Oil & Gas Lease Program
and Royalty Audit Report

August 20, 2019

EXECUTIVE SUMMARY

Opportune, LLP of Houston, Texas recently completed an oil and gas lease royalty audit report for four oil and gas
wells associated with two Idaho Department of Lands oil and gas leases held by AM Idaho LLC. The results of
Opportune LLP’s audit report (Attachment H) and IDL’s review of the financial obligations of AM Idaho LLC as an
oil and gas producing lessee indicates that AM Idaho LLC owes the Idaho Department of Lands $50,361.57 for
unpaid royalties. The following is the breakdown of the additional payments that are owed, which are explained
in greater detail in this Oil & Gas Lease Program and Royalty Audit Report (see page references for each line
item).
Residue Gas:
• $36,864.28 for the $1.50/MCF transport charge improperly deducted from sales (pages 13-14).
• $2,660.21 for additional royalty interest based on the Index Price (page 14).
• $710.49 for Plant Fuel deducted during the Supplemental Audit Period (page 14).
Natural Gas Plant Liquids:
• $3,059.80 for the unexplained difference between Market Prices and Realized Prices (page 15).
Plant Condensate:
• $3,932.89 for the $5.50/BBL transport charge improperly deducted from sales (pages 15-16).
• $2,059.41 for the unexplained difference between Market Prices and Realized Prices (page 16).
Volume Reallocation:
• $1,074.49 for changes in Plant Condensate and Residue Gas volumes from the corrected
allocations calculated from the Market Prices (pages 16-17).
Based on the information contained within this report and its attachments, which includes Opportune LLP’s audit
report, IDL has concluded that AM Idaho LLC is in default of the terms of the State of Idaho Oil and Gas Lease
Nos. O-01983 and O-01996 and owes the Idaho Department of Lands payment in full for the royalties identified
above. Additional payments including, but not limited to, interest; late fees; and administrative costs may also be
required to return AM Idaho LLC from the “in default” status to the “in good standing” status with these two oil
and gas leases.
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A. INTRODUCTION
Opportune, LLP of Houston, Texas (“Opportune”) recently completed an oil and gas lease royalty audit report
(“Audit Report”) for four oil and gas wells associated with two Idaho Department of Lands (“IDL”) oil and gas
leases held by AM Idaho LLC (“Alta Mesa”). The purpose of this document is to provide the information
necessary to understand the financial obligations of Alta Mesa as an oil and gas producing lessee based on
statutes, rules, lease language, and the results of the Audit Report
This document includes information related to:
•

IDL’s authority to issue oil and gas leases;

•

IDL’s oil and gas lease auctioning process;

•

IDL’s existing active leases;

•

Hydrocarbon production on state lands; and

•

Royalty auditing.

Capitalized technical terms within this document are defined in a Glossary of Terms include as Attachment A.

B. OIL AND GAS LEASING AUTHORITY
B.1. IDAHO STATUTES
IDL operates its oil and gas leasing program subject to Idaho Code Title 47 Mines and Mining – Chapter 8 Oil and
Gas Leases on State and School Lands as approved by the Idaho State Legislature. The following are the key
components of Chapter 8 that direct IDL’s oil and gas leasing program:
47-801:

Oil and gas leases may be issued for a term of up to 10 years.
Oil and gas leases may be extended beyond the initial term based on production in
paying quantities or thereafter based on good faith drilling operations.
Oil and gas leases allow lessees to use and occupy the surface of leased lands to
prospect, explore, drill, produce, refine and market hydrocarbons.

47-802:

Land Board is authorized to establish rules related to oil and gas leasing.

47-804:

Oil and gas leases are limited in area to one section or approximately 640 acres.
One party may hold more than one oil and gas lease.
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47-805:

Annual rental rates for oil and gas leases may not be less than $0.25 per acre.
Royalty rates for oil and gas leases may not be less than 12.5% of the hydrocarbons sold.

47-808:

Oil and gas lessees are required to provide IDL with security in the amount of at least
$1,000 for each lease to cover damages to the surface and any improvements.
Oil and gas lessees are required to provide IDL with security in the amount of at least
$6,000 for each lease upon commencement of operations for drilling any oil and gas well.

47-809:

Land Board retains the right to terminate oil and gas leases for non-compliance, provided
the lessee is given 90 days to cure the non-compliance issue(s).

B.2. ADMINISTRATIVE RULES
IDL operates its oil and gas leasing program subject to Idaho Administrative Procedures Act (“IDAPA”) 20.03.16 –
Rules Governing Oil and Gas Leasing on Idaho State Lands (“Rules”) as approved by the Idaho State Legislature.
These Rules were first established on October 11, 1988 and were most recently amended on March 24, 2017.
The following are the key components of the Rules that direct IDL’s oil and gas leasing program:
Rule 010:

Establishes definitions used throughout the Rules.

Rule 022:

Oil and gas leases are obtained through a competitive auction process. (022.01)
Annual rental for oil and gas leases is $3.00 per acre, with a $250.00 minimum. (022.02)
Auction procedures establish that the winning bidder at the auction shall pay IDL within 5
business days for the auction bid amount, the first year’s annual rent, and the
nomination fee of $250.00 (set by the Land Board). (022.07)

Rule 045:

Royalty payments shall be based on no less than 12.5% of all hydrocarbons produced and
saved, except hydrocarbons consumed for the direct operation of the producing wells,
commonly known as “lease fuel.” (045.01)
Oil and gas royalty payments to IDL may not be directly or indirectly reduced based on
the costs for marketing, transporting or processing of the produced hydrocarbons.
(045.02)
Royalty payments for oil shall be due on or before the 65th day after the month of
production. (045.03a)
Royalty payments for gas and natural gas plant liquids shall be due on or before the 95th
day after the month of production. (045.03b)
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Oil and gas lessees must maintain and make available records confirming gross
production, disposition, and market price of hydrocarbons produced from oil and gas
wells. (045.03d)
Rule 055:

Oil and gas lessees shall comply with all rules of the Oil and Gas Commission. (055.02)

Rule 080:

Oil and gas lessees are required to provide IDL with security in the amount of $1,000 for
each lease prior to entry with motorized exploration equipment. (080.01)
Oil and gas lessees are required to provide IDL with security in the amount of at least
$6,000 for each lease prior to entry with well drilling equipment or commencing with
construction related to future drilling. (080.01)
A “statewide” bond in the amount of $50,000 is allowed in lieu of individual bonds for
exploration or well drilling related activities. (080.02)

Rule 090:

Oil and gas lessees are required to provide proof of liability insurance to IDL in the
amount of $2,000,000.

C. LEASING PROCESS AND AUCTIONS
All active oil and gas leases on state lands were issued by IDL via public auctions. The most recent public auction
was held in October 2016. IDL initiated and administered these public auctions based on tract nominations made
by outside parties. IDL reviewed the nominations for completeness, the need for special terms and conditions for
the lease, and minerals estate ownership. IDL then advertised and held public auctions in accordance with the
Idaho Statutes and Rules in place at that time.
In 2017, IDL received approval for changes to IDAPA 20.03.16 from the Idaho State Legislature that included
clarification of the nomination, auctioning, and general lease acquisition process benefitting both auction
participants and IDL. The following are the key components of the existing auction process based on IDAPA
20.03.16 and Land Board policy:
•

Tract nominations are due at least 90 days prior to a scheduled auction closing date;

•

Each tract nomination requires a $250 nomination fee, paid by all auction participants and refunded to
non-winners;

•

Auctions may be held on-line;

•

Minimum auction bid increments are $1.00;

•

Payment of the winning bid and first year’s annual rent is due following an auction;

•

Leases are offered to the nominator if no bidding occurs at an auction; and

•

Auction winners are required to execute offered leases within 30 days.
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IDL currently posts an “Oil and Gas Lease On-line Auction Schedule” on the IDL public website. The schedule
identifies the Nomination Closing Date and the Auction Opening and Closing Dates. Auctions are scheduled four
times each year in January, April, July, and October. IDL is prepared to offer leases via an on-line auctioning
website operated by EnergyNet, a nationally recognized auctioning firm, under a signed agreement with IDL.
Since the changes to IDAPA 20.03.16 in 2017, no tract nominations have been submitted to IDL.

