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OUESTi.R 

Chris Parker 
Utah Division of Public Utilities 
Heber Wells Building 
160 East 300 South 
Salt Lake City, UT 84145 

John Burbridge 
Wyoming Public Service Commission 
Hansen Building, Suite 300 
2515 Warren Avenue 
Cheyenne,WY 82002 

Wexpro Company 

333 South State Street 
PO Box 45003 

Salt Lake City, UT 84145-0003 

Tel 801-324-2534 

July 20, 2016 

Bryce Freeman 
Wyoming Office of Consumer Advocate 
Hansen Building, Suite 304 
2515 Warren Avenue 
Cheyenne,WY 82002 

Craig C. Wagstaff 
Questar Gas Company 
333 South State Street 
Salt Lake City, UT 84145 

Re: Guideline Letter Governing Commercial Well Designations Under Section 1-20 
of the Wexpro Agreement and Section 1-11 of the Wexpro II Agreement 

The Utah and Wyoming Public Service Commissions approved the Wexpro I 
Agreement in 1981, the Wexpro II Agreement in 2013, the Trail Unit Settlement Stipulation 
in 2014 and the Canyon Creek Settlement Stipulation in 2015 (collectively the "Wexpro 
Agreement"). 

The Wexpro Agreement defines the procedure for classification of a "Commercial 
Well" in Section 1-20 of the Wexpro I Agreement and Section 1-llof the Wexpro II Agreement 
(the "Commercial Well Test"). A Commercial Well is one that "(i) clearly produces sufficient 
quantities to pay at market prices for the products, all costs of drilling, development and 
operation of the well, or (ii) requires further determination for classification as a commercial 
well or a dry hole." Modern drilling and completion techniques, such as hydraulic fracturing 
and horizontal drilling have become pervasive in the industry and have enabled completion 
in previously uneconomical formations. These newer techniques are reasonably necessary 
to efficiently and more fully produce the hydrocarbons in the properties subject to the 
Wexpro Agreement. However, the Commercial Well Test guidelines as set out in the Wexpro 
Agreement are not compatible with the newer completion techniques. Longer testing times 
are often necessary to evaluate new completions, which usually have multiple zones each 
requiring individual fracture treatment. Sufficient production time after completion is 
necessary to unload fracture fluids, remediate wet zones, install compression, and address 
other issues that may occur before reliable decline trends can be established to evaluate the 
well. 
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During the current Hydrocarbon Monitor's tenure, which began in 1999, procedures 
for classifying a well under the Wexpro I Agreement, Section 1-20 (i) as "clearly" commercial 
included using a minimum 10 percent discount rate and oil and gas prices based on the 
NYMEX 12-month forward strip, adjusted to the location of the well. This process was used 
because Section 1-20 only specified the use of"market prices" without further definition. The 
same procedures were used for classifying a well that requires "further determination" 
under 1-20 (ii), but this Section has a 30-day testing limit after stimulation, with only the last 
10 days of production to be used to evaluate the well. 

The parties to the Wexpro Agreement will benefit from specifying procedures and 
timing to be used for performing a Commercial Well designation which comply with all 
aspects of the Wexpro Agreement. The following procedures will be utilized during the 
Commercial Well Test, on a well by well basis, for wells that are clearly commercial and for 
wells that require further determination for classification as a commercial well, a non­ 
commercial well or dry hole: 

Discount Rate: A before-tax industry-standard1 discount rate (currently 10 percent) 
will be required under the Commercial Well Test. 

Pricing: The price to be used for the Commercial Well Test will be the Rockies 
Adjusted Price, as of the date production begins then held flat thereafter. Rockies Adjusted 
Price is defined in the Canyon Creek Settlement Stipulation, paragraph 14. However, for the 
Commercial Well Test, the Rockies Adjusted Price will use a NYMEX 12-month forward curve 
instead of the NYMEX 5-year forward curve that is used to determine future drilling plans. 
All other calculations and terms will remain the same for the Commercial Well Test as they 
are defined in paragraph 14 of the Canyon Creek Settlement Stipulation.2 

Production Testing: Beginning upon the date a well is first ready to produce 
hydrocarbons; each well will be produced for 90 days prior to analysis for classification 
under the Commercial Well Test. If a well is not "clearly commercial" and requires remedial 
work, Wexpro will notify the Hydrocarbon Monitor prior to the end of the 90-day initial 
production period and request one additional 90-day production period. Wexpro will 
describe its plans for remediation and increasing production. The Wexpro remediation plan 
will include anticipated costs and time duration. If the Hydrocarbon Monitor agrees to an 
additional 90-day production period, Wexpro will be granted a maximum of 30 days for 
remedial work ("Remediation Period") before the second 90-day production period begins. 
If a permit(s) for additional work is required, Wexpro will notify the Hydrocarbon Monitor 
and the start of the 30-day Remediation Period will not begin until the day after Wexpro 
receives the permit(s). The second 90-day production period will begin no later than 30 
days after the beginning of the Remediation Period. 

1 F ASB Statement of Standards, FAS69-8. 
2 This Guideline Letter does not change the Cost-of-Service-Test required prior to drilling investment as defined in 
paragraph 14 of the Canyon Creek Stipulation. 
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Adoption of this Guideline Letter will provide for application of a Commercial Well 
Test in a manner and time frame most likely to result in an accurate analysis of a well's 
potential performance. 

The guidelines contained herein will be in effect and binding upon the parties who 
sign this letter until such time as they are either modified or terminated. However, the 
guideline would still be in effect for all actions taken prior to any modification or termination. 

Please indicate your acceptance of this Guideline Letter as an appropriate means to 
perform Commercial Well determinations in the future on all Wexpro Agreement properties. 

APPROVED: 

WEXPRO COMPANY 

By: -15,.,..i _,/,3, �- 
Brady If Rasmussen 
Execuq;e Vice President & 
Chief Operating Officer 

Date: __ 1..,__,__, /.::)=--=- 0..,./_,1_..G,__ __ , ( 

UTAH DIVISION OF PUBLIC UTILITIES 

Chris Parker 
Director 

WYOMING OFFICE OF CONSUMER ADVOCATE 

Date: __ 
i,_/i'-- ( lu (. _ 

r r 

- 
3IPage 

2.7: 2()/fo 
I 
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WYOMING PUBLIC SERVICE COMMISSION STAFF 

By��qefi 
Attorney 

Supervi: 

QUESTAR GAS COMPANY 

By: 

Cr���a� 

Executive Vice President & 
President, Questar Gas Company 
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Date: -�2� ·2�Y.- ·�/.='6 _ 

Date: _-z_...,_/�--z_,_, l/� J{c _ 
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QUEST�R 

Evans Consulting Company 
2002 Cimarron Court 
Mission, TX 78572-7432 
Attn: David Evans 

Re: 3.D Seismic, Canyon Creek Unit 

Dear David: 

July 26, 2004 

'N�xpro Company 

130 Sas: �00 South 

?O. Box 456Qi 

Salt Lake City, UT a.1. 1'15-:J601 

Tel 801 32-1- 2600 • Fax 301 324 2637 

I·-· J O 

.... --- - 

Wexpro requests pre-participation approval by the hydrocarbon monitor to participate in a 3D seismic program over Canyon 
Creek Unit as discussed below. This request is based on the guideline letter of October 17, 1994 which requires Wexpro to 
get pre-participation review and approval by the hydrocarbon monitor for future 3D seismic programs. 

Overview 
Canyon Creek Unit has production from shallow Wasatch and Fort Union Formations, intermediate depth Mesaverde 
Formation, and deep Frontier and Dakota Formations. Because of the multiple stratigraphic horizons that are productive and 
the diverse ownership, the unit is horizontally segregated into different participating areas. Wexpro operates the Canyon 
Creek Unit (approximately Tl2N-13N, RIO! W, Sweetwater, Wyoming), but has designated QEP as sub-operator for the 
shallower Fort Union and Wasatch producing zones in which Wexpro has no ownership. Wexpro's primary ownership is 
only within the Mesaverde Formation, with limited additional ownership in other formations within 1980' circles. QEP in 
addition to ownership in the shallow formations, also has rights to zones deeper than the Mesaverde, but not in the 
Mesaverde. Neither Wexpro nor QEP has 100% ownership in any zone, but rather is a partner with other companies. 

Wexpro has been cautiously, but successfully developing additional Mesaverde reserves by infill drilling in Canyon Creek. It 
appears that if all potential locations can be drilled, there may be approximately 40 additional infill and step out locations 
available. The infill drilling is based on completing different sandstones than are completed in the existing offset wells. These 
additional sandstones have more limited drainage areas than higher quality sandstones completed in the original wells. These 
additional sandstones are not "blanket" type sandstones and part of the success of infill wells is the ability to predict the 
presence of individual sandstones at a given location. Seismic may provide some additional insight into presence or absence 
of individual sandstones, especially in step out well locations. Additionally, because Canyon Creek Unit is located a large 
structural anticline, ii. likely has a system of faults and fractures similar ro those found on nearby srrucrures. These faults and 
fractures are not recognized based on the limited well control currently available. Seismic may provide insight as to the 
location and trend of fractures and faults which may allow better interpretation of compartmentalization of the reservoir as 
well as any directionality of drainage, rather than the simple drainage circles we now use. This knowledge will enable better 
placement of future wells to maximize reserves and perhaps lessen the risk of drilling poor performing wells. 

3D Seismic Program 
QEP and its partners have decided to conduct a 51 square mile 3D seismic survey over the Canyon Creek area to image all 
the known productive reservoirs and have invited Wexpro to participate. The seismic survey is designed to enable mapping 
of individual Mesaverde sandstone bodies if they are thicker than 15 feet, map major packages ofMesaverde sandstones, 
predict reservoir quality, map faults with throw greater than 25 feet and accurately map depth between existing control 
points. Additionally, it will provide detailed imaging of the Frontier, Dakota, and Baxter formations in which Wexpro has 
ownership within selected 1980 foot circles. 

Geophysicists believe that there is little risk of getting unusable data because similar surveys with similar geology and 
topography nearby have had good results. 
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Page 2 
3D Seismic, Canyon Creek Unit 
July 26, 2004 

The total survey cost, including processing, is projected to be $1,264,800. Based on thickness of interval to be imaged and 
ownership within the interval, it is determined that Wexpro should have 21 % of the total cost or $265,608. This was 
calculated using the depth to the base of the Wexpro ownership (base Mesaverde) at approximately 7,000' in Canyon Creek 
Unit 34. Modeling of the seismic indicates that the deepest depth which can be irnaged is 17,500', thus 60% of the beneficial 
seismic is at depths greater than Wexpro ownership (J 7500-7000)/17500 = 60%). Of the remaining 40%, the very shallow 
derives little benefit from the seismic data and is allocated I 0% of the cost with 30% remaining for the Mesaverde interval. 
With approximately 70% working interest ownership in this interval, Wexpro total share of the seismic would then be 21 %. 
This methodology assigns no share of the cost of the deep seismic to Wexpro, but Wexpro does have some limited ownership 
in the deep intervals. 

Recommendation 
Wexpro should participate for its calculated share ($265,608) of the Canyon Creek seismic program. This participation is in 
order that Wexpro might lower its risk in future development wells and might be able to better predict directional drainage 
patterns and sand terminations. 

Please indicate your approval ofWexpro's participation in the above discussed 3D seismic program by signing in the 
signature box below. If you wish to discuss this further, please let me know. 

r,y;�s-� 
<lam�� �. L:sey, 
Vice President 

cc: Darrell Hanson, Utah Division of Public Utilities 
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OUEST�R 

Darrell S. Hanson 
Utah Division of Public Utilities 
Heber M. Wells Building 
160 East 300 South 
P.O. Box 45802 
Salt Lake City, Utah 84145 

Dear Mr. Hanson: 

February 20, 2004 

Wexpro Company 

130 East 100 South 

P.O. Box 45601 

Salt Lake City, UT 84145-0601 

Te! 801 324 2600 · Fax 801 324 2637 

Re: Guideline Letter Governing the Adoption of Financial Accounting Standards 
Board Statement No. 143, Accounting for Asset Retirement Obligations, 
under the Wexpro Agreement 

INTRODUCTION. The operational and legal necessity of conducting physical recla­ 
mation activities at and near oil or gas well-site locations and. related facilities generally 
requires expenditures after production is terminated. This reclamation activity can 
include dismantling or removing facilities, plugging and abandoning wells, and recondi­ 
tioning and restoring terrain. These obligations are referred to as asset retirement obliga­ 
tions or "AR Os." 

In particular, the Bureau of Land Management, as well as other federal and state 
regulatory agencies, has established specific reclamation requirements associated with 
leasing and operating oil and gas properties. The costs associated with these reclamation 
activities are reasonable and necessary "common business expenses" as that term is used 
in paragraph 1 in each of Exhibit A and Exhibit E of the Wexpro Agreement ("the 
Agreement"). 

SF AS 143 REQUIREMENTS. Wexpro Company ("Wexpro") has historically billed 
ARO costs through the Agreement when actual costs in excess of salvage value received 
are paid during asset-retirement operations. However, Wexpro is now required to adopt 
procedures consistent with Statement of Financial Accounting Standards No. 143, 
Accounting for Asset Retirement Obligations ("SFAS 143"), to comply with Generally 
Accepted Accounting Principles. Under SFAS 143, effective for fiscal years beginning 
after June 15, 2002, entities are required to recognize and account for certain AROs, as 
defined by SF AS 143, on a basis different from that used historically by Wexpro. 

Specifically, if a legally enforceable ARO is deemed to exist, a company must 
determine and record the value of the liability for the ARO in its accounting records. 
Also, under SFAS 143, at the time the liability is recorded, a corresponding and 
equivalent ARO asset will be recorded on the company's books as part of the cost of the 
associated tangible asset. The ARO asset is then depreciated together with the associated 
tangible asset over the life of that asset. 
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Darrell S. Hanson 
February 2 0, 2 004 
Page 2 

An annual "accretion" expense is also added to the ARO liability to account for 
the risk adjusted time value of money. This is necessary so that, at the time of the asset's 
future retirement, the total recorded ARO liability will equal the cash required to meet 
the legal obligation.1 

In addition to the forward-looking requirements of SF AS 143 outlined above, 
companies are required to recognize the "cumulative effect" on their financial statements 
resulting from the implementation of SF AS 143 on a retrospective basis. Thus, under 

· SFAS 143, it is necessary to reconstruct over past years the effects that would have 
resulted if the requirements of SF AS 143 had always been followed. This cumulative 
effect requires a one-time transition entry on Wexpro's books as of January I, 2003, so 
that future financial statements will properly reflect the ARO cost effects. 

SFAS 143 UNDER THE WEXPROAGREEMENT. In order to coordinate SFAS 143 
compliance with contractual requirements under the Wexpro Agreement, Wexpro pro­ 
poses to: 

3 Incorporate ARO costs as ongoing, necessary operating expenses under the 
terms, conditions and procedures of the Agreement, as described below; 

3 Collect ARO costs attributable to historical periods up to January 1, 2003 
("transition costs"); 

3 Set up a trust account for the deposit of all funds (net of taxes) related to ARO 
costs collected from Questar Gas Company and Wexpro (funding of the trust 
account to be borne in the same proportion as ARO costs); and 

3 Pay the ARO costs when they come due with accumulated trust account 
funds. 

In addition to providing guidance on adopting SFAS 143 for the Wexpro 
Agreement AROs, this Guideline Letter provides for establishing a secure source of 
funds to retire the Wexpro Agreement Properties (Article II and Article III assets) and a 
procedure to account for and true-up the ARO funding for each individual asset as may 
be necessary to reflect changes in economic factors, applicable tax rates and estimated 
cleanup costs. 

The initial ARO accretion rate shall be 6.6%; the initial ARO rate of inflation 

1For example, assuming a discount rate of 6.6%, an ARO valued at $10,000 in 2003, but which 
will not be paid until 2005, will cost $11,364 when actually paid. The accretion required in this example 
would be $660 the first year and $704 the second. 
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Darrell S. Hanson 
February 20, 2004 
Page 3 

shall be 2.3%. The accretion rate represents the estimated rate at which Wexpro could 
borrow to fund future ARO obligations. The ARO rate of inflation represents Wexpro's 
best estimate of current pricing inflation associated with future ARO obligations. Strictly 
for purposes of this Guideline Letter, Wexpro's collection of funds in the trust account to 
provide for future ARO costs will be net of applicable estimated salvage values. 

Accretion and Depreciation, Future Charges. SF AS 143 accounting requires the 
following monthly expense entries related to AROs: (i) the monthly increase in the ARO 
liability from the accretion charge; (ii) the monthly depreciation of the associated ARO 
asset over its remaining life; and changes in estimates affecting items (i) and (ii). The 
treatment and allocation of ARO depreciation and accretion expenses shall follow 
established accounting practices historically used by Wexpro except as set forth below. 

The Wexpro oil properties have been highly profitable resulting in over $88 
million of oil sharing under Exhibit E of the Wexpro Agreement (the Operator Service 
Fee, "OSF.") The $88 million of cumulative oil sharing to date represents approximately 
94% of the estimated total oil sharing. However, due to the discounting treatment under 
SFAS 143 (which "loads" the ARO expense toward the end of an asset's life), approxi­ 
mately 50% of the ARO expense is yet to be recouped from the remaining 6% of the 
estimated total oil sharing. Even though Questar Gas's share (54%) of the estimated 
future AROs will amount only to an estimated $0.9 million (net of salvage), this may 
cause "negative sharing'" in the later years of oil revenue sharing. These necessary 
expenses should be absorbed by the revenue stream generated over the life of the 
Wexpro oil properties. Therefore, to the extent of any negative sharing directly attribute­ 
able to ARO expenses, 54 % of the ARO costs will be a direct increase to the OSF. 

Transition Costs. For assets in use as of the adoption of SFAS 143, Wexpro has 
calculated the cumulative effect of past ARO costs through December 31, 2002, to be 
$7,458,129 (net of salvage). This was determined by conducting a well-by-well 
engineering analysis and applying an accretion rate of 6.6% and an inflation rate of2.3% 
over the expected life of all the properties subject to the Agreement. 

This amount will be recovered as follows: 

(a) $5,734,966 (net of salvage) in equal monthly charges over an 18-year 
period as a part of the OSF. This amount is related to (i) all gas produced from Article 

2 "Negative sharing" occurs when 54/46 revenues are not sufficient to effect a payout to the sharing 
parties. 
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Darrell S. Hanson 
February 20, 2004 
Page 4 

III properties (Productive Gas Reservoirs), and (ii) gas produced from Article II proper­ 
ties (Productive Oil Reservoirs) subject to the cost-of-service treatment of§ II-5 of the 
Agreement. Notwithstanding the foregoing, for an asset retired prior to the 18-year 
period, Wexpro will accelerate the collection of the proportionate share of the above 
amortized amount pertaining to that asset. Any accelerated collections will reduce the 
total of the monthly collections for transition costs for the remaining time periods by an 
amount equal to the accelerated collections. 

(b) The remaining $1,723,163 (net of salvage) in ARO transition costs is 
related to (i) oil produced from Productive Oil Reservoirs subject to the 54-46 formula 
and (ii) "new oil" produced from Productive Gas Reservoirs subject to the 54-46 
formula. Of this amount, 54% is to be charged to Questar Gas ($930,508) and 46% to 
Wexpro ($792,655). Questar Gas's 54% obligation will be reflected and charged as an 
operating expense under the OSF. 

The 18-year straight-line amortization and the one-time charge and allocation for 
the cumulative effect are consistent with the prior treatment of excess deferred-tax 
refunds under the Agreement when the U.S. corporate tax rate changed from 46% to 
34% in 1986, as agreed to by the parties in a guideline letter dated May 29, 1992. 

Trust Account. As funds are received from Questar Gas by Wexpro, both from 
the charges for the cumulative effect and the annual depreciation and accretion expenses 
(net of salvage), such funds, net of income taxes as described in paragraph ( a) below, 
will be deposited in an interest-bearing trust account established by Wexpro. Wexpro 
will also fund its share of the ARO costs, as determined in paragraph (b) above and by 
application of the "54-46 formula," by making corresponding deposits to the dedicated 
trust account. 

This trust account will be maintained with a reputable financial institution solely 
for the purpose of accumulating and dispensing funds related to Wexpro's AROs under 
the Wexpro Agreement. The funds in this account will be specifically dedicated to 
Wexpro's SFAS 143 AROs and will not be commingled with any other funds ofWexpro 
or any other entity in order that these funds are not subject to creditor claims. The trust 
account will be funded and drawn down under the following procedures: 

(a) From the payments collected from Questar Gas for the cumulative-effect 
charges (net of salvage) and ongoing depreciation and accretion charges (net of salvage), 
Wexpro will deposit and accumulate such funds in the trust account, except Wexpro will 
retain such amounts as are required for Wexpro to pay its current income-tax obligation 
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( 
Darrell S. Hanson 
February 20, 2004 
Page 5 

related to those payments. 3 The initial tax rate will be the current marginal composite 
income tax rate (MCTR), as determined pursuant to§ I-38 of the Wexpro Agreement, 
and shall be adjusted annually. 

