filed herein
on November 1, 1877, seeks a judgment declaring the rights
and duties of the plaintiff and the abovefnamgd defendants
(hereinafter thg "Lessees") under - AS 38.05.180(a), &S

31.05.110 and the o0il and gas leases.issued to the Lessees

m_)(/;/ gfds&i Q
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by the State offAlaéka!'mith'respect to "im vaiue; ro?alty
payments to the State of‘Alaska on eil pfeauced'frém the
lands governed by the Prudhoe Bay JUnit Agreement (here-
inafter the "Unit Area"} ‘

2. -The Lessees, by their- Consolidated Aaswer and
Counterclaim filed on October 13, 1877, joined the Commis-

sioner of Natural Resources and the Director of the Division

~of Lands as Involuntary Plaintiffs and seek a judgment

declarlng the rights and dutles of the parties with respect

to both "in value" and "in kind" royalties to the State of

Alaska on oil and on gas produced From the Unit Area.

3£~: Therearter, the Plalntlff and Involuntary Plain-

S tiffs (hereinafter the “State")wmlled a motion for partial

summary Jjudgment. The Lessees opposed that motion and filed
a cross-motion for partial'summary judgment. The State then
filed a cross motlon for partlal summary judgment in order

to 1ncluae the addltlona1 1ssues ralsed in Lessees motlon.

Both the State and the Lessees flled reply memoranda and an

amicus curiae brief was filed with 1eave of the Court by the

Arctlc Slope Reglonal Corporatlon in sunport of the State s

motion and cross- motlon for partlal Smeary judgment and in
opposition to the Lessees' cross-motion for partial SUmmary
judgment.

4. On April 6, 1979, this Court issued a memorandum
opmnlon aadreSSan issues ralsed Dy the various motlors and
cross—motlons for partlal summa:y judgment A The Court has
not entered any order e: jedgment dlsp051ng of any of sald
motions or cross-motions.

5. At the Ceugt's direction, the Staté; on April 25,
1979, eubmittea a éroéosed o:der of‘partial.summamy judg-

ment. Prior to the expiration of the time within which the

}}.
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Lessees had thefrightuté féspona to:o; obiect to:the.pro_
posed order, the Leésées reguested and ﬁhe dbuft gfanged the
Leésees’additional.timé to respond. kThe:eéiter,séhe State
and the ZLessees stipulated from time to time, 'Qith the
knowledge and approval of the Court, that the Leséees' time
to respond or object be further extended because the parties
were attempting to negotiate a settlemeht.: Iﬂ liéht'of the

successful settlement negotiations, the State has withdrawn

its proposed order and the parties have substituted therefor

a proposed form of Final Judgment ‘pursuant to Civil Rule
54(b).

6. ‘The: State and Léssees- have- now--reported to- the
Court that they have agreed upon a settlement .and have filed
with the Court a Stipulation and Joint Motion to Appreove
Settlement Agreement and Enter Final Judgment (hereinafter
the “"Joint Motion").

w..7. . B settlement . agreement (hereinafter the "Settle-

ment Agreement"),. submitted to the Court as Exhibit A to the

proposed Final Judgment, has been duly executed on behalf of
the State of Alaska by the Attorney General, by the Commis-
sionér of the Department of Natu;aleesources;“and by the
Director of the Division of Lands, and has been executed by
or on behalf of each of the Lessees.

8. The Court has reviewed +the Joint Motion, ' the
Settlement Agreement, the pleadings, the briefs, and other
documents on file in this action. The Settlement Agreement
specifies,.among other things, the eﬁtent to which the State
is to bear a share of certain costs incurred by Lessees with
respect to the State's royalty oil and ;oyalﬁ& gas, whether

taken in kind or in value, from lands. in the viéinity of
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Prudhoe Bay. Based upoh’ifs_reviéw'of the récoré inithis
case, the Court finds that the'Settlemént Agfeemept“ié fair,
Just aﬁd equitable; that 'it constitutes'a:reasén%ble com-
promise of issues raised by the pleaéinéé in this actioﬁ;
and that the settlement is.conéistent Qith the best,ipj
terests of the citiéens of the State.

9. The issues settled by the Settlement Agreement

have been the subject of continuing controversy and dis-

‘agreement for more than a decade as a result of disputes

regarding various provisions of oil and gas leases issued by
the State under AS 38.05.180(a). '~ That statute wag recently
amended so. as to avoid such_ controversies With.F?SPe¢t to
futu:engpateApi1?§nq‘g;§_lgase§."rihe‘issuegiinyoiyed in
this action arose, however, with respect to'}eases iés;éé
under_the former statute. The Settlement Agreement resolves
these issues, with réspect to.leases issued to ﬁhe Lésseéé
covering lands in the vicinity of Prudhoe Bay, in a manner
whichAwill §ignificént1y‘increase the sums received bQ'the
State of Alaska on production.frombsuéh iands;.aﬁd provides
for substantial lumé sum cash payﬁenfs lgy mosé of‘ the
Lessees to the State on account of. past p;odu;tiog‘f:owlégph
lands.

10. In the absence of a settlement by the parties,
further protracted proceedings would be reguired to resolve
the issues settled by the Settlement Agreemeﬁt; ' Final
resglution wou}d almost certainly involve aépellaté review
of any decisiog of this Court; ~The ultimate outcome of this
litiéaﬁion would thus remaiﬁ in substantial doubt for some
time tp come, during which time all of the parties would

continue to incur significant litigation expenses. More

™.
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importantly, these unsetﬁléd issues would cdnt;nue;to'hamper
the State in its éffo;ts to plan and contract for tbe long-
term diéposition of its natural :esources,in”the_ﬁ%gner most
beneficial to the people of this State. .

11. &as 38.b5.18§; as recen%ly amended, directs- that
oil and gas royalties shall be taken "in kind" rather than
"in value" unless the: Commissioner of WNatural Resources
determines that taking "in wvalue" would be in the best
interest of the State. Exerciéé by the State of its right
to take its royalty share "in kind" is facilitated by the
Settlement- Agreement. .

12, For these 'and other reasons, the Commissioner of

_Natural Resources  has properly and reasonably ‘determined,

pursuant to the powers and authority delegated to him under

the Alaska Land Act (including, but not limited to, AS

. 38.05.180(p)), that the entry by the State into the Settle-

ment - Agreement upon the terms and conditions set Zforth
therein is necessary and proper to secure the proper pro-
tection of the public interest and. will best serve the

interests of the State.  The Court concurs in' this finding

.by the Commissioner. . .. = L

13. The Court finds that prompt implementation of the
Settlement Agreement is in the best interest of the parties

and that there is no just reason for delayin entry of a
J

- final ‘judgment as reguested by the parties.

14. The Court further finds in. all respects as set

v

forth in the Conclusions of Law following these Findings of

Fact.

CONCLUSIONS QF LAW -

Having made the foregoing fiﬂdiqgs of fact, the Court

\.
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now sets forth its conclﬁsiéns-of'iaw.

1. The Settlement Agﬁeément sﬁbmittea by tﬁqiﬁarties
is in proper form, has Seen‘duly executed éy;the abéropriate
officers of the State and by or on behalf of each of the
Lessees, and has begn approved b? the Atﬁorney General for
the State of Alaska. The Attorﬁey Genefal has the power and’
authority under AS 08.50.300, AS 22.20.050 -and AS.44.80.100
as well as under common law to bring, defend, cohpromiseiéf"
settle any civil action where the State or any 6f its de-"
partments or officials becomes a party to litigation.

2. The terms of the Settlement Agreement are con-
sistent with the constitution and statutes of the State of
Alaska; and are binding ﬁPonhénd enforceable by‘the parfies
thereto. The Court conciudeéAthét ﬁhe.Settiémént>A§reemén£
should beiand héreby.is approved by this Court.

' 3.7 There is né'just'feasonlfor aelay in entering a
final judgméht'as to the issues settled by the Settlement
Agreeheht.

4. The parties expressly have agreed to:reserve for
furthéripfocéedingéVbéfore éhis“ééurfrfﬁé“is§ﬁe bffhow, iﬂ-
déteﬁhining the 'valie of royalty ofl, a Lessee 1s to compute
the value of said oil at the custédy transfer meters into
TAPS at Pump Station No. 1 (from which wvalue the Field Cost
Allowance,-as defined in the Settlement Agreemenﬁ, may be
deducted by a Léssee in making royalty settlement for saia
oil). :

5. aAll other claims and matters raised by the
pléadings in this action, including those issues specified
in Section 4.14 of the Settlement Agreement,:which are not

settled by the Settlemeht'Agreement or:expressiy reserved as
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set forth in pafag:e’iph _4' hereof should be dismisse;i Wi*‘;hout
prejudice. ‘ | o

6. The_“Cou:t further concludes in all‘lﬂ' respéqts as set
forth in the foregoing: fﬁndlngs of fact

DATED +this /} day of - ; 1980.

/74%’

JUDZ;E OF THE SUPERIOR ;X)URT

C?RTIFICATION
The undersiened carhfxos that on the /% < 0'1" OE
e i T 19.52 _ a true comv ~f this
docuxr/ ent wos served on the following ot v
Gl (e, it
N AN )J/M%
By /521/ o £ ﬂ Pt T
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STATE OF ALASKA,

IN THE SUPERIOR COURT FOR THE STATE

OF ALASKA

FIRST JUDICIAL DISTRICT AT JUNEAU

Plaintiff,

Civil Action

No, 77-847
CCMMISSIONER OF NATURAL RESOURCES,
and DIRECTOR OF THE DIVISION OF
LENDS, STATE OF ALASKA,
Involuntary Plaintiffs,
vSs. SETTLEMENT ACRIEMENT

AMERADA HESS CORPORATION; ATLANTIC
RICHFIELD COMPANY; BP ALASKA INC.;
BP ALASHA EXPLORATION INC.; EXXON
CORPORATION; GETTY OIL COMPANY;
EUNT INDUSTRIES; CAROLINE HUNT
TRUST ESTATE; LAMAR HUNT TRUST
ESTATE; WILLIAM EERBERT EHUNT TRUST
N.
LAND AND EXPLORATION COMPANY;
MARATHON OIL COMPANY; MOBIL OIL
CORPORATION; SOHIC PETROLEUM
COMPANY; CHEVRON U.S.A, INC.:;
PLACID OIL COMPANY; and PHILLIPS
PETROLEUM COMPANY,

ESTATE;

B. HUNT; THE LOUISIANA

Defendants.
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THIS AGREEMENRT, dat=d April 1, 1880, for reference

purposes only, entered into by and among the STATE OF ALASRA,

acting by and through its Attorney Generzl under the authoricy
conferred by AS 44.23,020, AS 08.50.300, AS 22.20.030(a) and
common law, the COMMISSIONER OFf NATURAL RESOURCES, STATE OF ALASRA
{the "Commissioner®) and the DIRECTOR OF TEE DIVISION OF LANDS,
STATE OF ALASKA (the "Director") (the foregeing parties being
hereinafter collectively referred to as the "State” except where

otherwise indicated), and each of the following defendants in

the above-entitled action:
AMERADA EESS CORPORATION,
ATLANTIC RICZFIEZLD COMPANY,

BP ALASKA INC.,

BP RLASKA EXPLORATION INC.,

EXXON CDRPORATION,

HUNT INDUSTRIES,

CAROLINE EUNT TRUST ESTATE,

LAMAR EUNT TRUST ESTATE,

WILLIAM HERBERT HUNT TRUST ESTATE,

N. B. EUNT,

j =3
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THE LOUISIANA LAND AND EXPLORATION COMPANY,
MARATHON OIL COMPANY,
MOBIL OIL CORPORATION,

SOHIO ALASKA PETROLEUM COMPANY, formerly known

Schio Petroleum Company,

CHEVRON U.S5.A. INC.,

PLACID OIL COMPANY,

and
PHILLIPS PETROLEUM COMPANY

(said defendants being hereinafter referred to as the "Lessees"

except where otherwise indicated),

THAT, WHEREAS, the Lessees are the present holders of
certain oil and gas lesases (said leases being hereinafter referred
to as the "Leases") issued by the State covering those certain
lands, in the vicinity of Prudhoe Bay, more particularly described
in Exhibit A& to the Prudhce Bay Unit Agreement (said agreement,

as amended from time to time, being hereinafter referred to as

the "Unit Agreement'); and

040880
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WHEREAS, the Lessees entered into the Unit Agreement

effective as of April 1, 1977, with the agreement and approval

of the State; and

WHEREAS, several disputes have arisen between the State

and the Lessees concerning their respective rights and dutie

0

under the provisions of AS 38.05.180(a), A5 31.053.110, the Lsases

and the Unit Agreement; ang

WHEREAS, the State, on September 2, 1977, commencesd the
above-captioned action in the éuperior Court for the State of
Alaska, First ﬁudicial District at Juneau (hereinafter, the
"Court"), seeking a judgment declaring the rights and duties.

of the parties with respect to "in value" royalty paymenis to

.

Mma L8

the State on oil produced from lands governed by the Unit Agree-

ment; and

WHEREAS, the Lessees, on October 13, 1877, answerezd
the State's complaint and filed a counterclaim seeking a judg~

ment declaring the rights and duties of the parties with respesct

Be)

teo both "in value" and "in kind" royalty payments to the State

on both oil and gas produced from lands governed by &the Unit

-

Agreement; and

WHEREAS, the State and the Lessees, recognizing that
there is substantial doubt as to the ultimate outcome of this
litigation, and considering the many difficultiés and delays
inherent in this highly complex litigation, agree that the continu-
ing economic uncertainty, great expense and other detriment to
all parties which would result from the prolongation of this

litigation are undesirable; andgd

040880

AGOD 2 75357




23
24
25
26
27
28
29
30
31
32

WHEREAS, the State and each of the Lessees have there-
fore concluded that a settlement of this litigation in the manner
and upon the terms and conditions hereinafter set forth is in

the best interests of all parties; and

WHEREAS, the Commissioner has determined that the settle-
ment of this litigation upon the terms and conditions set forth
in this Agreement is necessary and proper to secure the proper
proéection of the public interest by, among other things, facili-
tating the exercise by the State of its option under the Leases

and under the Unit Agreement to take its royalty "in king."
NOW, THEREFORE, in consideration of the foregoing and
in congsideration of the various covenants hereinafter contained,

the State and each of the Lessees agree and covenant as follows:

ARTICLE l: DEFINITIONS

As used in this Agreement:

1.1 Previously Defined Terms. Each of the terms "Commic~

sioner," "Director," "State," "Lessees," "Leases," "Unit Agreement"

and "Court" shall have the meaning given to it on the preceding

pages.

1.2 Effective Date shall have the meaning given to

it in Section 5.2,

1.3 Field Cost Allowance shall mean:

(a) with respect to Royalty 0Oil, the amount per barrel

thereof determined in accordance with Section 2.6.

<.
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11

13
14

15

(b) with respect to Royalty Gas, the amount per MCF

thereof determined in accordance with Section 3.7.

1.4 Interim PPI for a particular year shall have the

meaning given to it in Section 1.5.

g

1.5 PPI for a particular calendar month shall mean the
Producer Price Index for Industrial Commodities (or its succes
index}) for said month as determined and reported by the U.S.
Department of Labor, or by such other agency of the United Stzat

government as may, from time to time,

jo i)

I

e

ermine and report such

index if the U.S. Department of Labor ceases to do so. If the

method by which the PPI is determined or the base theareof is
changed, the successor index or base shall, to the esxtent prac-—
ticable, be correlated with the previously applicable index or

base so that the amounts determined by the formulae hereineafter
set forth shall not be changed by reasén of the substituticon of

such successor index or base. References herein to the PPI

a particular yvear shall mean the PPI for the month of December of

that year. Unless otherwise specified, all calculations heresund

which require use of the PPI shall be made using the PPI as fina
determined and reported; provided, however, that if the PFPI fo

particular year has not been finally determined and reported prior

to the date on which a particular calculation pursuant to Subsection

2.6.2, Subsection 3.7.2, or Subsesction 3.8.3 must be made, then
such calculation shall be made, and the amounts of all payments

or deductions based on such calculation shall be determined, using

the PP

ry

I for said year as then most recently determined and repo
{such index being hereinafter referred to as the "Interim PPI" for
said year), subject, however, to the provisions of Sections 2.7
and 3.14. The parties agree that the Producer Price Index for

Industrial Commodities (1967 = 100.0 base) for June 1977 is 194.7.
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31
32

1.6 RIK Gas shall mean any Royalty Gas taken by th

[

State "in kind."

-
~4

RIRK 0il shall mean any Royalty 0il taken by the

State "in kind."

1.8 RIV Gas shall mean any Royalty Gas for which the

State is to be compensated "in value."®

1.3 RIV 0il shall mean any Royalty 0il for which

23
o
[

State is to be compensated "in value."