D. ACTIVE OIL AND GAS LEASES
D.1. GENERAL LOCATION AND GEOLOGIC SETTING
In 1903, the first recorded oil and gas well in Idaho was drilled on the eastern margin of the state in Fremont
County, followed by a few others including a well drilled in 1907 in the Payette area. Through 1988, about 150
wells were drilled in Idaho, but no production occurred. In southwest Idaho, historic drilling, mostly in Payette
County, encountered non-economic amounts of natural gas (primarily methane) in about a dozen wells.1, 2, 3, 4
Aside from a dry well near Gray's Lake in 2007, no other oil and gas activity occurred in Idaho until 2008 when
Bridge Energy and Paramax Resources started exploring in the Weiser-Payette Basin. They leased thousands of
acres from mineral owners (private, state, and federal), performed seismic reflection surveys, and drilled 11
wells. Three wells were dry and immediately plugged. In 2010, natural gas and liquid hydrocarbons were found
in eight wells. Bridge Energy was unable to process and market the hydrocarbons, which caused financial
difficulties. In 2012, their wells and leases were sold to AM Idaho, LLC, a subsidiary of Houston-based Alta Mesa.
Alta Mesa entered into a joint operating agreement with Snake River Oil and Gas (a subsidiary of Arkansas-based
Weiser-Brown Oil Co.), which also has a large leasehold interest in Southwest Idaho.5 In 2014, Idaho became the
31st oil and gas producing state when the ML Investment 1-10 well began producing liquid-rich gas (Rich Gas) and
a gas-rich light liquid (Well Condensate) from Willow Field. Also, in 2014, the State 1-17 well began producing
methane from the Hamilton Field.
Well production from the Willow Field is transported by gathering pipelines to Alta Mesa’s Little Willow
Gathering Facility for initial processing. Well Condensate and Rich Gas are then transported 11 miles in separate
pipelines to the Northwest Gas Processing Highway 30 Plant. This plant, which is a subsidiary of Alta Mesa,
processes Well Condensate into marketable Plant Condensate, and also processes Rich Gas into marketable
Residue Gas and marketable plant products of Natural Gas (Plant) Liquids (“NGLs”). A Location Map is included as
Attachment B.
1

Buwalda, J.P., 1923. A preliminary reconnaissance of the gas and oil possibilities of southwestern and south-central Idaho. Idaho Geological Survey,
Pamphlet No. 5.
2

McLeod, J. D., 1993. The search for oil and gas in Idaho. Idaho Geological Survey GeoNote 21.

3

Newton, V. C., and R. E. Corcoran, 1963. Petroleum geology of the western Snake River basin, Oregon-Idaho: Oregon Department of Geology and Mineral
Industries Oil and Gas Investigation 1, 67 p.
4

Wood, S. H., 1994. Seismic expression and geological significance of a lacustrine delta in Neogene deposits of the western Snake River Plain, Idaho.
Bulletin of the American Association of Petroleum Geologists, 78 (1), 102-121.
5

Johnson, Z., Cook, P.S., O’Laughlin, J.O., and Bird, K., 2013. Oil and Gas Resource Exploration and Development Policies in Idaho. University of Idaho,
Policy Analysis Group, College of Natural Resources Report No. 33, 77 pages.
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D.2. LESSEES, LEASE SIZE, AND COUNTY LOCATIONS
Currently, IDL administers 568 active oil and gas leases covering 40,672 acres that are issued to the following
entities:
•
•
•
•
•
•
•

AM Idaho LLC;
CPC Minerals LLC;
David Clegg;
Double Diamond Ranch;
Morris Creighton;
Snake River Oil and Gas LLC; and
Trendwell West, Inc.

The number of active leases is misleading in that many cover small tracts of land as required by previous
language within IDAPA 20.03.16 that prevented IDL from combining tracts from different sections of land into
one oil and gas lease. The Rule language was changed in 2017 to allow IDL the discretion to combine leases that
cross section boundaries. All 568 active oil and gas leases were issued prior to 2017 and adhere to the limitation
that resulted in leases as small as 0.05 acres. The following is a breakout of 568 active leases by acreage:

ACREAGE

NUMBER OF LEASES

0 to less than 10 acres
10 to less than 40 acres
40 to less than 80 acres
80 acres to 640 acres

183
148
108
129
568

The state lands associated with the active 568 oil and gas leases include state endowment trust lands, lands
owned by other state agencies and public trust lands (Navigable Waters Fund). The following is a breakout of the
ownership of the lands within the active leases that cover 40,672 acres:
OWNERSHIP

LEASES*

Penitentiary
Military Division
Agricultural College
State Hospital South
School of Science
University of Idaho
Charitable Institutions
Normal School
Idaho Fish & Game
Public Schools
Navigable Waterways Fund
Idaho Transportation Dept.

2
3
5
6
9
9
10
22
33
99
214
226

ACRES
94
9
1,286
434
969
1,480
4,105
2,412
2,598
17,166
7,745
2,372

* The total number of leases (638) in the chart exceeds the number of active leases (568) because more than one
endowment can be the owner of the lands under a given oil and gas lease
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.

The following chart identifies the lessee, the location by county, the number of leases by lessee and the
associated acres for the 568 active leases:

E. HYDROCARBON PRODUCTION ON STATE LANDS
E.1. ROYALTY OWNERSHIP AND PRODUCTS PRODUCED
Alta Mesa holds the two IDL oil and gas leases and operates the four wells depicted on the map in Attachment B.
Three of the four wells are not actually located on state ownership but are located within the established drilling
units that drain the State’s mineral estate. Lease O-1996 includes 40 acres (mineral and surface estate) of Public
School endowment land out of the 640 acre drilling unit and Lease O-01983 includes 600 acres (mineral estate
only) of Public School endowment land out of the 640 acre drilling unit.
The following chart identifies the royalty interest for each of the four wells. The royalty interest is calculated by
multiplying the ownership of the drilling unit times the royalty rate.
LEASE

WELL NAME

STATE LAND/UNIT

OWNERSHIP

ROYALTY RATE

ROYALTY
INTEREST

ML Investments 1-10 40 acres/640 acres 6.25% or 0.0625 12.5% or 0.125

0.0078125

O-1996 ML Investments 2-10 40 acres/640 acres 6.25% or 0.0625 12.5% or 0.125

0.0078125

ML Investments 3-10 40 acres/640 acres 6.25% or 0.0625 12.5% or 0.125

0.0078125

O-1983 State 1-17

600 acres/640 acres 93.74% or 0.9375 12.5% or 0.125

0.1171875
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The following chart provides the names, the commonly used abbreviations and the chemical formulas for the
hydrocarbons produced from these wells, which can be in both gaseous and liquid phases depending on the
temperature, pressure, and mixture of the product, when it is measured:

The following chart identifies the products have been produced from the four wells on which Alta Mesa has paid
royalties:
LEASE

O-1996

O-1983

FIELD

WELL NAME

PRODUCTS

Willow

ML Investments 1-10

Residue Gas, Condensate, NGLs

Willow

ML Investments 2-10

Residue Gas, Condensate, NGLs

Willow

ML Investments 3-10

Residue Gas, Condensate, NGLs

Hamilton

State 1-17

Residue Gas

E.2. ML-INVESTMENT WELLS
Three ML-Investments wells are associated with Lease O-01996 and produced hydrocarbons during the Audit
Period. ML 1-10 was shut in during February 2016. The following is a summary of how each well produced a fluid
that is first processed into what is generically referred to as Gas and Condensate (a light Crude Oil), and then
processed into three marketable products. Some wells differ in what is presented here because of various
technical or operational constraints associated primarily with the location of each well in relation to the
production process. A simplified process flow diagram is included as Attachment C.
The fluid stream from each well is run through its own 3-phase gravity separator, which produces Formation
Water (not discussed further), Rich Gas, and Well Condensate. Rich Gas mostly consists of methane, ethane,
propane, and the butanes, with smaller components of pentanes, hexanes, and heptanes. The Rich Gas is
transported from separators by gathering pipelines to the Little Willow Gathering Facility, where additional water
and liquid hydrocarbons are removed. The Rich Gas is then transported 11 miles by pipeline to the Northwest
Gas Processing, LLC – Highway 30 Plant. At the Highway 30 Plant, the Rich Gas undergoes further processing until
the remaining Residue Gas meets interstate pipeline quality natural gas requirements (89-94% methane, minimal
water vapor, etc.). The Residue Gas is then compressed and injected into the Williams Northwest Pipeline. At
this point, the Residue Gas is valued on an agreed-upon gas sales Index (less allowable contract-defined costs)
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and purchased by a Broker, Marketer, or End Purchaser for delivery to various potential commercial users or
residential distributors along the route of the Williams Northwest Pipeline.
The liquids removed from the Rich Gas at the Highway 30 Plant are called NGLs and are also referred to as Plant
Products. NGLs consist of a mixture of ethane, propane, isobutane, normal butane, and Pentanes plus heavier
molecular-weight hydrocarbon components (referred to as Pentanes Plus or Natural Gasoline). The mixed NGL
components are also referred to as Y-Grade, raw mix, or raw make. The Y-Grade NGLs are trucked in specialized
tankers from the Highway 30 Plant to a rail loading facility in Ontario, Oregon. Truck loads are transloaded into
specialized rail tanker cars. Once the railroad accepts the full load for each NGL railcar, the ownership transfers
to the Broker, Marketer, or End Purchaser. The Broker, Marketer, or End Purchaser arranges for the Y-Grade
NGLs to be railed to a highly-specialized processing plant called a Fractionator. Idaho Y-Grade NGL goes to one of
four fractionators located at or near Conway, Kansas, where the mixed NGL components are split into the
individual purity components of ethane, propane, isobutane, normal butane, and Pentanes Plus. The individual
purity components are then valued at the outlet of the Fractionator against an agreed-upon NGL Index (less
fractionation costs, and other allowable contract-defined costs), and then transported by pipeline or railcar to a
petrochemical facility. For example, purity ethane may be purchased and transported from Conway to an Ethane
Cracker located on the Gulf Coast of Texas to be processed into ethylene, a base stock for the manufacture of
various polyethylene plastics.
Well Condensate (also called Lease Condensate) at the outlet of the 3-phase separators mostly consists of
pentanes and heavier molecular weight hydrocarbons, and lesser amounts of methane, ethane, propane, and the
butanes. Well Condensate is then transported from separators by gathering lines to the Little Willow Gathering
Facility, where some gaseous hydrocarbons are “flashed” from the Well Condensate and captured into the Rich
Gas stream. At this point in the process, the Well Condensate is still too volatile (unstable) for truck transport.
Therefore, it is transported 11 miles by its own pipeline to the Highway 30 Plant and undergoes significant
processing in order to meet specific transportation and contractual requirements. At the plant outlet, the well
condensate is now called Plant Condensate. Plant Condensate is trucked in specialized tankers from the Highway
30 Plant to a rail loading facility in Ontario, Oregon. Truck loads are transloaded into specialized rail tanker cars.
Once the railroad accepts the full load for each plant condensate railcar, the ownership transfers to the End
Purchaser. The End Purchaser is one of several refineries north of Salt Lake City, Utah. The price is determined at
the refinery entrance, based on specialized in-situ tests or by laboratory analysis. The tests or analyses
determine the value of the Plant Condensate by comparing results to an agreed-upon Benchmark oil value, less
other allowable contract-defined costs.