(b) The balance in the trust account will be credited with interest at the cus­ 
tomary rate paid on such an account by the financial institution where the account is 
located. Periodically, but not less than annually, interest accumulated in the trust 
account shall be disbursed and paid to the OSF or Wexpro, as earned by their relative 
contributions to the account balance. 

(c) When a facility is retired (such as plugging and abandoning a well), the ARO 
costs will be funded by an appropriate withdrawal from the trust account, and an amount 
contributed by Wexpro representing the gross up for taxes at the MCTR, regardless of 
Wexpro's actual tax treatment. If the amounts needed to fund any actual ARO costs are 
less than or exceed the allocated current trust account balance, Wexpro will determine 
the allocation of such deficiency or excess amount and will charge or refund the 
difference to the OSF, with Wexpro to bear or receive its corresponding share, if 

· applicable . 

. (d) Any salvage value (net of taxes calculated at the MCTR) shall be credited to 
. the OSF when the useable equipment is sold or transferred, with Wexpro to receive its 
corresponding share, if applicable. 

(e) As necessary from time to time to remain in compliance with SFAS 143 and 
with audited financial reporting requirements (but not more often than annually), 
Wexpro will review and redetermine: 

(i) The engineering estimates ofWexpro's AROs and related salvage 
values. Ifthere are material changes in the values so determined, Wexpro will 
implement the necessary changes to the accounting and bi1ling under the Agreement. 

(ii) The inflation rates used in determining the accretion expense. If there 
is a material change in the ARO costs due to changes in expected economic conditions, 
Wexpro will implement the necessary changes to the accounting and bi1ling under the 
Agreement. 

3 Because actual ARO expenses are not tax-deductible until paid, the collection of ARO-related 
expenses in years before the expense is incurred will create a current tax obligation. The tax will be calculated 
based on the MCTR allowed for under the Wexpro Agreement. Accordingly, all fund increases or decreases 
will be adjusted for taxes at the then current MCTR, to achieve the intended result of keeping Wexpro neutral 
on income taxes while passing any future benefit (or determent) of tax rate changes back through the OSF. 
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Darrell S. Hanson 
February 20, 2004 
Page6 

(f) An example of the accounting and funding treatment (including income tax 
gross up) pursuant to this Guideline Letter is attached as Schedule A. 

CONCLUSION. Adoption of this Guideline Letter will provide an ongoing method­ 
ology that will recognize the costs associated with funding end-of-asset retirement 
obligations over the life of the properties. Funding based on implementation of SF AS 
143 will allow the costs to be spread over the period of time that oil and gas are 
produced, thus mitigating their one-time impacts. As these funds will be accounted for in 

· a separate, non-commingled interest-bearing account, the principal amounts will have no 
effect on Wexpro's investment base, and it will not be necessary to adjust Wexpro's 
investment base in connection with this treatment. It is understood that, under the 
current requirements imposed on Wexpro by SFAS 143, the treatment of AROs, salvage 
values and.abandonment costs in this Guideline Letter is not contrary to §§ II-7 and III- 
10 of the W expro Agreement. 

Please indicate your acceptance of this guideline letter as an appropriate means to 
respond to the requirements of SF AS 143 as applied to the terms of the Wexpro 
Agreement. 

WEXPRO COMP ANY 

�£-� 
James R. Livsey 
Vice President 

Approved: 
UTAH DIVISION OF PUBLIC UTILITIES 

Date�h-�.0<./ 

Staff of Wyoming Public Service Commission 

EVANS CONSULTING COMPANY 

�''iif� By: µ � 
avid Eivansiresident 
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( 
OUEST�R 

Darrell S. Hanson 
Utah Division of Public Utilities 
Heber M. Wells Building 
160 East 300 South 
P.O. Box 45802 
Salt Lake City, Utah 84145 

RE: I-47 Product Allocation Ratio 

Dear Mr. Hanson: 

:- ·, -- . 

April 27, 1999 

----- .. ----------.--,L_ ---,--,,,c..._ · -- 
',Vexpro Comoanv �� 

· 30 E,::$: :,:;::; ::i::.�"' 

::,ix 80 l 324 2637 

( 

The Utah Division of Public Utilities (Division) as well as Wexpro have recently had discussions 
regarding the intent of Paragraph 1-47 in the Wexpro Agreement (Agreement). As a result of these 
discussions the Division and Wexpro have agreed to the following methodology effective January 
1, 1999 forward. The parties further agree that the methodology used prior to January 1, 1999 will 
not be subject to change. It is proposed that effective January 1, 1999 Wexpro will calculate a new 
equivalent ratio to be used for that year. This ratio will be determined by dividing the actual 
weighted average price per barrel received for oil, condensate and natural gas liquids for the twelve 
financial months ending December 31" of the previous year by the weighted average wellhead 
royalty valuation per Mcf of gas produced by Wexpro in the twelve financial months ended 
December 31" of the previous year. This ratio will then be recalculated each subsequent year in the 
same manner (see Attachment "A" for the 1999 Product Allocation calculation based on 12-31-98 
data). The calculation will be subject to verification by the Accounting Monitor as part ofits annual 
review ofWexpro's compliance with the terms of the Agreement. 

Please indicate your approval of the proposed guidelines in the signature area. 

Very respectful� 

G.� 
President and CEO 

Approved: 
Utah Division of Public Utilities 

<, 

Date: �)� ·�_ .. _ i _L_ i -� ct_ ''" ... ] __ 
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4/23/99 11 21 AM 

1999 Product Allocation Ratio 
Based on 12-31-98 Results 

1/ \/Veighted average oil, condensate and natural gas 
liquid price received by Wexpro for twelve months 
ended 12-31-98 

21 Weighted average price used for royalty wellhead 
gas valuation per Mci for twelve months 
ended 12-31-98 

$12.64 / S2.06 = 6.14 

Round to 6.1 to 1 Equivalent Ratio 

1/ From year end Wexpro financial statements page containing operating statistics for the 
total average liquid price. (See page 2 of Attachment A) 

7J Represents Wexpro/Questar Gas net working interest volumes and 
royalty value reflected in the 410.210, 410.220 and 410.230 general 
ledger accounts plus any clearing well eliminations associated with the above 
accounts for the 12 months ended 12-31-98. (See Note below) 

Attachment A 
Page 1 of 6 

S12.64 

S2.06 

Net working interest volume per month x royalty price per month 
Net worklng interest volume 

Note: 

Net Working Interest (Accounts 410.210 - 410.230) 
(See pages 3 - 4 of Attachment A) 

Clearing Well Eliminations 
(See pages 5 - 6 of Attachment A) 

RA TI098.xls 1998 

= $76,176,759 
36.986.602 

Value 
$100.250 

$76.076.509 

$76,176,759 

= $2.06 

Volume (MCF) 
29.742 

36.956.860 

36,986,602 
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5;: :,;:::A?RO .::�?il...'<'f ?AGZ 2' 
GZ}Tc:RA.:. :.soc.a ;..;:-::·;:-;"! ?.:;'.?C,':;'.' :'�CM 12/01/98 T:-3.U 12/)l/33 RCN DATE:: 22 Apr 1999 

NET WORKING INTEREST YEAR E:ND BAL��'lCE WORKSHEET Attachment A 
Page. 3 of 6 :l.IOD POSTED rx JRL CJST 

,-- DATE TY? SRC VOGC:--IER PROPErtTY �R DESCRIPTION DE3IT CREDIT 3ALANCE 
I 

.'1.10.210 GS GAS SALES WI T.U.NSACTION HISTORY FILE 
/98 01/04/99 AA RV 12-RV-19 242109 242109 BRADY UNIT S'ZPT 1998 G>. 13, 122. 89 
/98 Ol/04/99 AA RV 12-RV-19 242409 242409 3RADY UNIT SEPT 1998 GA 3,486.79 
/98 01/04/99 AA RV 12-RV-19 415933 -'1,l59Jl SR.ADY UNIT SE!?T 1998 GA 73,083.35 
/98 01/04/99 AA RV 12-RV-19 <!,]7433 437'1.33 BRADY UNIT SEPT 1998 GA 67,399.33 
/98 01/04/99 AA RV 12-RV-19 710001 710001 BRADY UNIT SEPT 1998 GA 46],138.]8- 
/98 01/04/99 AA RV 12-RV-20 239602 239602 SR.ADY UNIT sov 98 GAS EST 10,288.75- 
/98 01/04/99 AA RV 12-RV-20 239902 239902 BRADY UNIT NOV 98 GAS EST 16,656.95- 
/98 01/04/99 AA RV 12-RV-20 240033 240033 9RADY UNIT •av 98 GAS EST 100,637.84- 
/9B 01/04/99 AA RV 12-RV-20 240312 240312 BRADY UNIT NOV 98 GAS EST 162,819.00- 
/98 01/04/99 AA RV 12-RV-20 240333 240333 BRADY ONIT NOV 98 GAS EST 14,209.30- 
/98 01/04/99 AA RV 12-RV-20 240509 240509 BRADY UNIT NOV 98 GAS EST 5,703.77- 
/98 01/04/99 AA RV 12-RV-20 240702 240702 9RADY UNIT NOV 98 GAS EST l,473.54- 

./98 01/04/99 AA RV 12-RV-20 2'1,0802 240802 BRADY UNIT NOV 98 GAS EST 9,261.33- 

./98 01/0,;./99 AA RV 12-RV-20 211309 241309 BRADY UNIT NOV 98 GAS EST 3,996.07- 
:/98 01/04/99 AA P.V 12-RV-20 241409 241409 aAADY UNIT NOV 98 GAS EST 118,701.70- 
:/98 Ol/04/99 AA RV 12-RV-20 241702 241702 SRADY UNIT xov 98 GAS EST 9,995.57- 
:/98 Ol/Oq,/99 AA RV 12-RV-20 242009 242009 BAA!lY UNIT NOV 98 GAS EST 7,7)2.59- 
:/98 01/04/99 AA RV 12-RV-20 242109 242109 8AADY UNIT NOV 98 GAS EST 21,22).52- 
!/98 01/04/99 AA RV 12-RV-20 242409 242409 SRAD't' GNIT NOV 98 GAS EST S,159.29- 
?/98 Ol/04/99 AA RV 12-RV-20 4159)) 4159)) BRADY UNIT NOV 98 GAS ES'!' 145,639.78- 
?/98 Ol/04/99 AA RV 12-RV-20 437433 43743) BRADY UNIT •av 98 GAS EST 68,378.02- 
?/98 01/04/99 AA RV 12-RV-20 710001 710001 BRADY UNIT NOV 98 GAS EST 701,877.02 
?/98 02/17/99 AA GJ . .,, � & L CLOSING ENTRY i 100,2so.2< / 

ACTIVITY TOTAL 8,7)8,871.03 8,648,969.28- 89,901..75 

12/31/98 ACCOUNT BALANCE o.oo 

expro Net Working Interest Royalty Value "Do l.l.ar s " in 
eneral ledger accounts 410.210, 410.220 and 410.230 

expro Net Working Interest "Volumes" in general \ 29, 7 42 j 
edger accounts 410.210, 410.220 and 410.230 
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?AG'! 3 

::.2/Jl/3� 

NET WORKING INTSREST YEAR END BALANCE WORKSHEET 
Attachment A 
Page 4 of 6 

• .\CG • SE? • OCT • NOV • OE:C 

S,. 

ALES 

AI.ZS 

'CTION ?U....'IT SAL..25 

RE'ISNUE 

, SALZS 

· IIOLGME.S • - • - - 

• MCF 
. ast 
JCTICN PL.ANT SALES 

tR-� 

�PRICING----- 

l..GE PRICE: SIER HCT 
:i..GE P!!ICZ PER BBL 

.�E ?:!.ICZ ?LANT ?Rooucrs 
1!.GZ FOR OT:-iER ?RODCJC!'S 

S 1;;, • l,419 lS,713- i i • 006 75, 3.\2 LO, l<l.3 100,250 52,509,092 
503,346 429,8',7 saJ,2ss 465,298 527,99<\ Ja4,056 5, 207, 325 2S,ll1.,05l 
40,818 59,07] 59,013 121, 322 4 7. 403 138,740 003. t.aa S, 110, 794 

'" '30 23.008 597 i. 01!. l, J2", 29,712 37 ,OS<!. ----------- .................... .................... ...................... ,. ................... ----------- .. ................... .................... 
552,l]] 490,B!.9 649,563 598,303 651. 749 534. ,Ga 7,140,475 85, aaa , 001 

2,850 4.7, 802 537- l,609 22, 640 2, Jll " 7'2 20,978,260 
44, 6d..5 )d,, 789 d,l,176 Jl,321 d,J, 74] 39,702 <l.59,358 l,479,386 
a, 154 a, 579 7,14] 20,789 5,711 16,415 95,280 4.07,)82 

0 .18- 0.03 29. 23 6.89 ].]] 4.44 3.37 2 ,51 
11.27 12 .)6 14.17 14.86 12.07 9.67 13.51 a s .oo 
5.99 6.89 B.25 5.84 7.06 8.45 8.43 12. SS 

Wexpro Net Working Interest Royalty 
Value "Dollars" in general ledge'r: 
accounts 410.210, 410.220 and 410.230 

Wexpro Net Working Interest "Vo Lume s " 
in general ledger accounts 410.210, 
410.220 and 410.230 

,. 
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5 5 ',.j 

(i3Cai 01/)1/99 --'12/]:/;3 
' l 

:-<:onc.h Nee Vol Nee Dol CLEARING ;.rc:LL ELIMINATIONS WORKSHEET 
Attachment A 
Page 5 of 6 

1, 710001 DL'MMY REVENUE ONL'l! ! ! W'f ope raccr . 75 WZX?RO COMPANY 
;.,.-- � -counc: 410.210 GS GAS SALES WI 

! 2433234.83- 81630)9.64 
2521)86.86- 5187410.44 

0)/98 2405823.71- 5)44207.51 
04/98 2205770.69- 3928570.71 
05/98 2130822.54- 4364719.13 
06/98 2599087.04- 52)8293.86 
07/98 2153416.70- 4..582342. 4 7 
08/98 2084250.58- 361.0704,89 
09/98 2102628.27- 3745686.)6 
10/98 2466094.26- 4.4001)3. 28 
11/98 261605).00- 4278927.88 
l.2/98 2532409.10- 4..647450.25 
Toca! 8306027.58- 574914.86. 42 

iL Account. : 4..10.220 GS GAS SALES RI 
01/98 
02/98 
03/98 
04/98 
06/98 
Tot.al 

;L Account.: 

0.00 17279.SJ 
o.oo 9859.57 
o.oa l.0018. 79 
0.00 7217.SJ 
a.ca 14960.9) 
o.oa 59336.35 

410.2)0 GS GAS SALES OR 

Total "vo Lumes" and Royalty Value "Do.Ll.ar s '' for 
general ledger accounts 410.210, 410.220 and 

� 410.230 for Wyoming 

0.00 45062.81 
0.00 30393.63 
o.oo 30046 .48 
o.oo 22674.02 
o.oo 46122.75 
o.oo 5878.62 
a.co 36504.0l 
0.00 10891.)7 
o.oo 1.6912.92 

Ol/98 
02/98 
03/98 
04./98 
06/98 
07/98 

' 
1 ... , 78 
12/98 o.oo 23969.99 
Total O. 00 268456. 60 

roe.al [�Jo6021.sa-\@1a19219,31j 

ll: 710101 OU"'MM'! REVENUE ONLY!!!! CO 
�L Account.: 410.210 GS GAS SALES WI 

01/98 871193.31- 2751642.38 
02/98 875248,52- 1832871.)5 
OJ/98 946365.45- 1997477.45 

O;,erator: 75 WEXPRO COMPANY 

04/98 1060071.38- 
as/98 932556.76- 
06/98 810036.13- 
07/98 204967.92- 
08/98 266250.77- 

1905469.27 
1874335.22 
1544041.39 
349821..0l 
457215. 96 

09/98 22524...25- 24122.BO 
10/98 120106.26 156364.69- 
ll/98 38666.85- 21106.76 
12/98 403824.18- 707045.31 
Tot.al 6311599,26- 13308784.21 

GL Account.: 4..10.220 GS GAS SALES R! 
GL Account.: 410.230 GS GAS SALES OR 
Tot.a.! \6311599.263 \13308784.21 j ,c�:__----- 

Total "vo Lume s " and Royalty Value 1'Do.llars11 for 
general ledger accounts 410.210, 410.220 and 
410.230 for Colorado 

11: l_'.l.0201 DUMM':( R.....l:'VENUE ONLY ! ! ! ! UT 
GT �ccounc.: 410.210 GS GAS SALES WI 

Operacor: 75 WEX?RO COMPANY 
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is::, .,._ 

jC 2 

Mon::.:'l. 

01/ S 8 

( -s e 

. ,a 
05/98 

06/98 

07/98 

08/ 98 

09/98 

10/98 

11/98 

75 ;..;:.x?R.0 COM?A ... \l"( :..,:::.;.. s:."'3"'-Z::C!?.. 1:..1 ::i: a a :40 Apr 22 z.3;9 

;:".:..seal 01/31/SS --::z/J:;;3 
CLEARING WELLS ELI:1INATIONS WORKSHEET (cont'd) 

:let. 'fol Net. Dal 
)32055 .OS- 1177899.17 
27)106.57- S<!,1062.62 

267676.58- 567)00.26 
2)2750.77- 3991-43.86 
308-485.06- 593832.17 
410887 .06- 803302.36 
200639.81- <\08276 .S-4 
124632.00- 229953.73 
121177 .SJ- 198626.97 

2715.75- -4620.23 
]082.75 ... 4796.08 

Attachment A 
Page 6 of 6 

and Royalty Value "Dollars" for general 
410.210, 410.220 and 410.230 for Utah 

Sum of Wexpro/Questar Gas Net Working Interest Royalty 
'---------value "Dollars" in general ledger accounts 410 .210 ,. 

410.220 and 410.230 for Wyoming, Colorado and Utah 

12/90 12024. 6-4- 1s6J1. sa Total "Volumes II 
Tot.al 2339233.57- 4948445 57 J · ledger accounts 

GL Account.: 410.220 GS GAS SALES RI 

GL Account.: 410.230 GS GAS SALES OR 

Tot.al 123]9233.57-) 14948445 57j 

t.al j '36956860.41-1\76076509 .15 \ 

Sum of Wexpro/Questar Gas Net Working Interest 
'--------------!'Volurnes11 in general ledger accounts 410.210, 

410.220 and 410.230 for Wyoming, Colorado and Utah 
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May 29, 1992 

Mr. Darrell s. Hanson 
Manager, Gas & Water 
Division of Public Utilities 
Heber Wells Building 
160 East 300 South 
Salt Lake City, UT 84111 

Re: Refund of Excess Deferred Taxes 
Whole-Well Approach for Determining 
Cornmerciality in the Church. Buttes Unit 
Replacement Index Method for 
Determining Base Rate of Return 

Dear Mr. Hanson: 
This guideline letter confirms the agreement between the Utah 
Division of Public Utilities (Division) and Wexpro Company 
{Wexpro) regarding the above referenced items. These guidelines 
are part of a combined settlement of these issues agreed to in 
principle on February 5, 1992. The items agreed to are as 
follows: 

R8fund of Excess Deferred Taxes 
The 1986 Federal Income Tax Reform Act resulted in a reduction 
in corporate tax rates from 46% to 34%. As a result, deferred 
tax balances which Wexpro had been carrying for future tax 
obligations were overstated. This ·resulted in a potential 
refund to Mountain Fuel Supply·Company {Mountain Fuel). Wexpro 
agrees to·refund to Mountain. Fuel that portion which relates to 
cost�of-service gas {development gas, prior company, and 
casinghead gas from development oil investment) on a straight­ 
line basis over 15 years (180 months) effective January 1, 1987. 

That portion which results from the 1'54-46 formula" (prior 
Wexpro, development oil, enhanced recovery, and 11new oil11 from 
development gas investment) will be refunded immediately 
{retroactive to January 1, 1987) 54% to Mountain Fuel and 46% to 
Wexpro. 

