Group webinar series is sponsored by COPAS. Thank you COPAS for

@ The WSLCA summer 2016 Subsurface Committee & Royalty Working

providing this free service to the WSLCA education initiative and in
p as turn the many institutional beneficiaries our states serve.

Understanding Gas Producer & Pipeline
Imbalances
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Basic Producer Imbalances

e Allocated deliveries < WI entitled volume = under-
produced volume

e AKA - underbalanced, under delivered, under sold

¢ In accounting terms - one is a credit, the other a debit

Producer Imbalances - Causes

+ Gas volumes cannot be split exactly by Wl on w
with-split connections

« An owner with TIK gas loses his market

* In rare cases - operator suspends owner’s gas due
to delinquent payment of his share of operating
expenses
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Producer Imbalance Example

Monthly
Working |Entitlement| Volume Over
Interest Volume Sold (Under)

.25 27,500, 20,000

.25 27,500 30,000
.25 27,500 30,000

.25 27,500 30,000

=Total Bugs Group| .75 82,500 90,000

Total Well 110,000/ 110,000

Total Well

Producer Imbalance Example

Monthly
Working |Entitlement| Volume Over
Interest Volume Sold (Under)

.25 27,500 20,000] (7,500)

.25 27,500, 30,000 2,500
.25 27,500 30,000 2,500
.25 27,500 30,000 2,500
e Total Bugs Group| .75 82,500, 90,000 7,500

Total Well 110,000/ 110,000

Sam
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Producer Imbalance Example

Monthly
Working | Entitlement Over
Interest Volume [Volume Sold  (Under’

Sam .25 27,500, 20,000, (7,500)

Bugs .25 27,500 30,000 2,500
Daffy .25 27,500, 30,000 2,500
Fudd .25 27,500 30,000 2,500

= Total Bugs Group .75 82,500, 90,000 7,500

Total Well 110,000/ 110,000 0

150,000| 450,000] 300,000

150,000/ 50,000 (100,000)
150,000| 50,000| (100,000)
150,000| 50,000 (100,000)
450,000| 150,000 (300,000)

600,000 600,000 0

Gas Accounting Methods

«—Entitlement Method - record only your net revenue-interest
(NRI)_of total gas sold at current sales price

+ Sev taxes usually paid on sold volume and value

+ Royalty payment methodology requires analysis dependi
on who they are
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Gas Accounting - Sales Method

01 845 5010

« If overdelivered - you record sales revenue until
your share of remaining reserves are depleted

* If underdelivered - make sure reserves are
adequate to make up your under delivery

Gas Accounting - Entitlement Method

volume recorded as-asset or liability

» During makeup - asset or liability reduced at
weighted average price in the account

+ Again - sev taxes usually paid on volume and value
sold
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Royalties Where Gas Balancing Exists

- O OO0 s SRR

* Rule of thumb - check with your TIK working interest
owners to make sure royalties paid correctly by all

» You do not want an audit or lawsuit to determine yo
accounting practice for paying royalties - that usual
means penalties and / or interest assessments

Operator Gas Balancing Statement

¢ Entitled Volume

o Allocated or Sales Volume
Over/(Under) Production
Current Month-Imbalance

Cumulative Imbalance

Trainer: Salomon Tristan with COPAS
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Example of Gas Balancing Statement

Date Prepared: (7)

13) (14) {15) (16) “7) (18)
Transporter Operator/ W% Current Production——Estimate Current Cumulative
Owner Month Deliveries /Actual Month Imbalance
Entitlement Imbalance

TotatAtt-Detiveries (21)

Note:-Negative-indicates-that the-imbalanceis-due-{owed)to-the-Operator/producer-

Producer Imbalance Settlement

o The GBA should also address when reserves are
depleted and imbalances still exist.

e Settlement options or procedures should be
enumerated in the GBA
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Gas Balancing Settlements

® Royalty-in-kind

® Depletion of reserves

Settlement factors to cog

¢ Offset gas imbalances
¢ Negotiate a value
¢ Carried Interest owners

e Record retention
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e FIFO - first month of under-deliveries and work
forward until the entire volume is valued

Pipeline Imbalances
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Well #1 Production Schematic

To Pipeline
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Nominations
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Nominations
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Nominations

Nominations
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Nominations

Nominations
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Confirmations

e Confirmation are confirmed volumes a pipeline agrees

Transporter Imbalances

¢ Gas sold at the inlet to a gas plant
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Transporter Allocations

e Entitlements

¢ Multiply pro-rata share times the total delivered
volume
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Transporter Allocation Based on a Swing

- =""the swing volume
| OO s VY S Y N s e NN
= ==

e “Swing” stays with the pipeline (“suspense”) or a
designated entity(s)

Transporter Allocation Based on

18
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Transporter Imbalance Issues

e Lconrirmea Nnommiaquon——— 0000000000000
e Pipeline/Transporter Delivered Volume

o Confirmed Volumes reported-as Delivered-Volumes-on-the
Gas Balancing Statement

¢ Entitled volumes delivered are not the actual entitled
volumes produced

Producer or Pipeline Imbalance??

e Confusion from either may lead to PPAs or adjustments later
so stay on top-of them monthly

e _Above all - ask questions!
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Producer & Pipeline Imbalance Case

350 (50)
100

Total Prod 900
Wetthead-tmbatance

_ Entitled Vol | Actual Volume
585 5

CoA+C 00 (85)
CoB 315 400 85

Netback Pricing

> Most Common & Equitable Method
v Oil & Gas Volume Pricing ‘
v Sold Away From Lease
v.Gas:Is More Complicated

> Severance Tax & Royalty Agencies
v" Allow Netback Pricing Method
v Calculating, Tax
v Royalty Payments & Reports

> Some Producers with Marketing Affiliates
v Buy & Sell Equity and Non-equity Gas
v’ May Charge A Fee
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Off-lease Gas Case

Platform A Customer #1
125 MMBTU 65 MMBTU
@ $0.25 Sales to Customers @$2.25

#1, #2, & #3 at Pool

Ranger Field Customer #2
150 MMBTU 160 MMBTU
@ $0.16 @ $2.55

Flores Field Customer #3
80 MMBTU 130 MMBTU
@ $0.15 @ $2.45

Flores Field Sale to Customer #4 at wellhead Customer #4

40 MMBTU —— 40 MMBTU
@ $2.20 @ $2.20

Case - Off-lease Gas

e Weighted Avg Sales Price (WASP) Calculations
e WASP = total sales value / total sales volume = gross sales
e WASP = $872.75 / 355 MMBTU = $2.458 / MMBTU @ Pool

¢ Flores Field Netback Price Calculation
¢ Pooled sale = 80 MMBTU @ $2.458 = $196.64
e Transp to Pool = 80 MMBTU @ $0.15 = $12.00
¢ Sale to Customer #4 = 40 MMBTU @ $2.20 = $88.00
e Flores Field WASP = $2.372 / MMBTU

WASP/MMBTU Transp into Pool/MMBTU | Netback/MMBTU

Platform A $2.458 $0.25 $2.208

Ranger Field $2.458 $0.16 $2.298
Flores Field - Pool $2.458 $0.15 Flores Pool & W/H

Flores Field - Wellhead N/A N/A $2.272
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Questions?
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