
October 14, 1998

Dear Operator/Payor:

Your company has been identified as an operator/payor of at least one Federal 8(g) Outer
Continental Shelf (OCS) lease selected for a royalty-in-kind pilot project (Pilot). The Minerals
Management Service (MMS) of the U.S. Department of the Interior will begin the Pilot on
December 1, 1998, for natural gas produced from specific Texas 8(g) leases. The pilot is
intended to examine the feasibility of taking natural gas royalties in-kind and the methods for
doing so and will run for a period of 1-2 years.

Title to the royalty share of monthly natural gas production from the leases and blocks listed on
the attachment will be transferred to the United States (lessor) at the Facility Measurement
Points. The operator of each property/lease will be required to deliver daily natural gas royalty
volumes at a designated point onshore. The volumes will be equal to the daily volume of natural
gas production times the lease royalty rate percentage applicable to each lease’s production. The
designated point is determined in consultation with the operator, and our agent or purchaser. Our
authority is 43 U.S.C. Chapter 29 and the royalty provisions contained in the Federal leases.
Actual transportation costs incurred for the delivery of royalty natural gas volumes taken in-kind
will be reimbursed by our agent or purchaser. Any plans you are currently making for natural
gas production, transportation, storage, and sales should recognize that the royalty share of your
production from the identified property(ies) will be delivered to MMS‘s purchaser or agent
beginning December 1, 1998. The MMS and its agent or purchaser will contact the operator of
each property/lease to discuss how the transfer of volumes will be done. In general, the process
will be consistent with industry practice.

Delivery of the accurate royalty share of natural gas produced from the lease will satisfy the
lessee’s monthly royalty obligation under the lease. Operators will continue reporting
production under current requirements, formats and frequencies. Reporting natural gas sales for
leases in this pilot program on Form MMS-2014, is not required of operators, lessees, or existing
payors for the term that each lease participates in the pilot.

We will have a meeting in Houston on November 10, 1998, from 10:00 a.m. to 5:00 p.m. to
discuss delivery, reporting, communication, and imbalance issues with operators and payors.



The meeting will be held at the MMS, Houston Area Audit Office, 4141 N. Sam Houston

Parkway, Houston, Texas. Your rights and responsibilities will be detailed in a further letter to
be sent after the November 10th meeting.

If you have any questions about the Pilot, please contact:

Mr. Bonn J. Macy
Minerals Management Service
MS4230
1849 C Street, NW
Washington, D.C. 20240-0001
Tel: 202-208-3827.
E-mail; Bonn.Macy@mms.gov

Thank you for your participation in this important program.

Sincerely,

Associate Director for
Royalty Management
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