Wexpro will recognize an increase to investment base 
commensurate with effecting the refund for both the cost-of­ 
service gas and the 54-46 formula. As a result, Wexpro will 
also earn a return on the increased investment base. The refund 
to Mountain Fuel relating to the 54-46 formula will be reduced 
by that portion of excess deferred taxes created in months when 
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. ,.:'· 

Mr. Darrell s. Hanson 
May 29, 1992 
Page 2 

(but only to the extent of) negative sharing occurred (i.e., 54- 
46 formula revenues were not sufficient to effect a payout to 
the sharing parties when the excess accrued) . This reduced 
portion of Mountain Fuel's refund shall be distributed to 
Wexpro. other than provided above, there shall be n9 
recalculation of Wexpro•s return or the sharing amounts. 
Future changes in corporate tax rates (up or down) will be 
handled in a like manner. Deferred tax balance adjustments 
required for cost-of-service gas will be effected over a 15-year 

,period from the effective date of the change in tax rates. 
Mountain Fuel shall receive any refund·and bear the expense of 
over /under accrual for cost-of-service gas. Deferred tax 
balance adjustments required for the 54-46 formula will be 
handled via immediate recognition. Future adjustments to the 
deferred tax balances for the 54-46 formula will account for 
negative sharing positions as previously mentioned (i.e., to the 
extent of negative sharing during a prior month of over/under 
accrual, Wexpro shall, to the extent of the negative amount, 
receive the refund or bear the expense of the adjustruent, as the 
case may be). For prior months of positive sharing in which 
there was an over/under accrual, Mountain Fuel shall receive the 
refund or bear the expense of .54% of the ad j us tmerrt.. 
Upon a change in tax rates, the deferred tax balances for the 
two categories listed above will be compared to what they should 
be as a result of the new tax rates and any under/over accrual 
will be recovered/refunded as indicated above. Other than 
determining the amount of negative sharing for prior months of 
over/under accruals, the related recovery/refund will be outside 
the calculation and not dependent upon past or current 54-46 
sharing revenues or operations. For example, if there has been 
an under.accrual in a prior positive sharing month due to a tax 
rate change, Mountain Fuel will bear 54% of the adjustment 
regardless of whether the 9urrent month is in negative sharing. 
Moreover, there will be no recalculation of the prior month's 
return to Wexpro or sharing for the parties. If the prior month 
is a negative sharing month, Wexpro will bear the bu�den and 
benefit of the adjustment, but only to the extent of the 
negative sharing and thereafter 46%. 
Mountain Fuel and Wexpro Company waive adjustments to the return 
calculation for the pre tax-rate change period only as it 
applies to this deferred tax issue. 

Wexpro is currently studying the correctness of reducing 
Wexpro' s investment base· for calculating the 54-46 formula as 
set forth in Exhibit B of the Wexpro Agreement. This guideline 
letter shall not be construed as precluding or prejudicing any 
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Mr. Darrell s. Hanson 
May 29, 1992 
Page 3 

rights or claims which Wexpro may have, if any,' from asserting 
that deferred taxes should not reduce Wexpro•s investment base 
for the 54-46 formula calculation. 
Wexpro also agrees to reverse out the effects of any 1990 year­ 
end adjustments pertaining to the deferred tax issue. 

Whole Well Approach for Determining Commerciality in the Church 
Buttes Unit 

The Frontier and Dakota Formations are' present thioughout the 
Church Buttes Unit as well as other locations in the Moxa Arch 
area of southwestern Wyoming. The Church Buttes Unit, for 
purposes of this guideline, shall include the Church Buttes Unit 
and any lands outside the unit which are conununitized with unit 
lands. Both of these formations are ide.ntified as "pr-oduct.L ve 
gas reservoirs" in Schedule 3 (a) of the Wexpro Agreement for the 
Church Buttes Unit. Prudent operators in this area generally 
consider the Frontier and Dakota Formations as a single 
objective when drilling a well. 
An operator will typically drtll to the Dakota Formation, but 
may perforate and produce from either the Dakota or the Frontier 
Formation or sometimes both. The incremental drilling costs 
incurred to drill below the Frontier and obtain the additional 
reserves in the Dakota Formation are modest as compared to 
drilling a separate well to the Dakota, and the benefit to 
Mountain Fuel has been substantial. Through the 3rd quarter of 
1991, the estimated finding costs related to new Dakota reserves 
is estimated to be less than $0. 25 per Mcf of gas. The 
probability for commercial production from the Dakota Formation 
for any given well is low. Consequently, Wexpro lacks the 
necessary "econcmi c incentive" to routinely drill to the Dakota 
if the cornmerciality test of the Wexpro Agreement were applied 
separately to the Frontier and Dakota Formations rather than to 
the ?evelopment well as a whole. 
Wexpro and the Division agree that the whole well approach for 
Church Buttes has been beneficial for both Mountain Fuel as well 
as Wexpro and is consistent with industry practice. Therefore, 
in the Church Buttes Unit and all communitized border. lands, if 
production from the Dakota or Frontier Formations or combination 
of these formations is sufficient to meet cornmerciality for the 
entire well investment, as defined by I-20 of the Wexpro 
Agreement, then Wexpro will be entitled to earn on its entire 
investment in that well. If the well is not commercial, it will 
be treated as a dry hole and WexprO will bear all the risk and 
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costs of the well unless Mountain Fuel elects ·t:a take the well 
under the provisions of I-20(d). 
Wexpro agrees to perform an annual update bf cumulative 
estimated incremental Dakota finding costs according to the 
methodology indicated in attachment #1. If the estimated 
cumulative incremental Dakota finding costs reach $.75 Mcf then 
Wexpro and the Division will agree to review future incremen'tal 
Dakota drilling in the Church Buttes Unit. Wexpro's estimated 
cumulative finding cost will include all activity commencing 

'from January 1, 1989, and will thereafter revert to a five-year 
rolling average for years effective ar t'er- 1993. 

This guideline is based upon the assumption that there will be 
no future drilling .of Church Buttes Unit wells to the Morgan 
Formation, which is also recognized as a "p r oduo't.Lve gas 
z-e s ez-vo Lr-" in Schedule 3 (a) of the Wexpro Agreement for the 
Church Buttes Unit. Therefore, the "whole well approach'* in 
this guideline would not be applicable to a future Church Buttes 
Unit well if the well were drilled to the Morgan Formation. 
Furthermore, both Wexpro and the Division specifically agree 
that this guideline will not be considered either a limitation 
or precedent to investments and/or commerciality determinations 
for wells outside the Church Buttes Unit. 

Replacement Index Methodology for Determining Base Rate of 
Return 
A.s background, ScQedule l (Base Rate of Return End ex Companie:S) 
of the Wexpro Agreement lists 20 regulated companies. The 
percentage return on equity ("ROE11) from these companies is used 
to calculate the base rate of return index. In recent years, a 
reduced number of these original index companies still have 
stated ROE1s. Those without stated ROE's have received 
composite dollar settlements or the applicable PSC/FERC Rate 
Order states an overall cost of capital. Wexpro is desirous to 
restore the 20-point index as originally intended in the 
agreement. Accordingly I a '';replacement index me t.hodo Loqy" has 
been designed to allow for a 20-point index. If an original 
Schedule 1 company is not available for use in the calculation, 
for any reason including lack of a stated ROE, then a 
replacement index, by category, will be used in lieu of the 
company. This replacement index will be used to the extent 
required to bring the total number of companies up to twenty 
(i.e., if three gas distribution companies are unable to be 
used, the replacement index for gas distribution companies will 
be used three times). The gas distribution and gas transmission 
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index shall be combined into a single index to be used for both 
categories. 
The replacement indices shall be derived by using all utilities 
in 17 western states (original eight Schedule 1 states plus a 
one-state stepout of contiguous states) which had stated returns 
on common equity as of May 31, 1981, as well as May 31, 1990. 
On May 31, 1990, this consisted of 78 utilities in the three 
basic categories {gas, electric, and telephone). No .Questar 
affiliated companies or original Schedule 1 companies are used 
in the replacement indices. 
The sources used to compile the replacement index were 
threefold: 

NARUC Annual Report on Utility and· Carrier 
Regulation. 
Public Utilities Fortnightly. 
Texas Eastern Transmission Corporation 
Capitalization - Rate of Return Study. 

Future changes to the replacement index will be based 
exclusively upon these sources. If these sources no longer are 
available, Wexpro and the Division will select alternative 
sources as required. For local gas, electric, and telephone 
utilities, precedence will be given to the NARUC report first 
and Public Utilities Fortnightly second. For FERC pipelines, 
precedence will be· given to the Texas Eastern Transmission 
Corporation Capitalization Rate of Return Study first and the 
NARUC report second. For purposes of this agreement, the 
parties agree that the appropriate return to use for U. s. Wes� 
Colorado for the 1991-1992 period will be 13·. 00%, which 
represents a halfway point between 12. 5% and 13. 5% incentive 
rate structure. This incentive rate methodology will not 
necessarily be used for all situations in the future. 
An additional 29 utilities had stated returns on equity as of 
May 31, 1981, but not as of May 31, 1990. If any of these 29 
companies receive stated returns on common equity in the future, 
they will be added on a prospective basis to the respective 
index categories. Likewise, if the companies making up the 
index lose a stated return then they will be deleted from the 
index calculation until they once again receive a stated return 
on common equity. These. 107 companies are the finite population 
from which future replacement index calculations will be 
derived. It is not contemplated that additional companies will 
be added later. These companies were compiled without regard to 
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any factor other than they had a stated return 'on equity as of 
May 31, 1981. Updates were made to the indices as needed to 
calculate the 1991-1992 index. 
Adoption of this new methodology is expressly conditioned upon 
the understanding that if either Wexpro or the Division of 
Public Utilities is no longer satisfied with this method of 
index calculation then the proposed index calculation method 
will end and the parties will negotiate an alternative solution 
for future periods. Wexpro and the Division agree that based 

.upon the above procedures, the base rate of return for 1990-1991 
shall be 14.92% and for 1991-1992 ·14.70% {see schedules 
attached) . These return numbers shall be considered fully 
agreed to by . bot.h parties for the applicable years and not 
subject to subsequent revision for any reason. 
Wexpro and the Division also reaffirm that the base rate of 
return for the periods 1989-1990 was 15.23%. 

Interest 
The parties agree that in resolution of the above matters a nine 
percent, compounded annually, time value of money reimbursement 
will be applied to all cash flows related to these items. This 
time value of money reimbursement will not be considered a 
precedent for other Wexpro Agreement related matters. 

Please indicate your approval of the items discussed above in 
the signature boxes below. 

Very truly yours, 

;�!Z d-�- 
James R. Livsey U 
Coordinator, Wexpro Agreement 

JRL/smw 

APPROVED: 
WEXPRO COMPANY 

Ci.\ 1C· ;_: . Q · By:---" . c�"' : -'/f '"'"' .;;..'-N-o�r�d'--l�o-h-,----- 
President and CEO 

5/29/92 
(Date) 
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APPROVED: 
UTAH DIVISION OF PUBLIC UTILITIES 

By:if�--- 

APPROVED: 
!TIFF Ii' WYOMING PUBLIC SERVICE COMMISSION 

� nROVED: 
(. �E WATERHOUSE 

(Date) 

APPROVED: 
ROBERT L. MAGNIE AND ASSOCIATES, INC. 

/I 
' I ./ 

/(Date) 
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Well #1 

Well #2 

Well #3 

ATTACHMENT 1 
METHODOLOGY FOR ESTIMATING 

INCREMENTAL DAKOTA FINDING COST 

AT WORKING INTEREST 
CUMULATIVE FOR ALL COSTS 

FROM JANUARY 1. 1989 FORWARD 

Estimated Incremental Drilling Cost 
No Test/No Completion 

Estimated Incremental Drilling Cost 
Test and Complete 

Estimated Incremental Drilling Cost 
Test/No Completion 

Total Costs 

Booked Reserves (Mcf) 
(Includes New Reserves and 
Revisions} 

Estimated Incremental Finding Costs 

$ 15,500 

63,500 

63,500 

$142,500 

850,000 

$.16 Mcf 

Estimated Incremental Estimated Incremental 
Drilling Cost Includes TestingLCom2letion Includes 
Drilling Rig charges Casing Wire line 
Cement Tubing Perforation 
Mud Stimulation Rig 
Water Packers Rental Equipment 
Rental Equipment Nitrogen Pressure Buildup 
Supervision Completion Fluids Zone Abandonment 

Supervision 

These item!!! represent only expenses incurred to drill, test, and 
complete below the Frontier Formation, 
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WEXPRO COMPANY 
79 SOUTH STATE STREET• P. 0. BOX 11070 • SALT LAKE CITY. UTAH 84147 • PHONE (801) 530-2600 

October 27, 1988 

Mr. Robert Lake 
Mr. Gary Myers 
Price Waterhouse 
175 East 400 South Suite 700 
Salt Lake City, UT 84111 

Gentlemen: 

Re: Wexpro Agreement Guideline for Expanding 
Participating Areas Inside Federal Units 

The Division has requested a clarification of the Participating Area 
Guideline letter which was approved by the Accounting and Hydrocarbon Moni­ 
tors on June 15, 1983. 

The only portion of that letter. which was· intended by Wexpro as a 
guideline is found on page 5 entitled the "Wexpro Proposed·Solution.". All 
other portions .of the guideline letter should be considered as background 
material only and not an integral part of the ·guideline. The relevant. 
portion of the guideline. for which ·we request Division approval is found on 
page 5 and reads as follows: 

To properly account between Mountain Fuel and· Wexpro and solely for 
allocation of investment adjustments (whether debits or credits) 

· and for allocation of oil, natural gas liquids and natural gas from 
drilling which results· in expand.inq any participating area for 
royalty purposes or in. expanding pooled areas (or similar expansion 
of multi-party individual ownership areas -- each of which orig-. 
inally qualifies as a development drilling area under· the Wexpro 
Agreement) after July 31, 1981, then as · between the company . and 
Wexpro/Celsius: 

1. The 101/105 arid transferred leaseholds within the partici­ 
pating area or pooled (or similar) area as it existed on July 
31, 1981, shall be considered as "company leaseholds" and the 
101/105 or transferred leaseholds outside of such areas shall 
be owned by Wexpro or Celsius as provided in the Wexpro 
Agreement. · 

2. Wexpro will fund or cause to be funded all capital investment 
additions or debit investment adjustments on such "company 
leaseholds" required by such expansion and earn the base rate 
of return (r) plus the applicable risk premium of 8% for gas 
and 5% for oil wells. 
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Mr. Robert Lake 
Mr. Gary Myers 
October 27, 1988 
Page 2 

3. Credit investment adjustments attri bu tab 1 e to pre-July 31, 
1981 capitalization and Post-July 31, 1981 Facilities and 
Development Gas or Oil Drilling will be paid to Wexpro. 

4. As far as the Unit Operator is concerned, the allocation of 
production to MFS/Wexpro is consistent with allocations to 
other interest owners. After this allocation is made, an 
inhouse division of revenues between Wexpro and Mountain Fuel 
occurs in compliance with the Wexpro Agreement. 

We hope this removes any confusion created by using the Henry Unit as an 
example of how federal unit participating areas are created and expand. 
Please deliver a copy of this letter to Jon Strawn of the Division at your 
earliest convenience. Your cooperation will be appreciated. 

Ruland J. G 1, Jr. 
Managing Attorney 

pf 
cc: M. A. Howerton 

M. R. Jensen 
J. W. King 
R. M. Kirsch 

APPROVED THIS _ day of------' 1988. 

\ 

\ 

UTAH DIVISION OF PUBLIC UTILITIES STAFF OF WYOMING PUBLIC SERVICE 
COMMISSION 
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WEXPRO AGREEMENT MONITORING 
June 23, 1983 

Expanding Participating Areas 
Inside Federal Units 

The Henry Unit Example 

PROBLEM: Wexpro Company hereby requests monitor approval of a method 
of accounting for production and for certain drilling costs (called investment adjustments) resulting from participating area expansions 
inside "Fede ra I Exploratory un+ts ." 

. FACTS: 

What is a Federal Unit. 

A "Fede ra l Exploratory unt t" is a creature of Federal laws and 
regulations. A Unit Agreement is author ized by 30 U.S.C. §226(j) 
(attached as Exhibit l) and the exact words of the Unit Agreement are 
promulgated in Regulation in 30 CFR §226.12 (attached as Exhibit 2). 
Unit Agreements embracing Federally supervised leases including all 
or part of an oil and/or gas pool, field or like area may be clas­ 
sified as exploratory or 'deve l opnental in nature. The request of 
Wexpro only applies to exploratory units and does not apply to 
developmental and secondary recovery units. These latter units are 
usually tailor made after considerable drilling and deve l opment.vhas 
occurred. 
The objective of unitization, per se, is to provide for the unified 
development and operation· of an entire structure or field area so 
that drilling and production can proceed in the mcs t efficient and 
economi ca 1 manner. Establishment of Cooperative and Unit Pl ans or 
Operations under the Mineral Leasing Act of February 25, 1920, as 
amended, is governed by the regulations set forth in 30 CFR §226. 

The standard Federal Competitive Oil and Gas Lease (Form 3120-7) in 
Section 2 requires the lessee: 

Within thirty (30) days of demand, ... to subscribe to and 
operate under such reasonable cooperative or unit plan for 
the development and operation of the area, field, or pool, 
or part thereof, embracing· the lands included herein as the 
Secretary of the Interior may then determine ta be practi­ 
cable and necessary or advisable, which plan shall ade­ 
quately protect the rights of all parties in interest 
including the United States. 

Other Federal leases have similar or identical language. BLM Regu­ 
lations found in 43 CFR, Part 3100 contain several sections relative 
ta unitization. 

To initiate the formation of a Federal exploratory unit, the pro­ 
ponent of the unit.files an application with the appropriate office 
of the BLM (previously supervised by the U. S. Geological Survey and 
the Minerals Management Service) formally requesting the State BLM 
Director to (1) designate the proposed area as logically subject to 
development under a..unit plan of .. op<1r�Hons·1·{2)· approve the·111aximur1f 
depth and objective formation proposed for the initial test well(s) 
and/or development obligations (if the area contains a discovery but 
is not fully developed); and (3) approve the text of the proposed 
farm of agreement. The reques t for designation must be accompanied 
by a map or di a gram showing the area sought to be des 1 gnated and 
indicating the type of land_ The application is usually accompanied 
by a report giving all available geological and geophysical informa­ 
tion. 
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After consi�eration of the application by the BLM, the. applicant will 
be advised of the decision reached with respect to the designation of 
the area, the specific form of agreement, and the initial wells required. 
What is a Participating Area. 
After a well capable of producing unitized substances (i.e. oil 
and/or gas) in paying quantities is completed, a "per-t i c i pat i nq area" 
must be established in accordance ·with the "Participating After 
Discovery" section of the Unit A�reement (Section 11· of the model 
form, 30 CFR 226.12, See Exhibit 2), The only land to be included in 
a participating area is that land reasonably proven capable of producing unitized substances in paying quantities, or, if so provid­ 
ed in the Unit Agreement, that additional land necessary for· unit 
operations (most older units, i.e., prior to 1968, do not so provide 
for additional lands). The initial participating area causes th e 
unit to convert to a producing status and all subsequent unit wells 
and operations are to be conducted under a "Fl an of Oper-at i ons ." 

Under the · Wexpro Settlement Agreement, Section 1-26( a)( ii), the 
participating area es it existed on July 31, 1981 is a "development 
drilling area" and is determined as follows: 

(a) For each prior Wexpro or prior Company .well in a pool, 
... and all additional surface area covered by: (ii) 
The U. S. Geological Survey-approved participating area determined for royalty pijrposes for that pool, if�· 
the well is in a Federal unit, ... 

Revision of Participa.tinq Areas. 

A pa r t i c tpe t inq area will be revised,. in accordance with Sections 11 
and 12 of the Unit Agreement, when eddt t tona'l paying wells are 
comp l e ted in the formation or pool for which the participating area 
has been established. Although additional geological and engineering 
information obtained by the completion of each such well is used, the 
amount of acreage that is brought into the participating area by a 
revision is dependent on the same criteria used in determining the 
initial participating area. Likewise, land included in a partici­ 
pating area which is reasonably proven to be nonproductive in paying 
quantities by the subsequent completion of a dry hole on the land is 
eliminated from the participating area. 

Separate participating areas may be established for each separate 
productive reservoir, pool or formation covered by a Unit Agreement. 
In some instances, separate participating areas may be established 
for the same producing horizon when there is uncertainty as to 
whether the production is continuous between the two areas. 

Allocation of Production. 