1.10 Royalty Gas shall mean any gas, other than gas
which is conditioned in the Field Fuel Gas Unit (a part of Shared
Group 19, as defined in Exhibit 323 of the Prudhoe Bay Unit Operat-
ing Agreement), included in the State's royalty share of gas
produced from the Unit Area, regardless of the condition or form
{(e.g., wet gas, sales guality residue gas, gas plant liquids,
et cetera) in which said gas may exist at the point of taking,
in the case of RIKX Gas, or at the Intermediate Valuation Point

(as defined in Subsection 3.2.15), in the case of RIV Gas.

1.11 Royalty 0il shall mean any oil included in the
State's royalty share of oil produced from the Unit Area, regard-
less of the condition or form in which said oil may exist at
the point of taking, in the case of RIK 0il, or at the LACT Meter

(as defined in Subsection 2.2.2), in the case of RIV 0Oil.

1.12 TAPS shall mean the Trans Alaska Pipeline System.

1.13 Unit Area shall mean the land described by Tracts

in Exhibit A to the Unit Agreement and shown on Exhibit B to the

040880
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Unit Agreement as of the Effective Date of this Agreement and,
addition, all other land to whiqh the Unit Agreement may herea

be extended as therein provided (it being expressly understood

and agreed that the term "Unit Area" shall encompass, at any par-

ticular time, all land as to which the Unit Agreement has previously

become effective, regardless of whether the Unit Agreement then

remains effective as to such land).

1.14 Upstream Cost Allowance shall mean the amount

per MCF of

1,15 Year Of Production shall mean, with respect to

particular cil or gas, the calendar year during which

of said oil or gas is measured for royalty purposes.,

ARTICLE 2: SETTLEMENT OF OIL ROYALTY ISSUES

2.1 Scope. The provisions of this Article are appli-
cable to all royalties accruing to the State on oil produced

from the Unit Area on or after June.20, 1877, the date of First

production inte TAPS.

2.2 Definitions., As used in this Article and Article

2.2.1 Field Costs shall m=san, with respect to partic-

ular Royalty 0il, any and all costs {including, without

limiting the generality of the foregoing, gathering, separa

tion, cleaning, deshydration and other field handling costs)
incurred by the Lessees with respect to such oil upstrezam

of the LACT Meter for such oil, other than costs (including
but not limited to, chilling costs) incurred by the Lessees

with respect to such oil downstrezam of a Separatlon Facilit

040880
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(as defined in the Prudhoe Bay Unit Operating Agreement)
1 in order to blend with such oil any liguid hydrocarbons
) 2 extracted from gas for the purpose of traﬁsporting said
3 gas ligquids off the North Slope of Alaska with said oil
4 (the latter type of costs being hereinafter referred to
5 as "011-NGL Blending Costs").
6
7 2.2.2 LACT Meter shall mean, with respect to partic-
8 ular oil, the particular meter at which the volume of said
8 o;l is initially measured for royalty purposes. (At the
10 date of this Agreement, with respect to all oil other than
11 that taken By a Lesgsee at the Arco/Exxon Prudhoe Bay Crude
12 0il Topping Plant, "LACT Meter” means the custody transfer
13 meters intoc TAPS.)
14
13 2.2.3 LACT Meter Value shall mean, with respect to
15 particular Rovalty Oil, the value of said oil at the LACT
17 meters into TAPS. With respect to particular Royalty 0il
18 measured for royalty purposes at a LACT Meter other than
18 a LACT meter into TAPS, LACT Meter Value shall mean the
20 vaiue at the LACT meters into TAPS of o0il of like grade
21 and gravity {e.g., with respect to Royalty Cil taken by
22 a Lessee at the Arco/Exxon Prudhoe Bay Crude 0Oil Topping
23I Plant, the value at the LACT meters into TARS of oil of
24 the same grade and gravity as oil at the inlet LACT meter
25 to said plant).
26
27 2.3 Settled RIK 0il Taking Issue. As used herein, the
28 ||term "Settled RIXK Oil Taking Issue" shall mean the issue of whare
.29 and in what condition the Lessees are obligated to deliver RIK 0il
30 to the State, In full and final settlement of the respective

31l lclaims and contentions of the State and each of the

32

Lessees with
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16
17
18
13

21
22
23
24

25

.27
28
29
. 30
31

32

ment of

respect to the Settled RIK 0il Taking Issue, the State and each

of the Lessees agree that all RIK 0il taken as royalty from a

particular Lessee at a particular time shall be delivered to the

State at the custody transfer meters into TAPS

as oll generally available for taking or other disposition by said

Lessee at sald point at the time at which said RIK 0il is taken

by the State.

2.4 Settled Upstream RIK 0Oil Issue. As used hsrein,

the térm "Settled Upstream RIK 0Oil Issue® shall mean the issue
of whether, with respect to RIK Oil taken by the Btate as royalty

from a particular Lessee, the State is liable to each Lessee for

reimbursement of all or any portion of the Field Costs incurr

by sald Lessee with respect to said oil. 1In full and final settle-

the respective claims and contentions of the State and

each of the Lessees with respect to the Settled Upstream RIK 0il

Issue, the State and each of the Lessees agree that with respect

to each barrel of RIK 0il taken as royalty from a particular Les

see the State shall be liable to that Lessee for an amount egual

to the Pield Cost Allowance with respect to said oll, determined

in accordance with Secticon 2.6.

2.5 Settled Upstream RIV 0il Issue. As used herein,

the term "Settled Upstream RIV 0il Issue™ shall mean the issue

of whether, in computing the value of Royalty 0il £or the purposs

of making royalty payments "in value® on oil produced from the

1 Unit Area, each Lessee may deduct from the LACT Meter Value of

said oil all or any éortion of the Field Costs incurred by szid
Lessee with respect to said oil. In £full and final settlement
cf the respective claims and contentions of the State and each
of the Leséees with respect to the Settled Upstream RIV Oil Issue,

the State and each of the Lessees agree that,

3

in computing the
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value for royalty purposes of each barrél of RIV 0Oil for which
‘._:__.-%_,“"r—— sk A

1| a particular Lessee makes settlement, said Lessee may deduct
- 2! from the LACT Meter Value of said oil an amount equal to the
3|l Field Cost Allowance with resbect to said oil, determined in
4| accordance with Section 2.6.
5
6 2.6 Field Cost Allowance for Rovaltv Oil. Each Lesses
7| shall be entitled to a Field Cost Allowance with respect to Royalty
81 0il, determined as follows:
9 ' -
10 2.6.1 Pre-1980. With respect to Royalty 0il measured
11 for royalty purposes on or before December 31, 1979, the
12 Field Cost Allowance shall be 42 cents per barrel.
13
14 2.6.2 Thereafter. With respect to Royalty 0il measured
15 for royalty purposes on or after January 1, 1980, the Field
16 Cost Allowance shall be the amount determined by using the
17 following formula: }
18
1 PPI for i the
vear pricr to
20 the Yesr Of
Field Cost allowance = 42 cents % Production
21 per barrel 2P1 for June 1877,
22
23 2.7 Payment of PPI Adjustment Differential. I£, in
24 || accordance with Section 1.5, the Field Cost Allowance for particular
25 || Royalty 0il is calculated using’the Interim PPI for the yeér
26 || prior to the Year Of Production for said oil and, as a result,
27 Y any Lessee:
28
29 {i) receives an amount pursuant to Section 2.4 with respect
30 to said oil, if said oil is RIK Cil, or
31
32
10
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(i1} deducts an amount pursuant to Section 2.5 with respect
1 to said oil, if said oil is RIV 0il
. 2 -
llll 3| (such amount so received, if RIK 0il, or deducted, if RIV 0i1l,
4.| being referred to in this Section as the "Interim Amount" for
5| said oil), which amount i1s greater than or less than the amount
6| that would have been so received or deducted by said Lessee with
71 respect to said oil had said allowance been calculated using the
B| PPI fpr said year as finally determined and reported (such amount
9| calculated ﬁsing said finally determined PPI being referred to
10| in this Section as the "Redetermined Amount” for said oil), thern
11
12 {a) Refund to State. If the Interim Amount received
13 or deducted with respect to said oil is greater than the
14 Redetermined Amount for said oil, said Lessee shall pay
15 to the State, within sixty days after the PPI for said year
16 is- finally determined and reported, an amount equal to the
17 difference between said Interim Amount and szid Redetermine’
18 Amount.
1s
20 (b} Payment of Balance Due Lessee. If the Interim
21 Amount deducted or received with respect to said oil is
22 less than the Redetermined Amount for said oil, the State
23 shall pay to said Lessee an amount equal to the difference
24 between said Redetermined Amount and said Interim amount.
25 Such payment shall be made promptly (within sixty days,
26 1f possible) after receipt by the State of said Lessee's
27 invoice therefor.
28
29 2.8 Payment of‘Pre—Effective Date 0il Rovalties
30 iDifferential. To the extent that any Lessee, prior to the Ef-
3lifecﬁive Date, has taken a greater or lesser deduction in computing
'32
11
| 040880

s 275370 f’“




the value of particular RIV Dil, or has received a greater or

lesser amount as conmpensation for Field Costs incurred with respect

2| to particular RIK 0il, than the Field Cost Allowance for such

3l oil determined in accordance with Secticon 2.6, such Lessee, in

4l the case of a greater deduction or amount, or the State, in the
S| case of a lesser deduction or amount, shall pay the difference
6

to the party entitled thereto, togethe: with interest thereon,

7| computed with respect to said oil from the last day of the calendar

8 month fo‘lowwng _the calenaar month during which Sald 0il was

] measuxed for royalty purposes untll thn aat° sald chfmrencn

10 is pa;él at Lhe rate of elcht Derc=nu (8%) per annum {which the
11

parties agree is the legal rate of prejudgment and post—judgment

12| interest to which the prevailing party would have been entitled

13| had the above entitled action been litigated to its conclusion).

14| Each Lessee from whom the State is entitled to recesive payment

15 || pursuant to this Section shall pay such sum to the State within

16 | sixty days after the Effective Date, such payment to be made

17| by wire transfer if in excess of $50,000. A&ny obligation cf

the State to make payment to any Lessee pursuant to this Section

19 \shall be satisfied by offsetting the amount owed to said Lessee
!by the State against amounts then or thereafter due from said

21 || Lessee to the State as royalty on RIV 0il; providsd, however,

22 | that any amount nct so offset within six months after the Bf-

23 || fective Date shall be paid to sald Lessee by the State promptly

24 ) (within thirty days, if possible) after receipt by the State

25 1 of an invoice therefor.

26
27 ARTICLE 3: SETTLEMENT OF GAS ROYALTY ISSUES
28 |
28 3.1 Scope. The provisicns of this Article are appli-

30 lable to all royalties accruing to the State on gas produced from

31 ljthe. Unit Area and measured for royalty purposes after Major Gas

32

12
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i
i
sale other than royalties, if any, on gas which is conditioned
1] in thekFig;gﬁfgel Gas Unit {(a part of Shared Group 19, ag defined
i 21 in Exhibit 322 ofwggéﬂgggﬁ Opera;ing Agr=ement).
3
4 3.2 Definitions. As used in this Articlg, Article 4
5| and in the Exhibits to this Agreement:
6
7 3.2.1 Affiliate of a particular Lessee shall mean any
8 ceompany that 1s owned or controlled by that Lessee. For
S the pufpoée of this definition, ownetship cr contrel of
‘ 10 any company exists if fiftf percent (50%) or more of the

3 11 étodk of such company that has the(;{éht to vote for direc-

\ 12 tors is owned or controlled, directly or indirectly, by ths
13 particular Lessee. The stock owned or controlled by a Lessee
14 shall be deemed to include all stock owned or controlled,

15 directly or indirectly, by any other company that is owned
16 or controlled by that Lessee. Affiliate of a particular
17 Lessee also includes any parent company that owns or contro¥~
18 directly or indirectly, fifty percent (50%) or more of the
19 stock having the right to vote for directors of such Lessee,
20 and any company of which said parent company owns or controls,
21| directly or indirectly, more than fifty percent (50%) of
22 the stock having the right to vote for directors of such
23 company.
24
25 3.2.2 Base Amount shall mean, with respect to a particula:
26 Gas Conditicening Plant, the amount per MCF of Rovalty Gas
27 determined in accordance with Subsection 3.8.2 £or szid olant
28
28 3.2.3 Base Period shall mean, with respect to a particula;
' 3Q | Gas Conditiconing Plant, the calendar year following the
31 Initial Period for said plant.
32
| 13
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| 3.2.4 Calculated Conditioning Cost shall mean, with
1 respect to a particular Gas‘ponditioning Plant and particu-
T2 lar Royalty Gas, the amount per MCF of said gas determined
3 in accordance with Section 3.8 for said plant and gas.
4
> 3.2.5 Conditioning (or "to Condition," "to cause to
6 be Conditioned," et cetera) shall refer to the conditioning
/ or treating of gas to meet sales gas specifications of a
8 major gas pipeline for transportation off the North Slope
9 o} Alaska, the disposal of.byproducts of such conditicning
10 or treating, and any transportation of conditioned gas to
1L said pipeline. Conditioning shall include, without limiting
12 the generality of the foregoing, hydrocarbon dewpoint control,
13 NGL fractionation, water dewpoint control, COz removal,
14. compression and chilling; but shall include ngither (i}
lS% any condltioning or treating which occurs in a Separation
lsg Facility {as defined in the Unit Operating Agréement), nor>
17 (1i) the blending, with oil, of ligquid hvdrocarbons extracted
181 from gas for the purpose of transporting sald gas liguids
19 Off the North Slope of Alaska with such oil. If part, but
20 not all, of the process of Conditioning occurs in a particular
21 Gas Conditioning Plant, the term “Conditioning," with respect
22 to that plant, refers to the portion of the entire Conditioning
23 process that occurs in said §lant {including the disposal
24 of byproducts therefrom, whether or not such disposal occurs
25 in said plant).
26
27 3.2.6 Divided Plant shall have the meaning given to
28 it in Subsection 3.9.1.
29
30 3.2.7 Downstream Conditioning Allowance shall mean,
31 with respect to a particular Lessee, Gas Conditioning Plant
32
14
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and calendar month, the amount per MCF of Royalty Gas deter-
L mined in accordance with Supsection 3.il.2 for said Lessee <
) 2 plant and menth.
3
4 3.2.8 Effective Rate Of Interest for a specified calendar
> month shall mean a monthly rate of interest sguazl to one
6 hundred twenty-five percent/4ﬁég:? of one-twelfth of the
7 7 . . Dt ,
Citibank, N.A. {(or its successors) annual base interest rate
8 in effect for substantial, responsible commercial borrowers
. 9 zcommonly referred to as éhe "prime rate") on the first
10 day of suéh menth. Effective Rate Of Interest for a period
1L longer than one month shall mean the product of (i) the
12 arithmetic average of the Effective Rate 0Of Interest for
13 each calendar month occurring during said period, multiplied
14 by (ii) the number of calendar months in said per:»d.
15
16 3.2.9 Field Costs shall mean, with respect to partic-
17 ular Royalty Gas, any and all costs (including, without
18 limiting the generality of the foregoing, gathering, separa»“ﬁ
13 tion, cleaning, dehydration, compression and other field
20 handling costs) incurred by the Lessees with respect to
21 such gas upstream of the Intermediate Valuation Point for
22 such éas, in the case of RIV Gas, and upstream of thes point
23 of taking, in the case of RfK Gas, other than (i) costs
24 incurred by the Lessees in Conditioning such gas, a ¢ (ii)
25 costs incurred by the Lessees with respsct to such cas in
26 an extraction plant, the primary purpose of which iz to
27 extract liquid hydrocarbons from gas that is injectad back
28 into any formaéion underlying the Unit Area {such costs
29 incurred in such a plant being hereinafter referred to as
30 "Cycling Plant Costs").
31! -
32
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3.2.10 Gas Conditioning Plant shall mean an assemblage