E.3. STATE 1-17 WELL
The well named State 1-17 associated with Lease O-01983 has been shut-in and not producing since April of
2017. It had produced a small volume of anomalously-pure methane that required almost no processing after
leaving the wellhead before being accepted as a pipeline quality natural gas into an adjacent Intermountain Gas
distribution pipeline. At this point, the methane was valued on an agreed-upon gas sales Index (less allowable
contract-defined costs), and then delivered by Intermountain Gas to a New Plymouth public school. A simplified
process flow diagram is included as Attachment D.
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F. OIL AND GAS LEASE ROYALTY AUDITING
F.1. CONTRACTING AND SCOPE OF WORK
In 2017, the IDL initiated a Request for Proposal (“RFP”) to identify and contract with a third-party oil and gas
lease royalty auditor. As a result of the RFP, IDL executed a contract on September 7, 2018 with Opportune of
Houston, Texas, the only responsive party.
Contract IDL RFP 18-400 (“Contract”) included a Scope of Work (Attachment E) for auditing services to determine
whether royalties paid to IDL for oil and gas produced from oil and gas wells under two state leases with Alta
Mesa during the Audit Period, complied with the terms of:
•

Idaho Statute: Title 47 Mines and Mining, Chapter 3 - Oil and Gas Wells and Title 47 Mines and Mining,
Chapter 8 - Oil and Gas Leases on State and School Lands;

•

IDAPA 03.16.20.03.16: Rules Governing Oil and Gas Leasing on Idaho State Lands; and

•

Lease Agreements: O-01983 and O-01996.

The Contract initially identified the Original Audit Period as August 2015 through December 2016. The Contract
was subsequently amended to include January 2017 through August 2018. This additional timeframe is identified
in Opportune’s Audit Report as the Supplemental Audit Period. The Original Audit Period plus the Supplemental
Audit Period is herein referred to as the Audit Period.
More specifically, the Scope of Work for the Contract included the following:
•

A review and summary of documents provided by Alta Mesa, such as sales contracts, gathering contracts,
and processing contracts, with a focus on pricing, allowable deductions, processed gas percentages,
liquid settlement percentages, and custody point determinations;

•

An analytical review of volume and payment reconciliations of the Audit Period data set and
documentation of any significant differences pertinent to the audited leases;

•

Confirm that arms-length sales transactions identified by Alta Mesa represent appropriate arms-length
transactions through a review of hydrocarbon sales points;

•

Propose recommendations for additional auditing tasks beyond the scope of this limited oil and gas audit
that would be beneficial to IDL and beneficiaries; and

•

Document any significant findings that may warrant further investigation by IDL.

Deliverables under the Contract included:
•

An Audit Report to IDL summarizing and documenting the audit findings;

•

An in-person presentation of the audit findings and information related to the auditing process at a
regular meeting of the Land Board; and

•

A general audit review workshop for IDL and Land Board Staff to include: the auditing process, methods,
and practices; recommendations for future best management practices; and substantial time for
questions and answers for workshop participants.
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Opportune fulfilled the requirements of the Contract as of August 2, 2019.

F.2. AUDIT FINDINGS AND REPORT
James Fisher, Managing Director from Opportune, provided a summary of the preliminary audit findings to the
Land Board in August 2018, followed by a workshop on oil and gas auditing attended by Land Board Staff and IDL
Staff. Subsequent to the Land Board meeting, IDL issued a demand letter to Alta Mesa dated September 17, 2018
(Attachment F) requesting that Alta Mesa:
•

complete an audit of ARM Energy Management LLC (“ARM”) to ensure Alta Mesa was receiving market
prices;

•

pay $106.89 for Plant Fuel identified as unpaid;

•

pay $58.61 for royalties unpaid based on Opportune’s reconciliation of volume produced and payments
made;

•

provide documentation that royalty payments are based on arm’s length transactions; and

•

provide detailed plant statements and other documents which would verify royalties paid were based on
market pricing.

Alta Mesa failed to respond. Therefore, IDL issued a Notice of Default to Alta Mesa in a letter dated October 26,
2018, with a 90-day date to cure, as required by Idaho Statute 47-809 (Attachment G).
Alta Mesa communicated to IDL that it would not conduct an audit of ARM. Alta Mesa did make payment on
November 6, 2018 to IDL for the outstanding Plant Fuel royalties ($106.89) and royalties owed based on the
reconciliation efforts of Opportune ($58.61). On January 18, 2019 and February 7, 2019, Alta Mesa provided the
documentation requested by IDL and Opportune. This production occurred after several meetings and
communications clarifying the documentation needed by IDL and for Opportune to complete its audit.
During January 2019, Alta Mesa identified and acknowledged that $48,594.38 in additional royalty payments are
owed to IDL for the Original Audit Period timeframe of July 2015 through August 2018. Alta Mesa acknowledged
that it incorrectly deducted certain transportation charges of:
•

$5.50 per 42-gallon barrel (“BBL”) for Plant Condensate sold; and

•

$1.50 per thousand cubic foot (“Mcf”) of Residue Gas sold from the ML wells on State Lease O-01996.

On January 18, 2019, Mesa offered IDL a settlement of $15,000. IDL did not accept the offer.
Opportune reviewed the large data set provided by Alta Mesa in January and February 2019, most notably the
Highway 30 Plant settlement statements and multiple sales contracts on the Marketable Products of Residue Gas,
Plant Condensate, and NGLs. Opportune also purchased and analyzed an available, reasonably-priced NGL and
Residue Gas market Index Price data to fully assess whether the original prices Alta Mesa used for their royalty
payments, along with the recognition of erroneously deducted transportation costs, reflected true market prices.
Based on Alta Mesa’s offer to include the previously-deducted transportation costs through August 2018, IDL
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requested Opportune to include the Supplemental Audit Period of January 2017 through August 2018 in the
Original Audit Period of July 2015 through December 2016 in the Audit Report.
The results of Opportune’s review of the Audit Period of July 2015 through August 2018 indicates that an
additional royalty payment of $50,361.57 is owed IDL. This dollar amount also includes adjustments to volumes
of some products produced, as identified by the IDL Oil and Gas Division Regulatory staff and discussed in more
detail in Section G. below. A copy of Opportune’s Audit Report is included as Attachment H.

G. DEPARTMENT SUMMARY
G.1. PRICE ADJUSTMENTS
Royalty is paid to the state based on the lease royalty rate (0.125), on mineral estate ownership of the drilling
unit (e.g. 40 of 640 acres or 0.0625), and the values for the Marketable Products of Residue Gas, NGLs, and Plant
Condensate. The value of each product is determined in relation to contract-defined Index Price, Differential,
and allowable deductions. The specific information for these determinations is typically contained in contracts
between the producer, processors, transporters, Broker, and Marketer. Many details in these contracts are
considered to be trade secrets. Paragraphs below are numbered for ease of reference for the discussion.