Oil and/or gas produced.under unitized operations is allocated to the 
working interest owners of the unitized lands an the basis of the 
factors and formulas prescribed in the "Urri t Operating Agreement.11 

Normally, a standard preprinted form of Unit Operating Agreement 
prepared by the Rocky Mountain Mineral Law Foundation is used. 
Production under an exploratory unit agreement is normally allocated 
to each tract of unitized land within the controlling participating 
areas on the basis of the number of tract surface acres included 
within the participating area as compai'ecrto the total number ,of 
unitized surface acres within the participating area. Therefore, 
allocation of unitized substances 1s made on a surface acrea e basis 
wit out re ar to art tcu ar we owever, t e 
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The use of a "development drilling area" in the Wexpro Settlement 
Agreement was a means to differentiate between developmental and 
wildcat (exploratory) drilling. The "development drilling area," in 
turn, is used to further define the various benefits which results 
from the various types of Wexpro1s developmental or exploratory 
drilling activity. To avoid a difficult subjective analysis on every 
"pr i or well ,11 the parties selected a distance around prior wells 
which would be considered "deve l opment" drilling. In the case of 
each pool within Federal units, this included the 1,980 feet around 
the prior well plus the participat·ing area for royalty purposes for 
that pool. This method works well for all ·participating areas which 
are never enlarged and which contained a prior well, because all 
production is allocated to all lands tns tderthe "development drilling 
area", i.e. participating area for royal ty purposes within the 
federal unit. However, if the partici):ating area is enlarged after 
July 31, 1981, part of the �roduction ram rior wells is al located 
to other lands subject toexrloratory dri ling11 under the Wexpro Settlement A reement and ossib sub ·ect to. interests of oth�r third 

ewi s e , some roduct t on from ex orator in is 

Therein lies the problem in which Wexpro seeks monitor assistance. 
The Wexpro Settlement Agreement allocates production on a well basis 
but in Federal unit participating area expansions, the allocatio� of 
production is based on an acreage basis. 

parties or state 

Investment Adjustments; a Hypothetical Example 
Between the working interest owners under the unit operating agree­ ment, there is an investment adjustment so that each working interest owner pays a fair proportion of the cost of all wells in which it receives an allocated share of production. Attached as Exhibit 3 is an example of the typical language in a unit operating agreement. The following example illustrates how an investment adjustment would 
be accounted for between Celsius (Wexpro) and Mountain Fuel ("MFS") 
or Celsius/Wexpro and any other third party (such as Exxon in the 
hypothetical): 

ORIGINAL PARTICIPATING AREA - MFS ACRES 

1. Acres= 1,000 
2. Investment (1 well)= $1,000,000 (depreciated t% per month for 60 months) 
3. Production= 500 B8LS/Oay 
4. MFS Original Share= 100% 

EXPANSION CELSIUS/EXXON ACRES 

1. Acres added= 1,000 
2. Investment (1 well) = $2,000,000 
3. Production= 350 B8LS/Day 
4. Celsius/Exxon Interest= 100% 

EXPANDED PARTICIPATING AREA 

1. Acres = 2,000 
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2. Investment-· Net total at time of expansion 
(Assume Depr, ID mos. @ .5% monthly per unit 
agreement) 

.95 x 1,000,000 
Celsius 

Total 

= $ 950,000 
2,000,000 

= $.2 ,950,000 

3. Production 850 BBLS/Day 

4. 

5. 

Interest 

Celsius/Exxon= 

Investment 

M,S (1,000 acres) 
(2,000 acres) 

. (1,000 acres) 
(2,000 acres) 
$2,950,000 

$1,475,000 

950,000 
$ 525,000* 

50% 
50% 

MFS Share 
Credit for 
1st well 

INVESTMENT ADJ, 

�C"°e.:. 1 � s ';.: ' u,.,s'-!,/.:,Ec::; x:;_ xo"'n"-'S'-'h-" a'-"- re= $1 , 4 75, 000 
: Credit for 

2nd well 2,000,000 
INVESTMENT ADJ, $ (525,000) 

6. Production Allocation 
MFS 50% = 425 BBLS/Oav 
Celsius 50% = 425 BBLS/Day 

*Wexpro picks up MFS investment adjustment (because the Wexprn 
Settlement Agreement requires Wexpro to make all future investments, 
See Section III-4) of $525,000 and capitalizes it in an account 
subject to the devel opmenta l gas (24%) or oil drilling (21%) rate of 
return. Amortization based upon units of production.- MFS share of production and reserves. 
No prov t s t on of the Wexpro Settlenient Agreement squarely addresses 
these problems. 
The Henry Unit Example 

The Henry Unit Agreement, Uinta County, Wyoming was approved by the 
U. S. Geological Survey,on April 30, 1980 and included approximately 
13,415.89 gross acres. The agreement has been designated No. 
14-08-0001-18150, and was effective the date of approval. To drill 
the initial test well called for under the provisions of the Unit 
Agreement, MFS entered a fannout agreement dated July 14, 1980 with 
Forest Oil Company ("Forest") and a pooling agreement dated July 14, 
1980 with Forest and other companies. ·The pooling agreement pooled 
four sections around the initial test well. Such pooling was on a 
surface acre undivided basis. MFS's interest within the four 
sections was 21.16111%. MFS viewed the initial test well as an 
extremely high risk venture. Therefore, MFS farmed-out to Forest. 
Forest earned one-half of MFS's interest within the four section 
pooled area by paying all MFS's share of cost in that well. MFS 
retained a small overriding royalty interest in the initial test well 
until Forest had recovered its costs of drilling, completing, equip­ 
ping and operating the initial test well. On October 7, 1980, the 
initial test well, Henry Unit No. 1, was completed as a gas well in 
the Dakota formation. The Henry Unit Well Mo.l is not shown as a 
prior company well in the schedules to the Wexpro Settlement 
Agreement. Wexpro proposes to deem it so for purposes of the partic­ 
ipating area expansion. 
On October 5, 1981, the USGS approved an initial Dakota Participating 
Area 11A11 embracing 637 .81 acres based upon the completion of the 
Henry Unit Well No. l. In April, 1982 the Un1t Well No, 1 had 
reached its payout with Forest and MFS1s retained o�erriding royalty 
int�r��t wA� rnnvPrT�� tn A 1n ;Ro�ht nrnss workina interest. 
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The Henry Unit Well Nos. 2 and 3 were drilled as dry holes. The Unit 
Well No. 4A was completed as a gas condensate well from the Dakota 
formation in March 1982. On September 9, 1982, the MMS (formerly 
USGS) approved the first revision of the Dakota Participating Area 
"A", enlarging the participating area from 637 .81 acres to 1429.38 
acres based upon completion of Unit Well No. 4A.· MFS's interest in 
the first revised participating area was decreased from 10.8056% to 
4.7210% gross working interest {also called a "par-t ic ipat tnq inter­ 
est" under the pooling agreement). 
As a result of the first revision and under the Wexpro proposal 
herein, MFS would change from a 10.8056% interest in only the Henry 
Unit Well No. 1 to a 4.7210% interest in both ·the No. 1 and 4A wells. 
Depending on whether one or the other weTiis a ·larger producer at 
any given period of time, the dollar receipts by MFS from both wells 
in the Henry Unit could increase or decrease as compared with MFS1s 
share in only the Henry Unit No. 1 Well. Wexpro's proposal would 
result in the same accounting treatment in all similar federal unit 
or pooled area situations without regard to the benefits attributable 
to MFS or Wexpro or third parties. 

WEXPRO PROPOSED SOLUTION: 

To properly account between Mountain Fuel and Wexpro and so le l y for 
allocation of investment adjustments (whether debits or credits) and 
for allocation of oil, natural gas liquids and natural gas ·from 
drilling which results in expanding any participating a rea " for 
royalty purposes or in expanding pooled areas (or similar expansion 
of multiparty individual ownership areas--each. of which originally 
qualifies as a development drilling area under the Wexpro Settlement 
Agreement) after July 31, 1981, then as between the Company and 
Wexpro/Celsius: 

1. The 101/105 and transferred leaseholds within the participating 
area or pooled for similar area) as it existed on July 31, 1981 
shall be considered as "Company leaseholds" and the 101/105 or 
transferred leaseholds outside of such areas shall be owned by 
Wexpro or Celsius as provided in the Wexpro Settlement 
Agreement, 

2. Wexpro will fund or cause to be funded all capital investment 
additions and debit investment adjustments on such "company 
leaseholds" required by such expansion and earn the base rate of 
return (r) plus the applicable risk premium of 8% for gas and 5% 
for oil wells. 

3. Credit investment adjustments attributable to pre-July 31, 1981 
capitalization and Post-July 31, 1981 Facilities and Development 
Gas or Oil Drilling will be paid to Wexpro. 

4. As far as the Unit Operator is concerned, the allocation of 
production to MFS/Wexpro is consistent with allocations to other 
interest owners. After this allocation is made. an in-house 
division of revenues between Wexpro and Mountain Fuel occurs in 
compliance with the Wexpro Settlement Agreement 

This would result in the same fair treatment of production allocation 
as if Exxon or some independent producer owned an interest in the 
prior Company well or prior Wexpro well. Stated another way, 
Wexpro1s proposal in this situation would follow standard industry 
practice and treat Mountain Fuel's interest in a prior Company or 
prior Wexpro well the same as independent third parties. The only 
difference would be the amount Wexpro could earn under the Wexpro 
Agreement on investment adjustments. 
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) Exhibit. I 
645. l.2A 

Excerpted from: Mineral Leasing Act of 1920 {As Amended) 

Section 17. 

"(j) For the purpose of more properly conserving the natural· 
resources of any oil or gas pool, field, or like area, or any part 
thereof {whether or not any part of said oil or gas pool, field, or 
like area, is then subject to any cooperative or unit plan of 
development or operation), lessees thereof and their representatives 
may unite with each other, or jointly or separately with others, in 
collectively �dopting and operating under a cooperative or unit plan 
of development or· operation of such, pool, field, or 1 ike area, or 
any part thereof, whenever determined and certified by the Secretary. 
of the Interior to be necessary or advisable in the public interest. 
The Secretary is thereunto authorized, in his discretion, with the 
consent .o f the holders of leases involved, to establish, .a l te r , change, 
or revoke drilling, producing, rental, minimum royalty, and royalty 
requirements of such leases and to make such regulations with reference 
to such leases, with like consent on the p a r t vo f theLes sees , in 
connection with the institution and operation of any such cooperative 
or unit plan as he may deem necessary or proper to secure the proper. 
protection of the public interest. The Secretary may provide that 
oil and gas leases hereafter issued under this Act shall contain a 
provision requiring the lessee to operate under such a reasonable 
cooperative or unit plan, and he may prescribe such a plan under which 
such lessee shall operate, which shall adequately protect the rights 
of all parties in interest, including the United States. · 

"Any pl an authorized by the.preceding paragraph which includes 
lands. owned by the United States may, in the discretion of the 
Secretary, contain a provision whereby authority is vested in the 
Secretary of the Interior, or any such person, committee, or State or 
Federal officer or agency as may be designated in the plan, to alter 
or"modify from time to time the rate of prospecting and development 
and·the quantity and rat� of production under such plan. All leases 
operated under any sucrrp l an approved or prescribed by the Secretary 
shall be excep ted-j n determining holdings or control under the 
provisions of any section of this Act. 

"Any lease issued for a term of twenty years, or any renewal 
thereof, or any portion of such lease that has become the subject of 
a cooperative or unit plan of development or operation of a pool, 
field, or like area, which plan has the approval of the Secretary of 
the Interior, shall continue in force until the termination of such 
plan. Any other lease issued under any section of this Act which has 
heretofore or may hereafter be committed to any such plan that contains 
a general provision for allocation of oil or gas shall continue in 
force and effect as to the land committed so long as the lease remains 
subject to the plan: Provided, That production is had in paying 

2-26-76 (R�l�ase No. 29) -18- 

1•' I 

Questar Gas Company
Docket No. 17-057-01

QGC Exhibit 3.8
Page 47 of 68



_) ) 
f:xhihit l (cont'd) 
645. l. 2A. 

... 

quantities under ·the plan prior to the expiration date of the term 
of such lease. Any lease heretofore or hereafter conmi t ted to any 
such plan embracing lands that are in part within and in part outside 
of the area covered by any such plan shall be segregated into 
separate leases as to the lands committed and the lands not committed 
as of the effective date of unitization: Provided, however, That any 
such lease as to the nonunitized portion shall continue in force and 
effect for the term thereof but for not less than two years from the 
date of such segregation and so long thereafter as oil or gas is 
produced in paying quantities. The minimum royalty or discovery 
rental under any lease that has become.subject to any cooperative or 
unit plan of deve Iopmen t or operation, or other plan that contains a 
general provision for allocation of oil or gas, shall be payable only 
with respect to the lands subject to such 1 ease to which oil or gas. 
shall be allocated under such plan. Any lease which shall be 
eliminated from any such approved or prescdoed plan, or from any 
communitization or drilling agreement authorized by this ·section, and 
any lease which shall be in effect at the termination of any such 
approved or prescribed plan, or at the termination of any such 
communitization or drilling agreement, unless telinquished, shall 
continue in effect for the original term thereof, but for not less than 

.. two years, and so long thereafter as oil or gas is produced in paying 
quantities." 

Pursuant to the Mineral Leasing Act for Acqui radLands {August 7, 1947) 
and the regulations promulgated thereunder, acquired land may be 
leased under the same terms and conditions as are contained in the 
Mineral Leasing Act, The regulations prescribed under the Mineral 
Leasing Laws pertaining to unitization are applicable to acquired 
lands. 

./ 

2-26-76 (Release No. 29) · -39- 
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Federal Register f Vol 47, Na. 112 / 'fhiu-wday, June 10. 1982 / Proposed Rttles 25255 

(b) wbeo Indian lands are Iccluded. 
n,odilicatiOD of the nnll ogreei,,ent will 
be required by the DMM. Aw<t,val al an 
agreement conhfning Indian land. by 
the 81.U"eaU of �ian Affairs must be 
obtained prior lo aubmbalon to the 
DMM for final approval. 

f �· A!>P<ov•I of """ "9' - .., ,t. 
A unit agreement will be approved by 

the DMM upon a de!ermioation ihat 
a:uch agreement Li neceu.a.ry or 
advisable In the public lnt.e<eot and Is 
for the pnrpose of more prnpcrly 
ccnservtng natural resources. Such 
approval will be lncorpora ted in � . 
Certifies tion-Detennina tion document 
appended to the egreemerrt { example In 
! 226.12� No such agreement will be 
approved unless the parties signatory to 
the agreement ho.Id sufficient inter-esta in 
the unit area to provide rea.aonably _ . 
effective control of operationa. AJJ.y 
modification of an approval agreement 
will require the prior approved of the 
DMM. 

f2.20 �of�--°' counterparts.. 

{a} All papen, tnstrcments. 
documents. and proposals rubmitted 
under this part should be filed in the 
office .o! the Dlv!M fof' the. region in 
-vblch the unit area is situated," 

[b) An application foe designation of a 
proposed o.n.it area. and. determination of 
the required depth of test well shall be 
filed in dupllcete. A like number or· 
counterparts should be filed of any 
geologic data and any other information 
submitted in support of such application. 

(c) Where a duly executed agreement 
.. is submitted for final approval a 

minimum or four aigned counterparts 
should be filed, The number of . 
counterpart. to be filed for· 
supplementing. modifying, or amending 
an exlating agreement! inc�uding change 
of operator. de:signation of new 
operator. designation of a participating 
area. and lerm.ina tion ,hall be 
prescribed by the DMM. 

(d) Two ccunterperta al a 
substanti• ting geologic report. iDcluding 
structure-contour map. cross secdone, 

. and pertinent data. shcn accompemy 
each application for spprrival of .e: 
participating area or revision thereof 
under an approved agreement. 

(e) Three counterparts of all plans of 
development and operation sh.aH be 
subm..itled for approval tm.der an 
cprcved egreemenL 

(f) One approved counter-part of each 
rstrument or document anbmitted for 

approval Wl'TI be n:tarned to the 
operator by the Dl'.11vf: or his 
representative. together with s.uch 

addltion..J counlarpart. .. may have 
beea fumlab.ed £or Ila t pu,poae. 

f 22U-1 R- •pproval of• 
c:::ommuntttatlon a-g,Hn .eot. 

[•) Generally, DO commwutlzatio11 
agreement shall be given an effective 
dale t!,at ls prioc lo the date of tu filing 
with the Deputy Mine'l'Olo Manager 
(DMM]. H"""'"1er, m,cler circcsnetencee 
of good faftlt nilii:ta:Xe or error by lesaee 
or operator, and I:o. the absence of 
Intervening lhird party rlghta, the 
cff.ectlve date of a. communitization 
egreenect �Y he fixed u C.r back •• 
the dote al execution of th.e agreement 
between the lessees or operator-a. 

(b) No retroactive approval of a 
com.munttl.zatioft agreement may be 
made where the lee ee expired prior to 

. execnticn of the agreement, The . 
e.greement need not be in a form 
required for approval by the Minerals 
Management Service to qu.ali.fy for this 
equitable relief. but may be any 
egreeccent between lessees or operators, 
such a• a:i::a operating agreement 
evidencing th, intent of the parties to 
combine. and bavint the dfect of . 
combining, tnefr leases or Interests foe 
operational pnrpeses. Ifthe agreement 
that rombined such leases or" Interests is 
Other then.· f�arCOmmurtltization 
agreement acceptableior filing and - 
approval �s such. the Dt,..,{M may require 
the parties to submit euch an agreement 
[n proper form. which. if submitted and 
approved. sb.e:ll be deemed effective as 
of the date of the earlier agreement 
between the parties that combined their 
leases or interests. 

§226.10 BoodL 
[n lieu of sepa.rate bonds required for 

each Feder.al lease committed to a unit 
agreement the unit operator may furnish 
and maintain a..coUectivc corporate 
surety bond m' • personal bond 

. conditioned upon faithful perforrnence 
-of the duties om:! obligations of the 
agreement aD.d the terms of the Federal 
leases subject thereto. Personal bonds 
shall be accompanied by a de:poait of 
negotiable Federal aecuritiea in a awn 
equal at their par value to the a.mount of 
the bonds. and by a proper eotrVeyance 
to the Sc:cr,:tary of full authority to sell 
such securities in ceee of default in the 
performerrce of the obligations assumed. 
The liability under the band shall be for 
such amount u the OMNI shall 
determine to be adequate to protect the 
interests of the United States.., end · 
additional bond n>lly be required 
whenever doemed necessary. The bond 
shall be filed with the State Director of 
the Bureau of Land Management having 
juri1diction over the Federal leases [n 
the uniL Evidence m.u..t be f°urn.iJlhed to 

the DMM that siu:h bond ha1 been 
accepted by the Bureau of Land 
Management before operations will be 
au.tb.orized. A form of corporate surely 
bond la oet forth inf 228.15. ln case of 
change of unit operator. a new bond 
.IIl.ust be filed or consent of surety to 
such change of operator muat be 
furnished. 

§=.11 Appeals.. 

A teclmical and procedure) review 
may be requested pursuant to 30 CFR 
2Zl.llZ and/ar an appeal may be taken 
a, provided [n 30 OR Part 290 of this 
chapter from any order or decision 

_ia.aued under the regulatioru in thi, part.. 

§ 226.12 Model on.shore unit agr�nt 
for unp,-oven are.a.a.. 

lntrodndory Section. 
Section ?-Enabling Act 11nd regu.1� ticns. 

· Secti.on 2--Uoft .-re.a. 
Section �ntti:z:cd land and unitized 

eubeteoces, 
Section 4-Untt Operator. 
Section 5-Re•lgnation or removal' of Unit 

Operator.' 
Section 6-Suc.cessor Unit Operator. 
Section 7-Accountin.g provisions and unit 

opera ting egreeeoeat, . 
Section 8-Right. end obligations o( Unit 

Operator. 
' Sec&TI Q-..Ori1lia:g to discovery, 

· ... Section 9a.--Multipk: well require:roents. 
Section 10--Pl.an of further development 

and operation. 
· Section 11-Partidpittion after discovery, 

Section 12-A.Ilocation of production. 
Section 13-Development or operation o( 

non.participating larul or formatioru. 
Section 1+:--Royalty settlement, 
Section ls-Rental settlement, 
Section 16--CoMerva.tion. 
Section 17-Dreinege. 
Section 18-t.eases and contracts· 

confon:ned and �tended. 
Section f9-CoTenanh run with land. 
Section 20--Efiective date and tc:no... 
Section n-R.ate of prospecting.. 

developmenl and production. 
Section n--A.ppearan.c:e,. 
Section ZJ-Notice,. 
Section Z4-No waiver of certain rights. 
Section ZS-Un11.vaid11.ble dc:lay. 
Section ZS-Nondi,crimination. 
Section Z7-Los• of title . 
Section 28-Nonjolnder end subsequent 

Joinder. 
Section 29-Counterperts. 

.• Section 30-Surre:nder. 
"Section 31-Ta.xe5, 
"Sectioa 32-No p.ertne.nhip. 
Concluding Section-in wilne.s1 whereof. 
Gener-81 Ga.ideline.s. 
Ccrtifrcation-Oct.crmirn1tion. 

-· P..,..npb lndud,.,.d Wft-en m,:,,re th•" on.c: 
oblig.-tiocl well U k, be drilled. 

• Optional M:dion. {in addit:ic-l. �-pa (ht or 
•cct.ion 111 U op(ioa..U. 

i. 
1, 
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' \ ahaU no longer be • part of the unit area and 
1h1ll no longer be 1ubject lo thi1 agreement, 
un.le.a diligent drilJing operalion! are in 
progreaa oo wtltized l�nd1 not entitled to 
partJd�Uon on said fifth ennfversary, in 
which event all 1uch lands sh.all remain 
aubfect hereto for ao long as such drilling 
o?f!n:tlona are continued diligently, wilh not 
more thao oo.day• time.elapsing between the 
ccmpletlce of one such well and the 
commencement of the next such well. All 
legal •ubdivfsfons of lands nol entitled to be 
ln a participating area within 10 years after 
the effective date of the first initial 
participating a.re• 1pproved under thia 
agreement shall be: automatically eliminated 
from thls agreement a1 of eald tenth 
a.nniveru.ry. The Unit Operator ahall, within 
00 day, after the effective dale of any 
elimination hereunder, de:,cribe lhe -area 10 
eliminated lo the aatiafaction of the 0�1}..{ 
and promptly notify all partiell in interest. All 
landa prpv.ed productive of unitized 
substancc1 in paying quantitie:, by diligent 
drilling ope::ati_ons. after the aforesaid S-year 
period shaU become participating in the 11a01e 
manner aa during 11aid firs! S-yr:ar period. 
Howe'.ver. when 11uch diligent drilling . 
opera.lion• ce�se, all nonparticipating lands\ 
,hall be automatically eliminated effective· as 
the 91st day ther:eafter. 