2} ~ of facilities, located in or near the Unit Area and owned in
3‘! common by one or more persons, which facilities are designad
4 or used (i) to Condition gas produced from the Unit Area, or
5 (ii) to support, directly or indirectly, the construction or
6 9 operaticons of facilities designed or used to Condition such
L 7 ‘ gas; provided, however, that in the case of a Unit Plant,
o / 8 the term “Gés Conditioning Plant" shall not include Support
2y ‘Facilities. 1If any gas produced from the Unit Area is Condi-
lOl‘ tioned in one such assemblage prior to further Conditioning
11 in another such assemblage, then each such assemblage shall
12/ be deemed to be a separate Gas Conditioning Plant. If Support
13 Facilities are used in connection with the construction or
14 % operation of a Unit Plant, a portion of the costs attributable
lSE% to such Support Facilities shall be included in computing
16% certain costs with respect to said Gas Conditiocning Plant,
174 as more particularly provided in Subsection 3.2.24. For
18 purposes of illustration only, a functional description of
13 one possible design for a Gas Conditioning Plant is contained
20 in Exhibit A, A Gas Conditioning Plant may ultimately be
21 constructed which differs from that described in Exhibit A.
22,
i
23 3.2.11 Heating Value oﬁ particular gzs shall mean
24 the grose number of BTU's per standérd cubic foot of said
25 gas at a pressure of 14.65 psia and a temperature of 60°
26 Fahrenheit,
27
28 3.2.12 1Initial Amount shall mean, with respect to
28 a particular Gas Conditioning Plant, the amount per MCF
30 of Royalty Gas determined in acceordance with Subsection
31 3.8.1.
32
16
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1 3.2.13 1Initial Period, except as provided in Subsection
o2 3.8.4; shall mean, with respect to a particular Gas Conditic =
‘ 3 ing Plant, the period beginning at 12:01 A.M., on the first day
4 of the calendar month following the calendar month during
5 ' which Major Gas Sale occurs and ending at the end of the
6 calendar year following the calendar year during which Major
7 CGas Sale occurs. For example, if Major Gas Sale occurs
8 on January 15, 1985, the term "Initial Period"™ (except as
S provided in Subsection 3.8.4) shall mean the period beginning
10 on February 1, 1985, and ending on December 31, 1985.
11
12 3.2.14 Interest During Construction shall mean, with
13 respect to a particular Gas Conditioning Plant, the cumula-
14 tive total of all Construction Interest calculations for said
15 plant. ‘“Construction Interest" for each Gas Conditioning
16 Plant shall be calculated for each calendar month étartingr
17 with the month during which the Federal Znergy Regulatory
18 Commission issues a final certificate of public convenience
15 and necessity with respect to a major gas pipeline for transJﬁ
N 20 porting gas off the North Slope of Alaska (or, if no such
e 21 certificate is reguirasd, starting with the month during
22 which the final permit, certificate or approval necessary
23 to begin constructién of such a pipeline is obtained) and
24 ending with the month during which Hajor Gas Sale occurs.
25 "Construction Interest® for a particular Gas Conditioning
e s 26 Plant 'shall be determined by multiplying the Relevant Sum
B 27 for said plant for a particula:'calendar month by the Effective
28 Rate Of Interest for that month. The "Relevant Sum" for a
29 particular Gas Conditioning Plant for a particular calendar
.30 month shall be the cumulative total amount of Investments
31 for said plant (excluding expenditures attributable to Support
32 Facilities) paid and recorded or approved for payment through
) 17
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17
18
13
20
21

22

23

the last day of that month, plus the cumulative total of

all previous Construction Interest . calculations for said

plant.

3.2.15 Intermediate Valuation Point shall mean:

(a) with respect to RIV Gas delivered for Conditioning

to a Unit Plant, the outlet of said plant.

{b) with respect to RIV Gas deslivered for Condition-
ing to a Won-Unit Plant (other than RIV Gas described in
Paragraph 3.2.15(a)), the inlet of said plant. 1If particular
RIV Gas produced from the Unit Area is first Conditioned
in a Non-Unit Plant prior to further Conditioning in another
Non-Unit Plant, the Intermediate Valuation Point for such

gas shall be the inlet of the first such Non-Unit Plant.

(¢} with respect to RIV Gas never delivered to a Gas
Conditioning Plant for Conditioning, the meter at which
the volume of said gas is measured for royalty purposes.

3.2.16 Intermediate Value shall mean, with respect

to particular Royalty Gas, the value of said gas at the

Intermediate Valuation Point for said gas.

3.2.17 Investments shall mean, with respect to a par-
ticular Gas Conditioning Plant, the total of &1l costs, in
dollars actually spent (not escalated), attributable to the
engineering, design, acguisition, construction, transportation,
erection, expansion, alteration, start-up, commissioning and
replacement (including unreimbursed costs associated with

a catastrophic loss) of said Gas Conditioning Plant, minus

18
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1 the salvage value of equipment removed from said plant if
. 2 the cost of such equipment was previously included in Inves’

3 ments. "Investments" for said plant shall also include a

4 portion of the total of such types of costs, in dollars

5 actually spent (not escalated), incurred with respect to

& Support Facilities, 1f any, for said plant, allocated on

7 the basis set forth in Subsection 3.2.24, but shall not

8 include any expenditure made after Major Gas Sale which is

9 attributable to the Conditioning of gas produced from outside
10 the Unit Area. If all or any portion of the facilities

11 presently constituting the Central Injeciion Plant {(a part
12 of Nen-8hared Group C, as defined in Exhibit 32B of the

13 Unit Operating Agreement) are used to provide sales boost
14 compression for said Gas Conditioning Plant (and thus con-
15 stitute a part of said Gas Conditioning Plant) , but said
16 facilities remain available for the injection of gas back
17 into the Unit Area when not being used for §§;gsﬂp§ost’cpm—
18 pression, "Investments" for said plant shall include ninet:
19 eight ﬁetéé ﬁ:iéggz}of all of the aforesaid types of costs,
20 in dollars actually spent (not escalated), incurred with

2l respect to those Central Injection Plant facilities capable
22 of being used both for sales boost compression and for gas
23 injection.

24

23 3.2.18 Madjor Gas Sale shall mean 12:01 A.M. on the

26 day on which the first delivery of gas produced from the
27 Unit Area is made to a major gas pipeline for transportation
28 off the North Slope of Alaska for any purpose other than,
29 or in addition to, use or consumption as fuel for TAPS.
30

31 + 3.2.19 Maijoritv Owned Plant shall have the meaning

32 '~ given to it in Subsection 3.9.2.

19
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1 3.2.20 Minorityv Owned Plant shall have the meaning
2 _ given to it in Subsection 3.9.3.
3
4 3.2.21 ©Non-Unit Plant shall mean a Gas Conditioning
S Plant that is not Unit Eguipment.
6
7 3.2.22 Plant Investment Costs shall mean, with respect
8 . to a particular Gas Conditioning Plant, the sum of Investments
9 ’for said plant plus Interest During Construction for said
10 plant.
11
12 3.2.23 Regulated Plant shall have the meaning given
13 to it in Subsection 3.8.4.
14
15 3.2.24 Support Facilities shall mean those items of
16 Unit Equipment which are psed both (i) to support (whether
17 directly or indirectly) the construction or operations of
18 a Unit Plant. and (ii) to support other Unit Operstions;
19 provided, howaver, that Support Facilities shall not include
o by 20 such portion, if any, of those facilities presently consti-
LR - . 21 tuting the Central Injection Plant {a part of HNon-Shared
i ;?“‘ 22 Group C, as defined in Exhibit 32B of the Unit Operating
23 Agreement) as are used to provide sales boost compression
24 for said Gas Conditioning Plant. Support Facilities may
25 inclu&e, but are not limited to, facilities of the types
26 listed in Exhibit B. Except as otherwise expressly provided
27 in this Agreement, in computing Investments, Plant O&M Costs
28 {as defined in Subparagraph 3.8.1(a)(2)) and aAd Valorem
28 Taxes (as defined in Subparagraph 3.8.1(a)(l)) for the purpose
30 of calculating the Calculated Conditioning Cost for said
31 plant, an allocated portion of, respectively, the investment
32 costs, operating and maintenance costs and ad ya}o:gm taxes
20
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attributable to the Support Facilities, if any, for said

plant shall also be ‘included in such computations as though

such allocated portion were incurred directly with respect

to said plant. The basis for allocating to said plant

sH

portion of such costs attributable to certain types of Support

6 Facilities is shown in Exhibit B. As used in Exhibit B,

the same proportion as the ratio of total Plant Investment
‘Costs for said plant (excluding costs attributable to Suppor:
FPacilities) to total investment costs in the Unit (excluding
costs attributable to Support Facilities) at the end of

the Initial Period; and allocation by "Percentage Based

on Usage" shall mean allocation in the same proportion as

the ratio of usage of the particular facility by or in support
of said plant to totazl usage of the facility dgring the

Initial Period. If Support Facilities of a type not shown

i

in Exhibit B are used to support said plant, the investmen

costs, operating and maintenance costs and ad valorem taxe:

attributable thereto shall be allocated bestween said plant

and the other facilities supported by such Support

txg

acilities

in accordance with generally accepted accounting princicles.

3.2.25 Total Plant Throughput for a particular period

shall mean: ol g todhe

[

Goae b e Loy

U

volume (measured at the outlet of said plant and expressed

in MCF) of all tailgate residue gas, and other products and

byproducts discharged from said plant during that period

- 30 minus any portion of said total volume that is Used In Unit
31 Operations,.
32
Q ; 21
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(b) with respect to a particular Nqnjpnit Plant, the
total volume {(measured at the inlet of said plant and ex-
pressed in MCP) of all gas produced from the Unit Area and
delivered to saild plant during that period (hereinafter,
"Delivered Gas") méﬂg; the volume determined by multiplying
{i) the total volume (measured at the outlet of said plant
and expressed in MCF) of any portion of the tailgate residue

gas and other products and byproducts yielded from Deli-

‘vered Gas that is Used In Unit Operations (hereinafter,

"Returned Gas"), by (ii) the ratio determined by dividing
(&) the volume weighted average Heating Value (measured

at the outlet of said plant) of Returned Gas, by (B) the
volume weighted average Heating Value (measured at the inlet

of said plant) of Delivered Gas.

3.2.26 Unit Eguipment shall have the meaning given

to it in the Unit Agreesment.

3.2.27 Unit Operating Agreement shall have the meaning

given to it in the Unit Agreement.

3.2.28 Unit Operations shall have the meaning given

to it in the Unit Agreement.

3.2.29 Unit Partial Conditioning Plant shall mean

a Unit Plant in which gas produced from the Unit Area is

Conditioned prior to further Conditioning in a Non-Unit

Plant.

3.2.30 Unit Plant shall mean a Gas Conditioning Plant

that is Unit Eguipment.

22
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3.2.31 Used In Unit Operations shall have the meaning

given to it in Bubsection 3.13.1.

3.3 Settled RIK Gas Taking Issue. As used herein,

term "Settled RIK Gas Taking Issue” shall mean the issue of where
and in what condition the Lessees are obligated to deliver RIK
Gas to the State. In full and final settlement of the respective
claims and contentions of the State and each of the Lessees with
reépgct to the Settled RIK Gas Taking Issue, the State and each

of the Lessees agree as follows:

3.3.1 Unit Plant. If there is a Unit Plant, then
all RIK Gas shall be taken by the State at the outlet of

said plant,

3.3.2 Non-Unit Plant. If there is a Non-~Unit Plant

and there is no Unit Plant, then all RIK Gas shall be taken
by the State upstream of said Non-Unit Plant at a single
point located within the Unit Area and mutually agreed upon -

by the State and the Lessees,

3.3.3 No Plant. If there is no Gas Conditioning Plant,
then all RIK Gas shall be taken by the State at a single
point located within the Unit Area and mutually agreed upon

by the State and the Lessees.

3.3.4 Condition at Point of Taking. All RIX Gas taken

as royalty from a particular Lessee at a particular time
shall be delivered to the State in the same condition as
gas generally available for taking or other disposition

by said Lessee at the time and point at which said RIK Gas

is taken by the State,

23
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3.4 Settled Upstream RIK Gas Issue., As used herein,

the term "Settled Upstream RIK Gas Issue" shall mean the issue

of whether, with':eséect to RIK Gas taken by the State as royalty
from a particular Lessee, the State is liable to said Lessee

for reimbursement of (i) all or any portion of the Field Costs
incurred by said Lessee with respect to said gas, and (ii) all

or any portion of any Conditioning costs incurred by said Lesses
with respect to said gas upstream of the point of taking. 1In
full ‘and final settlement of the respective claims and contentions
of the State and each of the Lessees with respect to the Settled
Upstream RIK Gas Issue, the State and each of the Lessees agree
that, with respect to each MCF of RIK Gas taken as royalty from

a particular Lessee, the State shall be liable to that Less=e

for an amount equal to the Upstream Cost Allowance with respsct

to said gas, determined in accordance with Section 3.6.

3.5 Settled Upstream RIV Gas Issue., 2s used herein,

the term "Settled Upstream RIV Gas Issue" shall mean the issue
of whether, in computing the value of Royalty Gas for the purpose
of making royalty payments "in value" on gas produced from the
Unit Area, each Lessee may deduct from the Intermediate Value

of said gas (i) all or any portion of the Field Costs incurred
by said Lessee with respect to said gas, and {ii) all or any
pertion of any Conditioning costs'incurréd by said Lessee with
respect to said gas in a Gas Conditioning Plant located upstreanm
of the Intermediate Valuation Point for said gas. In £ull and
final settlement of the respective claims and contentions of

the State and each of the Lessees with respect to the Settled
Upstream RIV Gas Issue, the State and each of the Lessees agree
that, in computing the value for royalty purposes of each MCF

of RIV Gas for which a particular Lessee makes settlement, said

Lessee may deduct from the Intermediate Value of said gas an

24
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amount egual to the Upstream Cost Allowance with respect to said

gas, determined in accordance with Section 3.6.

3.6 Upstream Cost

Allowance,

entitled to an Upstream Cost Allowance wi

Gas, determined as follows:

3.6.1 Gas Conditioned by Unit

Each Lessee shall be

th respect

e
-

0 Royalty

Plant. The Upstream

Cost allowance for Royvalty Gas that

Unit Plant and measured for royalty

is discharged from a

purposes during a par-

ticular calendar month shall be an amount per MCF (measured

at the outlet of said plant) egual to the sum of: (i) the

Field Cost Allowance determined for said month in accordance

with Section 3.7, plus (i1i) the Calculated Conditioning

Cost determined for said plant and said gas in accordance

with Section 3.8.

3.6.2 Other Rovalty Gas.

The Upstream Cost Allowancs

for Royalty Gas measured for royalty purposes during a parti<

cular calendar month,
Subsection 3.6.1, shall be an amount per MCF
the point of taking in the

mediate Valuation Point in

case of

RIK Gas and

the case of RIV Gas)

other than Royalty Gas described in
(measured at

v the Inter-

egual to the

Field Cost Allowance determined for said month in accordance

with Secticn 3.7,

3.7 Field Cost Allowance.

The

Field Cost

for Royalty Gas shall be determined as follows:

3.7.1 Pre-1986.

to Royalty Gas,

040880

whether or not there is a Unit

Plant.

Allowance

The Field Cost Allowance with respect

i1f any, measured for royalty purposes after

25
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Major Gas Sale and on or before December 31, 1985, shall

be 15.5 cents per MCF. -

3.7.2 Thereafter. The Field Cost Allowance with respect
to Royalty Gas measured for royalty purposes after Major
Gas Sale and on or after January 1, 1986, shall be the amount

per MCF determined by using the following formula:

PPI for the year

Field Cost ‘ prior to the Year
Allowance = 15.5 cents X 0f Production

per MCF PPI for 1984.

3.7.3 Upstream Gas Facilities. A functional descrip-

tion of facilities used to clean, dehydrate and transport

gas is contained in Exhibit C.