G.1.a. Residue Gas
(1) For the Audit Period, the price shown on the monthly IDL royalty reports for pipeline quality Residue Gas
varied from $0.09 to $2.10 per million British thermal units (“MMBtu”).
(2) AM Idaho provided monthly gas statements, a transportation agreement, and an amendment to a
transportation agreement between Northwest Gas Processing (a subsidiary of Alta Mesa) and ARM. These
documents show a $1.50 per Mcf transport fee charged by Northwest Gas Processing for transporting Rich Gas
from wellheads through the Little Willow Gathering Facility, through the 11-mile long Rich Gas Pipeline, and
through the Highway 30 Plant. This transport fee is disallowed as a deduction.
(3) The $1.50 per Mcf must be converted on a monthly basis to MMBtu. For each month of the Audit Period, the
Highway 30 Plant total delivered volume of Residue Gas in Mcf was divided by the plant total volume of Residue
Gas in MMBtu. This ratio was then multiplied by the $1.50 Mcf fee to provide a monthly transport fee per
MMBtu for the particular month. For example, using data from October 2015: 110,440.65 Mcf divided by
141,259.66 MMBtu equals a ratio of 0.782 Mcf per MMBtu. This is multiplied by $1.50 Mcf and equals $1.17
MMBtu to be applied to the month of October 2015 only. For the Audit Period, the monthly $1.50 per Mcf
transport fee converted to MMBtu was from $1.17 to $1.46 per MMBtu.
(4) During the Audit Period, the price in MMBtu shown on the monthly IDL royalty reports (paragraph 1), plus the
converted transport fee in MMBtu (paragraph 3) was from $1.39 to $3.38 per MMBtu. Therefore, the total
royalty interest owed to the state for the disallowed transport fee levied on Residue Gas is $36, 284.28.
(5) There are about 40 physical trading locations for Residue Gas in the US. Each location is a distribution hub
that records the price paid for actual deliveries at that hub. The price paid is called the Index. Alta Mesa
provided monthly trade confirmations between ARM, as Purchaser or Marketer, and Alta Mesa, as seller for
Residue Gas based on the contract price point Index called NW. S. of Green River, Rockies (a segment of the
northwest pipeline network located south of Green River, Wyoming, of the Rocky Mountain region). For clarity,
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this will be referred to as the Rockies Index. The Rockies Index Prices are collected and sold on a subscription
basis by Platts Gas Daily of S&P Global, the leading provider of market information. The subscription cost is
exorbitant. Therefore, Opportune selected Natural Gas Intelligence (“NGI”) as a proxy to the actual Rockies Index
Prices. The use of proxies for comparison purposes is an acceptable practice within the industry. NGI aggregates
price data from traders and sellers at various collection points using a multitude of data points for a given
location. During the Audit Period, the proxy Index for the Rockies Index lists monthly average values of Residue
Gas from $1.47 to $3.16 MMBtu. This price represents a reasonable proxy for the Residue Gas Market Price paid
by the End Purchaser in an arms-length transaction. Therefore, the total additional royalty interest owed to IDL
for the Index Price of Residue Gas is $2,660.21.
(6) Alta Mesa earlier agreed and then paid $106.89 for royalty on Plant Fuel volumes during the Original Audit
Period. Therefore, Plant Fuel royalty is also owed for the Supplemental Audit Period. Royalty was calculated by
taking volumes related to wells on Lease O-01996 and multiplying by the proxy Index for the Rockies Index,
without deductions. January 2018 Plant Fuel volumes were not available, and so are not included here. The
additional royalty interest owed to IDL during the Supplemental Audit Period for Plant Fuel is $710.49.

G.1.b. Natural Gas (Plant) Liquids
(1) NGLs are physically traded at only a few locations in the US. The Y-Grade NGL produced by the Highway 30
Plant changes custody once rail cars are loaded at an Ontario, Oregon transloading facility. However, prices are
not known until the Y-Grade NGLs are transported to one of four fractionators located at or near Conway, Kansas,
where the mixed NGL components are split into the individual purity components of ethane, propane, isobutane,
normal butane, and Pentanes Plus. Once fractionated, the individual purity components are then valued using
the Conway Index, less a Differential. The Conway Index is readily available through the Oil Price Information
Service (“OPIS”) by IHS Markit.
(2) Alta Mesa provided the Northwest Gas Processing Percentage of Proceeds (“POP”) statements for the Audit
Period. The POP statements list the Plant Products of NGLs by each component. Each component shows
quantity, price, and value. These are the Realized Prices per component from which royalty is paid by taking the
total value of all of the summed individual components and dividing by the summed quantity of all individual
components.
(3) Alta Mesa provided two third-party contracts for the sale of NGLs to NGL Supply Company, LTD of Calgary,
Alberta. The two contracts with NGL Supply are signed by both ARM and Alta Mesa, and contain the following
price determination information.
•

Contract 1: Effective Date of August 1, 2015 to March 31, 2016; delivery of 630,000 gallons per month;
price — OPIS Conway month average per gallon by component, less $0.45 per gallon per component for
clear, conforming, on-spec Y-Grade.

•

Contract 2: Effective Date of April 1, 2016 to March 31, 2017; delivery of 750,000 gallons per month;
price — OPIS Conway month average per gallon by component, less $0.3450 per gallon per component
for clear, conforming, on-spec Y-Grade.

The Conway Index, less a Differential of $0.35 to $0.45 per gallon per component represents the Market Price
paid by the End Purchaser in an arms-length transaction (Market Price is called “expected price” by Opportune).
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(4) The Market Prices (paragraph 3) were compared to the Realized Prices (paragraph 2) on a monthly basis. In
general, the Market Prices were higher by about $0.10 per gallon per component versus the Realized Prices,
except for April of 2016, when the difference was about $0.17 per gallon per component. This may represent a
“scrivener’s error” by Alta Mesa, because April of 2017 was the first month of a new contract. Alta Mesa
provided no information to account for these differences between Market Prices and Realized Prices. Therefore,
the total royalty interest owed to IDL for this unexplained difference between Market Prices and Realized Prices
is $3,059.80.

G.1.c. Plant Condensate
(1) Plant Condensate prices were determined in relation to the Benchmark price of the monthly average for West
Texas Intermediate (“WTI”) crude oil, priced out of the Cushing, Oklahoma storage hub, as agreed-upon within
contracts between Alta Mesa and a Utah refinery. During the Audit Period, WTI prices were between $30.62 to
$70.58 per BBL.
(2) As per contracts, Plant Condensate was valued to the WTI Benchmark price by an agreed-upon Differential.
The Differential accounted for several factors of Plant Condensate in comparison to WTI, including: quality
characteristics, such as API gravity (density) and potentially paraffin (wax) content; and regional supply and
demand conditions, which may have included refinery utilization requirements. During the Audit Period, the
Differential resulted in a discount from the WTI Benchmark from $11.50 to $12.93 per BBL.
(3) For the Audit Period, as agreed to by multiple contracts, the Utah refinery took custody of the Plant
Condensate when each rail car was completely filled at the Ontario, Oregon transloading facility.
For each month, the price paid by the Utah refinery was the WTI Benchmark price, less the Differential. This price
represents the Plant Condensate Market Price paid by the End Purchaser in an arms-length transaction. During
the Audit Period, the monthly prices varied for the Market Price from $17.94 to $59.08 per BBL.
(4) For the Audit Period, the price shown on the monthly IDL royalty reports for Plant Condensate varied from
$13.19 to $50.10 per BBL. These monthly prices were from $0.33 to $13.76 less than the Market Price paid by
the Utah refinery (paragraph 3). This represents an under-reporting of value by Alta Mesa. The total royalty
interest owed to IDL for the under-reported Market Price for Plant Condensate is $5,992.30 (sum of paragraphs
(5) and (6) below). Opportune attempted to understand how this under-reported Market Price was accounted
for by Alta Mesa, as summarized in paragraphs 5 and 6.
(5) A transport fee was charged for each barrel of “oil” (Plant Condensate) that was “transported” (processed) by
the Northwest Gas Processing Highway 30 Plant (a subsidiary of Alta Mesa). This fee changed multiple times by
agreed-to stepped monthly volumes, as shown in the original marketing contract and an amendment between
Alta Mesa and ARM. None of these fees were previously included in the monthly Highway 30 Plant statements,
nor in the monthly ARM to Alta Mesa statements. The transport fee is disallowed as a deduction. The total
royalty interest owed to IDL for the disallowed transport fee levied on Plant Condensate is $3,932.89.
(6) In general, even after accounting for the transport fee (paragraph 5), an unexplained difference remains
between the monthly Market Price paid by the End Purchaser for Plant Condensate (paragraph 3), less the
disallowed transport fee. The total royalty interest owed to IDL for this unexplained difference on Plant
Condensate is $2,059.41.
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(7) The $3,932.89 disallowed transport fee (paragraph 5) plus the unexplained remaining difference of $2,059.41
(paragraph 6) equals the under-reported Market Price for Plant Condensate of $5,992.30 (paragraph 4).

G.2. VOLUME ADJUSTMENTS
In 2018, the Idaho Oil and Gas Conservation Commission noted discrepancies in volumes reported by Alta Mesa
for Residue Gas and Plant Condensate allocated back to some individual wells that produced from the Willow
Field. The individual well completions were allocated their shares of hydrocarbon products (Residue Gas, NGLs,
and Plant Condensate) produced by the Highway 30 Plant by a one-, two-, or three-step allocation method. The
allocation methods differ in the number of steps because of various technical, operational, or financial
constraints associate primarily with the location of each well in relation to the production processes. Each
individual step in the allocation process uses the molecular percentages of hydrocarbon components derived
from multiple laboratory analyses that are used to scale the contributions of each well completion to the total of
each product.
Alta Mesa was informed of the discrepancies and discovered a systematic error in one of several equations used
in some steps of the allocation process for individual hydrocarbon components. The error affected the volumes
of Plant Condensate allocated to the gas and liquid streams leaving the Little Willow Facility and entering the
Highway 30 Plant. Allocations of NGLs were not affected by the error. The error was a mismatched stream
analysis reference within one equation used to allocate Plant Condensate.
•

The incorrect reference applied the equivalent liquid volume percentage of each individual hydrocarbon
component derived from each laboratory analysis.

•

The correct reference applied the molecular percentage of each individual hydrocarbon component
derived from each laboratory analysis.

Below is a textbook example laboratory hydrocarbon analysis data table of chromatographic results using test
method GPA 2186M 6. It lists the “Mole %” (molecular %) and the “Liq. Vol. %” (liquid volume percent) for 21
components. Highlighted in yellow are the Mole % and the Liq. Vol. % for methane. Note the difference in
percentages for methane. Differences also occur for the other individual components.
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Hutchinson, B., 2013. Analysis of Gas Liquids by GPA 2186. Agilent Technologies Application Note, 14 pages.