Any exparuion of the unit area pursuant to 
tbi.s section which embraces land.s · 
theretofore eliminated pUJ"!Juant to this 
1ubsection 2{eJ shall not be Con.sidered 
automatic commitment or recoaunitment of 
auch land!! .• 

3. Unitized land and unitiz:ed 1ubslan-ces. · 
AU land now or hereafter committed to thi.s 
a·greement ,hall conatitute·land rr:ferred to 
hereln as .. unitized land .. or '"land subject to 
thls agre�menL .. All oil and ga, in any and all 
formation:, of the unitized land are unitized 
under the' lerm, of thi11 agreement and herein 
are calJed .. unitized substance:!." 

4. Unit Operator. is hereby 
designated es Unit Operator and.by signature 
hereto as Unit Operator agree.sand consents 
to accept the dutie!. and obligation.s of Unit 
Operalor for the discovery. development. and 
production of unitized l!IUbstance!!I as herein 
provided. Whenever reference is made herein 
to the Unit Operator, 1ucb"reference means 
the Unit Operator acti.ng [n that capacity and 
not as an owner of interest in unitized 
,ubstancea, and the term '"working interest 
owner .. when u.sed herein ·,hall include or 
refer to Unit Operalor as the owner of a . 
working lnte:rest only when such an inte"rest 
fa owned by fl 

5. Resignation or removal of Unit Operator. 
Un.it Operator ,hall have the right to resign at 
any time prior-to the e,tablishmenl of a · · 
participating area or areas hereunder. but 
such N::.signalion shall nol become effective 
ao aa to release Unit Operator from the duties 
and obligations of Unit Opera for and 
terminate Unit Operator's rights as such for a 
period of 6 month a after notice of intention to 
resign ha• been served by Unit Operator on 
all working interest owners and the DMM, 
and until aU wells then drilled hereunder are 
placed in• aatisfactory cOndilion for 
auapension or abandonment, whichever is 
required by the DMM. unle:,a a new Unit 

) 

I ln tbe Ea•te:m Reg::Eoo and the Al••ks Re-gion. th• 
re•pon1lblc offid•l la the Deputy Mineral, 
Mana.ger-On1bore Miner1l1. 

1howln.g to the extent known to the Unit 
Operator, the 1cre•ge.. percentage,. and kind 
of ownenhlp of oU and ga• interesl• ln all 
land• In the wtll area. However. nothlng 
herein or In Exhlblta A or B ,hall be 
conatrued •• a reptea..entatfon by any party 
hereto•• to the ownerahlp of any Interest 
other than euch Interest or- fnten:sla aa are 
1hown [a the ExhJbft• aa owned by aucb 
party. Exhibit• A and B ah all be revised by 
the Uru"t Opera.tor whenever change• in the 
Wlit uea or ln the ownership Interest of the 
1od.Jvfdual tract. render such revision 
neceaeery, or when requested by the Deputy 
Mineral, Manager-Oil and Gas,• bereloafte.r 
referred to as .. oMM.- and not leee than four 
copies of the reviaed E.xhlbit. ,hall be fl.led 
with the OMM.. 

The above.deaaibed unlt area shall when 
practicable be expanded to Include therein 
1ny additional lends or shall be contracted to 
exclude Iende whenever 1uch expansion or 
contraction i• deemed lo be necessary er 
advi.sable to conform with the purposes of 
this agreement' Such expansion or 
contraction ebell be effected in the following 
manner: 

{a} Unit Operator, on Ha own motion (after 
preliminary concurrence by the DMM}. or on 
demand of the DM:M. ahall prepare a notice 
of proposed expansion or contraction 
describing the COntemplated changes iri the 
boundaries of the unit area, the reasons 
therefore, any pJ.ans for additional drilling. 
and the proposed effective date of the 
expansion or contraction. preferably the fint 
dey'cf a month subsequent to the date-of 
notice. · 

{b} Said notice shall be delivered to the 
DM:M.. and copies thereof mialed to the Iest 

. known eddress of each working interest 
'owner, lessee. aii.d lessor whose interests are 
affected. advising that 30 days wiU be 
a!Jowed for submission to the Un.it Operator 
of any objection.s. 

. (c}Upon expiration of the 30-day period 
provided in the preceding item {b) hereof, 
Unit Operator shall file with the OUM 
evidence of mailing of the notice of 
expansion or contraction and a copy of any 
objections thereto wb.ich have been filed with 
Unit Operaloc..·together with an application in 
triplicate, !or' approval of 1uch expan.sion or 
contraction and with appropriate joindera. 

(d} After due consideration-of all pertinent 
information. the expansion or contraction 
shell, upon approval by the Dt,..Ovt. become: 
effective as of the date prescribed ln the 
notice thereof or aucb other appropriate date. 

(e) All legal 1ubdiviaiona of lande {i.e .. .ffl 
acrea by Government survey or il.J nearest lot 
or trad equivalent; in lnetencee o( irregular 
aurveys, unus_uaUy large Jets or tracts shall be 
con.sidered in multiple, or 40 acre, or I.he 
nearest aliquot "equivalent thereof). no parts 
of which are in or entitled to be in a 
participating area on or before the fifth 
anniversary of the effective date of the first 
initial participating area eatabli:ihed under 
t.bis unil agreement. ,hall be e:lim.inaled 
automatically from thia agreement. effective 
sa of ,aid fifth anniversary, and such lende 

) 
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Uo.it Agre,omeot foe tbe Develcpeoeet and 
Open;tioo of the . 

Unit •re• 
County of------------­ 
St•le of-------------- N�----------�---- 

Thi• agreement. entered lnlo as o{ the 
--dayof---. l'il--. by and between 
the partie• eubscrlbtng, ratifying. or 
ccneentlng hereto. and berein referred to a• 
the .. part.ie1 hereto," · 

Witoo1Mlh 
Wben=a1, the parties hereto are the owners 

of working. royalty, or other oil and gas 
lnlcrest. ln the unit •tea subject to thls 
agreement; and 

Wberee:1 the MlneraI L.ea1fng Act or 
February 25. 1920. 41 Stat. 437, a1 amended. 
30 U.S.C. Sec. 181 et eeq .. euthortzee Federal 
leaseee and their representatives to unit with 
each other, or jointJy or eeperately with 
others, in colJectiveJy adopting and operating: 
a unit plan of development or operations of 
any oil and gas pOol, field. or like aree , or any 
part thereof for the purpose.of more properly 
conserving the natural resources thereof 
whenever determined and certified by the 
Secretary or the Interior to be necessary or 
advisable in the public Interest; and 

Whereas the parties-hereto hold sufficient 
Interests in the Unit Area: 
covering the land hereinafter described to 
give reescnebiy effective control of 
operations therein; and 

Whereas, it is the purpose of the parties 
he�to to conserve natural resources, Prevent 
waste, and secure other benefi la obtainable 
through .development and operation of the 
area ,ubject IO. this egr-eement under the 
terms, ccnditlone, arid limitation.s herein set 
forth: · · 

Now, therefore, in consideration of the 
prernlses and the promises herein contained, 
the parties hereto com.mil to this a.greement 
their respective interests in·the below­ 
detined unH area, and agree severally among 
themselves as follows: 

I. Enabling Act and regulations. The 
Mineral Leaaing Act of February ZS. 1920, ea 
amended. supra, and all valid pertinent 
regulalion.s including operating and unit plan 
regulations, heretofore issued thereunder or 
valid, perUnerit. and reasonable regulations 
hereafter Issued thereunder a.re accepted and 
made a part of this agreement •• to Federal 
Jand.s, provided auch regcletione ere not 
inconsistent with the terms of this agreement: 
and as to non-Federal lands, the oil and ga, 
operating regulation.sin effect al of the 
effeetiVe date hereof governing drilHng and 
producing operations, not !nconaialent wilh 
the terms hereof or the laws of the State In 
which the non-federal land ia located. are 
hereby accepted and made a part of this 
agreement. 

z. Unit area. The area epecifled on the map 
allached hereto marked Exhibit Ai!. hereby 
designated and recogniz:ed aa constituting the 
unit area. containing-- acres. more or leas. 

Exhibit A ahow s, in addition lo the 
?oundary of the unit area, the boundaries and 
ientilY, of trac18 and leases in said area lo 

.he extent known lo the Unit Operator. 
Exhibit B aueched hereto Js • schedule 

Questar Gas Company
Docket No. 17-057-01

QGC Exhibit 3.8
Page 50 of 68



) 

Federal Register / Vol. 47, No. 112 f Thursday, June 10. 1982 / Proposed Rules 25257 

f 
�i 

n 
0 

a 
( 

" 

j 
h 
c 
t. 

" , 

., 

j 

a 
,: 
ti 

•r . ., 
i. 
c 

" 

, 
>. 
( 

) 

. 1 

'« 
,1 
t 

impracticable. provided. however. that Unit 
Operator shall not ln any event be required ta 
drill •ald weU to a depth in excess of-­ 
feel UntU discovery of unitized evbstencee 
capable of being produced In paying 
quantities. the Unit Operator ahaJI continue 
drilling one well at a time. allowing not more 
than 6 months between the completion of one 
well and the commencement (,pudding] of 
the next welt until a well capable of · 
producing unitized substances In paying 
quantities 11 completed to the eatlsfacticn of 
the DMM or until it Is reasonably proved that 
the unitized land la incapable of producing 
unHiz.ed substances in paying quantities in 
the formations drilled hereunder. Nothing in 
this eectlon shall be deemed to limit the right 
of the Unit Operator to re.sign as provided in 
Section 5, hereof. or as requiring Unit 
Operator to commence or cOntinue any 
drilling during the period pending such 
resignation becoming effective in order to 
comply with the requiremer:l.s of this section. 

The DMM may modify the drilling 
requirements 0£ th.is section as follows: 

(a) For tbe initial obligation well or wells. a 
aingle extension as provided'in Section 25. 
Unavoidable delay." may be granted: and 

(b) For all other wells. a single extension. 
not to exceed 6 month,. may be granted, in 

' addition to any extension granted under 
Section 25. . . 

• • 9a. Multiple well requirements. 
Notwith,tanding anything in this unit 
agreement to the cOntrary,.except Section ZS, 
Unavoidable delay, --wells shall be 
-drilled with not more than 6-month, time 
elap,ing between the completion of the first 
well and commebcement-of the second well 
a.nd with not mo� than 6-month:, time 
elapsing between completion of the second 
well and the commencement of the third welt 
••• regard.le,a of whether a discovery has 
been made ln any well drilled under•thi.3 
provision. Both the initial well and the 
second well must be drilled in compliance 
..,.,;-th the above specified formation or depth 
requirement, in order the meet the dictates of 
this aectio·n; and the second ·well must be 
located a minimum. of -- miles from the 
initial well in order to be accepted by the 
D� a• the ,econd unit test well, within the 
meaning: of thla section. The third te,t well 
,ball be diligently drilled. at a location· 
approved by the Ot,,.Q,.{. to penetrate the 
---formation Ol' to a depth o{--feet 
and muat be located a minimum of-- mile.s 
from either the 1.n.itfal or aecond lest well 
N.evertheles•. in the event of the discovery of. 
unitized substances in paying qtt11ntities by 
any well the unit agreement 1hall not 
terminate for failure to complete the --­ 
well program. but the unit area shall be 
contracted automaticaliy, effective the first 
day of the month following the de£aull. to 
eliminate by 1ubdivisiOna (as defi.[Jed in 
Section 2{e) hereof) all lands not then entitled 
to participation.·· 

Upon failure to commence any well as 
pro1,.;ded for in this (these} section(,) within 
the time allowed, prior to the establishment 

'"Pn,vi.ion b Included when m�lllple well• are lo 
be drilled. · · 

conducting unit cperaucus hereunder ,hall be 
paid and apportioned •mong end borne by 
the owneri of woridng interests, all in 
accordance with the agreement or 
egreemente entered lnto by and between the 
Unit Operator and the owner. of working 
Interests, whether one or more. separately or 
colleclively. Any agreement or agreements 
entered 1.qto between the working intere,t 
ownert and the Unit Operetcr ee provided in 
thb ,ectlon. whether one or more. are herein 
referred lo a, the '"unU opera Ung agreement, .. 
Such unJt operating agreement shall also 
provide the manner in which the working 
lntereet owners shall be entitled lo receive 
their respective proportionate and ailocated 
share of the benefits accuring hereto in 
conforming with their underlying operating 
agreement,. leases. or other independent 
contracts, and auch other right. and 
obligations aa between Un.it Operator a.nd the 
World.ng interest ownei-a as mey be agreed 
upon by Unit Operator end'the working 
interest owners; however. no such unit 
oi:,erating agreement shall be deemed either 
to modify any of the terms and conditions or 
this unit agreement or to relieve the Unit 
Operator of any right or obligation 
eetebllebed under·thla unit agreement and in 
caseof any Lccon,i,tency or conflict between 
thia agreement endthe unit operating 
agreement. this agreement abaU govern. Two 
copies of any unit operating agreement 
executed pursuant to this section a hall be 
filed with the DMM prior to approval of this 
urtit agreement 

8. Rights and obligatiorl� of Un.It Operator. 
Except as otherwise specifically provii::led 
herein. the exclusive right,. privilege. and duty 

· o( exercising any and all right, of the parties 
hereto which are necesaary or convenient for 
pioapecting for. producing. atoring. allocating. 
and distributing the unJtized eubetancee are 
hereby delegated to and shell be exercised by 
the Un.It Op.erator •• herein provided. 
Acceptable evidence of title lo said rights 
1hall be depoaited with seld Ucit Opei-ator 
and. together with th.ls agreement shall 
bcnetitute a.n_d_define the rights. privileges, 
and obligation, of Unit Operator. Nothing 
herein. however. ebell be construed to 
transfer title to aity land or lo ·any lease or 
operatin,g agreement. It being understood that 
under th.ia agreement the Unit Operator. Lo it. 
capacity as Un.it Operator. shall exerdae the 
rights of poaaes·aloa and use vested ln the 
parties hereto only for the purpoae, herein 
specified. 

9. Drilling to dlscovery. Within ll months· 
after the effective date hereof. the UnJt 
Operator shallbegin to drill an adequate teat 
well at a location approved by the DMM. 
unless on such effective date a wetl ia being 
drilled in conformity with the lenna hereof. 
and thereafter continue euch drilling 
diligently until the-- format.ion baa been 
penetrated or until at a lesser depth unluzed 
aubatancea shall be discovered which can be 
produced in paying quantilie1 (lo wit: 
quantities sufficient lo repay the coat, or 
drilling, completing, and producing 
operation,. with a reeeoneble profit) or the 
Unit Operator shall at any time establish to 
the satisfaction of the DMM that further 
drilling of said well would be unwarranted or 

(a} a Unit Operator so selected shall accept 
in writing the duliea and responsibilities of 
Uni! Operator, and 

(b) the selection shall have been approved 
by the DM}.t 

If no eucceescr Unit Operator ia selected 
qualified a, herein provided. lhe DtvlM at 
lection msy declare thie unit agreement 
ieted, • .ccounling provielcne and unit operating', 

agreement.Uthe Unit Operator la not the tole 
owner of working Interests, coat. and 
expenses incurred by Unit Operator in 

ralor 1hall have been selected and 
_,..�roved and ahaU have taken over and 
,s1umed the duties and obligation• oC Unit 
�rator prior to the expiration of aald 
p<riod. . 

Unit Opeeetor 1h11.II bave the right to resign 
In like manner and subject lo like limltatlona 
u above provided at any time after a 
participating area established hereunder l1 [n 
existence. but In all lnstancea of restgaeuon 
or removal, until 11 eucceseor Unit Operator [a 
selected and approved •• hereinafter 
provided, the working Interest owner. ahaU 
be jointly responaible for performance of the 
dulies of Unit Operator, and shall not later 
than JO daya before auch resignation or . 
removal beccmee effective appoint a common 
agent lo represent them In any action to be 
taken hereunder. 

The resignation of Un.it Operator ,hall not 
release Unit Operator from any liability for 
any default by It hereunder occurring prior to 
the effective date of it, reiignation. 

The Unit Operator may, upon default or 
failure in the perfonnance o{ ih duties Or 
cblige licna hereunder. be subject to removal 

· by the eeme percentage vote of the owners of 
working Interests a1 herein provided for the 
selection of• new Unit Operator. Such 
removal ,hall be effective upon notice thereof 
to the DMM. 

. The resfgnation or removal of Unit 
Operator under this agreement shall not 

-inate ll..9 right. title. or interest as the 
er of wbrking Interest or other Interest ln 
:ed subatancea. but upon the realgnetlcn 
,.noval of Unit Opera.tor becoming 

ellective, such Unit Operator shall deliver 
poseesslce of all welli:, equipment. materials, 
and eppwtenencee used in conducting the 
unit cperetlone to the new duly qualified 
successor Unit Operator or to the common 
agenL if no auch new Unit Operator ia 
elected. to be used for the purpose of 
conducting unJt cperetiona hereunder. 
Nothing herein 1ball be construed a• 
authorizing removal of any material 
equipmenL and appurtenances needed for the 
preservation of any wells. �' ·:· 

6. Succe.ssor Unit Operator. Whenever the 
Unit Operator ebell tender hia or' iU 
reaignatiore •• Unit Operator or aball 1:Se 
removed as bereinabove provided,. or a 
change or Unit Operator i• negotiated by 
worldng interest owners. the owners of the 
working Interests according to their 
respective acreage Interests lo all unltiz:ed 
land shall, punuant lo the Approval o! 
Parties requirements of the unit operating 
agreemenL ,elect a eucceescr Unit Operator. 
Such selection shall not become effective 
until: 

( 
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of II perticipe t.in.g are,..a,. �odiRg any 
e�leaalon of time gr-.nl.&d bf th. BJ,,..tM. thJa 
•gr-cement wi.U autom.atk.aUy len:aio.a.la. Upon 
failure lo continue drl1ling, d.W.geotly aay well 
commenced. hereunder. the DMM may. 11.!ter 
15-day, notice lo I.he UnJt Oper:ator. declare 
thi• wtlt agreement teonloated. 11:ie parUu to 
lru• egreeccect may Pot in.ltiakt a request lo 
voluntarily lcrmln<11te during the lint year o( 
Its term wries.a •I k••t ooc ob.ligatloa well 
ha• been drilled tn accord.a.nc.c with the 
proviaion.s ol th!, (tbes.e) aection(a)..• 

Ia. Plan of furthu develcpmect and 
operation. Within 6 month. alter completion 
of a well capable of producing unitized 
aub.sla.ncea in payinw qua.ntH.ics. the UnJt 
Operator ,hell aubJOit foe the approval of tbe 
DMM an acceptable plan of development and 
operation for the unJtiz.ed land which. when 
approved by the DMM.. ,hall constitute the 
further drilling and develcprcent obUgationa 
o{ the UnH Operator nnder thl1 egreeraeat for 
the period specified therein. Thereafter, from · 
time to ti.me before the axpiraUon o! any 
existing pla.n. tbe Unlt Operator shell submit 
for th.e approval of the 01,,.{M a plan for an 
addiUonal apedfied pertod for the 
development and operation and subsequent 
plaru: lhould non:nally be fiJed on a calender 
year baais not later than March t-each year. 
Any proposed toodificatlon or addition to the 
existing plan should be fikd a• a scpplement 
to the plan. 

Any plan submitted pursuant to this 
section ihaU provide ror the timely 
exploration of the-unitized aree, and fur the 
diligent drilling neceeeary for determlnetlcu 
of the a..n:a of areas capable of producing 
unJtizcd eubetencee ln p-aying quantities ln 
each and every productive formation. ahsU be 
a·s complete and adequate a• the OJ,,.O.( may 
determine to be necessary fo'r timely · 
developcoent end prop-er oon11ervatlon of the 
oil and ga.a rc-&ou..-ces o{ the wrltized an::a and 
shall: 

(a} Specify the number end Jocations of aay 
wdl4" to be d.rill.ed and llil! proposed order 
and time for soc.h drlUing: and 

(b) Provide a IU:OUD&T)' o( operation:a •nd 
, production for the J)f":Vfotis year. 

Plan, shell be modified or supplecoenled 
when necessary to meet c.li.anged ccnditicne 
or to protect the lo.tere•t. of alJ parties to thu 
agreement, Rc11•on•bk dilig� ab.all be 
exercised ta compJ� with tk.e obJ.igatkuu: 
of the epprceed plsa of dc-Tdopment and 
operation. The DMN Ls allthoriz:ed to grant a 
reeeoneble exten..lon of the 6--montla period 
herein prescribed for submustan of an. initial 
plan of development �d operation where 
euch action is jtuti!ied because of unwrual 
condition. or circw::n..t.a.nces. 