3.8 Calculzted Conditioning Cost. The Calculated

Conditioning Cost for a particular Gas Conditioning Plant and

particular Royalty Gas shall be determined as follows:

3.8.1 Initial Amount
AN

{a) Formula. With respect to Royalty Gas measured
for royalty purposes during a particular calendar menth
after Major Gas Sale and prior to the end of the calendar
month.during which the Commissioner is notified of the Base
Amount pursuant to Paragraph 3.8.2(b}, the Calculated Condi-
tioning Cost shall be the ambunt per MCF (hereinafter, the

“Initial amount”) determined by using the following formula:

e,

Initial amount Adigg;zmate of An estima?é
per MCF = the Bage IAavestment —+  of —the-B&sSe
Component O0&M Component,
26
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(1)

"Base Investment Component™ is the per MCF amount

determined by adding:

and

for

{1) "Interest on Plant Investment Costs" (Zne
amount determined by multiplving Plant Investment
Costs as of the end of the Initial Period b the
Effective Rate Of Interest for the Initial FPeriod);

plus

(ii1) T"Depreciation" (the amount determined by
dividing Plant Investment Costs as of the end

of the Initial Period by 300 and then multiplying
by the number of months in the Initial Period)
{this represents deprecliation calculated on a

25-year straight line basis); plus

(iii) "ad Valorem Taxes" (the amount determined
by multiplying one-twelfth of all ad valorem taxes
applicable to the Gas Conditioning Plant for the
last calendar year of the Initial Period, plus

a portion of the total of all ad valorem taxes
applicable to all:Support Facilities for such
calendar year (allocated on the basis set forth

in Subsection 3.2.24) by the number of calendar

months in the Initial Period);

then dividing sald sum by Total Plant Throughput

the Initial Period; and

27
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1 {2) "Base 0O&M Component" is the per MCPF amount deter-
2 mined by dividing: -
3
4 (i) "Plant O&M Costs" (the total of: (A) all
5 costs, other than ad valcrem taxes, attributable
6 to operating, maintaining and repairing the Gas
VRN 7 Conditioning Plant during the Initial Period (in-
U£)= 8 cluding overhead and, in the case of a Non-Unit
9 " ' Plant, the cost of plant fuel), plus (B) (i) in
10 the case of a Unit Plant, a portion of all such
'll costs for Support Facilities during the Initial
12 Period, allocated on the basis set forth in Subsec-
13 tion 3.2.24, or (ii) in the case of a Non-Uni:t
14 Plant, the value of any gas contributed in kind
15 to said plant during the Initial Period for use
16 as plant fuel,
17
18 by:
19
20 {i1) Total Plant Throughput for the Initial Period;
21 and
22
23 (3) said estimates of the Base Investment Component
24 and the Base 0&M Compoﬁent are determined in accordance
25 with Paragraph 3.8.1(b}.
26 ‘
27 (b} Procedure. Lessees who own an interest (or whose
28 Affiliates own an interest) in a Gas Conditioning Plant
29 shall cause the operator cf such plant (or, 1 £ he fails
- 30 to do so, the Lessee who owns (or whose Affiliate owns)
31 the greatest interest in said plant) to estimate the Rase
32 Investment Component and Rase O&M Component; to calculate
28
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the Initial Amount using the formula prescribed in Paragraph
3.8.1(a);

and to furnish &S said Lessees a worksheet showi
said amount, the manner in which said amount was calculated
and the projections and estimates used in calculating said
amount {(including the estimated Total Plant Throughput for
each calendar month occurring prior to the end of the Initial
Period). Said Lessees shall notify the Commissioner of
the Initial Amount prior to the end of the calendar month

'during which Major Gas Sale occurs,
3.8.2 Base Amount.

{(a) Formula. With respect to Royalty Gas measured
for royalty pufposes during a particular calendar month
after the end of the calendar month during which the Com-
missioner is notified of the Base Amount and prior to the

end of the Base Period, the Calculated Conditioning Cost

shall be the amount per MCF (hereinafter, the "Base Amount

determined by using the following formula:

Base Amount Base Investment Base O&M
per MCF = Component + Component,
where:
(1) "Base Investment Component" is the per MCF amount

determined as provided in Subparagraph 3.8.1(a) (1);

and

(2) "Base O&M Component" i1s the per MCF amount deter-

mined as provided in Subparagraph 3.8.1(a) (2).

29
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(b) Procedure. Lessees who own an interest (or whose
Affiliates own an interest) in a Gas Conditioning Plant
shall cause the operator of such plant (or, if he fails

to do so, the Lessee who owns (or whose Affiliate owns)

the greatest interest in said plant) to calculate the Base
Amount using the formula prescribed in Paragraph 3.8.2(a),
ahd to furnish to said Lessees a worksheet showing said
amount, the manner in which said amount was calculated and
the figures from which each compeonent in said formula was

derived. BSald Lessees shall notify the Commissioner of

the Base Amount not later than sixty days after the end

of the Initial Period.

3.8.3. Agjusted Amount.

(a) Formula. With respect to Royalty Gas measured
for royalty purposes during any calendar month of a partic-
ular calendar year after the end of the Base Period, the
Calculated Conditioning Cost shall be the amount per MCF
{(hereinafter, the "Adjusted aAmount") determined by using

the following formula:

Adjusted Amount Adjusted adjusted
per MCF = Investment + O&M
Component Component,
where:

(1} "Adjusted Investment Component" is the per MCF

amount determined by using the following formula:

30
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§
1 Plant Investment Costs
i as of December 31 of
.2 Adjusted Base -~ the year prior to the
Investment = Investment X Year Of Production
3 Component Component Plant Investment Costs
as of the end of the
4 : Initial Period,
5
6 where: "Base Investment Component" is the per MCF amount
7 determined as provided in Subparagraph 3.8.1(a){l);
8
9 .and
10
11 {(2) "Adjusted O&M Component" is the per MCF amount
12 determined by using the following formula:
13
14 adjusted Base {%PI for the year prior to
o&M = 0O&M X “the-Year OF Production
1z Component Component ‘PPI; for the year
following the calendar
16 year during which Major
Gas Sale occurs,
17
18
19 where: "Base O&M Component" is the per MCF amount
20 determined as provided in Subparagraph 3.8.1(a)(2).
21
22 {b) Procedure. After the end of the Base Period,
23 Lessees who own an interest (or whose Affiliates own an
24 interest} in a Gas Conditioning Plant shall cause the operator
25 of such plant {or, if he fails to do so, the Lessee who
26 owns -{or whose Affiliate owns) the greatest interest in
27 said plant) to calculate the Adjusted Amount yearly using
28 the formula prescribed in Paragraph 3.8.3(a), and to furnish
29 to said Lessees a worksheet showing said amount, the manner
30 in which said amount was calculated and the figures from
31 which each component in said formula was derived. Said
3z Lessees shall notify the Commissioner of the Adjusted Amount
31
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not later than the last day of February of the calendar

year during which such Adjusted Amount applies.

3.8.4. Significant Throughput Deviation.

(a) Phased Plant Startup. If, at Major Gas Sale,

the estimate furnished to Lessees pursuant to Paragraph

3.8.1(b) of Total Plant Throughput for a particular Gas

‘_Conditioning Plant for the f£irst six calendar months after

the calendar month during which Major Gas S5ale occurs is

less than ninety percent (90%) of the estimate (so furnished)
of Total Plant Throughput for said plant for the last six
calendar months of the calendar year after the calendar

year during which Major Gas Sale occurs, then, notwithstanding
the definition given in Subsection 3.2.13, the term "Initial
Period" shall, for all purposes under this Agreement with
respect to said plént, have the meaning set forth in Paragraph

3.8.4(c).

(b} Plant Throughput Shortfall. If, at the end cf

the calendar year following the calendar year during which
Major Gas Sale occurs, a Plant Throughput Shortfall (as
hereinafter defined) is deemed to have occurred with respect

to a particular Gas Conditioning Plant:

- (1) each Lessee who owns an interest (or whose Affil-
iate owns an interest) in said plant shall notify the

Commissioner of the existence of such shortfall within

thirty days thereafter; and

(2) the term "Initial Period", for all purposes under

this Agreement with respect to said plant, shall have

32
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1 the meaning set forth in Paragraph 3.8.4 (¢), except
o2 " that, in such event, thes previously calculated "Init:

3 Amount® shall not be recalculated and shall continue

4 to be used as the Calculated Conditioning Cost for

5 that plant with respect to Royalty Gas measured for

6 royalty purposes prior to the end of the calendar month

7 during which the Commissioner is notified of the Base

8 Amount for that plant pursuant to Paragraph 3.8.2(b).

S .

10 As used in this Paragraph 3.8.4(b), a "Plant Throughput

11 .8hortfall" shall be deemed to have occurred with respect to
12 a particular Gas Conditioning Plant if Total Plant Throughput
13 for said plant for the period beginning at 12:01 A.M. on

14 the first day of the calendar month following the calendar

15 month during which Major Gas Sale occurs and ending at the

16 end of the calendar year £following the calendar year during
17 which Major Gas Sale occurs is less than ninety percent (S0%)
18 of the estimate furnished to Lessees pursuant to Paragrapth
18 3.8.1(b) of Total Plant Throughput for that same plant and

20 period.

21

22 {c} TInitial Period Redefined. 1In those instances

23 specified in Paragraphs 3.8.4(a) and (b), the term "Initial
24 Period" shall mean the periéd begigning at 12:01 A.M. on

25 the first day of January of the second czlendar ysar following
26 the calendar year during which Major Gas Sale occurs and

27 ending at the end of said second calendar year.

28

29 3,8.5 Accounting Procedure. For the purpose of deter-
-30 mining Investments (as defined in Subsection 3.2.17) and

31 Plant O&M Costs (as defined in Subparagraph 3.8.1(a) (2})), =all
32 expenditures, both direct and indirect (including overhsad),

33
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cedure attached as Exhibit" I to the Unit Operating Areement;

»»»»»

shall be accounted for in accordance with the Accounting Pro-

provided, however, tﬁéf if a particular Gas Conditioning
Plant is not Unit Egquipment governed by said Exhibit I,

or Lf expenditures with respect thereto are not accounted
for by the plant owners in accordance with said Exhibit

I, then, for the purpose of this Agreement, such expenditures

shall be accounted for in accordance with the accounting

: procedure established for that plant; and provided further

that neither Investmentd nor Plant O&M Costs shall include
either of the following types of expenditures: (i) oil

and gas lease rentals or royalties paid to the State; (ii)
legal expenses incurred by any person in connection with
litigation or claims with respect to which the State is an
adverse party. Each Lessee who owns an interest (or whose
Affiliate owns an interest) in a Gas Conditioning Plant shall
use its best efforts to provide for an accounting procedure
for expenditures with respect to said plant not substantially
different from the Accounting Procedure attached as Exhibit

I to the Unit Operating Agreement, modified as hereinabove

provided.

3.9 Characterization of Non-Unit Plankts. As used

in this Article and the Exhibits to this Agreement:

.3.9.1 Dpivided Plant shall mean a Non-Unit Plant that is

owned by more than one owner if: (i) gas may be tendered for
Conditioning to any one of the several owners and (ii) the
owner to whom particular gas is tendered for Conditioning
establishes, independently of the other owners of said plant,
the charge which shall be paid for the Conditioning of such

gas (or, if such plant is a Regulated Plant, said charge is

34
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regulated or established individually with respect to sach

such owner).

-

3.9.2 Madjority Owned Plant shall mean a Non-Unit Plant

L &

in which Lessees (or Affiliates thereof, or any combination

of Lessees and their Affiliates) own a majority interest.

3.9.3 Minority Owned Plant shall mean a Non-Unit Plant

that is not a Majority Owned Plant.

3.9.4 Regulated Plant shall mean a Non~Unit Plant

that Conditions gas produced from the Unit Area for a charge

established or regulated by governmental authority.

3.9.5 Adjectives. The term "Undivided" refers to a
Non-Unit Plant that is not a Divided Plant. The term “Unregu

lated" refers to a Non-Unit Plant that is not a Regulated

Plant.

3.10 Settled Downstream RIK Gas Issue. As used here-

in, the term "Settled Downstream RIK Gas Issue" shall mean the
issue of whether and, if so, the extent to which and for what
price, any Lessee 1s required toc conditicn or otherwise treat all
or any portion of the gas produced from the Unit Area and taken
by the State as royalty "in kind." 1In £ull and £inal settlement
of the respective claims and contentions of the State and each
of the Lessees with respect to the Settled Downstream RIRK Gas

Issue, the State and sach of the Lessees agree that:

3.10.1 Unregulated Divided and Unregulated Majoritv

Owned Plants. Each Lessee who owns an interest (or whose

Affiliate owns an interest) in an Unregulated Divided Plant

35
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or an Unregulated Majority Owned Plant shall, if so reguested
by the State, Condition or” cause to be Conditioned in said
plant, during a particular calendar month, the portion of
the RIK Gas taken as royalty from said Lessee having a volume

egqual to the lesser of:

{1) the volume (measured at %the inlet of said plant
and expressed .in MCF) of RIK Gas taken as royalty from

. said Lessee and tendered by the State (or, if all or
any portion of the rights of the State under thisg Section
3.10 have been assigned in accordance with this Section
3.10 to one or more persons (hereinafter, “Assignees"),
the aggregate volume of such RIK Gas tendered by the
State and all of the Assignees) during that month for
Conditioning in said rplant: or '
(ii) the volume egual to the product of (A) Total Plant
Throughput for that month, multiplied by (B) said Lessee's
percentage of ownership in said Gas Conditioning Plant
(or, if an Affiliate of said Lessee owns an interest
in said plant, the aggregate percentage owned by said

Lessee and all of its Affiliatgﬁ), multiplied by (C)

T -
~

twelve and one-half percent{(lz—l/2%f multiplied by
. e
(D) the percentage of Royalty Gas for that month which

the State has taken "in kind" during that month;

for which Conditioning the State, for each MCF (measured

at the inlet of said plant) of said RIK Gag tendered by

the State for Conditioning in said plant pursuant to this
Subsection 3.10.1, and each Assignee, for each MCF (measured
at the inlet of said plant) of said RIK Gas so tendered

by said aAssignee, shall pay to said Lessee a Conditioning

36
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charge eqgual to the Calculated Conditioning Cost determined

for said plant and gas in accordance with Section 3.8, plus

S .

any amount due to said Lessee with respect to said gas pur. At

to Paragra?h 3.13.2(b) or Paragraph 3.14.2(b) , as applicable;

——

has elected to abandonwthe Calcu;at

i

Conditioning Cost with

i

respect to said Lessee and plant in accordance with the pro-

vicions of Section 3.12, then this Subsectionn 3.10.1 shall

* be inapplicable to, and no obligation under this Subsection

3.10.1 to the State or any Assignee shall arise on the part

of, said Lessee with respect to said plant.

3.10.2 Regulated Plants. Each Lessee who owns zan

interest (or whose Affiliate owns an interest) in a Regulat@
Plant shall,.ifiso requested by the State, Condition or
cause to be Conditioned in said plant, during a particulars
calendar month, the portion of the RIK Gas taken as rovalty

from said Lessee having a volume egual to the lesser of:

(1) the volume {(measured at the inlet of said plant
and expressed in MCF) of RIK CGas taken as royalty frcm
‘said Lessee and tendered by the State (or, if all or
any portion of the rights of the State under this Sectio:
3.10 have been assigned'in accordance with this Section
3.10 to one or more Assignees, the aggregate volume
.of such RIK Gas tendered by the State and all of the

2ssignees) during that month for Conditioning in said

plant; or

(ii) the volume equal to the product of (A) Total Plant

Throughput for that month, multiplied by (B) said

L—!

essee

percentage of ownership in said Gas Conditioning Plant

37
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(or, if an Affiliate of said Lessee owns an interest
in said plant, the aggregate percentage owned by said
Lessee and all of its Affiliates), multiplied by (C)
twelve and one-half percent (12-1/2%), multiplied by
(D) the percentage of Royalty Gas for that month which

the State has taken "in kind" during that month;

for which Conditidning the State, for each MCP (measured
.-at the inlet of said plant) of said RIK Gas tendered by
the State for Conditioning in said plant pursuant to this
Subsection 3.10.2, and each Assignee, for each MCF (mea-
sured at the inlet of said plant) of said RIK Gas so ten-—
dered by said Assignee, shall pay to said Lessee a Condi-
tioning charge egual to the applicable tariff rate or charge
(per MCEF measured at the inlet of said plant) established
for such Conditioning (or, if the applicable tariff rate
or charge encompasses services in addition to Conditioning,
the portion of such rate or charge attributable to such

Conditioning) (it being understood and agreed that th

0]

tarm

“applicable tariff rate or charge" as used in this Subsection

such Conditioning).

3.10.3 Conditioning Contract. Prior teo tendering

RIK Gas for Conditioning pursuant to Subsection 3.10.1 or
Subsection 3.10.2 to a Lessee who owns an interest (or whose
Affiliate owns an interest) in a Gas Conditioning Plant,

the State (or, with respect to rights under this Section
3.10 assigned by the State, the Assignee of such rights)
shall have entered into a conditioning contract with the
owners of said plant (or, in the case of a2 Diwvided Plant,

with said Lessee or its Affiliate who owns an interest in

38
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said plant), which contract shall set forth the terms and
conditions (not inconsistent with those provided for heref
on which such gas shall be Conditioned. The entry by the
State (or Assignee, as the case may be) into such a contract
and the performance by the State (or Assignee) of all of

its obligations thereunder shall be conditions precedent

to the obligations of such Lessee under Subsection 3.10.1

and Subsection 3.10.2.