Oil and Gas Lease Program and Royalty Audit Report
Page 16 of 18

On April 1, 2019, IDL’s Oil and Gas Division received several allocation datasets produced for Alta Mesa by a
contract petroleum engineer. These datasets contain: the monthly results and yearly summations of the original
allocation method and the corrected allocation method; and the difference between the two methods. IDL
analyzed the datasets and created its own summations which confirmed the Plant Condensate volumes and
Residue Gas volumes using both methods. IDL also determined the volume differences between these methods
to individual well completions and summed the grand totals for the Willow Field production based on each
method.
IDL determined that the new corrected volume allocations are consistent to the original allocation results, with
reasonable differences by well completion explained by the error introduced from the mismatched stream
analysis reference within one of the allocation equations for Plant Condensate.
Wells on State Lease O-01996 showed the following minor volume differences between original and corrected
allocation methods.
•

ML 1-10: -5 BBL difference in Plant Condensate, and -28 MMBtu difference in Residue Gas volumes

•

ML 2-10: +1,937 BBL difference in Plant Condensate, and +3,325 MMBtu difference in Residue Gas
volumes.

•

ML 3-10: +1, 148 BBL difference in Plant Condensate, and + 3,349 MMBtu difference in Residue Gas
volumes.

These changes in Plant Condensate and Residue Gas volumes from the corrected allocations were used by
Opportune. They calculated additional royalty interest owed to IDL by Alta Mesa for the Market Prices for the
additional Plant Condensate and Residue Gas as $1,074.49.
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I. CONCLUSIONS
The results of Opportune’s review of the Audit Period of July 2015 through August 2018 indicate that an
additional royalty payment of $50,361.57 is owed IDL. This amount is the sum of the additional royalty payments
from the following categories (Report page numbers in parenthesis):
Residue Gas:
• $36,864.28 for the $1.50/MCF transport charge improperly deducted from sales (pages 13-14).
• $2,660.21 for additional royalty interest based on the Index Price (page 14).
• $710.49 for Plant Fuel deducted during the Supplemental Audit Period (page 14).
Natural Gas Plant Liquids:
• $3,059.80 for the unexplained difference between Market Prices and Realized Prices (page 15).
Plant Condensate:
• $3,932.89 for the $5.50/BBL transport charge improperly deducted from sales (pages 15-16).
• $2,059.41 for the unexplained difference between Market Prices and Realized Prices (page 16).
Volume Reallocation:
• $1,074.49 for changes in Plant Condensate and Residue Gas volumes from the corrected
allocations calculated from the Market Prices (pages 16-17).
Based on the information contained within this report and its attachments, which includes Opportune LLP’s Audit
Report, IDL has concluded that Alta Mesa is in default of the terms of the State of Idaho Oil and Gas Lease Nos. O01983 and O-01996 and owes the Idaho Department of Lands payment in full for royalties identified above.
Additional payments including, but not limited to, interest; late fees; and administrative costs may also be
required to return Alta Mesa from the “in default” status to the “in good standing” status with these two oil and
gas leases.
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ATTACHMENT A
GLOSSARY OF TERMS

GLOSSARY OF TECHNICAL TERMS
Allocation is a term used to describe the system by which ownership of oil, gas, and produced water is
determined and tracked from the point of production to a point of sale or discharge. Allocation is also
known as: hydrocarbon accounting; hydrocarbon value realization; product measurement and
allocation; and production management and reporting. Although the principles of allocation are
straightforward, the details are highly complex.
Alta Mesa means Alta Mesa Holdings, LP or its subsidiaries.
AM Idaho means AM Idaho LLC, listed as an Idaho Foreign Limited-Liability Company with a principal
address is 15021 Katy Freeway, 4th Floor, Houston, TX 77094. During the Audit Period, AM Idaho was
the operator of wells in the Willow and Hamilton fields.
ARM means Arm Energy Management, LLC, a midstream services firm for physical marketing and
financial hedging of hydrocarbons. In February 2018, ARM announced that the Company and its
partners sold Kingfisher Midstream, LLC (“Kingfisher”) to Silver Run Acquisition Corporation. ARM
formed Kingfisher in September 2015 in partnership with HPS Investment Partners. The company is now
named Alta Mesa Resources, Inc. The management teams of Riverstone and Alta Mesa collectively own
about 33% of the market capitalization of Alta Mesa Resources, while Kingfisher equity holders own
14%.
Audit Period means the timeframe of August 2015 through August 2018. It includes the Original Audit
Period of August 2015 through December 2016, plus the amended additional timeframe of January 2017
through August 2018.
Benchmark means a price of a specific crude oil stream at a specific location. There are almost 200
benchmark crude streams produced around the world. Each stream has a unique quality specification,
particularly in reference to density and sulfur content. Benchmark prices always reflect a specific point
of sale, and will therefore be priced differently at different locations. There are three variables that
drive price differences between the different benchmarks: (1) Quality, which is mostly defined by API
Gravity and sulfur content, but can also be affected by impurities, molecular structure, and acidity of the
crude oil; (2) Marketability, as governed by supply and demand fundamentals that include how much of
a specific crude is produced, how many customers are willing to process that crude, and where those
processing customers are located; and (3) Logistics, which refers to available infrastructure and
transportation methods used to get a specific crude from the producer to its processing customer.
Broker means an agent or facilitator who acts as an intermediary on behalf of energy producers by
finding and selling to energy consumers. Alternately, Brokers may sell to any party in the supply chain
who is downstream from the producer. They earn their profit based on a markup added to the price of
the product when it is sold to a Purchaser. A Broker never assumes title to the energy they are selling
and they might transact business on behalf of the seller, the buyer, or both parties. Marketers and
Brokers may also assist the customer with aggregation, firming, and arrangement of ancillary services.
BTU means the energy per unit volume represented by the number of British Thermal Units (BTU)
produced by the complete combustion of one standard cubic foot of a gas (excluding hydrogen sulfide)
at a temperature base of sixty degrees Fahrenheit and pressure base of 14.65 pounds per square foot
1

absolute (psia) (the 14.65 pressure base is the Gas Processors Association standard used to determine
the Gross Heating Value of a gas, and is not to be confused with the gas volume correction factor that
uses a pressure base for measuring gas of 14.73 psia).
Condensate is a generic term and means undifferentiated hydrocarbons that are liquid at the
temperature and pressure at which it is measured. Condensate also means the liquid produced by the
condensation of a vapor or gas either after it leaves the reservoir or while still in the reservoir (47310(3).
Conway means an area and NGL market about 25 miles northwest of Wichita, KS, which contains: an
interconnected system of storage caverns hosted in salt; four Fractionators (Bushton, ConwayMcPherson, Hutchison – all in KS, and Medford, OK); pipelines bringing mixed NGLs in for processing;
pipelines moving purity products out; and rail racks for moving product in and out.
Crude Oil means a mixture of raw liquid hydrocarbon components, the majority of which range from the
pentanes and heavier hydrocarbon components recovered after the wellhead by gravity separation or a
similar process, and is liquid at the conditions under which its volume is measured or estimated. Crude
Oil includes Well Condensate, but does not include Plant Condensate. There is no scientifically-defined
demarcation between crude oil and well condensate. Crude oil is normally less than 40 degrees of API
gravity.
Differential, also called the basis differential, means, in simple terms, the difference between the price
of an energy commodity in one market and the price of an energy commodity in a different market. The
different “market” can be: (1) a different location, also known as locational basis (for example, Idaho
Plant Condensate vs. Utah refineries); (2) a different product or quality, also known as a product or
quality basis (for example, Idaho Plant Condensate vs. WTI Crude Oil); or (3) a different time frame, also
known as a "calendar basis" (for example, November NYMEX WTI Crude Oil futures vs. a November
NYMEX WTI calendar swap).
Drilling Unit means the IDL-defined area for oil and gas wells to be drilled that helps prevent the waste
of oil and gas, avoids drilling of unnecessary wells, or protects correlative rights (47-317). The wells
which are the subject of this report are located on 640 acre drilling units.
End Purchaser means a third-party, arms-length purchaser of oil, gas or condensate that is ready for
refining or other use, or a third-party, arms-length purchaser of other fluid or gaseous hydrocarbons
that have been separated in a processing facility (47-310 (6)).
Ethane Cracker means a highly-specialized petrochemical plant that takes ethane and “cracks” the
molecular bonds to produce ethylene, a feedstock for polyethylene plastics and other products. A new
ethane cracker is under construction in western Pennsylvania at an estimated cost of $6 billion.
Expected Price means the term Opportune uses for Market Value.
Field means an area of land underlain by strata yielding petroleum in amounts that justify commercial
exploitation.
Fractionator means an industrial process plant that processes undifferentiated NGL streams into
individual purity products. The undifferentiated NGL stream itself has no commercial value because it
2