Alter com.pletioo of• ,-ell cepebie of 
producing unitized eubetancee i.n paying 
quantities.. no further welle, except toc.h •• · 
may be nece s eery. to .afford pr-otectioa a.gainat 
opereticru not 1.mdc.r Lhia a.g.rcemcnl and auch 
ea may be 1pccifically approved by the DMM. 
shall be drilled except in accordance with an 
approv-ed plan of development aod operation. 

11. Participation eftee diacovery, Upon 
corapleticn of a well capeble of producing 

. 'U mµtip!c we!J proviai.oa ('?,a] i. not lodudcd. 
thi, p11r•gr•ph.1hal1 be Che 1.,t pau.gn.pb ar �ti.on .. 

WUtic:ed aubct.anc.ca ln paying qu.a.atitie-. or 
•• aooa ther-.o.!W •• required by the DJ...{M. 
the Unit Operstce ahall aub.oit for approval 
by the Dt,,.O,A'. a ecbedule, baaed no 
auhd.lvbloc. o! the pubUc-J.and awvey or 
aliquot part. ther-aoL of a.ll laad then 
rea-az,:f.ed •• re.uo.n.ably proved to be 
productive ol unJti.ud Mlb.t.ance.a [n paying 
quantitiea.. Tbese Landa ..ba.ll ccustitute a 
part:!dpe.tiag area on approval o{ the DM?-A.. 
effective u oft.be date al completion oC ,uch 
well or the effective date oI thia unit 
ag:rtt:mcnt. wbJchevtt t.. la ter, The acre.a.g.ea 
of both Feder.al a.ad non-P'edera.l la.nda shall 
be hued upon approp.rlat.e computations 
from the courr.ea a.ad d..i•la..n.ce• abow:o on th.e 
last approved publlo-Iand •urvey as oC the 
effective date of each f.nitial partidpa ting 
area. The acbedule 1hall Wo aet forth the 
percentage of un.itiud a.ub•tancc• to be 
allocated.•• provided In Section 12.. to e.acb 
Ind in the partidpati.ng area ao established.. 
and ahall govern the allocation of production 
commencing with the e1fective date of the 
participating are•. A different p.articipeti.o.g 
a.te1il ,.hall be uta bWlhed !or e.sch aepara le 
pool or deposit of un..itiz.nd aub.staocea or for 
any group thueof wh.ich is produced aa 11 

alng.le pool or .t.ooe., and a.oy two or more 
. part:fc:ipatiag mas ao establi11hed may be 

combined into one., on app<""Ova.l of the DMI\t 
When production from. two or coore 
participating a.tt:a1 ls 1ubaequently found to 
be from a common pool or deposit. the 

. participating ma, shall be combined intO · 
one, effective-as of such appropriate date as 
may be approved or preKribed by {he D?v.:M.. 
The participating area or a.reaa 10 e.11tablisbed 
ab.all be revia.ed from time to lime, subject to 
the approval of the OM}..{. to include 
additional land& then regarded aa reaa.onably 

· proved ·to be productive of unltiz.ed 
1ub1taocea in paying qua.otltie.- or which are 
neces,ary for uo.it operations.., or to exclude 
land then regarded aa rea•onab?y proved cot 
to be productive ofunitir:ed auhst.a.nces I.e. 
payin.g quantities.. and the Khedule of 
aUocaUoa percenle.se• ,ba.11 be revis.ed 
sccordingly. The effect:f.ve date of any 
revision ,hall be the fint of the month i.a 
which the k:nowledge or laformation is 
obtained on .,,bicb ,och revision is 
predlcated:;·�rovided.. however, that a more 
appropria.� effectiva dat.e may be used if . 
Jliatified by Unit Operator and approved by 
the DM>.L N.o la.nd be excluded from a 
pa.rtidpali.D.g area on account or depletion of . 
its unitized 1ubatances. except that any · 
partidpating area cat.ablished under the 
provillona o{ th..:. un.It agreement shall 
terminate sutoroatica.lly whenever all 
completio11J1 in the formation on which the 
pa.rtidpatln:.g area la based a.re abandoned. 

It ta the intent or thi, ,ection that a 
Participating IU"ell·shall repn::aent the area 
known or rea,aonably es time. ted to be 
productive ln·payiag quantiti.ea: but, 
regard.le•• or e:oy revision of the participating 
area, noth.lc.g herein conte.lned ab.all be 
construed aa requirin.a llilY retroactive 
adjustment for production obtained prior to 
the effective date of the revision of the 
participating area. · 

ln the abtence of e.gree.tnent e.t a.c.y time 
between the Unit Operator. a.nd the DMM a1 
tq the proper ddinit.ion or redet'lnJtlon of a 

partJdpatfng area, or until• participating 
area bu. or area1 have. been e1tabllabed. lhe 
portJoo of all paym.enta affected thereby 
ah.all except royaJty due the UnJled States., 
be Impounded 1n a manner coutually 
acceptable to the owner• of com.rn.ltted 
worxing' lnl.eJ'Csb.. R.oyaltie• due the United 
Stales •hall be detumined by the 0?,..{M and 
the amount thereof 1haU be depoiited. "aa 
dlrocted by the DMM. until a participating · 
llreA I• fUl.il.llf approved and then adjuited La 
accorda.nc. with a determination of the awn 
due•• Federal roylillty on the baait of 1uch 
approV&d paftldpatin.g area. 

Wbenit:Ver It I• determined. subject to the 
approval o( the DMM. Iha.I a well drilled 
undet' thu a.greement Ia not capf!ble of 
prodactfon in p.1ying qna.ntitica and lncluaioa 
of the land on wh.rcb it 11 ,ituated in a 
pa.rtidpating IU'"ea ia u.nwarranted. production 
from •uc:b. well sh.all. for the purposes of 
aettlcmcnt a.m.oa:g all parlie• other than 
working inte.tesl ownen, be allocated to the 
land co which the well ia located.. unless M.Jch 
land i• already within the participating area 
c.at.abliahed for the pool or deposit from 
wh.lch such production i• obtained. 
SettkmCJ:lt for woning ioter-eai bcne.fits from 
1uch a noo.p.aying unit well ah.all be made as 
proTided lo the mtlt opa-ating a.grcemenL :. \ 

12. Allocatioa of production. All unitized 
aubatancea produced from each participating 
area aaRl.blished und.ar thi• agreement. 
except any part then:of u&ed in confonnJty 
with good operating pnicticca with.in the 
unitized a.re• fo. drilling. opcnting. and other 
production or devel•pment purposes. for 
reprenurlng or recyclln.g In accordance with 
a plan of development aod Op€:r&tion. fw.st 

.approved by the D}v{M. or unavoid�bly loat. 
shall be deeme-d to be produced equally on 
an acre&ge b.awls from the a.everal trsd1 of 
unitized land or� pa.rtic:ipe.ting area 
established for 111.cb production. Fo, the 
purpoae of determhiing any bencfita accru[ng 
under lhi• agreement. each auch tract or 
wtld.zed land shall have allocated to it &-ueh. 
pc�nta.gc of aa.fd productio� as the r,iwn�r 
or acres of such tract included-in ,aid 
participating area �a.rs to the total acres of 
wtltized land ln aaid participating area, 
except thel aJJ001:tion ofprodoction 
hereunder for pu:rpo-aea other than fa, 
•ettlemenl of the royalty, overriding royalty. 
or payment out or production obliga Uon.a or 
the res�cth·e worldng tnfercst owna-1, ahall 
be on the· basi• p�scribed ln the unit 
operating agreement whether fn con(ormlty 
with the basla o! allocation herein set forth or: 
otherwtae. It la hereby a.gre.ed·that production 
of unitized substance. from a participating 
area •hall be a.Uoce.ted aa provided herein 
regerdle,s of �ether any wells •re drilled 
on any particular part or tract of the 
participaling area. lf any gas produced from 
one participating area la u:ied for 
reprcs.swing or recyclins purposes !n another 
participating area. the fint gas withdrawn 
from the latter participating area for se.le 
during the life of th!• agreement, shall be 
considered to be the gas ao transferred. until 
a.n amount equal to that transferred ,hall be 
ao produced for sale and such get thall be 
allocated to the pa'rtidpating area from which 

. inJtie.IJy produced as auch area was defined 
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11 the time that euch tran..C11rrcd ga• la finally 
-oduced and eold, 
Jl. Development or operation of 

oonpart.ldpaling la.cd or formatlotu... Any . 
party hereto ownln.g or controlling the 
working lntcr-e•l ln any unJtu:.ed land having 
thereon• regular. weU location .toay with the 
,pprovaJ of the DMM. at 1uch party"• ,ale 
risk. ccets, endexpenee, drill a well to teat 

.any formation provided the well la out.Ide 
any partJdpating area eatablisbcd for the 
formation. unle, •. within 00 day, ofrecetpt of 
notice from ,aid party of hia lnlentJon to drill 
the well the Unlt Operator elects and 
commcnci1 to drill the well ln a like manner 
a, other wclb are drilled by the Unit 
Operator uader thia agreement, 

JI any well drilled under th!, section by a 
working Interest owner result, La producUoa 
,uch that the land upon which It l, ,ituated 
may properly be Included in a participating 
eri.a, such participating erea ,hall be 
eslablisbed or enlarged a, provided ln thl• 
agreement and the well ,ball thereafter be 
cpereted by the. Unit Operator !.D. ecccrdence 
with theterms of this agreement end the unit 
operating agreement 

If any well drilled under thia section by a 
working interest owner that obtains 
production ln quantities Insufficient to Justify 
the inclusion of the land upon which aucb 

· well b eltueted in a pa.rtidpating area, euch 
well m&.y be operated and produced by the 
party drilling the same, subject to the 
-oneervetlon eequiremects of thi, agreement. 

ie royalties in amount or value of 
·duction from any .. uch well shall be paid 

;>ecified in the underlying lease and 
,..,, cementa affected. 

14. Royalty settlement The UnHed States 
and any State e.nd any royalty owner who Is 
en tilled to take in kind a share of the 
substencee now unitized hereunder shall 
hereafter be entitled to the right to take in 
kind it, ,bare of the unitized substances, and 
Uo.il Operator, or the working interest owner 
in case of the operation of• well by a 
working interest owner as herein provided 
for in special cases, shall make deliveries o( 
1llch royalty share taken in k.i.rtd 'ln. 
confonnity with the applicable contracts. 
laws. and eegulauons. Settlemen(forroyalty 
interest not taken in kind ,ball be made by 
·working interest owners responsible therefor 
under existing contract,, law• a.nd 
regulations, or by the Unit Operator on or . 
before' the fast day of each month for u:n.itized 
eubstancee produced-during the preceding 
calendar month; provided. however, that 
nothing in thi.1 section ehall operate lo relieve 
the lessees of any land from'thelr respective 
lease obligation• for the payment of any 
royalties due under their leases,' / 

IC gas obtained from Janda not ai.lbject tO 
thi, agreement is·introduced intd any 

'participating area hereunder, for use ln: 
rcpressuring. stimulation of production. or 
increasing ultimate recovery, to conformity 
with a plan of development and operation 
.. ..,oroved by the D�-f:M. a like erriount of gas, 

r settlement as herein provided for any 
u-ensferred from any other participsting 

ind with appropriate dCduction for Io,.1 
. any cause. may be withdrawn from the 

formation into which the gaa l.1 lntroduced. 
royalty free as. fc dry gas, but not a• lo any 

product.I whlch m.y be extracted therefrom: 
provided that ,uch withdrawal ,ball be 11t 
1ucb lime•• may be provfded La tha 
approved. plea of development and operation 
or a1 may otberwbe be consented to by the 
D� 1.1 co.olorm!ng lo good petroleum 
engineering practice: a.nd provided further. 
that 1ucb right ofwfthdrawa[ ,_!iaH term.in.a.ta 
on the termination of thI1 un!t agreemenL 

Royalty due the United States ahall be 
computed a, provided l.n 30-Q'R Pa.rt Z21 and 
paid ln value or delivered in k.1.nd a1 la all 
unitized 1ubatance, on the ba,la of the 
amount. thereof allocated to unltiz.ed Federal 
land e1 provided ln Section lZ al the rate, 
specified in the respective Federal leesee, or 
at ,ucb other rate or retee a1 may be 
authori.ted by Jaw or regulation and approved 
by the DMM: provided. that for leases on 
which the royally rate depends on the daily 
everage production per welL said average 
productioo aball be determined in accordance 
with the operating r-egu.latioru a• thou.gh each 
participating area. were a aingle conaolidated 
lease. 

15. Rental aettlemeol Reeta.I or minimum 
royaltie1 due on lease, committed hereto 
shall be paid by appropriate working tntereet 
owner, under ex.i•Ung contracts., Iewe, and 
regulations, provided that nothing herein 
contained shall cperete to relieve the Ieeseea 
of a.ny land from their respective lease 
obtigatlone for the payment or any rental or 
minimum royalty due under their leases. 
Rental or minimum royalty for lends of th� 
United States subject to this agreement shall 
be paid at the rate specified in the respective 
leases from the United States unless such 
rental or mlnimwn royalty is waived. 
suspended. or reduced by law or by approval 
of the Secretary or his duly authorized 
representative. 

With respect to any lease on non-Federal 
land containing pt"Qvisions which w:ou!d 
terminate auch lease unless drilling 
operations are commenced upon the land 
covered thereby within the time therein 
specified or rentals are paid for the ptivilege 
of deferring such drilling operations, the 

. rentela required thereby shall, 
notwithstanding a.ny other provision of thle 
agreement, be deemed to accrue and become 
payable during lhilenn thereof aa extended 
by thi, agreement and until the required 
drillin.g-Operatioru ere commenced upon the 
land covered thereby, or until ecme portion of. 
,uch land lo Included within • J)llrtfcl pa ting 
area. . 

16. ConaervatiotL Operations hereunder 
and production of unitized subataeces ab.all 
be conducted k> provide for the most 
econcmlcal and efflcient recovery of ,aid 
1ub,ta.ncea without waste, a11 defined by or 
pursuant tc State or Federal law or · 
regulatiotL 

· 17. Drainage. The Unit Operator ehell take 
euch measures aa the DMM: deems 
appropriate and adequate to prevent 
drainage of unitiz.ed subslancea from unitized 
I.and by well, on land not subject to this 
agreement 

18. Leases and ccntrecte conformed and 
extended, The terms, conditions. and 
provtaicna of all leitae,, subleases. and other· 
contract. relating to exploration. drilling. 
development, or operation for oU or ga• on 

lands committed to thJ, egreeecent •re hereby 
expressly modified and 1..mende:d to the 
extent necessary to make the aame conform 

· lo the provislom hereof, but otherwise to 
. remalo la full force and effect; and the partie, 

bercto bereby con1ent that the Secretary 
1hall and by bl, approval hereat or by the 
approval hereof by bl.I duly authorized 
represenlatJve.. doe• hereby establish. e.lter, 
ch,nge. or revoke the drilling. producing, 
rental. mlnimwn royalty, and royalty 
requ!reme.'lt1 o( Federal lease, committed 

.hereto and the regu]atJon, in re,pect thereto .. 
to conform ,aJd requirements to the 
provblon• of thi, agreement .and. without 
Umlting the generality of tha foregoing, all 
leaaea. ,ublea,ea. and contracts are 
particularly modified ln accordance with th0 
following: 

(a} The development and operation of 
lands 1ubject to thla agn:ement under the 
term• hereof 1h,11ll be deemed full 
performance of all obligation, for 
development a.nd operation with respect lo 
each and every aeparateiy owned tract 
subject to th.is agreement, regardless of 
whether there i• any development of any 
p!U"ticular tract of the unlt 0rea. · 

(b} Drilling and producing operations 
performed bereund"er upon any at that time, 
1uc.b lease •hall be extended for 2 years, and 
so tract' of unitized lands will be accepted 
and deemed to be performed upon and for the 
benefit of each and evf!.ry tract of unitized 
l!Uld. and no lease shall be deemed lo expire , 
by ccason of failure lo drill or produce Wells 
situated oil the land therein embraced. 

(c) Su,pension of drilling or producing 
operations on all unitized lands Pursuant to. 
direction or consent of the DMM :ihaU be 
deemed to COnsi:itute such suspension 
pursuant to such direction or consent as to 
each aod every tract of unitized land. A 
1u,pension o( drilling or producing operation, 

. limited to ,pecified la.nd, shall be applicable . 
only to 1uch lands. 

(d) Each lea,e. ,ublea,e, or cont:-act 
relating to the exploration. drilling, 
development, or operatiun for oil or gas of 
lands other than those of the United S1.3tes 
committed to this agreement" which, by it.s 

.term.s might expire prior lo the termination of 
this agreement, Is hereby extended beyond 
any such term so provided therein so that it 
sha"U be: continued ln full force and effect for 
and during the term of thb agreement. 

(e} Any Federal lea,e committed hereto 
,ball continue in foi-ce beyond the term so 
provided ther� or by law 'as to the land 
committed ,o Jong a• such lease remains 

· 1ubject hereto, provided that production is 
bad in paying quantitie:, under this unit 
agreement prior to the expiration date of the 
term of &uch lease, or in lhe event actual 
drilling operations are commf!.nced o·n 
WUtized land. in accordance with the 
provisions of thi.s agreement, prior lo the end 
of the primary term of s:uch !ease and a.re 
being diligently prosecuted long thereafter es 
oil or gat ia producad in paying quantities in 
accordance with the provisions of the 
Mineral Leasing Acl as amended. 

(f) Eich 1ubles1e or contract relating to lhe.. 
operstion and development or unitized . 
substance, from landtt of the United States 

,. 
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commlUed lo thU -.grecmant., which by lb 
terms would expire prior to the drne al which 
the underly{o.g leue, aa extended by the 
�mediately prea:ding pangr-.ph., will expin: 
ls hereby extended bq,ood any auch len:n -ro 
provided then:ln •o that ft abaD he oontlnued 
in full force and effect fo-r snd during the te:nn 
of the underlying.lease aa ,uch term la heretc 
e:i::tendcd. 

(g) The &egregatloo o( any Federal lctte. 
commilled ta thl• •gre-emcn� t. governed by 
the foUowin.g provi•ion in the fuurth 
paragraph of sec, 17{JJ of the Millen.I Lcaain:g 
Act. •• amended by tbe Act or Sept.ember z. 
1960 (74 SIBL 761-784) (JO U.S.C. Z28{jJ): 

Any [Federal] lea•e be:n:tofore er bereefter 
committed to any such [unit) pl.a.a embracing 
Janda thal are in part within and in part· 
cutatde or the erea covered by any such pl&ll 
shall be w;:gr-c�Rl,eG° into s,eparate leaac• •• to 
lands ccremined and th<f! I.a.ad� not committed 
as of the effective date of unitiu.tion: 
Provided. however. That a.ny soch lease a.,. to 
the nonunitized portion .hall cocticue in 
force and effect for the lerm. thereof but for 
not less than two years from tbe date or ,uch 
segregation and so Jong therea.her a.soil or 
gas is produced in paying quantities. 

• (h] Any Ieeee. other than a Federal lea� 
having only a portion of IU. laoda committed 
hereto shall be segregated a1 to th.e portion 
committed" and the portion not committed. 
end the provisions or 1uc::b lease sha ll apply 
separately to S1Jch segregated portions 
commencing as of the effective date hereof. 
ln the event any such le:a.5e provides Icr II 

lump-sum rental payment. such payment. 
,haU be prorated between the portions 10 
segregated in proportion to the acreage of the 
reepectlve tr-Beta. 

19. Ccvenante run with land. The 
coveaanta herein shall be corntroed to be . 
ccvenente running with the land with respect 
lo the tntereet of the parties hereto and their 
successors in interest until this egreerceat 
termtcetee, a.nd any gra.nr.. tranafcr, or 
conveyance of Interest in land ar leases 
subject hereto aball be and hereby ts 
conditioned upon the usumption of all 
privileges and obl�a!Jon.s hereunder by the 
grantee, transferee; er-other eucceaeor in 
Interest, No e esignment or transfer of any 
working inlere.st. royalty, or other Interest 
subject hereto shall be binding upon Unit 
Operator' tintil tl:ae ri.nt day of the calendar 
month after Unit Operator it furnished with 
the original phctoetatic, or certified copy of. 
the instrument of tnr.nafer. 

20. Effective dateend term.™• agreement 
ahall become e.tfectlve upon approval by the 
OMM and shall automatic.a-Uy terminate 5 
years from said effective date tmless: 

(El) Upon application by the Unit Operator, 
such date of expiration is extended by the 
DMM, or · 
· (bl It iS reasonably detennined prior to the 

·expirallan of the fixed term or any extension 
thereof that the unitized land is incapable cf 

·production of uniliz.ed substances in paying 
quantities in the formation• lested hereunder. 
and after notice of inlenlion 10 terminate this 
agreemenl on such ground i• given by the 
Unil Operator lo 1111 p.arties in intere-al at their 
la,1 known addres1e1. this ag:ree�nl Is 
terminated wilh the approval of the OW,{. or 

'·0p1i�•l •ub-.-..-c1i-on. 