3.10.4 2ssignment by State. The State may assign

its rights under this Section 3.10 with respect to RIK Gas
taken from a particular Lessee during a particular month
to any person purchasing all or any portion of said RIK
Gas from the State if said gas is to be delivered to such
person by the State at the peoint of taking provided for

in Section 3.3 hereof; provided, however, that the volume
of said RIK Gas which a particular Assignee may reguire
said Lessee to Condition in a particular Gas Conditioning
Plant pursuant to Subsection 3.10.1 or Subsection 3.10.2,
as applicable, shall in no event exceed the volume determined
by multiplying (i) the volume of RIK CGas taken as royalty
from said Lessee during said month that the State and all
Assignees may reguire said Lessee to Condition in said plant
pursuant to said Subsection, by (ii) the ratio determined

by dividing (A) the volume cof RIK Gas taken as royalty frcem
said ‘Lessee during said month and purchased £rom the State
by said 2Zssignee, by (B) the total volume of RIR Gas taken
as royalty from said Lessee during said month; and provided
further; that no such assignment shall be effective as to

or binding upcon any Lessee unless and until: (1) there shall
have been delivered to said Lessee the instrument (or a

duplicate original thereof) by which such assignment is
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1 made, duly executed and acknowledged by the State and ths

2 Assignee, obligating said Assignee, for the benefit of said
3 Lessee, to pay the respective share of the charges due to

4 said Lessee for Conditioning RIK Gas sold by the State to

5 said Assignee {including any amount then or thereafter due

6 to said Lessee pursuant to Section 3.13) and to keep and

7 perform and be bound by each and all of the other covenants,
8 ' conditions, restrictions and other provisions hereof on the
9 "_part of the State with respect to said RIR Gas, which assign-
10 ment shall expressly provide that it is made subject to all
11 of such covenants, conditions, restrictions and provisions;
12 and (2) said Assignee has entered into a conditioning contract
13 with the owners of the Gas Conditioning Plant in which said
14 Lessee {(or its Affiliate) owns an interest setting forth the
15 terms and conditions on which such gas shall be Conditioned
16 in said plant. No Assignee may further assign any rights unde:
17 this Agreement without, in eéch instance, the prior written
18 consent of each Lessee who owns (or whose Affiliate owns)

13 an interest in a Gas Conditioning Plant, and any assignment
20 made without such prior consent shall be null and void. No
21 assignment by the State pursuant to this Subsection 3.10.4
22 shall affect or reduce any obligation of the State or right
23 of any Lessee hereunder, and all obligations of the State
24 hereunder shall continue iﬂ full férce and effect as the
25 obligations of a principal, and not of a guarantor or surety,
26 to the same extent as though no assignment had been made
27 (it being expressly understood and agreed that the foregoing
28 shall not obligate the State to pay, and the State shall
29 not be liable hereunder for, any costs or charges incurred
30 by an Assignee for Conditioning gas in a Non—Unit Plant).

31 Nothing in this Subsection 3.10.4 shall be construed as

32 permitting the State to assign its right to abandon the
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Calculated Conditioning Cost with respect to any Lessee

and Gas Conditioning Plant.,
Subsection 3.10.4,
or in part, any of
all assignments of
those permitted by

tion 3.10.4 shall be null and void.

3.10.5 No Other Obligation.

Except as permitted by this

the State shall not"éssign, in whole
its rights under this Agreement, angd
rights under this Agreement other than

and made in accordance with this Subssc-

Except as otherwise ex-

pressly provided in this Section 3.10, no Lessee shall be

obligated to Condition or otherwise treat Royalty Gas;

provided, however, that this Subsection 3.10.5 shall not

be construed as a waiver by the State of any of 1ts rights

under federal law.

3.1

Settled Downstream RIV Gas Issue, As used here-

in, the term "Settled Downstream RIV Gas Issue" shall mean the

issue of how,

in determining the Intermediate Value cf RIV Gas

delivered during a particular calendar month to a particular

Non-Unit Plant

(from which Intermediate Valus the Upstream Cost

Allowance may be deducted by a Lessee, pursuant to Section 3.5,

in making settlement for such RIV Gas),

a Lessee 1s to compute

the value at the inlet of said plant of the RIV Gas portion of

sald Lessee's Inlet Gas for said plant and month (as a function

of the value of the tailgate residue gas and other products and

byproducts yielded from said Inlet Gas) in those instances in

which said Lessee Bears Conditioning Costs with respect to the

RIV Gas portion of said Lessee's Inlet Gas for said plant and

month.

For purpeses of this Section 3.11 and Section 3.13:

(a)

with respect to a particular Lessee, Gas Condi-

ticning Plant and calendar month, the term " Inlet Gas" sheall

040880
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mean all gas, other than RIK Gas, that is (i) produced from
the Unit Area, {ii) alloczted to said Lessee, and (iii)

delivered to said plant during said month; and

(b) a particular Lessee "Bears Conditioning Costs"
with respect to the RIV Gas portion of said Lessee's Inlet
Gas for a particular Non-Unit Plant and month i1f and only
if said Lessee either (i) owns an interest in said plant,

_or (ii) incurs (with or without right of reimbursement)
any of the cost of Conditioning said Inlet Gas in said plant
other than the cost of disposing of any of the products

or byproducts yielded from said gas.

In full and final settlement of the respective claims and con-
tentions of the State and each of the Lessees with respect to

the Settled Downstream RIV Gas Issue, the State and each of the

-

Lessees agree that:

3.11.1 Intermediate Value of Certain RIV Gas. in

those instances in which a particular Lessee Bears Condi-
tioning Costs with respect to the RIV Gas portion of said
Lessee's Inlet Gas for a particular Non-Unit Plant and par-
ticular éalendar month, for the purpose of determining the
Intermediate Value of each MCF of said RIV Gas, the value
at the inlet of said plant of each MCF of said RIV Gas shall

be the amount determined by using the following formula:

Lessee's Net Downstream
Inlet Value = Qutlet Value - Conditioning
per MCF Lessee's Net Allowance
Inlet Volume per ™MCP,
42
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(L K"Lessee‘s Net Outlet Value“jis the total value

of the ta{iSEEEWEESEEG€"§E§”§H§Jother products and
byproducts yielded from all of said Lessee's Inlet
Gas for said plant and month other than any portion
of said tailgate residue gés and other products and
byproducts which is Used In Unit Operations (which

total value shall be determined at the outlet of said

residue gas and other products and byproducts yielded
from said Inlet Gas which is contributed in kind to
salid plant for use as fuel in said plant, determined

at the point of consumption); and

(2) "Lessee's Net Inlet Volume" is the total volume
(measured at the inlet of said plant) of said Lessee's
Inlet Gas for said plant and month minus the volume
determined by multiplyiné (i) the total volums (meas-~
ured at the outlet of said plant and expressed in MCEF)
of any portion of the tailgate residue gas and other
products and byproducts yielded from said Inlet Gas

which is Used In Unit Operations (hereinafter, "Le

0]
(1]

's

se

Returned Gas"), by (il) the ratio determined by dividing

{A) the volume weighted average BHeating Value (measured

-at the outlet of said plant) of Lessese's Returned Gas,

by (B) the volume weighted average Heating Value (measue
at the inlet of said plant) of said Inlet Gas; and

(3) "Downstream Conditioning Allowance" 1is the per

MCF amount determined for said plant and said RIV Gas

in accordance with Subsection 3.11.2.

43
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1 3.11.2 Downstream Conditioning Allowance. For the
-2 purposes of this Section 3:11, the Downstream Conditioning

3 allowance for RIV Gas shall be determined as follows:

4

3 . {a) Lessee~Qwner of Regulated Plant. With respect

6 to RIV Gas for which a particular Lessee who owns an interest
7 (or whose Affillate owns an interest) in & Regulated Plant
8. makes settlement, the Downstream Conditioning Allowance

9 "for said plant with respect to each MCF of said RIV Gas

10 measured during a particular calendar month at the inlet

11 of said plant shall be equal to the applicable tariff rate
12 or charge per MCF (measured at the inlet of said plant)
13 established fpr Conditioning said Lessee's Inlet Gas in

14 said plant during said month (or if the applicable tariff
15 rate or charge encompasses services in addition to such

16 Conditioning, the portion of said rate or charge attributable
17 to such Conditioning). If said Regulated Plant is a Diviced
18 Plant, the “applicable tariff rate or charge" shall be the
13 tariff rate or charge established with respect to gas tendered
20 during that month to sazid Lessee for such Conditioning for
21 1f said Lessee does not own an interest in said plant, so

22 tendered to said Lessee's Affiliate who owns an interest
23 in said plant).
24
25 (b} Lessee-Owner of Unregulated Madority Owned Plant
26 or Unregulated Divided Plant. With respect to RIV Gas for
27 which a particular Lessee who owns an. interest (or whose
28 Affiliate owns an interest) in an Unregulated Majority Owned
28 Plant or in.an Unregulated Divided Plant makes settlement,
30 the Downstream Conditioning Allowance for said plant with

31 respect to each MCF of said RIV Gas measured during a

32
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particular calendar month at the inlet of said plant shall

be determined as follows: .

040880

{1) With respect to the portion of said RIV Gas having

a volume equal to the lesser of:

() the total wvolume

{expressed in MCF) of said

RIV Gas measured during said calendar month zt

the inlet of said plant; or

{B} the volume (expressed in MCF) equal to the

product of (i) Total Plant Throughput for that

month,

of ownership in said Gas Conditioning Plant (or

if an Affiliate of

in sai

by  said Lessee and

plied

multip

multiplied by

(ii) said Lessee's percentags

7

said Lessea owns an interest

d plant, the aggregate percentage owned

by (iii) twelve and one~half

lied by (iv)

all of its Affiliates), multi-
percent (lZ-~

the percentage ©f Royalty Gas

for that month which the State did not take "in

kind" during that month;

the Downstream Conditioning Allowance

(per MCF of said

RIV Gas measured at the inlet of said plant) shall

be equal to

the Calculated Conditioning Cost (per MCF

measured at the inlet of said plant) determined for
1

said plant and gas in accordance with Section 3.8;

provided, however, that if, prior to said month, the

State has elected to abando

.
Cost with ¢t

P—

n the Calculated Conditioning

with the provisions of Section 3.12, then the Calculated

et

Conditioning Cost shall not apply with respect to any
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1 of sald RIV Gas and the Down;&iiiEMCond1tlon1n§WAllowance
2 with respect to said RIV Gas sﬂi%lwgevg§tefmlned in
3
5 (2) With respect to the remainder, if any, of said
5 RIV Gas (or if,‘prior to said month, the State has
9 elected to abandon the Calculated Conditioning Cost
8 with respect to said Lessee and plant in accordance
9 . with the prcvisions.of Section 3.12, then with respect
10 to all of said RIV CGas), the Downstream Conditiocning
11 Allowance (per MCF measured at the inlgt of saild plant)
12 shall be egual to:
13
14 {A) if said plant is an Undivided Gas Conditioning
15 Plant, the tariff rate or charge (per MCF measursd
16 at the inlet ;E§saigwgiggzgwgg;;blished by the
17 | qiﬁiiﬁﬂggwiiggwg}igt for Conditioning said Les;ee‘s
18 Inlet Gas in said plant during said month; or,
19 if no such tariff rate or charge is established,
20 the volume weighted average ftariff rate or charge
21 (per MCF measured at the inlet of said plant)
27 paid for Conditioning in said plant during said
23 month gas of the same kind and guality as said
24 Lessee's Inlet Gas.
25
.26 (B} if said plant is a Divided Plant, the tariff !
27 rate or charge (per MCF measured at the inlet i
‘ 28 of said plant) established by said Lessee (or, i
29 {f said Lessee does not own an interest in said |
30 i plant, establisheé by said Lessee's Affiliate
31 who owns an interest in said plant) for Condi- %
37 tioning in said plant during said month gas of i
;
|
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the same kind and gquality as said Lessea's Inlest Ga

for said plant and month; or, if no such tariff
or charge is so established, the volume weighted
average tariff rate or charge (per MCF measured
at the inlet of said plant) paid for such Condition—
ing with respect to gas tendered during that month
to sald Lessee (or, if said Lessee does not own

an interest in said plant, so tendered to said

Lessee's Affiliate) for Conditioning in said plant,

(c) Lessee-Owner of Unregulated, Undivided Minoritvy

Owned Plant. With respect to RIV Gas for which a particular
Lessee who owns an interest {or whose Affilizte owns an
interest) in an Unregulated Undivided Minority Owned Plant
makes settlement, the Downstream Conditioning Allowance

for said plant with respect to each MCF of said RIV GCas

measured during a particular calendar month at the inlet

of said plant shall be egual to the tariff rate or chargs

PO,

{(per MCF measured at the inlet of sazid plant) established

by the owners of said plant for Conditioning said Lessee's

Inlet Gas in said plant during said month; or, if no such
tariff rate or charge is established, the volume weighted
average tariff rate or charge (per MCF measured at the inlet

of said plant) paid for such Conditioning occurring in said

plant during szid month.

(d) Non-Owner Lessee. With respect to any RIV Gas

for which a particular Lessee makes settlement, which gas
is delivered during a particular calendar month to a Gas
Conditioning Plant in which neither said Lessee nor any
Affiliate of said Lessee owns an interest, the Downstream

Conditioning Allowance for said plant with respect to sach

47
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1 MCF (measured at the inlet of said plant) of said RIV Gas
2 shall be egual to the sum of (i) the volume weighted average
3 amount, 1f any, (per MCF measured at the inlet of said plant)
4 paid to the owners of said plant by said Lessee for Con-
5 ditioning in said plant during said month, plus (ii) the
6 volume weighted average amount, if any, (per MCF measured
7 at the inlet of said plant) paid to the owners of said plant
8 . by the purchasers of said RIV Gas for such Conditioning.
E -
10 (e) In Kind Charges. As used in this Subsection 3.11.2
11 ‘ and in Paragraph 3.13.1(c), the term "tariff rate or charge"
12 (and, with respect to Paragraph 3.11.2(d), the term "amount")
13 shall mean, with respect to particular gas and a particular
14 Gas Conditioning Plant, the sum of (i) the entire monetary
15 amount, if any, established {or, in the case of Paragraph
16 3.11.2(d), paid) for Conditioning said gas in said plant,
17 plus (ii) the value of any gas contributed in kind to said
18 plant as payment, in whole or in part, for such Conditioning,
g 19 regardless of the form or condition in is
20 contributed. "4 o P
21 o e
/7 ! J e A S
22 [ 3.12 ;Election to Abandor Qalculated Conditicning Cost.s
/ g
23 With respgaé'ﬁé “““““ each Gas Condi%yé;i g Plant, the State may elect, v
24 EEEWEPE purpose of Sections 3.10} 3,11 and 3.13%, to abandon the
25 Calculated Conditioning Cost with respect to any or all Lessees
© 286 (regardless of whether the Calculated Conditioning Cost then
27 applies to a particular Gas Conditioning Plant and Lessee with
28 respect to which such election is made) by dispatching written
29 notice of such election to each Lessee affected thereby, such ;
30 notice to be dispatched with respect to a particular Gas Condition~i
31 ing Plant within one hundred f£ifty days after the end of the %
32 Initial Period for said plant. Each such notice shall be i
|
|
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dispatched by registered maill, return receipt reguested, to
the address for such Lessee set-forth in the Unit Agreement or %
at such other address as said Lessee shall hereafter specify

for such purpose. Aany such election shall be irrevocable. The
right of the State to make the election provided for in this
Section 3.12 with respect to a particular Gas Conditioning Plant
shall expire with respect to all Lessees one hundred f£ifty days
after the end of the Initial Period for said @lant and no attempi
to~méke such an election with respect to any Gas Conditioning
Plant or Lessee after said one hundred fiftieth day shall be
effective for any purpose; provided, however, that if, as of

the sixtieth day following the end of the Initial Period for

a particular Gas Conditicning Plant in which one or more Lessees
(or their Affiliates) then own an interest, the Commissioner

has not been notified of the Base Amount for said plant if such
notice is required by Paragraph 3.8.2(b}), then, with respect

to all Lessees, the time within which the State may make such

an election with respect to said plant shall be extended throu

[

the end of the ninetieth day after the Commissioner is first
notified of the Base amount for said plant. The election rights
provided for in this Section 3.12 shall not be assigned by the

State and any assignment by the State of all or any portion of

said rightg shall be null and void.

3.13 Payment of Initial Amount/Established Amount

Differential.

3.13.1 Definitions. 2s used in this Section 3.13:

(a) Bears Conditioning Costs shall, with respect to

particular RIV Gas, have the meaning given to it in Section

49
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(b) - Differential Amount Per MCF for a particular Lesses,

particular Gas Conditionimg Plant and particular Royalty
Gas shall mean an amount sgual to the difference between
the Calculated Conditioning Cost for said plant and gas

and the Established Amount for said Lessee, plant and gas.

(¢) Established Amount for a particular Lessee, particu-

lar Gas Conditioning Plant and particular Royalty Gas shall
‘.mean an amount equal to the Base Amount for said plant deter-
mined in accordance with Subsesction 3.8.2; provided, however,
that if the State has made the elesction provided'for in
Section 3.12 with respect to a particular Lessee and a partic-
ular Gas Conditioning Plant, then, with respect to said
Lessee and plant, the term "Established Amount” for Royalty
Gas measured for royalty purposes during any calendar month
when said plant was an Unregulated Undivided Majority Owned

Plant or an Unregulated Divided Plant shall mean an amount

egual to:

{1) if said plant was an Unregulated Undivided Ma-
jority Owned Plant during a particular calendar month,
the tariff rate or charge {(as defined in Paragraph
3.11.2(e)) (per MCF measured at the inlet of said planf
established by the ownérs of said plant £or Conditioning
said Lessee's Inlet Gas in said plant during said month;
or, if no such tariff rate or charge is established,

the volume weighted average tariff rate or charge (per
MCF measured at the inlet of said plant) paid for Condi-
tioning in said plant during said month gas of the

same kind and quality as said Lessee's Inlet Gas.