cannot be used in any industrial application as is. Only the individual purity products are useable, which
is why they are separated with fractionation. NGL fractionation contracts are typically fee-based, and
depend on the volume of NGLs fractionated.
Gas Daily means the Index Prices for Residue Gas sold at different hubs, and available on a subscription
basis by Platts Gas Daily of S&P Global, the leading provider of energy market information.
Gas Processing Plant means an industrial process plant that takes in Rich Gas, and typically removes
water, CO2, sulfur, and other contaminants, and then separates methane and ethane from the other
NGLs by using powerful compressors and chillers that cool the Rich Gas to cryogenic temperatures
(approx. –120⁰F). The methane, and some or most of the ethane are combined to make Residue Gas
with a heat content range within pipeline specifications. Extracted NGLs are then sold at prices higher
than those they would receive if marketed at their natural gas heat value. The mixed stream of Y-Grade
NGLs are then transported to a Fractionator for separation into purity products, because the Y-Grade
NGL stream itself has no commercial value. The Highway 30 Plant also takes in Well Condensate, which
must be processed to remove enough of the lighter components to meet highway or rail shipment
standards for volatility. Once “stabilized,” the Well Condensate is called Plant Condensate.
Gathering Facility means an industrial process plant that: receives gathering lines from wells; uses
gravity methods to separate well fluids into liquid hydrocarbons, gaseous hydrocarbons, and produced
water; commingles these three separated streams; separately processes the comingled liquid and
gaseous hydrocarbon streams; and then sends the two separate hydrocarbon streams to a Gas
Processing Plant.
High Mesa means High Mesa Services, LLC, and is an Idaho Foreign Limited-Liability Company filed on
November 14, 2014. The company's principal and mailing address is 15021 Katy Freeway 4th Fl,
Houston, TX 77094. These are the identical addresses listed for Alta Mesa, AM Idaho, and Northwest
Gas Processing.
Index means the name of the physical trading hub and its recorded prices paid over time for actual
deliveries of Residue Gas or NGLs.
Index Price means the daily or monthly price paid for actual deliveries of Residue Gas or NGLs at
physical trading hubs in the US.
Lease Condensate means condensate produced on or near the lease, and is a term used interchangeably
with the term Well Condensate, prior to the condensate being processed at a Gathering Facility.
Marketer means an agent or facilitator who acts as an intermediary on behalf of energy producers by
finding and selling to energy consumers. Alternately, marketers may sell to any party in the supply chain
who is downstream from the producer. Marketers assume title to the commodity they trade, either by
purchasing the commodity, or by acting on the producer’s behalf. They earn their profit based on a
markup added to the price of the product when it is sold to a customer. In contrast, a Broker never
assumes title to the energy they are selling, but they may transact business on behalf of the seller, the
buyer, or both parties. Marketers and Brokers may also assist the customer with aggregation, firming,
and arrangement of ancillary services.
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Market Value means the price at the time of sale, in cash or on terms reasonably equivalent to cash, for
which the oil and gas should bring in a competitive and open market under all conditions requisite to a
fair sale, the buyer and seller each acting prudently and knowledgeably, and assuming the price is not
affected by undue stimulus from either party. The costs of marketing, transporting and processing oil
and gas produced shall be borne entirely by the producer, and such cost shall not reduce the severance
tax directly or indirectly (47-310 (11)).
MCF (or Mcf) means one thousand cubic feet of gas at standard base conditions of 60ºF and 14.73 psia.
MMBTU (or MMBtu) means one million British Thermal Units (BTU). The BTU is a traditional unit of
heat, defined as the amount of heat required to raise the temperature of one pound of water by one
degree Fahrenheit.
Natural Gas Intelligence (NGI) means a leading provider of natural gas market data to the energy
industry. NGI aggregates price data from traders and sellers at various collection points using a
multitude of data points for a given location. In this report, NGI prices are used as a proxy for the actual
Rockies Index prices.
Natural Gas (Plant) Liquids means hydrocarbon compounds in Rich Gas that are extracted as liquids at
processing plants, Gas Processing Plants, gas plants, gasoline processing plants, fractionating plants,
cryogenic plants, and cycling plants. Plant products of Natural Gas Plant Liquids may include ethane,
propane, the butanes, the pentanes, and hydrocarbon compounds of higher molecular weight.
Hydrocarbon components may be fractionated and sold as an individual hydrocarbon (such as propane),
or mixed together and sold mixtures called Plant Products, depending on the purchaser’s sales
agreement. Plant Product types include the following mixtures: Y-Grade mix (ethane plus higher
molecular weight hydrocarbon components); EP mix (ethane plus propane); LPG mix (propane plus
butane); BG mix (butane plus “gasoline”), and P plus mix (pentanes plus heavier hydrocarbon
components, also called “natural gasoline”).
Net Revenue Interest (NRI) means the royalty revenue calculated from a mineral estate, based on the
mineral estate acres owned within a Drilling Unit, multiplied by the lease royalty rate. For example, the
NRI for the three ML Investments wells is calculated by dividing 40 acres of state mineral estate
ownership by the 640 acre Drilling Unit (40/640 = 0.0625), and then multiplying the ownership fraction
of 0.0625 by the lease royalty rate of 0.125. This provides a NRI of 0.0078125 for the state ownership of
mineral estate drained by each ML Investments well.
Northwest Gas Processing means the owner of the Highway 30 gas processing plant located at 4201 US
Highway 30, New Plymouth, ID. It is listed as a privately-held, Idaho Foreign Limited-Liability Company,
filed on November 14, 2014. The company's principal address and mailing address is 15021 Katy
Freeway, 4th Floor, Houston, TX 77094. This is the identical address for Alta Mesa (“attention M. Phillips
of Alta Mesa” on agreements), with billing inquiries directed to revenue accounting of Alta Mesa, and
with contracts signed by H. Chappele, president of both Northwest Gas Processing and Alta Mesa.
NYMEX (New York Mercantile Exchange) price means, as of the date of the determination thereof, with
respect to each of the appropriate crude oil or natural gas categories included, the prices for the 36
succeeding monthly futures contract prices (the "3 Year Strip") and held constant thereafter based on
the price of the average of the contract prices for the last twelve (12) months of such 3-Year Strip
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period, commencing with the month during which the determination is to be made, as quoted on the
NYMEX and published in a nationally-recognized publication for such pricing.
Oil Refinery means an industrial process plant that primarily processes crude oil into more valuable
refined products. These refined products are known as refinery cuts, petroleum products, or simply
products. They are more valuable than the crude oil as they are readily used as a fuel source (or
feedstock) in all types of industries. An oil refinery is a part of the midstream sector of the oil and gas
industry. Refineries house a large number of chemical engineering unit processes which are useful in
converting raw crude oil into useful and valuable petroleum products. The following are some of the
petroleum products obtained when crude oil is fed into a crude distillation unit, which is the first
processing unit of a refinery: liquified petroleum gas, naphtha, gasoline, kerosene (as well as varieties of
jet fuel), diesel, fuel oil, lubricating oil, and bitumen (paraffin wax, asphalt, tar, coke).
OPIS (Oil Price Information Service) Index Price means the monthly average of the daily high and low of
NGL prices per gallon, for the month in which delivery occurs, as quoted by OPIS in the OPIS LP-Gas
Report. OPIS collects data for almost 60 price points for NGL throughout North America, including the
key Mont Belvieu and Conway hubs.
Original Audit Period means the timeframe of August 2015 through December 2016, as defined in the
scope of work and subsequent contract for the audit.
Pentanes Plus, also called P-plus and natural gasoline, means hydrocarbon components of the pentanes,
plus heavier hydrocarbon components extracted from Well Condensate and Rich Gas at processing
plants, Gas Processing Plants, gas plants, gasoline processing plants, fractionating plants, cryogenic
plants, and cycling plants.
Percentage of Proceeds (POP) means a type of contract used by gas processors where the producer and
processor share value of the actual proceeds of the sale of Residue Gas and NGLs, or an agreed-upon
percentage based on index prices for the commodities (also called “percentage of index” or POI). A
processors POP statements list the Plant Products of NGLs by each component. Each component shows
quantity, price, and value. These are the Realized Prices per component from which royalty is paid by
taking the total value of all of the summed individual components and dividing by the summed quantity
of all individual components.
Plant Condensate is also referred to as stabilized condensate and means the processed liquid
hydrocarbon product from a processing plant. The processing decreases the quantity of methane and
ethane, which reduces the vapor pressure of the liquid, thereby preventing the production of vapor
phase upon flashing the liquid, which ensures safe storage in atmospheric transportation and storage
tanks.
Plant Fuel means Residue Gas used as fuel in Gas Processing Plants to power heaters, dehydrators, and
compressors.
Plant Products means the component NGLs produced as a Y-Grade mix at a Gas Processing Plant, along
with: their allocated and settled quantities on a per well basis; the price per gallon of the individual
components; the total quantities of the summed components; and the total value of the summed
components.
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Produced Water means water in an underground formation that is brought to the surface during oil and
gas production as a byproduct, along with the oil and gas. Produced water is typically gravity separated
and measured at or near the wellhead. Produced water is also referred to as formation water, or
interstitial water, but formation water may not have been the water present when the rock originally
formed. Produced water may include connate water (or fossil water), which is the water trapped in the
rock spaces during its formation. Produced water is classified as an “exempt” oil and gas waste stream,
meaning it is not subject to the Subtitle C (hazardous waste) provisions of the Resource Conservation
and Recovery Act. Produced water from Willow Field is disposed of offsite as a wastewater.
Purchaser is a general term that means a purchaser of oil, gas or condensate, or a purchaser of other
fluid or gaseous hydrocarbon components.
Residue Gas, also referred to as tailgate gas, burner gas, or pipeline-quality natural gas, as measured in
thousand cubic feet (MCF), means a processed gas consisting of 87.0 - 97.0 molecular percentage of
methane that is merchantable and marketable, and meets an interstate or intrastate transmission
company’s minimum specifications with respect to: (i) delivery pressure; (ii) delivery temperature; (iii)
BTU content; (iv) mercaptan sulfur; (v) total sulfur; (vi) moisture or water content; (vii) carbon
dioxide; (viii) oxygen; (ix) total inert components (the total combined carbon dioxide, helium, nitrogen,
oxygen, and any other inert component percentage by volume); (x) hydrocarbon dew point limits; (xi)
merchantability; (xii) content of any liquids at or immediately downstream of the delivery point into a
pipeline; and (xiii) interchangeability with the typical composition of the gas in the pipeline with respect
to the following indices: Wobbe Number, Lifting Index, Flashback Index, and Yellow Tip Index per
American Gas Association Bulletin No. 36.
Realized Price means the price per individual NGL component at the end of the process stream at a Gas
Processing Plant. It is calculated as the Index Value (for example, the Conway Index) minus
transportation costs from Gas Processing Plant to Fractionator, and minus fractionation costs at one of
the Conway Fractionators. The transportation and fractionation costs are typically known as the “T&F”
adjustment.
Rich Gas means all hydrocarbon compounds and gaseous substances in a raw, unprocessed liquids-rich
gas (minus formation water) that is gaseous at the conditions under which its volume is measured or
estimated. Rich Gas is typically recovered from the wellhead or at the surface by use of a gravity
separator or similar equipment. Rich Gas typically consists mostly of methane, ethane, propane, the
butanes, and minor amounts of the pentanes plus hydrocarbon compounds of higher molecular weight.
Supplemental Period means the extended audit period of January 2017 through August 2018.
Three-Phase Separator means a processing system commonly used in the oil and gas industry for the
separation by density contrasts of oil, water, and hydrocarbon gases from raw product streams.
Well Condensate means undifferentiated crude oil or condensate as a mixture of raw liquid
hydrocarbon components, the majority of which range from pentanes and hydrocarbon compounds of
higher molecular weight recovered after the wellhead by gravity separation or a similar process, and is
liquid at the conditions under which its volume is measured or estimated. Well Condensate (also called
lease condensate) can be derived directly after the wellhead with no separation (historically called
casinghead gasoline). Well Condensate is typically unstable for truck transport and must be processed