{c] A V'll)u.able dla.covcry of unltU:ed 
aubatano:1 ha• beeu tnadc or accepted on 
u.nltfud land du.rlng aaJd Initial term or any 
extenafon tkn:of. tn wbkh event thfa 
agreement •hall ranaln In effect for auch 
term and so long thereafter a• unftiz.ed 
•ubstan� can be produced in quarrlitie11 
1uffident to pay for the coat or producing 
same from wella on unlthcd land with.in any 
partfdpating area eatabliab-ed kreunder. 
Shoti.ld production oeaae and d.Iligcnt drilling 
operation• to reatore production or new 
producUon 11.re not ln �· during the 
period or nonprodaction.. and prodaction 111 
not restored or ahowd new prodactlon not be 
obtalned ln paying quantftic-s on corn.m.ltted 
Janda within thia unlt are«, th.I:• agreement 
will automatically tennJnate effective the laat 
day oftAe month in wbk:h the laat unitized 
prpduction occurred.. or 

(d] It la voluntarily t-erminated •• provided 
in this agreement 11:ua agreement may be 
terminated at ..ny time- _prior to the cl.u.covery 
oC unitl:ud 1ubatancca which can be 
produced in p'11yin.g quantitie:s by not less than 
75 per c:entu.m_ on a.n acn:age ballls o( the 
workiitg interelll ownera 1ign11tor_1 hereto. 
with the 11pprovel of the DMM. The Un.it 
Operator sh.all" give notice of any such 
approval to all partiea hereto. Voluntary 
termination may not occur during the fl.rat 
year of this agreement w:i.le1a at le.a.si one 
obligation weU liaa· been drilled in 
accordance wich Section 8. 

21. Rate oi pro11pecfing. development. and 
prod.nctioa. The DMM ia hereby vested witfr 
authority to alter or modify from time to ti.me, 
in bi& du.cretion, the quantity and rate of 
production under this a.greemeO.t when such 
quantity a..od rate is not fixed pur,Ua.nt to. 
Federal or State law. or doe, not com.form. to 
any Statewide voluntary coii,ervatioa Or 
11.Uocation program which ii: e,tablish. 
ri:cogniz.ed. and generally adhered to by the 
majority of operators in .11uch State. The 
above authority i.s hereby lim.ited to 
alteration or modilicatlon.s wh..ich are in the 
public intere1t and the purpo.11e thereoL liild 
the public iotereSt to be served o::wsl be 
slated in the order 0:f alteration or 
modification. Without regard to the foregoing. 
the DMM.i• also hereby �ted with authority 
to alter Or modify from time to time. in bis 
discretion. the rate of prospecting and 
developmenl and the quantity and rale of 
production under th.u ag:reemenl whea such 
alteration or modification ia in .the f.nte.rest o( 
attaining th� con,ervation objectives stated 
in this agreement and ia not in violation of 
any applicable Federal or State law. 

Po.wen is thJa section vested in the DM:M 
,hall only be exercised after ootice to Unit 
Operator and opportunity for hearing to be 
held not Tess than 15 day• (iom notice. 
� Appearancei. Unit Operator shall. after 

notice to other parties affected, have Lhe right 
to appear foi 11.nd on behalf of any and all 
interests affech!d hereby before the 
Department of the Interior and to appeal from 
order, issued undeT the regulation, of said 
Departm�nl. or to apply for relief from any of 
1aid regulations. or in any proceedings 
relative lo operation11 before the Department. 
or any other legally conlffiluted authority: 
provided, howeve-r. that any other inte�:sted 
party 1hall •lsO have the right at h.!. own 
exp,en8C lo be heeird In any 11udi proceeding.· 

23. Noticec. All noUce-s_ demand•. or 
•lalemcnta required hereunder lo be given or 
rendered to the partio beretc ahaU be in 
writing end ,hall be penonalty delivered to 
the party or parties, or tent by postpaid 
registered or certified mail to the llli.st-known 
address of the party or parties. 

Z-4. No waiver o{ certain rights. Nothing 
ccnteleed In thls agreement shall be 
conatrued as a waiver by any party hereto of 
the right to 1.saert any legal or constitutional 
right or defense 111 to the validity or Invalidity 
of •ny Jaw of the Stale where the unitized 
lands are located. or al the Unlted Slates. or 
regulation• iuued thereunder In any way 
affecting such party, or 111 a waiver by any 
such party of any right beyond bis or its 
authority lo waJve. 

ZS.. Un.avoidable delay. All obligaiion.s 
under thia agreement requiring the Unit 
Operator to commence or continue driJl.ing. or 
lo operate on or produce unitized aubstance.s 
from any of the I.and• covered by th.is 
agreemenL shall be suspended while the Un.it 
Operator. despite the exercise of due care 
aod diligence. is prevented froco complying 
wit� such obligations, in whole or in part. by 
etrtkes, acts ol God. Federal. State, or 
municiP,al law or agen�es.. unavoidable,. 

· accident&.. uncontrollable delays in 
transportation. inability to obtain necessary 
m&terials or equipment in the open market, or 
other matters. beyond the reasonable control 
of the Unit Operator whether ,im.ilar to 
matters herein enumerated or not. 

26. Nond.isoi.mination. In connection with 
the perfcrmence o( work under this 
agreement. the Unil Operator agrees to 
comply with.all the prcvlatone of eecticn zoz 
(1) to {7) Iacleeive, of Executive Order 11246 
{30 FR 12319)."as amended. which are hereby 
incorporated by refen:nce in thi.s agreecoeol 

27. Loss of title. In the event title to any 
tract of unitized land ahall fail and the true 
owner ca,nnot be induced to join in this unit 
egreement, euch tract ehall be automatically 
regarded •s not committed hereto. and there 
shalt be such readjustment of future costs 
and benefits aa may be required on account 
of the lcee of 1uch title. [n the event of II 
dispute as to title lo any royalty, working 
Interest, or othei interest, ,ubject thereto. 
payment or delivery on acc.ount thereof may 
be withheld without liability for interest untU 
the· dispute ia finally 1-ettled: provided, that. 
as to Federal lands or leases, no payments of 
funds due the UnJted Stales aha.II be 
withheld, but such funda shall be deposited 
as directed by the OM}.-{ to be held as 
unearned money pending final .settlement of 
the title dispute, and the.n applied as earned 
or returned in accordance with such final 
settlemenl. 

Unit Operalor es euch i!1 relieved from any 
responsibility for any defect or failure of any 
title hereunder. 

28. Nonjoinder and eubseqoent join_der. If 
the owner of any substantial interest in a 
tract within the unit ares fails or refuses to 
subscribe or consent to thte agreement, the 
owner of the working interest in tti11! tract 
may withdraw the tract from thi, agreement 
by written notice delivered to the OM}..( and 
the UnJt Operator prior lo the approval of this 
agreement b:r the DMM. Any oil or gas 

l 
I 

' ! 
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lntere•t. lo lands within the un.11 aree not 
ecmmtued hereto prior to fi.o.al epprcval may 
thereafter be cocnm.ltted hereto by the owner 
or owner-a thereof •ub•oibln.g or consenting 
lo thi• agreement. and. lf the lnlerc•l t. a 
working Interest, by the owner of such 
Interest also .ubscribtc.g to the unJt opentlag 
agreem.enl Alter operations are commenced 
hereunder. the right o{ 1ub•equenl Jolnder. •• 
provided in this section. by e working utterest 
owner i• subject to auch requirements or 
approval{a}. if any, pertaining to 1ucb Joinder, 
as may be provided for In the unit operating 
agreemenL After final approval hereof. 
joinder by a nonwork.Jng interest owner must 
be consented to in writing by the working 
Ietereet.cwncr committed.beretc and 
responsible for the pafmenl of any benefit.I 
that may accrue hereunder in behalf of such 
nonworking interest. A nonworking interest 
may not be committed to thls unil agreement 
unless Lhe corresponding working interest is 
committed hereto. Joinder to the unit 
agreement by a working interest owner, at 
any time. must be accompanied by 
appropriate joinder to the unit operating 
agreement, in order for the tnterest to be 
regarded as -committed to this egreement. 
Except as may otherwise herein be provided. 
subsequent joinders to thls agreement shall 
be effective as of the date of the ft.ling with 
lhe DMJ...i of duly executed counterparts of a.U 
or any papen necessary to establish effective 
commitment ol any tract to this agreemenl 

29. Counterparts. Th.is agreement may be 
executed in any number of counterparts. co 
ane of which needs to be executed by all 
parties or may be ratified or consented to by 
U:para.te instrument in writing specifically 
ttferring hereto and shall be binding upon all 
those parties who have executed such a 
ecunterpart, ratification. or consent hereto 
with the aame Iorce and effect es if all such 
parties had signed the same document, end 
regerdlese of whether or not it i• executed by 
all other parties owning or claiming an 
interest ln the lends \Vi thin the ebcve- 
described unit an:a. � 

� Surrender. Nothing in rhis agreement 
ehail prohibit the exercise by _any worlcing: 
interest owner of the right to surrender 
vested in such party by any lease. eubleaee, 
or operating: agreement a, to aU or a.ny pa.rt 
of the lands covered thereby, provided that 
each party who will or might acquire 1ucb 
working interest by such surrender or by· 
forfeiture as hereafter set forth. (1 bound by 
the terms of th.is agreemenl 

if a• a result of any auch surrender. the 
working interest rights as to auch lands 
become vested in any party other than the: fee 
oy.,ner o( the unitized eubstencee. ,aid party 
may forfeit &uch tighta and further benefita 
lrom operation hereunder as to &aid land lo 
the party next in the chain of tille who shall 
be end become the owner of &uch working 
lntereat. 

lf a1 the result of any euch surrender of 
,rfeiture working interest rights become 
•sled in the fee owner of the unitized 
betencee. auch owner may: 

•0ption•l 1-ectiona -.nd eubeecticn, (�menl• 
eubmltted for fin•I •pprovel ahould not l�nlify any 
provi,ion •• -optional -J 

) 

(1) Accept tho-.e working Interest right. 
,ubfect to thi1 egreement and the unit 
operating agreement: or 

(2) Lease the portion of auch land a1 la 
lncluded .la • putldpating •rea established 

·hereunder aubJect to thl1 agreement and the 
unit operating agreement: or 

{3) Provide for the independent operation 
of any part of 1uch land that 11 not then 
included within a partidpating area 
eetsbllebed hereunder. 

IJ the fee owner of the unitized eubetencee 
does not accept the working inter-eat rights 
aubject to thi• agreement and the unit 
operating agreement or leese euch land, a• 
above provided within 8 month• after 
surrendered or forfeited. worldng tetereet 
rightsbecome vested in the Iee.cwner; the 
benefits and obU.gation• of operations 
accruing to such lends under thi1 agreement 
and the unit operating agreement aball be 
aha.red by the remaining ownera of unitized 
working intereate in accordance with their 
respective working interest ownerships. and 
auch owners of working interests shall 
compensate the fee owner of unitized 
eubstencee in such Janda by paying sums to 
the rentals. minimum royalties. and royalties 
applicable to such lands under the lease in 
effed When the land" were unitized. 

An appropriate accounting and settlement 
shall be made for all benefits accruing to or 
payments and expenditures made or incurred 
on behalf of euch ,surrendered or forfeited 
working interest eubeequent to the date of 
surrender or forfeiture, and payment of any 
moneys found to be owing by such an 
accounting shall be made as between the 
parties within 30 de ye, 

The exercise of BJJY right vested in a 
working interest owner to reassign such 
working interest to the party from whom 
obtained ahall be subject to the same 
conditions as eet forth in thi!I section in 
regard to the exercise of a right to aw-render. 

•31. Taxes. The working interest ownen 
,hall render and pay for their account and the 
account of the royalty owners all valid taxes 
on or measured by the llruti.zed substances in 
and under or that may be produced. gathered 
and ,old from the land covered by this . 
agreement af\er''iU effective date, or upon the 
proceeds derived therefrom. The working 
Interest ownen on each tract shall and may 
charge the proper proportion of eeld texee to 
royalty owners having Interests in 1a.id tract. 
and may currently retaio. and deduct 
sufficient amount of the unitized eubatencea 
or derivative products, pr net proceeds 
thereof from. the allocated ebere of each 
royalty owner to secure reimbursement for 
the taxes !IO paid. No euch taxea ahall be 
charged to the United States or the Stale of 
--- or to any lesser who has a contract 
with hi11 leeeee which requlres the lessee to 
pay such laxes. 

• 32. No partnership. II la expreeely agreed 
that the relation of the pertiee hereto U that 
of independent contractors and nothing 
contained in this agreement. expreaaed or 
lmplied.. nor any operations conducted 
hereunder. 111haU create or be deemed to have 
created a pertnerhlp or eeeocletioc between 
the parties hereto or any of them. 

ln witnesa whereof, the psrtiea hereto have 
caused thla agreement to be executed: and 

25261 

have set opposite their respective nallles the 
date of execuUon. 

Unlt Operator; Woridng Iolerest Owneo 

· Genera./ Culdeline.s 
1. Executed agreement lo be legally 

complete. 
Z. Agreement submitted for approval must 

contain Exhibit A and Bin accordance wilh 
models shewn ln 11 226.13 and 226.14. 

3. Conaenta ebccld be Identified (in pencil) 
by tract numben as listed in Exhibit B and 
aaaembled in that order a1 fer as practical. 
Unit agreement. eubmltted for approval shall 
include a liat of the overriding royalty interest 
owners who have executed ratifications of 
the unit agreemenL Subsequent joinders by 
overriding royalty lnterest owners shall be 
submitted ln the eame manner, except each 
must include or be accompanied by a 
statement that the corresponding working 
interest owner bas consented in writing. 
Original ratifications of overriding royalty 
owners will be kept on file by the Unit 
Operator or hia designated agent. 

-4. All leases held by option 111hould be noted 
on Exhibit B with an explanation as to the 
type 0£ option. f.t?:_ whether for operating 
rights onJy. for full leasehold record title, or 
for certain intere.st& to be earned by 
performance. In aU instance•. oplionee 
coa:u::n.itting such intere::sts is expected to 
exercise option promptly. 

5. All ownens of mineral interests must be 
invited lo join the unit agreemenl and 
atatement to that effect cnust accompany 
executed agreement. together with summary 
of results of !IUcb invitations. A written 
reason for aU interest ownen who havt?: not 
Joined shall be furnished by the unit operator. 

6. ln the event fisb and wildlife lands are 
included. add the foUowing section: 

... Wildlife Stipulation. Nothing in this unit 
agreement 111hall modify the ,pedal Federal 
Jeaae stipulations applicable to lands under 
the juri::sd.iction of the Uoited States Fish and 
Wildlife Service." 

7. ln the event National Forest System 
lands are included within the unit area. add 
the following 1ection: 

""Forest Land Stipulation. Notwithstanding 
any other terms and conditions contained in 
thi• agreement. all of the stipulations and 
conditions of the individual leases between 
the United State• and its lessees or their 
aucceasor, or a&.sigzu t?:mbracing lands within 
the unit area included for the protection of 
lands or fucntions under the jurisdiction of 
the Secretary of A.gricu..lture shell remain in 
full force a.nd effect the aame as though this 
agreement had not been entered into. and no 
modification thereof ia authorized except 
with the prior consent in writing of the 
Regional Forester. United Stales Forest 
Service.---- 

8. [n the event National Fores! System 
lands within the Jackson Hole Area of 
Wyoming are included within the unit area. 
additional "apecial'' stipulatioo.s may be 
r-equlred to be included in the unit agreement 
by the U.S. Fores I Service. including the 
Jackaon Hole Special Stipulation. 

9. In the event reclamation lends are 
lncluded. add the following as a new section: 

j 
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•. Reclamation Lands. Nothing in thi• 
agreement 1hall modify the epeciel, Fedetitl 
lease atipulations applicable 10 laod• ucdee 
the jurisdiction of the Bureau of 
Reclamation.·· 

10. In the even! a powersile is embntced In 
the proposed area. the following sectioc 
should be added: 

. "Powerslte. Nothing in !his agreement •halt 
modify the special. Federal lease 11ipulationa 
appllcable to lands under lhe jurisdiction of 
the Federal Energy Regulatory Ccmmisstcn," 

11. ln the even! special surface stipulation, 
have been attached to anv of the federal oil 
and gas leases lo be included. add the 
following section: 

.. Special surface stipulations. Nothing in 
this agreement shall modify the special 
Federal lease stipu!alions attached to tha 
individual Federal oil and gas leases.- 

12. In the even I State lands are included in 
th.e proposed area. add the appropriate Sta le 

U'lnd• Section .!la a new eecticn, 
(S« JO CFR 228.7(,)J 

13. In the event restricted Indian lends arc 
involved, consult lhc DMM regarding 
appropriate rcquicement. under JO CFR 
ZZ6.7(b). 

Certilicatioo--Detennlnetion 
Punuanl lo the authority vested in the 

Secretary of the Interior, under the act 
approved February ZS. 1920. 41 Slat. 437, as 
amended. JO U.S.C. eec, 181, el seq .. end 
delegated to the appropriale Depuly Minerals 
Manager a( the Minerals Management 
Service under the authority of 30 CFR ZZ8. r 
do hereby: 

A. Approve the attached agreement for the 
development end operation of lhe----­ 
Unit Area, State of---. 

8. Certify end determine that the unil plan 
of development and operation contemplated 

In the attached agreement is neces,ary and 
advfsable in the public inleresl for the 
purpose of more properly conserving the 
natural resources, 

C. Certify and determine rhal the drilling. 
producing. rental minimum royalty. and 
royalty requirements of all Federal lease 
committed lo said agreemenl are bcrebv 
established. altered. changed. or rc\·ok;d to 
conform with the terms and conditions of !his 
agreemenl. 

Dated----- 

Deputy Mineral. M.anager-Oil and Gas.· 
Mineral• Management Service. 

•in Eastern end Alaska Regions, Deputy 
Minerals Manager-Onshore Minerals. 

Contract Number·------ 
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§ 226.13 Model of exhibit A. 

Companv N�me 
Exhibit A 

Swan Unit Area 
C.mpbell County, Wyoming 

R. 59 W. 

DEER_ 

!----16 

78-620 
FROST 
6-30-85 

21@ 

W-41345 
FROST 
6-30-85 

28 G) 

W-41345 
DEER et •I. 

6-30-B5 

33 © 
W -41679 

FROST 
6-30-81 

15 0 
W • 8470 

DEER et al. 

27 © 

FROST 
6-30-81 

14 CD 
W · 8470 
FROST HOLDER I 

I 
6-30-81 2-28-86 r-- 

23 0 2/v, 
___ 

. ,· 
I ,--- 
I T. 

W • 8470 W · 53970• 54 
DEER OLDE'.© N. 

12-31-85 2-28-86 6 --- 
I 

26 ® I 
25 

DEER I 

2-31-8�--- 

W. 52780 W • 52780 I 

DEER DEER 
7-3CJ..81 6-30-88 ·-- 

35 0 7 
36 

,_ __ 
W-9123 78 · 620 

: 

Sutt L,nd 

Patented Land 
Scale • Generally 2",.,. 1 mile. 

Include acr.eag,e for �I irregular sections and to-a. 

Public land 

Means tract number as listed 011 Exhibit B 
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( § 226. 14 Modef of Exhibit B 

£xtt1BIT 8.-SWAM UNIT ARE.A,. CAMPBELL CovN'TY, WYO. 

T,� .... Hurnt>,.t "' s-w Ma.. W'd on;;kat;o,, e.-oe l"Cl'plty ..-,d 
- 0-w.af.__ �� . 

Mn"--�·· m T�M-t-���i-�������-1-��������1-��������1-�������-1 
R5M,&tr>P M. 

F..,.,M U,nd 
I S.c.. H: ...... -- 1,1120.00 W-&,170. J,.,,e :>O. 1;e1_ U.S.: M T. J. Cook 100 T, J, Cool. 2 Fro.t OI: Co. 100. 

S.C.. IS: All 
Sec.. 2"J:: NI. _____ , 

' S.c.. 35: ""'··---·--- ..0,00 W-111Zl.J.>/JO. tMI_ U.S.:M 0 ..... Odor,, 100_ 0. U. Odom I 0.-- QI Co. 100. 

' 5...:.. 21: ..... _. 1.ZS,0.00 W....oll:MS. J,.,,e JO. tMs... U.S.: All .......... p.., so_ � ... p.,.., FIVW4 Oil Co. 100. 
S..:. 2'8: ..... _ s..,s-,50 ............ , 

• S..:, 27: "'·------ 1.2'e().OO W-116711. Jur,,o JO. tMS_ U.S.: All .AJF'f-100 Al Pr_...2 0.,., ()II Co. so. 
S.C. 33: A•----···-·- 0- Oil Co. SO. • s.c. 2t5· A.II. ____ .·---·- (161.50 W-!.27&0 U.S.: All 0-.- OI ce, 100_ .J.G.�" 0- Ool Co. 100. 
$..:, 25: \..ot$ J . .i.. SWl'.W/ zse:, .... 

' S.C. 2.f.; \..ot$ 1.2.3 • .f..W/2.W/ Q6S.&O W-s.3'170, Feb. 29, l!IM_ U.S.: >JI T.H.�tOO T. H. Ho&<,.,, 100. 
Zf./2 !All). 

s.c. ZS: L= 1.2,NW/.f..W/ ._ .. ___ 
2NE/.i.. 