50
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22

{2) if said plant was an Unregulated Divided Plant

during a particular calendar month, the tariff rate

or charge (as defined in Paragraph 3.11l.2(e)) (per

MCF measured at the inlet of said plant) es

tablished

by said Lessee {or, if said Lessee does not own an

interest in said plant, established by said Lessea's

Affiliate who owns an interest in said plant) for Condi-~

tioning in said plant during said month gas of the

same kind and guality as said Lessee's Inle

said plant and month; or, if no such tariff

Gas for

rate or

charge 1s so established, the volume weighted average

tariff or charge (per MCF measured at the inlet of

said plant) paid for such Conditioning with respect

to gas tendered during that month to said Lessee (or,

if said Lessee does not own an interest in said plant,

50 tendered to said Lessee's Affiliate) for

ing in said plant.

(d) Election Date shall mean, with respect to

ticular Lessee and a particular Gas Conditioning

the date on which the State eslects to abandon

Condition-

fu
4o
]

the Calculated

Conditioning Cost with respect to said Lessee and plant

in accordance with the provisions of Section 3.12; provided,

however, that 1f the State does not so elect,

then with

respect to said Lessee and plant, "Election Date" shall

mean the date on which the State!

under Section 3.12.

s right so to elect expires

{e} Inlet Gas of a particular Lessee shall, with

respect to a particular Non-Unit Plant and a particular

calendar month, have the meaning

3.11.
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.3.13.2 Obligation.

P

{a) Royalty Gas/ Unit Plant. ?With respect to each

MCF of Royalty Gas (i) dﬁscbarged from a particular Unit
Plant prior to the end of the calendar month during which
the Commissioner is notified of the Base Amount for said
plant pursuant to Paragraph 3.8.2(b), and (ii) taken =zas

royalty from a particular Lessee (in the case of RIK Gas)-

‘or for which a particular Lessee makes or is obligated to

make royalty settlement "in value" (in the case of RIV Gas):

(1) if the EgtéplispgéwAmppnt for said Lessee, plant
and gas is.less than the Calculated Conditioning Cost
for said plant and gas, then said Lessee shall’pﬁy

the Differential Amount Per MCF for said Lessee, plant
and gas to the State within forty-five days after the

Commissioner is notified of the Base amount for saig

plant pursuant to Paragraph 3.8.2(b).

{(2) 1f the Established Amount for said Lessee, plant

and gas is greater than the Calculated Conditioning

Cost for said plant and gas, fﬁen the State shall éay
the D}iﬁgrgptial Amount Per MCF fg;wséid iessee, plagt
and gas to said Lessee'promptiy {(within forty-five
days, 1f possible) éfte£ the Commissioner is notified
of the Base Amount for said plant pursuant to Para-
graph 3.8.2(b). Each Lessee whom any payment will

be due under this Subparagraph 3.13.2(a) (2) shall in-
voice the Commissioner for the total amount due to
saild Lessee within fifteen days after the Commissioner

is so notified of said Base Amount.

52

040880




28
30
31
32

(b) RIK Gas, Non-Unit Plant. With respect to each

MCF of RIK Gas that is taken from a particular Lessee as

royalty and tendered pursuant to Subsection 3.10.1 for Con—’
diticning in a particular Unregulated Undivided Majority
Owned Plant or Unregulated Divided Plant prior to the end

of the calendar month during which the Election Date occurs

with respect to said Lessee and plant:

" (1Y if the Established Amount for said Lessee, plant
and gas is less than the Calculated Conditioning Cost
for said plant. and gas, then said Lessee shall pay the
Differential Amount Per MCF for said Lessee, plant ang
gas to the person who tendered said gas for Conditioning

in said plant pursuant to Subsection 3.10.1.

{2) 1f the Established Amount for sazid Lessee, plant
and gas is greater than the Calculated Conditioning

Cost for said plant and gas, then the person who ten

said gas for Conditioning in said plant pursuant to
Subsection 3.10.1 shall pay the Differential Amount

Per MCF for said Lessee, plant and gas to said Lesses.

{

Unless otherwise provided in the contract entered into pursu-
ant to Subsection 3.10.3 with :espéct to the Conditioning
of said gas, such payments shall be made on or before the
forty-£ifth day after the end of tha éalendar month during

which said Election Date occurs,

{c} RIV Gas, Non-Unit Plant. With respect to each

MCF of RIV Gas (i) that is delivered to a particular Unreg-
ulated Undivided Majority Owned Plant or Unregulated Divided

Plant prior to the end of the calendar month during which
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the Election Date occurs with respect to said Lessee and
plant, and (ii) for which a particular Lessea both Besars
Conditioning Costs and makes (or is obligated to make) rovalty

settlement “in value“:

(1) if the Established Amount for said Lessee, plant
and gas is less than the Calculated Conditioning Cost
for said plant and gas, then said Lessee shall pay

the Differential Amount Per MCF for said Lessee, plant
and gas to the State within forty-five days after the
end of the calendar month during which said Election

Date occurs.

{2} if the Established Amount for said Lessee, plant
and gas is greater than the Calculated Conditioning
Cost for said plant and gas, then the State shall pay
the Differential Amount Per MCF for said Lessee, plant
and gas to sald Lessee promptly (within forty-five
days, i1f possible) after the end of the calendar month
during which said Election Date occurs. Each Lessee
to whom any payment will be due under this Subparagraph
3.13.2(c) {2) shall invoice the Commissioner for the
total amount due to said Lessee within fifteen days
after the end of the calendar honth during which said

Election Date occurs.

3.14 Payment of PPI Adijustment Differential.

3.14.1 Aall Rovalty Gas. If, in accordance with Section

1.5, either the Upstream Cost Allowance or, with respect
to a particular Non-Unit Plant, the Downstream Conditlioning

Allowance, or both such allowances, for particular Royalty

040880
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Gas are calculated using the Interim PPI for the year

priot

to the Year Of Production for said gas and, as a result,

any Lessee:

(i) receives an amount pursuvant to Section 3.4 with

respect to said gas, if =said gas is RIK Gas,

or

{ii) deducts an amount pursuant to Section 3.5, or

Subsection 3.11.1, or both, with respect to said gas,

if said gas is RIV Gas

{such amount so received, 1f RIK Gas, or deducted,

Gas,

"Interim Amount"

is greater than or less than the amount that

if RIV

being referred to in this Subsection 3.14.1 as the

with respect to said gas),

wnich amcunt

would have

been so deducted or received by said Lessee with respect

to said gas ha& said allowance been calculated using

PPI for said year as finally determined and reported
amount calculated using said finally deter

referred to in this Subsection as the

with respect to said gas), then:

=
i
J
o
o)
g
R
-4

"Redetermined

b=
the

{suc. 7

{a) Refund to State., If the Interim Amount received

or deducted with respect to said gas is greater than ths

Redetermined Amount with regpect to said gas,

said Lessee

shall pay to the State, within thirty days af ter the PPI

for said year is finally determinad and repor ted,

an amount

equal to the difference between said Interim Amount and

sald Redetermined Amocunt.

(by Payment of Balances Due Lessee.

If

the Interim

Amount deducted or received with respect to said gas is

040880
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1 less than' the Redetermined Amount with respect to said gas,

2 the State shall pay to said Lessee an amount egqual to the :
3 difference between said Redetermined Amount and said Interinm %
4 Amount promptly ({within thirty days, if possible) after g
5 receipt by the State of salid Lessee's lnvoice therefor.

6

7 3.14.2 RIK Gas Tendered Under § 3.10.,1. IE, in accor-

8 dance with Section 1.5, the Calculated Conditioning Cost

5 ‘for a particular Non~Unit Plant and particular RIK Gas
10 tendered for Conditioning in szid plant pursuant to Sub-

11 section 3.10.1 is calculated using the Interim PPI for the

1z vear prior to the Year Of Productiion for said gas and, as

13 a result, any Lessee

14

13 (i) receives any amount pursuant to Subsection 3.10.1

16 with respect to said gas (hereinafter, the "Interim

L7 Amount Received" with respect to said gas), which amount
18 is greater than the amount that would have been so

19 received by said Lessee, or

20

21 {i1) charges an amount pursuant to Subsection 3.10.1

22 with respect to said gas (hereinafter, the "Interim

23 amount Charged" with regpect to said gas) , which amount i
24 is less than the amount'that would have been so charged
25 by said Lessee,
26

27 if said Calculated Conditioning Cost had been calculated

28 using the PPI for said year as finally determined and reported
28 (such amount calculated using the PPI for said year as finally
30 determined and reported being referred to in this Subsection
3L 3.14.2 as the "Redetermined amount" with resspect to said

32 gas}, then:
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(a} Refund to Person Tendering Gas. If the Interim

Amount Received with respect to said gas is greater than )
the Redetermined 2Zmount with respect to said gas, said Lesses
shall pay to the person who tendered sald gas for Conditicning
in said plant pursuant to Subsection 3.10.1, within thirty
days after the PPI for said year is finally determined and
reported, an amount equal to the difference between said

Interim Amount Received and said Redetermined Amount.

(b} Payment by Person Tendering Gas. If the Interim

Amount Charged with respect to said gas is less than the
Redetermined Amount with respect to said gasgs, the person

who tendered said gas for Conditioning in said plant pursuant
to Subsection 3.10.1 shall pay to said Lessee, within thicty
days after the PPI for said year is finally determined and

reported, an amount equal to the difference betwesen said

Interim Amount Charged and szid Redetermined aAmount.

3.15 BSettled Returned Gas Rovalty Issue. As used

herein, the term "Settled Returned Gas Royalty Issue” shall mean
the issue of whether any royalty obligaticn accrues with respect
to gas that is (i) produced £rom the Unit Area, (ii) delivered

to a Non-Unit Plant, and (iii} therea

-

rh

ter Used In Unit Operations.
In full and final settlement of the respective claims and conten-
tions of the State and each of the Lessees with respect to the

Settled Returned Gas Royalty Issue, the State and each of the

Lessees agree that:

3.15.1 Returned Gas Used In Unit Operations. MNo royalty

obligation, "in kind" or "in value," shall accrue with respect
to any gas that is (i) produced from the Unit RArea, (i1}

delivered to a Gas Conditioning Plant (whether or not such

57
040880

AGEY P T04a16 |7

——————



1 plant is Unit Eguipment), and (iil) thereafter Used In Unit
.2 Operations, regardless of whether or not said Gas Conditioning
3 Plant is located within the boundaries of the Unit Area
4 (it being expressly understood and agreed that no rovalty
5 obligation shall accrue with respect to gas produced from
6 the Unit Area, allocated to a particular Lessee and sold
7 by said Lessee at or upstream of the inlet of said plant
8 if and to the extent that said previously sold gas or an
9 eguivalent amount of gas.produced from the Unit Area is
10 subseguently purchased by sald Lessee and contributed in
11 kind by said Lessee to be Used In Unit Operations). As
12 used herein, gas which is "Used In Unit Operations" shall
13 mean gas that is used, unavoidably lost, stored or consumed
14 in Unit Operations or otherwise exempt from royalty {includ-
15 ing, without limiting the generality of the foregoing, gas
16 that is used or consumed in Unit Eguipment and gas that
17 is injected into any formation underlying the Unit Rrea),
18 regardless of the form or condition in which such gas 1is
13, Used In Unit Operations.
20
21 3.15.2 Calculation Re Non-Unit Plant. The volume of
22 gas that is (i) produced from the Unit Area, (ii) delivered
23 during a particular period to a Non~Unit Plant, znd (iii)
24 thereafter returned for the account of a particular Lessee
25 to be Used In Unit Operations (hereinafter, "Lessee's Returnedé
26 Gas"), with respect to which gas no royalty obligation, "in
27 kind" or "in value," shall accrue, shall be determined by !
e 28 multiplying (1) the volume (measured at the outlet of saigd
{; W é%? 7 O 28 plant and expressed in MCF) of Lessee's Returned Gas, by
T B 30 (2) the ratio determined by dividing (A) the wvolume weighted
31 average Heating Value (measured at the outlet of said plant)
32 of Lessee's Returned Gas, by {B) the volume weighted average
; 58
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25
26
27
23
29
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31
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Heating Value {measured at the inlet of said plant) of

all

gas produced from the Unit Area, allocated to said Lessee

and delivered to said plant during that period.

3.15.3 Proviso. Nothing in this Section 3.15
be construed as limiting the royalty exemptions set

in Article 7 of the Unit Agreement and Paragrap

Leases, or either of them.

3.16 Plant Design Information.

an interest in a Gas Conditioning Plant shall use

1l o

its best

i

shell

ferth

T
-y
e

Each Lessee who owns

g
erzo

to inform the Commissioner of significant developments relating

to the engineering design and the physical aspects of construction

of that Gas Conditioning Plant during the period prior to Major

Gas Sale; provided, however, that no Lessee shall be

to furnish any data or information

by ccntract or by law to keep confidential

reguiread

{(hereinafter,

Secretg"). If the State so reguests, such Lessee (or Lessee's

st

designated representative) shall, upon reascnable notice, m

informally with the Commissioner

(or a designated member of

professional staff)} to discuss such matters, other than Trade

Secrets, Any such meeting shall be held at such place as

Commissioner and such Lessese shall mutually agree.

3.17 Examples. Exhibits D, E and F hereto illustrate

oh

(¢4

L4

which said Lessee is reguired

b
Lo

the application of portions of this Article 3 in certain instances.

In the event of any conflict between the provisions of Article

3 and said Exhibits, the text of Article 3 shall control.
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ARTICLE 4: GENERAL PROVISIONS

4.1 Use of Agreement. This Agreement ef fects the

settlement and compromise of claims and contentions which are
disputed. The rights granted to and duties imposed upon the
parties hereto by the covenants contained herein are recognized
and accepted for purposes of this settlement only and in compromise
of the disputes being settled among the parties hereto. Neither
thé apove—captioned litigatioﬁ nor this Agreement shall be intro-
duced into evidence or otherwise referred to by any party to this
Agreement in any action or administrative proceeding to which the
State and any of the Lessees are parties unless such action or
proceesding concerns a State-issued oil and gas lease to which
this Agreement applies. In the event of any dispute concerning
tbe meaning or application of any of the terms of any lease to
which this Agreement applies, or of the Unit Agreement, this

Agreement shall govern where applicable.

4.2 Several Obligations. This Agreemznt shall be

treated for all purposes as though the State had entered into a
separate agreement upon the terms and conditions contained herein

with each of the respective individval Lessees. A1l of the Les

i

sees' obligations hereunder shall be the several obligations of
the individual Lessees and nothinhg herein shall be construed as
imposing joint liability upon the Lessees for satisfaction of any

obligation hereunder. Unless otherwise specified, each and every

one of the State's obligations hersunder shall be deemed to be a

separate obligation with respect to each Lessee and shall not be

deemed to be an obligation to all of the Lessees jointly. This

Agreement may be modified, amended or supplemented, in accordance

with the terms of Section 4.10 of this Agreement, with respect to

60
040880

i
i

ACT 27544




284
bt

N
o

24
25
26
27
28
29
30
31
32

RIK Gas to make payment to the respective_%eisees of all or

& particular Lessee or Lessees without the consent of any Lessee

not affected by said modification, amendment or supplement.

4.3 Primary Liability of State., From time to

time,

th

6]

State may arrange for one or more purchasers of RIK 0il or

any

portion of the sums for which the State i1s liable hereunder.

Neither the agreement or acguiescence by any Lessee in such an

arrangement nor the acceptance. by any Lessee of payment from any
such purchaser shall relieve the State of its primary liability

for the satisfaction of the State's obligations hereundesr.  The

State shall in all cases remain primarily liable for the satis-

faction of a2ll of its obligations under this Agreement.

sa
>

2ayvments.

4.4.1 Invoices. If the State takes Royalty 0il or

Royalty Gas "in kind" during a particular month, each Less

shall send, or cause to be sent, to the State, on or befors

the last day of the following month, an invoice for (i}

the Field Cost Allowance with respect to such oil takesn

from said Lessee, (ii) the Upstream Cost Allowance with

respect to such gas taken from said Lessee, and (iii) the
Conditioning charge due to said Leséee with respect to any
such gas Conditioned for the State pursuant to Subsection
3.10.1 or Subsection 3.10.2 in a Gas Cenditioning Plant

in which said Lessee {or an Affiliate of said Lessee) hzs

an ownership interest. (Amounts due with respect to Royvalty
Gas taken from a Lessee as royalty "in kind" prior to the
Effective Date shall be invoiced within sixty days after

the Effective Date.) The State shall pay, or cause to be

paid, each invoice rendered for such allowances and charges
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promptly (within thirty days, if possible) from the date

of suggmiﬁggiqg: [Procedures for payment of amounts due
with respect to RIK 0Oil taken by the State prior to the
Effective Date and with respect to RIV 0il for which royalty
settlement has been made prior to the Effective Date are

set forth in Section 2.8.]