6

at a specialized facility to remove specific hydrocarbon compounds or various impurities; it is then
referred to as Plant Condensate.
Weiser-Payette Basin means a subsurface sedimentary basin in the Weiser to Payette area that at one
time was a low area in the Earth’s crust into which sediments accumulated.
West Texas Intermediate (WTI) means a crude oil that is the most commonly used Benchmark form
which to value other crude oils in the US. There are over 200 different crude oils traded on exchanges
(https://oilprice.com/oil-price-charts#prices). Other crude oils are valued from the WTI price by a
Differential. The price settlement point for WTI is at Cushing, Oklahoma because of the dozens of
intersecting pipelines, many storage facilities, and easy access to refiners and suppliers. WTI is a light,
sweet crude oil with an API gravity of about 40, and a sulfur content of about 0.3%.
Y-Grade, also referred to as raw mix and raw make, means the mixed NGL stream produced at a Gas
Processing Plant. The Y-Grade NGL stream itself has no commercial value, because it cannot be used in
any industrial application. The story is that Y-grade got its name from an old Texas pipeline company
that assigned different letters to the various products that they shipped.
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ATTACHMENT C
SIMPLIFIED CONCEPTUAL DIAGRAM OF
THE PROCESS FLOW STREAM
ML INVESTMENT WELLS
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Conceptual Diagram of the
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ML Investments Wells
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THE PROCESS FLOW STREAM
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ATTACHMENT E
SCOPE OF WORK – AUDIT CONTRACT

3.0 SCOPE OF WORK
PROJECT NAME: Oil and Gas Auditing Services
LOCATION: Boise, ID

OVERVIEW
The Idaho Department of Lands (IDL) requires professional auditing services necessary to assess whether
royalties paid to IDL for oil and gas produced during the audit period of August of 2015 through
December of 2016 from three wells under two state leases were in compliance with the terms of:
• Idaho Statute - Title 47 Mines and Mining - Chapters 3 Oil and Gas Wells,
• Idaho Statute - Title 47 Mines and Mining – Chapter 8 Oil and Gas Leases on Sate and
School Lands;
• IDAPA 03.16 20.03.16 - Rules Governing Oil and Gas Leasing on Idaho State Lands; and
• Lease agreements O-01983 and O-01996.
The contracted auditor (Auditor) will provide services on behalf of IDL, and may have access to
confidential systems and information not available to the public. As such, all records and reports will
remain the property of IDL or the state agency where such information resides.
General Information
The Auditor will perform a limited oil and gas lease audit of royalties paid to IDL from August of 2015
through December of 2016 including: an analytical review of volume and payment reconciliations; an
assessment of identified arms-length transactions; and documentation of any significant findings that
may warrant further investigation. Currently, one operator (Operator) submits royalty reports and
payments for the three producing wells under two state leases.
Field

State Royalty
Interest

ML Investments 1-10

Willow

0.0078125

Aug. 2015 - Jan 2016

ML Investments 2-10

Willow

0.0078125

Hamilton

0.1171875

Well Name

State 1-17
1

Product Codes:

Total Production
Timeframe

Products
4

1

TOTAL BOE
3
FY2016

2

C, P, RES

58,000

Aug. 2015 - present

C, P, RES

174,000

Aug. 2015 - present

G

1,300

C = Condensate
P = Natural Gas Plant Liquids
RES = Pipeline-Quality Natural Gas
G = Non-Processed Gas

2

Barrel of Oil Equivalent (BOE) is approximately 5.8 MMBtu per one barrel (42 U.S. gallons) of crude oil. The BOE
combines production into a single measure for generalized comparison purposes only.

3

FY2016 = July 2015 - June 2016

4

shut in since Feb 2016

IDL has assembled 15 audit review documents. Documents 1-8 are included in this request as
Attachment 1. Documents 9-15 will be forwarded to the auditor selected for these services. Additional
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severance tax information may be available from the Idaho State Tax Commission, and audit information
may be available from the U.S. Department of Interior Office of Natural Resources Revenue.
List of Documents from IDL for Audit Review (documents 1-8 attached)
1. Southwestern Idaho Natural Gas Play, Idaho Geological Survey, 2014
2. Idaho Statute - Title 47 Mines and Mining - Chapters 3 Oil and Gas Wells
Statute in effect for the audit period
3. Idaho Statute - Title 47 Mines and Mining – Chapter 8 Oil and Gas Leases on Sate and School Lands
Statute in effect for the audit period
4. IDAPA 03.16 20.03.16 - Rules Governing Oil and Gas Leasing on Idaho State Lands;
Rules in effect for the audit period
5. Lease O-01983
6. Lease O-01996
7. IDL Oil & Gas Royalty Report
This is the blank form that contains the following tabs: Summary Sheet, Data Form, Field
Descriptions, and Product Definitions
8. Idaho Oil and Gas Conservation Commission Monthly Production Report Form
This is the blank form for production information submitted to the newly-created Oil and Gas
Regulatory Division within IDL
(Documents 9-15 are not included in this Request for Proposal due to their potential exemption from
the Idaho Public Records Act. After award of the contract, Auditor will be required to sign a
confidentiality agreement, and Documents 9 through 15 will be forwarded to the Auditor.
9. Production and Process Schematic Diagram (s).pdf
10. Individual Monthly Royalty Reports, 3 State wells.xls
11. Royalty Report Summary Table for all 3 State wells.xls
12. Royalty Report Summary Table for well State 1-17 on State Lease 1983.xls
13. Royalty Report Summary Table for well ML Investments 1-10 on State Lease 1996.xls
Shut-in since Feb. 2016
14. Royalty Report Summary Table for well ML Investments 2-10 on State Lease 1996.xls

IDL RFP 18-400
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15. Production Report Summary Table.xls
This spreadsheet contains compilations of production information for each well as separate tabs