T. T. Tomo 2'----·J 0e,,r Oil Co. 100. 

I 

15 F"°"'.,i tract$ 1.0.f.1� .a.,. or M.715 pd ol uric.,.._ 

I 
·�··""" I ----· _._ .. _ 

1 See, 16: All _ -........... 1.zeo e,o 15.S-a7"30. N"i). l1. 19eS .. St.1•: All-·-·------· 0-, OI Co. 100 .. , 

�}:\!.ii7 1.2.J .•. w,2.w, ·-·---·-. _ --·----·------ ·····-----·-··---·-+------- 

P.:�:e:: I.zeal "°'" ot 11•0 pC'I ::JI u-o1 u•.i. -- -·--·-· .. ---·····---·- .• · ---- .. -·-·· .. ---· 
II" s..c:. Tl: LOl$ 1.2.J . .i..W/'1.,W/ 6.f.1.20 

I 
Aug. Z. 1074 J .c. Srrirm: 100 Do,e (),I Co. 100 .. __ .. 1---------jDo. (),I Co. 100. 

ZE/Z jAII). 
9 Sec. 22; A� ...•• , _, 6,,10.00 Sa¢. 1S. 197"5___ T. J. Coc:,I,.; 100 •.. .:. W.W. Smtim 100___ S..m Sp.a,� 1----i W.W. � 100. 

10 S.:. 3.f.: All ••.. _, ._ ...• _ &-40.00 ..1ur,e 1. 107S A.. A. AJ>en: 7S •• 0.-- OI Co. 100---+--------j 0-- Q,I Co. 100. 

-------- .. ---- .. -·-- . LP Carr ZS. - --------- .. ·--------! 
J p.1...,ted tr-en. 1.921.20 -.cr.s or 18.75 pa al ..-.t aru.. 

Tout: 11 1r1,;ts r.2.i.9. re ..::::,ri n .m:r. urll aru.. 

( 
§ 226.15 Model collective bond. 

Collective Corporate Surety Bood 
Know all men by these presents. That we, 

-----(Name of unit operator), 11igning 
as Principal. for and on behalf or the record 
owners of unitized substances now or 
hereafter covered by lhe unit agreement for 
the (Name of nnit], approved 
---(Date) {Name and address 
of Surety). as Surety are jointly end severally 
held and firmly bound unto the Uniled States 
of America in the sum pf....--- {Amount of 
bond) Dollars. lawful rnol"ley of the United 
States. for the use and beaefit of and to be 
paid to the United States and any entryman 
or patentee of any portion of the unitized 
land here-to-fore entered or patented with the 
reservation of the oil or gas deposit& to,.t.he 
United States. for which paymenL well and 
truly to be made. we bind ourselves, and 
each of ua, and each of our heirs, executors, 
administrator,, euccesecrs. and as!ign111 by 
these presents. 

The condition of the foregoing Obligation i& 
euch. thaL whereaa the Secretary of the 
Interior on ---{Date) approved under the 
prcvislone of the Act of February ZS, 1920. 41 
Stat. 4J7. 30 U.S.C. secs. 161, et seq .• as 
amended by the Act of August 6. 1948, 60 
Slat. 950. a unit agreement for the 
development and operation of the----­ 
(Name of unit and Slate): and 

whereas aaid Principal and record owners 
of unitized substances, pursuant to said unit 
agreemenl. have entered into certain 
covenants and agreement! a1 eet forth 
therein. under which operations are to be 
conducted: and 

Whereas said Principal as Unit Operator 
bas assumed the duties and obligations of lhe 
respective owners of unitized substances as 
defined in said unit agreement: and 

Wherea1 said Principal and Surety agree to 
ttmain bound in the full amount of the bond 
for failure to comply with the terms of the 
unit agreemenl and the payment of rentals. 
minimum royalties, and royalties due under 
the Federal lea1e1 committed to said unit 
agreement; and 

Whereas the Surety hereby waives any 
right of notice of end agrees that this bond 
may remain in force and effect 
notwithstanding: 

(a) Any additions to or change in the 
ownership of the unitized eubstancee herein 
described; 
·. {b) Any suspension of the drill.ing or 
producing requirement, or waiver. 
su•pension. or reduction of rental or 

· minimum royalty payments or reduction of 
rcyeltlee pursuant to applicable laws or 
regulations thereunder. and 

Wherea1 1aid Principal and Surety agree to 
the payment of compen1atory royalty under 
the regulations of the _Interior Department i,n 
lieu of drilling neceesery off.set wells in the 
event of drainage: and 

Whereas nothing herein conla·ined shall 
preclude the Uni led States (from requiring an 
additional bond al any time when deemed 
necessary: 

Now, therefore. if the said Principal shall 
faithfully comply with all of the provisions of 
the above-indentilied unit agreement and 
with the lerm• of the lenses committed 
thereto. then the above obligation is to be of 
no effect otherwise lo remain in full force 
and virtue. 

Signed, sealed. and delivered this -- day 
of---: 19--, in the presence of: 

{Principal) 

(Surely) 

§ 226.16 Model for designation at 
scccesecr unit operator by working 
lntereet owners. 

Designation of successor Unit Operator 
----- Unit Area. County of---. State 
of---.No.--. 

This indenture. dated as of the -day of 
---. 19--, by and between--. 
bereiqefter designated a11 .. First Party." and 
the owners of unitized working interest,. 
hereinafter designated as •. Second Parties.- 

wltneesetb: Whereas under the pro_visions . 
of the Act of February 25. 1920, 41 Slat. 437, 
30 U.S.C. eece. 161. et &eq .• as amended by 
the Act of August 8. 1946. 60 Stat. 950. the 
Secretary or the Interior. on the - day of 
---, 19--. approve a unit agreement for the 
-----Unit Area. wherein --- is 
designated a, Unit Operator: and 

Whereas said --- has resigned as such 
Operator.' and the designation of a successor 

'Where the detign11tion of• 1ucceuor Unit 
Operiitor i• required for •ny rea,on other the.n 
resi.gn•Lion. 1uch re•1on shall be 1ubstituted for the 
one •l•led. 

Questar Gas Company
Docket No. 17-057-01

QGC Exhibit 3.8
Page 58 of 68



� ( 

Re: Expanding Participating Areas Inside Federal Units, The Henry Unit 
Example 

APPROVED this day of , 1985. ��- -�����- 

( 

BALL ASSOCIATES, LTD. 

UTAH DIVISION OF PUBLIC UTILITIES 

PRICE WATERHOUSE 

STAFF OF WYOMING PUBLIC SERVICE 
COMMISSION 
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WEXPRO COMPANY 

( 

79 SOUTH STATE STREET· P. 0. BOX 11070 · SALT LAKE CITY, UTAH 84147 · 601 530-2700 

R.M.KIRSCl-t 
-E.5101!:NT 

December 14, 1983 

Wexpro Settlement Agreement Monitors 
Gentlemen: 

RE: Delivery Point at the Butcher Knife and Church Buttes Fields 
Sweetwater County, Wyoming 

Wexpro Company respectfully requests concurrence from the Hydrocarbon 
Mani tor and Accounting Mani tor to Wexpro • s interpretation of the delivery 
points in the capt ioned fields. 
FACTS 

The Butcher Knife Springs field consists of wells 1, 2, 4;5 and 6 and a 
Butcher Knife sweetening plant. Wells l, 2, 4 and 5"produce sour gas thus 
necessitating sweetening and well No. 6 produces sweet natural gas and oil. 
Attached Exhibits 1 and 2 are maps showing the well facilities and the 
related production equipment, plants and laterals. 

The Church Buttes field -consists of wells 1, 2, 3, 4, 7, 8, 9, 10, 11, 
13, 16, 19, 20, 21, 22, 25, 26, 27, 28, 29 and 30 at the time of the execu­ 
tion of the Wexpro Settlement Agreement and also the Church Buttes absorption 
plant. 

Gathering laterals are installed in both fields and a collection lateral 
No. 703 runs from the Butcher Knife sweetening pl ant to the Church Buttes 
absorption plant. 
PROBLEM 

Because of the joint ownership with others of many of the facilities and 
the overlapping necessity of two. sweetening and absorption. plants, Wexpro 
desires confihnation from. the Monitors of the appropriate delivery point in 
the Butcher Knife and Church Buttes fields. Wexpro al so seeks confirmation 
of the appropriateness of Wexpro's undertaking of operating responsibilities 
and of investment in post-July 1981 facilities· upstream from the delivery 
point. 
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Gentlemen: r" ": •. , .. 

RE: Delivery Point at the Butcher Knife and Church Buttes Fields 
Sweetwater County, Wyoming 

;- Wexpro Company respectfully requests concurrence from the Hydrocarbon 
,Monitor and Accounting Monitor to Wexpro's interpretation of the delivery 
points in the capt ioned fields. 
FACTS 

The Butcher Knife Springs field consists of wells 1, 2, .. 4; 5 and 6 and a 
Butcher. Knife sweetening plant. Wells 1, 2, 4 and 5 'produce sour gas thus 
necessitating sweetening and well No. 6 produces sweet natural gas and oil. 
Attached Exhibits 1 and 2 are maps showing the well facilities and the 
related production equipment, plants and laterals. 

The Church Buttes field £Onsists of wells l, 2, 3, 4, 7, 8, 9, 10, 11, 
13, 16, 19, 20, 21, 22, 25, 26, 27, 28, 29 and 30 at the time of the execu­ 
tion of the Wexpro Settlement Agreement and also the Church Buttes absorption 
pl ant. 

Gathering laterals are installed in both fields and a collection lateral 
No. 703 runs from the Butcher Knife sweetening plant to the Church Buttes 
absorption plant. 
PROBLEM 

Because of the joint ownership with others of many of the facilities and 
the overlapping necessity of two. sweetening and absorption plants, Wexpro 
desires ·confirmation from. the Monitors of the appropriate delivery point in 
the Butcher Knife and Church Buttes fields. Wexpro also seeks confirmation 
of the appropriateness of Wexpro's undertaking of operating responsibilities 
and of investment in post-July 1981 facilities upstream from the delivery 
point. 
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WEXPRO AGREEMENT LANGUAGE 
With respect to the production of hydrocarbons from certain natural gas 

wells and reservoirs designated "prior Company wells," 1/ and "productive gas 
reservoirs," Y the Wexpro Agreement pro vi des: - 

Wexpro wi 11 own a 11 operating rights and wi 11 be the operator of 
all facilities related to [Account 101/105] leaseholds. Wexpro 
will fund and drill or cause to be funded and drilled all necessary 
and appropriate development wells on these properties and provide 
the necessary facilities which in its opinion will be reasonably 
and prudently necessary to efficiently produce the hydrocarbons in 
the productive .gas reservoirs. 

Wexpro Agreement Section III-2{b). 
The Agreement further provides: 

Although Wexpro will have no ownership in the natural gas, natural 
gas liquids or oil produced from productive gas reservoirs, as 
operator it will bill the Company for the services it performs and 
for the use of the facilities it has installed to produce the 
Company's natural gas, natural gas liquids and oil. 

Wexpro Agreement Section III-5{a). 
The operator service fee provisions of the Wexpro Agreement set forth in 

Exhibit E provide that Wexpro will be reimbursed for its operating expenses 
including: 

Reasonable and necessary operating expenses incurred by Wexpro and 
allocated to the production, gathering, treatment and disposition 
of hydrocarbons. 

Wexpro Agreement, Exhibit E, Para. 1. 

!/"Prior Company well" is defined as "A well completed on or before July 
31, f981, and capitalized in the Company's utility accounts on that date. 
All prior Company wells are identified and listed on Schedule 3{b)." Wexpro 
Agreement, Section I-22. 

ij"Productive gas reservoir" is defined as "A portion of a pool under­ 
lying an Account 101/105 leasehold or a transferred leasehold into which a 
prior Company well was completed on or before July.31, 1981. All productive 
gas reservoirs are identified on Schedule 3(a)." Wexpro Ag·reement, Section 
I-25. 
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Among the wells designated prior Company wells under the terms of the 
Wexpro Agreement were Butcher Knife wells numbered 1, 2, 4, 5 and 6 and 
Church Buttes wells numbered 1, 2, 3, 4, 7, 8, 9, 10, 11, 13, 16, 19, 20, 21, 
22, 25, 26, 27, 28, 29 and 30. 

Wexpro Agreement, Schedule 3(b}. 
The Wexpro Agreement defines "we 11" as follows: 

The well bore and all underground and surface materials and facil­ 
ities installed in connection with drilling into the earth's 
surface for the production .or injection of hydrocarbons and sub­ 
stances. The term "well" includes all the appurtenant facilities. 

Wexpro Agreement, Section 1-14. 
The appurtenant facilities referred to above include: 

Those facilities, downstream from the well head, ·to and including 
the delivery point, that are necessary to make the products accept­ 
able for delivery including, but not limited to, compression, 
transportation, gathering, separation, treating and certain pro­ 
cessing facilities. 

Wexpro Agreement, Section 1-15. 
The "delivery_ point" is defined as: 

That point under standard industry practice, at which a purchaser 
of oil or natural gas liquids or natural gas takes delivery from 
the producer. This will generally be (i} at the inlet side of the 
dehydration unit for gas deliveries and (ii) at the outlet side of 
tankage or other storage facilities for oil or natural gas liquid 
deliveries. 

Wexpro Agreement, Section 1-16. 
Concerning post-July 1981 investments in productive gas reservoirs or 

commercial development gas wells, Section 11.1-4 of the Agreement provides: 
.Any investment made in the productive gas reseryoirs after July 31, 
1981, .and in corrmercial development gas wells (including appurte­ 
nant facilities}, will· not be capitalized trrto the Company's 
utility accounts but will be capitalized by Wexpro and Wexpro will 
be compensated for these investments by the Company as provided in 
Section lll-5. Necessary facilities installed downstream from the 
delivery point will be capitalized in the Company's utility 
account. 
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The Wexpro Agreement also states: 
The delivery of natural gas and natural gas liquids produced under 
the provisions of this Article III will be at the delivery point 
(defined in Section I-16), and all costs of receiving, processing 
and gathering the natural gas and natural gas liquids and all the 
necessary investment at and downstream from such a point wi 11 be 
the responsibility of the Company. 

Wexpro Agreement, Section III-7. '}_} 
BUTCHER KNIFE AND CHURCH BUTTES 

With respect to the- Butcher Knife sweetening plant, it has been deter­ 
mined by Wexpro that additional investments are necessary to the gas 
treatment facilities. The plant provides treatment of sour gas produced from 
five wells including four of the Company's Butcher Knife wells. Through five 
separate gathering pipe lines, sour oil and gas production is transported to 
the Butcher Knife plant where the liquids and gas are separated and then 
metered at five separate inlet meters. These inlet meters are points where 
the third party unit participants deliver possession of gas production to 
Mountain Fuel (er its designate, Mountain Fuel Resources, Inc., "Resources") 
for processing. The inlet meters are used to allocate production proceeds at 
the tail gate of the plant. 

Under a typical gas purchase agreement involving sour gas at the Butcher 
Knife plant, the following definition for the "delivery point" of purchased 
gas is found: 

The de 1 i very point of gas de 1 i verab 1 e hereunder sha 11 be at a 
central delivery point located on the discharge side of buyer's 
processing plant and/or at such other point(s) as may be mutually 
designated in writing by the parties hereto. The volumes of gas 
purchased hereunder will be sellers pro-rata share of the total 

3/With respect to nature l gas produced from prior Wexpro we 11 s and 
productive oil reservoirs, the Wexpro Agreement similarly provides: 

The deli very of natura 1 gas produced under the provisions of this 
Article II will be at the delivery point (defined in Section I-16), 
and all costs of receiving the natural gas and all the necessary 
investment at and downstream from such a point will be the respon­ 
sibility of the Company. 

Wexpro Agreement, Section II-10. 
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volume of gas delivered to the inlet of Buyer's processing plant. 
Title to and ownership of such gas shall pass to an absolutely vest 
in Buyer at the prescribed point(s) of delivery. 5) 

Aminoil USA, Inc., Morgan-Gas 
Purchase Agreement dated March 4, 
1980, Section VII-1. 

After Resources takes title to the purchased gas and possession of 
Mountain Fuel gas at the discharge side of the Butcher Knife plant, the gas 
is commingled with gas from Butcher Knife well No. 6 and from the Henry Unit 
and the Hank's Hollow area and transported through lateral No. 703 to Church 
Buttes. - · 

Butcher Knife Well No. 6 and these two other areas have their own meters 
and "delivery points" at the inlet side of the respective dehydration units. 
Gas production from lateral No. 703 is commingled with Church Buttes gas 
production and then processed through the Church Buttes absorption plant. 
Here additional processing removes some of the heavier hydrocarbons from the 
Butcher Knife gas.· The "delivery point" for Church Buttes purchased gas has 
been designated at the discharge side of the Church Buttes plant under the 
Church Buttes gas purchase agreements. Gas is then transported to Resources' 
main transmission lines for further transportation and ultimate distribution. 

4/The language of one of the typical gas and condensate processing 
contracts states: 

The point of delivery of gas and condensate per measurement, 
sampling and for allocation of stabilized plant condensate purposes 
shall be at the measurement stations installed by Processor on the 
overhead gas discharge and bottom condensate, respectively, of each 
of the producers' primary separators. 
Redelivery of residue gas by Processor to Producer shall be at the 
residue gas measurement station installed by Processor at the 
discharge side of the plant. 

Aminoil USA, Inc., Gas and Condensate 
Processing Contract, dated March 4, 
1980. Section III-3, 4; Yates Petro­ 
Jeum Corporation, Gas and Condensate 
Processing Contract, dated August 21, 
1979, Section III-3, 4. 

While this language accurately describes the delivery and pro­ 
cessing r'esponsibil ities in a producer/processor relationship, it does not 
directly deal with "that point ..• at which a purchaser of oil or natural 
gas liquids or natural gas takes delivery from the producer." 
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A geographic map of the Church Buttes and Butcher Knife areas has been 
prepared and amplified with additional information concerning the physical 
facilities which are located in the area showing the wells, separation, 
dehydration, sweetening and absorption facilities. The flow of gas, whether 
it be Company-owned production or gas purchased from other sources is also 
shown. With respect to purchased gas, the delivery points specified in each 
of the pertinent gas purchase agreements for such gas purchases are shown. 
Delivery Point at the Outlet of the Butcher Knife Plant. 

The delivery point for Company-owned gas production coincides with the 
delivery point for purchased gas production. 5/ The line drawn between 
Wexpro responsibilities and Mountain- Fuel responsibilities is consistent 
regardless of the source.of gas. The delivery point also coincides with the 
gas purchase agreements for gas purchases from the Butcher Knife field. 
Thus, the delivery point determination in the Butcher Knife situation can be 
objectively made by looking to the delivery point in co-producer gas purchase 
agreements. 
CONCLUSION 

The Wexpro Agreement assigns Wexpro the operating and investment respon­ 
sibilities for facilities needed in the production of Company-owned hydro­ 
carbons from prior Company wells for any appurtenant facilities that lie 
upstream from the "delivery point." The Agreement defines that "delivery 
point" as being the point under standard industry practice at which a pur­ 
chaser takes delivery of gas production from the producer. The delivery 
points which already exist with respect to gas befog purchased from co­ 
producers are the best evidence of where the delivery points defined in the 
Wexpro Agreement should be. 

As applied to the Butcher Knife/Church Buttes area, this determination 
of the "delivery point" would mean that the delivery point for Company-owned 
gas processed through the Butcher Knife plant would be at the outlet of that 

�The language of a typical gas purchase agreement in the Butcher Knife 
area involving sweet gas, not requiring processing or treatment through the 
Butcher Knife plant, states: 

The delivery. point for gas deliverable hereunder shall be located 
on the inlet side of the dehydration unit installed by- Buyer at the 
well head .... 

Aminoil, USA, Inc., 
Purchase Agreement, dated 

·1979, Section VII-1.· 
Dakota-Gas 
August 29, 
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plant. Gas produced in the Church Buttes area would have a delivery point at 
the outlet of the Church Buttes plant. The resulting assignment of operating 
responsibilities between Wexpro and Mountain Fuel pursuant to the Wexpro 
Agreement would mean that Wexpro would assume initial responsibility for the 
operation of the Butcher Knife and Church Buttes plants. The responsibility 
for new investments in sweeten1ng facilities at the Butcher Knife plant also 
fa 11 s to Wexpro. 

The language used in such gas purchase agreements fits the defini­ 
tion of "delivery point" as used in the Wexpro Agreement and constitutes one 
of the examples used in defining delivery point. 

Sincerely, 

/fr!� 

ckb 

APPROVED this day of------' 1985. 

BALL ASSOCIATES, LTD. 

UTAH DIVISION OF PUBLIC UTILITY 

By Dat-e-------------� 

PRICE WATERHOUSE 

��te �115 
) 

STAFF OF WYOMING PUBLIC SERVICE 
COMMISSTION 

By�----------� Date �---------�� 
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