4,4.2 Failure to Pay. If the State fails to pay,

.or to cause to be paid, to a Lessee, within thirty days
of the date of the involce therefor, any amount which the
State is obligated to pay to such Lessez under this Agreement,

such Lessee may:

{a) offset all or any portion thereof remaining unpaid
at the time of such offset against any obligation then or
thereafter due from said Lessee to the State under the Leasses,
the Unit Agreement, this Agreement, or any one or more of
them; provided, however, that, prior to any such offset,
the Lessee shall give the State fifteen days' written notice
specifying the amount unpaid and the amount and natura of
the particular obligation against which the Lessee intends

to offset; or

(b) demand that the State cause such unpaid amount
to be paid by its purchasers of RIK 0il or RIX Gas (here- i
inafter, individually and collectively, "RIK Hydrocarbons'),
from sums then or thereafter otherwise due to the State for g
RIK Hydrocarbons, in accordance with the following provisions

of this Paragraph 4.4.2(b):

(1) the State, upon receiving such a demand from a

Lessee, shall direct each purchaser to whom it has
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so0ld any RIK Hydrocarbons with respect to which all or

any portion of said uppaid amount accrued to pay to

said Lessee, as the State's nominee payee,

the amount

next due to the State from said purchaser for RIK Hydro-

carbons sold by the State to said purchaser (or

much thereof as is necessary to satisfy

the por

of the State's unpaid cobligation to said Lesses

s0O

tion

wh

ich

accrued with respect to RIK Hydrocarbons therstofors

sold by the State to saild purchaser), and the State

shall direct each such purchaser to continue to make

portion of the State's obligation to said Lessee

accrued with respect to said RIK Hydrocarbons is

in full; ang

W

o

payment for RIK Hydrocarbons in this manner until the

o
O

ich

H

aid

(2) if, for any reason whatever, the State's obliga-

tion to said Lessee with respect to RIK Hydrocarbons

sold to said purchaser is not so satisfied by said

purchaser within ninety days after receipt by t

ne

State

cf the demand first described in this Paragzaph 4.4.2(b),

the State, upon receipt of a further demand from said

Lessee, shall (unless prohibited by contractual obliga-

tion binding upon the State both on the date

first

set forth above and at the time such demand is mads)

direct such other purchasers of RIX Hydrocarbons as

the State shall elect to pay to said Lessees, as the

State's nominee payee, such amounts,

due to the State for RIK Hydrocarbons sold to such

then cor thereafter

other purchasers, as are necessary to satisfy promptly

the State's unpaid obligation to said Lessee;

63

or

AGH

275422




10
11
12
13

14

16
17
18
18

20

25
26
27
28
29
30
31
32

{c) offset a portion of said unpaid obligation pur~
suant to Paragraph 4.4.2(a)  and demand payment of a portion
thereof pursuant to Paragraph 4.4.2(b); and

(d) in addition to the foregoing, or, at the option
of said Lessee, in lieu thereof, pursue any and all other
remedies which said Lessee may have against the State or
against any other person for failure to make timely payment
of any amount due to said Lessee under this Agreement (it
being understood and agreed that no action taken by said
Lessee in accordance with the provisions of this Section
4.4 shall be construed or treated for any purposes as a
waiver of or election not to pursue any other remedies which
said Lessee may have against the State or any other person

for failure to make timely payment).

4.5 Audits. Upon reasonable notice to Léssees in
writing and at reasonable times within the thirty—six month period
following the end of a particular calendar year, the Commissioner
shall have the right to audit each Lessee's accounts and records
relating to the costs used in determining the allowances, charges
and deductions for Royalty 0il and Royalty Gas provided for in
this Agreement for said calendar year. Upon reasonable notice and
at reasonable times during any sﬁch‘audit, the Commissioner shall
have access to such accounting records and supporting documentation
as are reasonably necessary to determine whether such allowances,
charges and deductions have been accurately and corresctly
calculated; provided, however, that nothing herein shall reguire

a Lessee to retain documents and records for more than thirty-

'Six mOnthé?after the end of the calendar year during which such

" documents and records were prepared. Audits shall be conducted

in a manner which will result in a minimum of inconveniencs to the
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Lessees, who shall bear no portion of the State's costs incurread

for such audits. -

4.6 Confidentiality of Information. The Commissioner

shall not be reguired to keep confidential particular informaztion
furnished to him by or on behalf of any Lessee pursuant to this

Agreement unless (i) the information constitutes trade secrets, ©

(ii) the information, if publicly disclosed, would likely result

n

in appreciable competitive or other economic harm to said Lesse

]

Upon request by or on behalf of said Lessee, such information shall

be kept confidential by the Commissioner unless (i) such infor-
mation is or becomes part of the public knowledge or literature
ther than through the fault of or unauthorized disclosure by an
officer or employee of the State; or (ii) such information is or
becomes available to the Commissicner from a source (other than
said Lessee) having the legal right to disclose such information
to the Commissioner and said source did not request that the
Commissioner keep such infecrmation confidential; or (iii) said
Lessee notifies the Commissioner that such information no longer
need be kept confidential. BAll documents containing information

to be kept confidential shall be clearly marked "confidential"

and shall be filed separately from those records of the Department

of Natural Resources which are available to persons other than

[

employees of, and legal counsel to, said Department. The forego-
ing notwithstanding, if the Commissioner receives a regquest from

or on behalf of any Lessee that particular information furnished

"
<

to the Commissioner by or on behalf of said Lessee be kept confi-

dential, the Commissioner shall give said Lessee thirty days'

advance written notice prior to any disclosure of said information,

which notice shall specify the grounds for the Commissiocner's
good faith belief that he is not obligated by the terms of this

Section 4.6 to keep said information confidential. Any Lessee,

65
040880

|
|

260 275424.%

P - s e e e e —



10
11
12
13
14
15
16
17
18

20
21
22
23
24
25
.26
27
28
29
30
31

32

upon reasonable notice from the Commissioner, sbail review confi-
dential information previously furnished to the Commissioner

by said Lessee to determine whether such information no longer
need be kept confidential by the Commissioner. If confidential
information furnished to the Commissioner by a Lessee pursuant

to this Agreement could be publicly disclosed without appreciable
competitive or economic harm or other damage to said Lessee,

said Lessee, upon reasonable request by the Commissioner, shall
no£ify the Commissioner that such information no longer need

be kept confidential.

4,7 Construction of Agreement. Bach of the parties here—

to acknowledges that it is entering into this Agreement without
reliance in any way upcon any statement, representation, action or
other matter not specifically set forth herein; and that the rField
Cost Allowances and Calculated Conditioning Cost provided for here—
in shall be calculated in the manner set forth in, respectively
Sections 2.6, 3.7 and 3.8, and applied as provided in this Agree-
ment, without reg&:d to Field Costs (as defined in Subsections
2,2.1 and 3.2.9, respectively) and gas Conditioning cests actually
incurred by any Lessee. The language in all parts of this Agree-
ment shall, in all cases, be construed according to its fair
meaning and not strictly for or against any of the parties herevo.
Headings at the beginning of Articles,*éections and other subparts |
of this Agreement are (except in the case of Article 1, Sections %
i
2.2, 3.2 and 3.9 and Subsection 3.13.1) solely for the convenience i
i
of the parties and are not a part of this Agreement. When reguired !
by the context, whenever the singular number is used in this Agree—
ment, the same shall include the plural, and the plural shall
include the singular; the masculine gender shall include the
feminine and neuter genders and vice versa; the word "person'

shall include individuals, governmental agencies, departments
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and entities, and corporations, partnerships and other forms cf
business association, as the czse may be. A&s used in this Agrer™
ment: to the extent practicable, "measured" shall mean a metereufj
volume corrected for metering error; the "meter" at which the
volume of particular oil or gas is "measured for royalty purposes'
shall mean, in the case of Royalty 0il and Royalty Gas produced
from lands as to which the Unit Agreement is then effective,

the custody transfer meter or other point at which one of the
Unit Operators ({(as defined iq the Unit Agreement) relinguishes
cuséody of said oil as Unit Operator; the date on which particular
0il' or gas is "measured for royalty purposes" shall mean: (i) with
respect to particular oil, the éate on which said o©il reaches the
LACT Meter for said oil, regardless of the date on which rovalty
settlement is made therefor; (ii) with respect to particular RIK
Gas, the date on which said gas is taken by the State as royalty
“in kind"; and (iii) with respect to particular RIV Gas, the

date on which said gas reaches the Intermediate Valuation Point
for sald gas, regardless of the date on which royalty settlemer

is made therefor. The quantity of the tailgate residue gas and
other products and byproducts yielded from a particular guantity
of gas produced from the Unit Area, allocated to a Lessees under
fhe Unit Agreement and delivered to a Gas Conditioning Plant shall

be determined in accordance with the Unit Operating Agreement.

4.8 Units of Measurement. As used in this Agreement,

the word "barrel" shall mean a stock tank barrel of 42 standard
U.S. gallons measured at or corrected to a pressure of 14.65
pounds per square inch absolute ("psia") and a temperature of

60° Fahrenheit; "MCF" shall mean 1000 standard cubic feet of gas
measured at or corrected to a pressure of 14.65 psia and a tempera-—
ture of 60° Fahrenheit; and "BTU" shall mean British Thermal Unit,

Whenever a volume, value or rate necessary to make a calculation
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16-1 (pPhysical Constants of Hydrocarbons) in the 1379 edition

provided for herein is stated in a different unit of measurement
or with respect to a different point of measurement £from that
required to complete said calculation, then the volume, value

or rate shall be converted, in accordance with good engineering

practices consistently applied, to one which is stated in the

e

equired units or at the required point of measursment. Volumes
of natural gas liguids (NGL's) measured in liquid form shall

be converted to MCF units of measurement for purpose of this
Agreement by applying the appropriate component conversion factors

as shown in the column entitled "cu ft gas/gal liguid" in Figure

of the Engineering Data Book published by the Gas Processors

Suppliers Association (GPSA).

4.9 Allocation of RIK 0il and RIK Gas. For the purposes

of this Agreement, any RIK 0il or RIK Gas taken by the State under
the Unit Agreement during a particﬁlar calendar month shall be
deemed to have been taken as royalty from each of the respective
Lessees in the same proportions as all RIV Cil or RIV Gas, as
the case may be, was allocated for that month under the Unit
Agreement to sach of the respective Lessees for settlement (or,
if the State took all its Royalty Oil or Royalty Gas "in kind"
during said month, in the same provortions as all such Royalty
Cil or Royalty Gas would have beén alloéated for that month in

the absence of any taking "in kind" by the State).

4.10 BAmendment. This Agreement may be modified, amended
or supplemented only by a written instrument or instruments exe-
cuted by the party to be charged with such medification, amendment

or supplement.
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4.11 Successcrs and Assigns. Except as otherwise

provided herein, this Agreement shall be binding upon and shall
inure to the benefit of each of the parties hereto and their
respective heirs, devisees, legal representatives, successors and
assigns, and shall constitute a covenant running with the lands,

leases and interests covered by this Agreement.

4.12 Severability. 1If any provision of this Agreement
or the applicatiop of such provision to any party or circumstance
shail-be finally determined by.a court of competent jurisdiction
to be invalid or unenforceable, the party materially disadvantagead
by said determination may, in its sole discretion, either (ij ter-
minate this Agreement (as between the State and any Lessee with
respect to which the State is materially disadvantaged by said
determination, if the State is the party materially disadvantzged
thereby; or, if a Lessee is the party materially disadvantaged
thereby, as between said Lessee and the State), as of the date
of said determination, or (ii) continue the remainder of this

Agreement in full force and effect.

4,13 Execution in Counterparts. This Agreement may

fis)

).

be executed in counterparts, each of which shall be deemed to

be an original for all purposes, and all of which shall, together,
be construed as one and the same:instrument. Executed signature
pages signed by one or more of the parties hereto may be affixed
to cone or more copies of the Agreement and, subject to Section
4.2, each such copy shall also constitute a duplicate original

of this Agresment as between the State and each of the other
parties who executed such copy. One or more duplicate criginals

hereof may be filed in the Superior Court for the State of Alasks,

First Judicial District at Juneau.
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1 4.14 Reservation of Other Disputes. HNeither this
2 Agreement nor the payment or acceptance of any sums pursuant
3 " to this Agreement nor the pefformance of any act hereunder shall
4 prejudice any claims or contentions of any of the parties hereto
5 with respect to any issues other than those settled or resolved
6 by the terms of this Agreement. Issues not settled or resolved
2 by the terms of this Agreement include, inter alia, the following:
8
9 - {a) The issue of whgther, in computing the value of
10 Royalty 0il for the purpose of making royalty payments "in
11 value" on oil produqed from the Unit Area, each Lessese may
12 deduct from the LACT Meter Value of said oil all or any
13 portion of any Oil-NGL Blending Costs (as defined in Subsec-
14 tion 2.2.1) incurred by said Lessee with respect to said oil.
15
16 {(b) The issue of how, in determining the LACT Meter
17 Value of RIV 0il (from which LACT Meter Value the Field
18 Cost Allowance with respect to said oil may be deducted
19. by a Lessee, pursuant to Section 2.5, ih making rovalty
20 settlement for said oil), & Lessee is to compute the value
. 21 of said oil at the LACT meters into TAPS.
> _
¢ 23 (c) The issue of whether, with respect to gas proc-
L {{5 24 duced from the Unit Area and taken by the State as royélty
\Jﬁ{ ( 25 "in kind," the State is liable to each Lessee for reimburse-
QQQV{XQ T ment of all or any portion-of any Cycling Plant Costs (as
27 : defined in Subsection 3.2.9) ‘incurred by said Lessee with
28 respect go said gas.
28 T
30 (d) The issue of whether, in computing the value of
31 Royalty Gas. for the purpose of making royalty payments "in
32 : value" on gas produced from the Unit Area, each Lessee may
70
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1 deduct from the Intermediate Value of said gas zll or any

-~
Uﬁi/ N {<€{Mw§2 portion of any Cycling Plant Costs (as defined .in Subsectior-.
Jﬁ%f ) - 3 3.2.9) incurred by said Lessee with respect to said gas.
é 4
[ (e) The issue of how, in determining the Intermediate
) Value of RIV Gas delivered during a particular calsndar
7 month to a particular Non-Unit Plant (from which Intermediate
8 Value the Upstream Cost Allowance may be deducted by a Lessee
9 . pursuant to Section 3.5, in making royalty settlement for
- lOM '-said gas), in those insténces in which a Lessee Bears Con-
11 - ditioning Costs (as defined in Paragraph 3.1l (b)) with respect
s ;’/ 12 - to the RIV Gas portion of said Lessee's Inlet éas (as defined
13 in Paragraph 3.11(a)) for said plant and month, said Lessee
14 is to compute said Lessge'sﬂ§g§MQEEES:MY§£Ee {as defined
15 in Subsection 3.11.1) for said‘plant and month.
16
17 : (£) The issue of how, in determining the Intermediate
18 Value of RIV Gas delivered during a particular calendar
1lg month to a particular Non-Unit Plant (from which Intermediu,f
20 Value the Upstream Cost Allowance may be deducted by a Lesses,
21 pursuant to Section 3.5, in making royalty settlement for
g \;;é/ 22 ’ said gas), a Lessee is to compute the vaigfyaﬁ the inlet
£§Xd 23 of said plant of the RIV Gas portion of said Lessee's Inlet
24 Gas (as defined in Paragraéh 3.11(a)) for said plant and
25 month in those instances in which said Lessee does not Bear
26 Conditioning Costs (as defined in Paragraph 3 .11(b)) with
27 . respect to said gas, plant and month.
28
29 (g} The issue of where and in what condition the Lessees
30 are obligated to deliver to the State any royalties "in kind"
3 accruing with respect to gas that is produced from the Unit
32 . Area, conditioned in the Field Fuel Gas Unit (a part of
71
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1 Shared Group 19, as defined in Exhibit 32A of the Unit Operat-
2 ing Agreement) (hereinafter, the "FFGU"), and not Used In
. 3 Unit Operations. Nothing herein shall be construed as obli-
A 4 gating any Lessee to deliver gas conditioned in the FFGU
s to the State as royalty "in kind," or as an admission that
& any Lessee is so obligated independent of this Agreement.
4
8 {(h) The issue of whether, with respect to any gas
] -produced from the Unit Area and taken as royalty "in king®
10 that is either (i) measured for royalty purposes prior to
11 Major Gas Bale, or (ii) measured for royalty purposes after
12 Major Gas Sale and cohditioned in the FFGU, the State is
e %\& ¢ 13 liable to each Lessee for reimbursemeézmgg‘(l) all of the
gx§§{g% {é%} 14 gathering, separation, cleaning, dehydration, compression
* ' 15 and other f£ield handling costs incurred by said Lessee with
16 respect to said gas, and (2) all conditioning and treating
17 costs, if any, incurred by said Lessee with respect to said
18 gas in the FfGU. Nothing herein shall be construed as obli-
19 gating any Lessee to deliver gas conditioned in the FFGU
20 to the State as royalty "in kind," or as an admission that
21 any Lessee is so obligated independent of this Agreement.
22
23 (i; The issue of how the value of the State's royalty
24 share of gas that is producéd from'the Unit Area and either
2ﬁof“ 25 (1) measured for royalty purposes prior to Major Gas Sale,
iﬁ\gg 26 or (ii) measured for royalty purposes after Major Gas Sale
! 27 and conditioned in the FFGU, shall be computed for the purpose
28 of making royalty payments "in value."
29 -
30
31
32
72
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EXEIBIT A

FUNCTIONAL DESCRIPTION OF POSSIBLE GAS

CONDITIONING PLANT DESIGN

The principal function of a Gas Conditioning Plant
will be to condition gas to meet sales gas specifications of
a major gas pipeline for transportation of gas off the North
Slépe of Alaska. The final pipeline specifications are as yet
unresolved. Currently proposed pipeline specifications include
a hydrocarbon dew point of ~10°F at 1000 psig (pounds per squarse
inch gauge), a COp content of 1%, an inlet pressure of 1260 psig,
and an inlet temperature of 25°F. Based on these assumed pipeline
specifications, the R.M. Parsons Company developed a preliminary
design for a gas conditioning plant, which design is commonly
referred to as the "September 1978 Parsons Study Report." Although
the final design of a Gas Conditioning Plant may differ from
this preliminary design, facilities required to condition Prudhoe
Bay gas to meet pipeline specifications can be illustrated by
referance to the Parsons design. The facilities in the Parsons

design are divided by function into three main categories:

{a) Hydrocarbon dew point control and NGL fractionation;
(b) COp Removal; and

(c) Compression and Chilling,.

Hydrocarbon dew point is controlled to pipeline speci-
fications by lowering the temperature of the incoming gas to
condense the heavier hydrocarbon components for removal from

the gas stream.

040880 A-1
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' . EXEIBIT B

PARTIAL LIST OF POTENTIAL SUPPORT FACILITIES

TYPE QOF FACILITY

Flares

Utilities
Supervisory Controls
Communications

Roads and Bridges

Central Power System

Field Fuel Gas Unit

Construction Related Facilities

Operations Related Facilitles

040880

ALLOCATION

BASIS

Investment
Investment
Investment
Investment
Investment
Percentage
Usage
Percentage
Usage
Investment

Investment

Ratio
Ratio
Ratio
Ratio
Ratio

Based

Based

Ratio

Ratio

on

on
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The CO3 content of the gas is reduced by contact with

SELEXOL solvent, which absorbs the COs3.

The gas is then compressesd from approximately 500 psig

to pipeline pressure, and chilled by mechanical refrigeration

from 390°F to 25°F.

Current plans envision a “stand-alone” plant; i.e., all

facilities such as power, utilities, flare systems, communications

systems, etc. used to support the plant will be incorporated
the plant design and therefore will be considered to be part of
the plant regardless of where such faéilities are physically
located. If the plant that is ultimately constructed utilizes
existing or future Support Facilities, a share of the costs at-

tributable to such Support Facilities shall be included in com-

puting the Calculated Conditioning Cost.
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EXHIBIT C

FUNCTIORAL DESCRIPTICN OF

UPSTREAM GAS PACILITIES

Upstream gas facilities include all direct and support
equipment necessary to clean, dehydrate and transport gas between
the outlets of the gas/oil separators and the inlet of the Gas
Condit%oning Plant or, if there is no Gas Conditioning Plant,
the inlet of a major gas pipeline for transportation of gas off
the North Slope of Alaska. The facilities are divided by function

into three main categories:

(a) Compression;
{b) Dehydration; and

(c) Gathering.

Separation of natural gas from crude oil at the flow
gtations/gathering centers is currently accomplished at four
pressure levels: high pressure separators at 650 psig, inter-
mediate pressure separators at 85 psig, treaters at 25 psig,
aﬁd o0il surge tanks at 1.5 psig. The function of the upstream
gas facilities is to compress and dehydrate the gas streams from
gas/oil separators for delivery through the gas gathering lines
to the Gas Conditioning Plant (or major gas pipeline). Compressors
take suction from gas/oil separators and are reguired to provide
the necessary pressure to transport gas from separators through
the gathering system. The gas is dehydrated by contact with

glycol prior to being transported in gathering lines.
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EXHEIBIT D

DETERMINATION OF CALCULATED CONDITIONING COST

This Exhibit illustrates the manner in which the Calcu-
lated Conditioning Cost (per MCF) is to be determined pursuant
to Section 3.8 for a particular Gas Conditioning Plant, whether

or not such plant is Unit Eguipment.

Assumptiong:l

(&) "Major Gas Sale" occurs on July 20, 1986.

(B) The "Initial Period" begins at 12:01 A.M. on
August 1, 1986 and ends at the end of 1987.

(C} - The "Base Period" is 1988.

(D} The Commissioner is notified of the amount of

the Base Amount on February 26, 1988.

Calcula

T
1

>
.

(1) Initial Amount (the Calculated Conditioning Cost
fbr Royalty Gas measured for royalty purposes after Major Gas
Sale and prior to the end of the calendar month during which the
Commissioner is notified of the éase Amount (July 20, 1986, through

February 29, 1988, given the foregeoing assumptions) (§ 3.8.1):

1The assumptions in this Exhibit are Eictitious and are made

cnly for the purpose of illustrating the application of Section 3.8,

No party is entering into this Agreement in reliance on any of these .

assumptions or conclusions drawn therefrom.
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(a)

(b)

(@)

Therefore,

Initial Amount = ICp + OMCg.

ICg = an estimate of ICg, made in

accordance with § 3.8.1(b).

OMCp = an estimate of OMCp, made in

accordance with § 3.8.1(b).

I + D + AVT.

ICg = TPT1p
O&Myp,

OMCy = TPTyp

I = (PICyp) % (R1p).

=

= (3Gp5) * (PICzp) x

M)

1
AVT = (T3) x (AV) x (M}).

1
(PICTp) X (RTp) + (305) X (PICTp)x (M)+

Initial Amount

1

an estimate of:

(T3) X (AV)x (M) + O&M7p

040880

Where:

iCg

OMCy

i}

i

TPTyp

Base Investment Cemponent {§ 3.8.x(a){(l)).

Base O&M Component (§ 3.8.1l(a}) (2)).

Interest on Plant Investment Costs

(§ 3.8.1(a)(1)).

AGO 275457



—

16
17
18
19
20
21
22

23

24
25
26
27
28
29

30
31
32

AVT

TPT1p

OsaMtp

PICyp

AV

{2)

Depreciation (§ 3.8.1(a)(l)).

Ad Valorem Taxes (§ 3.8.1(a){l)).

Total Plant Throughput for the Initial

Period (§ 3.2.25).

Plant O&M Costs for the Initial Period

(§ 3.8.1(a)(2)).

Plant - -Investment Costs as of the end of the

Initial Period (§ 3.2.22).

Effective Rate Of Interest for the Initial

Period (§ 3.2.8).

Number of months in the Initial Period
(§ 3.2.13) (Given the foregoing assump-

tions, M = 17).

All ad valorem taxes applicable to the Gas

Conditionihg Plant for the last year of
the Iqitial Pericd, plus a porticn of the
total of all ad valorem taxes applicable
to all Support Facilities for such year
(zllocated on the basis set forth in

Subsection 3.2.24) (§ 3.8.1(a)(l)).

Base Amount (the Calculated Conditioning Cost

for Royalty Gas measured for royalty purposes after the end of

the calendar month during which the Commissioner is notified of

the Base Amount and prior to the end of the Base Period (March 1

040880
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1988, through December 31, 1888, given the foregoing assumptions) !

{§ 3.8.2)):

Base Amount = ICg + OMCp.

Therefore, Base Amount =

!
1
i
i
i
|
i
P
'

1 1
(PICp)x(Rrp) + (Ipm) x(PICrp)x(M) + (To)x(AV)x(M) + O&'1p

TPT1p

Where: All terms bave the meaning given to them in (1)

above.

(3} 2Adjusted Amount (the Calculated Conditioning Cost
for Royalty Gas measured for royalty purposes during a particular

calendar year after the end of the Base Period (19829 and therea

th

ter,

given the foregoing assumptions) (§ 3.8.3)):

19
20
21
22
23
24
25
26
27
28
29
30
31
32

(ICB) b4 (—Z;EC——-) + (OMCB) % {

Adjusted Amount = ICp + OMCp.

PIC,

ICh = (ICp)x .
2 (ICp) ﬁgg:ﬁ
Ip

PPIN

OMCp = (OMCp) X f——) ,
PPI.,

Therefore, Adjusted Amount

PPIN

7
PPI

= Adjusted Investment Component .
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OMCp

PICY

PPIy =

PPItp =

Adjusted OgM Component.

Plant Investment Costs as of December 31 of

PPI

PPI

the year prior to the Year Of Production

with respect to the particular Rovalty

Gas for which the Calculated Conditioning

Cost is being calculated (§ 3.2.22).

for the year prior to the Year Of Production
with respect to the particular Royalty Gas
for which the Calculated Conditioning Cost
is being calculated (§ 1.5).

for the last month of the Initial Period

{(§ 1.3).

All other terms have the meaning given f£o them in (1)

above.

———
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EXHIBIT E

DETERMINATION OF THE VOLUME OF RIK GAS TO WHICH

THE CALCULATED CONDITIONING COST APPLIES

This Exhibit illustrates, with respect to RIK Gasz for
a particular calendar month taken as royalty from a particular
Lessee ("Lessee Y") and tendered during that calendar month to
a particular Gas Conditioning Plant that is either an Unregulated
Divided-Plant {§§ 3.9.1, 3.9.5) or an Unregulated Majority Owned
Plant (§§ 3.9.2, 3.9.5), the manner in which one calculates the
volume of the portion of said gas that Lessee Y is obligated,
pursuant to Subsection 3.10.1, fo Condition for a Conditicning
charge equal to the Calculated Conditioning Cost (§ 3.8).

AssumEtions:l

(A) There i1s only one Gas Conditioning Plant.

(B) The Gas Conditioning Plant is either an Unreguﬂated/
Majority Owned Plant‘or an Unregulated Divided
Plant (§ 3.9).

(C) Lessee Y owns a 40% interest in the Gas Conditioning
Plant.

(D) The State has not elected to abandon the Calculatad
Cénditioning Cost with respect to Lessee Y

(§ 3.12).

lThe assumptions in this Exhibit are fictitious and are
made only for the purpose of illustrating the application of
Subsection 3.10.1. WNo party 1is entering inte this Agreement

in reliance on any of these assumptions or conclusions drawn

therefrom.
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2 {E) During the menth in guestion the State has taken

3 70% of its Reoygalty Gas for said month "in kinaﬁ
4 (F) Total.Plant Throughput for the month in guestion

5 is 75,000,000 MCF,.

3 {G) The volume of RIK Gas tendered during the month in

7 guestion by the State and all of its 2Assignees
B - for Conditioming in the Gas Conditioning Plant
S . is 2,100,000 MCF.

10

11 Calculate:

12

13 (L) The volume described in § 3.10.1(i) (hereinafter,
14 "Volume (i1)%):

15

16 Volume (i) = the total volume of RIK Gas for the
17 month in guestion that is taken as royalty

18 ~ from Lessee Y and tendered during said calendar
19 month by the State and all of its Assignees

20 for Conditioning in the Gas Conditioning Plant.
21

22 = 2,100,000 MCF.

23

24 » (2) 'The volume described in § 3.10.1(ii) (hereinafter,
25 "“Volume (ii)"): '

26

27 Volume (ii) = (TPTy)x(POPy)x(12.5%) {PTIKy)

28 = (75,000,000 MCF)x(40%)x(12.5%)x{70%)
28 = 2,625,000 MCF.

30

31 Where:

32
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TPTy = Total Plant Throughput for the calendar month
in guestion (§ 3.2.25). R
POPy = Lessee Y's percentage of ownership in the
Gas Conditioning Plant.
PTIXy = The percentage of Royalty Gas for the calendar

month in guestion which the State has

taken "in kind" during said month.

The volume of the portion of the RIK Gas tendered
during the month in guestion by the State and
all of its Assignees for Conditicning in a partic-
ular Gas Conditioning Plant to which the Calculated
Conditioning Cost applies (hereinafter, "CCC

Volume") s

(a) CCC Volume = Lesser oﬁ Volume (i) or

(b 2,100,000 MCF is less than 2,625,000 MCF.

Therefore, CCC Volume = 2,100,000 MCF.

E~3
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1 . EXHRIBIT F
2 -
-3 DETERMINATION OF THE VOLUME *OF RIV GAS TC WHICH
4 THE CALCULATED CONDITIONING COST APPLIES
5
6 This Exhibit illustrates, with respect to RIV Gas
7 for which a particular Lessee ("Lessee Y") who owns an interest
8 in a Gas Conditioning Plant that is either an Unregulated Divided
9 Plant (§§ 3.9.1, 3.9.5) or an Unregulated Majority Owned Plant
10 (§§ 3.;.2 3.9.5) makes settlement, and which is measured for
11 || royalty purposes during a particular calendar month at the inlet
12 of said plant, the manner in which one calculates, pursuant
13 to Paragraph 3.11.2(b), the volume of the portion of said gas
14 for which the Downstrezam Conditioning Allowance is equal to
15 the Calculated Conditioning Cost (§ 3.8).
16
17 Assumptions:l
18
.19 (A} There is only one Gas Conditioning Plant.
20 (B} The Gas Conditioning Plant is either an Unregulated
21 Majority Plant or an Unregulated Divided Plant
22 (§ 3.9).
23 (C) Lessee Y owng a 40% interest in the Gas Conditioning
24 Plant. : '
25
.26
27 1The assumptions in this Exhibit are fictitious and are
28 made only for the purpose of illustrating the application of
29 Paragraph 3.11.2(b). No party is entering into this Agreement
30 in reliance on any of these assumptions or conclusions drawn
31 thereérom.
iz
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32

Calculate:

(2)

040880

(D} The State has not elected to abandon the Calculated
Conditioning Cost with respect to Lessee Y

(§ 3.12).

(E) The percentage of Royalty Gas for the month in gues-

tion which the State did not take "in king®
during said month is 30%.

{F) Total Plant Throughput for the month in gquestion
is 75,000,000 MCF.

(G) The volume of the portion of the RIV Gas for which
Lessee Y makes settlement that is measured for
royalty purposes during the calendar month in
guestion at the inlet of the Gas Conditioning

Plant is 900,000 MCF.

The volume described in § 3.11.2(b) (1) (hereinafter,

"Volume (1)"):

Volume (1) = the volume of the portion of the RIV
Gas for which Lessee Y makes settlement that
is measured for royalty purpcses during the
calendar month in question at the inlet of the
Gas Conditioning Plant.

= 800,000 MCF.

The volume described in § 3.11.2(b)(2) (hereinafter,
"Volume (2)%"):

Volume (2)

(TPTy) x (POPy) x (12.5%) X (PNTKp)

i

(75,000,000 MCF)x%(40%)x(12.5%)x(320%)

1,125,000 MCF.
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1 Where: N
.2 -
3 TPTM = Total Plant Throughput for the calendar month
4 in guestion (§ 3.2.25).
5
6 POPy = Lessee Y's percentage of ownership in the
7 | Gas Conditioning Plant.
8
9 PNTKy = the pezcentage'of Royalty Gas for the month
10 in question which the State did not take
11 "in kind" during said month.
12
13 (3) The volume of the portion of Lessee Y's Inlet RIV
14 | Gas for which the Downstream Conditicning Allow-
15 ance is equal to the Calculated Conditioning
16 Cost (hereinafter, "CCC Volume"):
17
18 {a) cCcC Volume = Lesser of Volume (1) or
139 volume (2).
20
21 (b} 900,000 MCF is less than 1,125,000 MCF.
22
23 Therefore, CCC Volume = 300,000 MCF.
24
25 Where:
< 28
27 Lessee Y's = All RIV Gas for which Lessee Y makes
28 égéeéas settlement that is measured for royalty
29 purposes during the month in guesticn
30 at the inlet to the Gas Conditioning
31 Plant.
32
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