SCOPE OF WORK:
IDL will complete the following three tasks upon delivery of the Notice to Proceed to the Auditor.
Document/Data Exchange and Pre-Audit Conference:
1. IDL will schedule a meeting with the Auditor to review the contract scope of services, period of
performance, documents to be reviewed, work products to be developed, scheduling and
coordination with the Operator, and other relevant topics.
2. IDL will provide to the Auditor relevant information about the Operator, such as office address,
audit contact, key personnel, and other background information.
3. IDL will provide Documents 9-15 to the Auditor.
The Auditor will complete the following 12 tasks upon receipt of the Notice to Proceed from the IDL.
Limited Audit Process:
1. Kickoff Meeting. Participate in a phone meeting with IDL to review the contract scope of
services and timing, documents to be reviewed, work products to be developed, scheduling and
coordination with the auditee, and other relevant topics. Provide summary meeting notes to
IDL within three business days after the Kickoff Meeting.
2. Initial Review. Review Documents 1-8 listed above and provided in this RFP. Estimate the effort
necessary to review the audit period data set that will be provided to the Auditor. The audit
period data set is from three wells. The audit period data set encompasses 81 rows (more or
less) organized in 13 columns as shown on Document 7 (IDL Royalty Report). Inform IDL about
any concerns or data gaps based upon this review.
3. Analytical Review. Perform an analytical review of volume and payment reconciliations of the
audit period data set, and document significant differences that are pertinent to audited leases.
Using best professional judgment, inform IDL of additional recommended out-of-scope work
and estimated costs, such as a gas processing plant audit.
4. Opening Conference Call. Coordinate with IDL and the Operator to schedule an opening
conference call. The conference call will include a discussion of the audit scope, audit timing,
pending document requests or questionnaires to be submitted to the Operator, and any other
relevant topics.
5. Written Request. Submit a written request to the Operator requesting specific information in
support of the audit. Coordinate with the Operator the handling of any proprietary information
in accordance with the Idaho Publics Records Act.
6. Potential Field Visit. Assess the need for a field visit and make a recommendation to IDL
regarding its impact and value related to the audit. The Auditor will coordinate with IDL and the
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Operator regarding the scheduling, timing, logistics, and safety measures necessary should a
field visit occur.
7. Review Schematic Diagrams. The Auditor will request any necessary schematic diagrams for oil
and gas operations from the Operator. The Auditor will review these schematic diagrams for
appropriate completeness, field equipment, measurement points, custody points, and
commingling points. The Auditor will identify any differences or necessary additions.
8. Review and Summarize Documents. Review and summarize documents provided by the
Operator, such as: sales contracts, gathering contracts, and processing contracts. For
processing contracts, focus will be on pricing, allowable deductions, processed gas percentages,
liquid settlement percentages, and custody point determinations.
9. Confirm Arm’s Length Transactions. Confirm that the raw and processed hydrocarbon sales
points identified by the Operator represent appropriate arms-length transactions.
10. Additional Recommendations. Propose recommendations for additional auditing tasks beyond
the scope of this limited oil and gas audit that would be beneficial to IDL and the beneficiaries
given that a comprehensive oil and gas audit may not be financially justifiable due to the current
low level of hydrocarbon production.
11. Audit Report. Deliver an audit report to IDL that summarizes and documents the audit findings.
The report must include any work papers, such as spreadsheets, that support the Auditor’s
findings and conclusions.
12. Board Presentation and Audit Review Workshop. Upon completion of the auditing work and
audit report, conduct an in-person presentation of the audit findings and information related to
the auditing process at a formal State Board of Land Commissioners meeting (scheduled on the
third Tuesday of every month in Boise). Present a 3-hour audit review workshop at IDL, which
must include the auditing process, methods, practices, recommendations for future best
practices, and substantial time for questions and answers for workshop participants.
All deliverables will be submitted to: Mike Murphy, Endowment Leasing Bureau Chief, Idaho
Department of Lands (or his designee); or in electronic format to mmurphy@idl.idaho.gov.
Period Of Performance:

The contract will become effective once signed by all parties. The Auditor and the Contracting Officer’s
Representative will discuss the contract terms, work performance requirements, and tentative work
schedule at the mandatory Kickoff Meeting. All requirements of the contract scope of work must be
satisfactorily completed by the dates as determined and mutually agreed upon during the kickoff
meeting.
Contracting Officer’s Representative:
Idaho Department of Lands
Mike Murphy, Bureau Chief, Endowment Leasing
th
300 North 6 Street, Suite 103
Boise ID 83702
Phone: 208-334-0290
Email: mmurphy@idl.idaho.gov
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ATTACHMENT F
DEMAND LETTER
SEPTEMBER 17, 2018

DIVISION OF LANDS AND WATERWAYS
ENDOWMENT LEASING BUREAU
300 N 6TH STREET, SUITE 103
PO BOX 83720
BOISE, ID 83720-0050
PHONE (208) 334-0200
FAX (208) 334-3698

STATE BOARD OF LAND COMMISSIONERS

DAVID GROESCHL, DIRECTOR

C. L. "Butch" Otter, Governor
Lawerence E. Denney, Secretary of State
Lawrence G. Wasden, Attorney General
Brandon D Woolf, State Controller
Sherri Ybarra, Sup't of Public Instruction

September 17, 2018
AM Idaho LLC
Harlan Chappelle, Manager
15021 Katy Freeway, Ste. 400
Houston, TX 77094-1813
AM Idaho LLC
F. David Murrell, VP Land and Business Development
15021 Katy Freeway, Ste. 400
Houston, TX 77094-1813
Re: Idaho Department of Lands Oil & Gas Leases, Audit Findings
Dear Messrs. Chappelle and Murrell:
On August 21, 2018, the Idaho Department of Lands (“IDL”) presented the Idaho State Board of
Land Commissioners (“Land Board”) with the findings of a limited oil and gas lease royalty audit
(“Audit Report”) completed by IDL’s contractor Opportune LLP (“Opportune”) of Houston, Texas.
The timeframe for the audit period covered August 2015 through December 2016 (“Audit
Period”). During this Audit Period, AM Idaho, LLC (“Alta Mesa”) reported royalty sales volumes,
average prices received, and royalty payments due on three producing wells:
ML Investments 1-10, IDL Oil and Gas Lease O-01983
ML Investments 2-10, IDL Oil and Gas Lease O-01983
State 1-17, IDL Oil and Gas Lease O-01996
IDL submits this demand for information to its lessee, Alta Mesa, pursuant to IDL’s authority
under the lease terms; IDAPA 20.01.16 - Rules Governing Oil & Gas Leasing on Idaho State
Lands; and Idaho Code §§ 47-802, 47-805, 47-809(a), 47-331, 47-333, and 47-332(4) which
expressly requires that: “The lessee must maintain, for a period of five (5) years, and make
available to the lessor upon request, copies of all documents, records or reports confirming the
gross production, disposition and market value including gas meter readings, pipeline receipts,
gas line receipts and other checks or memoranda of the amount produced and put into
pipelines, tanks, or pools and gas lines or gas storage, and any other reports or records that the
lessor may require to verify the gross production, disposition and market value.”
IDL requires that Alta Mesa take the following actions, and provide the following information to
IDL, in order to ensure that royalty amounts paid during the Audit Period comply with governing
State statutes, rules, and lease terms:
1. Alta Mesa complete an audit of ARM Energy Management LLC (“ARM”) to ensure that Alta
Mesa is receiving, and thus paying royalties on, market value pricing for production of oil
and gas from State endowment lands. Based on the Audit Report, the prices received by
Alta Mesa from ARM are significantly lower than various regional market spot pricing
identified by Opportune. IDL requires that the ARM audit include, but not be limited to the

Harlan Chappelle
David Murrell
September 17, 2018
Page 2

following information: a) documentation of how prices received by Alta Mesa from ARM were
determined; b) identification of all deductions, whether direct or indirect, related to
transportation, marketing and processing costs; and c) identification of the market location
where all lease products were sold or shipped for sale. IDL requires completion of the ARM
audit within sixty 60 days from the date of this letter and that Alta Mesa provide IDL with a
copy of the ARM audit.
2. Alta Mesa provide payment of $106.89 within 30 days of the date of this letter to IDL to
offset the royalties owed associated with the “plant fuel” consumed during the Audit Period
as identified in the Audit Report based on Opportune’s reconciliation of volumes entering
and leaving the processing plant. The “plant fuel,” which is consumed “off the lease” and is
subject to royalty payments, is different from “lease fuel” that is consumed “on the lease”
that does not require royalty payments (IDAPA 20.03.16.045.01). IDL is also requiring Alta
Mesa to report on, and pay, the appropriate royalties for any “plant fuel” consumed to date
since the Audit Period, and continue to report on and pay royalties for all consumed “plant
fuel.”
3. Alta Mesa provide payment of $58.61 within 30 days of the date of this letter to compensate
IDL for the royalties owed based on Opportune’s reconciliation of royalties payable and the
actual payments made during the Audit Period.
4. Alta Mesa provide to IDL, within 30 days of the date of this letter, a detailed and verified
written explanation of why ARM should be found, by IDL, to be an arm’s-length end
purchaser; and every written agreement between Alta Mesa and ARM, or other
documentation that proves the existence of arm’s-length sales transactions between Alta
Mesa and ARM or other purchasers or end purchasers. Alta Mesa’s response to this
request should detail the royalty rights outlined in the agreement(s) (whether written or
verbal) between Alta Mesa and ARM. If there is not any written agreement between Alta
Mesa and ARM describing how payments are calculated please verify this in writing.
5. Alta Mesa provide to IDL, within 30 days of this letter, detailed statements, plant statements,
reports or other documents to IDL that specify:
a) End-purchaser pricing of all oil and gas products produced from the leases. This pricing
should include, but not be limited to the end-purchaser price of gas as it left the Hwy 30
Processing Facility and enters the NWGP, the end-purchaser price for oil (crude, NGLs,
condensate or other hydrocarbons), and the end-purchaser price for NGLs and
condensate after it has left the Hwy 30 Processing Facility.
b) Each entity that ARM sold lease products to.
c) Each entity that transported the lease products.
d) Market location of where the lease products were sold.
6. Alta Mesa provide to IDL, within 30 days of the date of this letter, documentation showing
the disposition or disposal of the oil and gas products allegedly produced at a loss by Alta
Mesa from the leases, such as propane and ethane.

"Trusted Stewards of Idaho's Resources, From Main Street to Mountaintop"

Harlan Chappelle
David Murrell
September 17, 2018
Page 3

Enclosed is a copy of the Audit Report as provided by Opportune. IDL will continue to review
the audit findings, with assistance from the Attorney Generals’ Office, and may request
additional information from Alta Mesa related to the audit findings and compliance with lease
terms.
Please contact me if you have any questions regarding these requirements of Alta Mesa, as the
state of Idaho’s lessee. My e-mail is mmurphy@idl.idaho.gov and my phone number is (208)
334-0290.
Respectfully,

Michael J. Murphy
Bureau Chief – Endowment Leasing

Encl.: Opportune Audit Report
cc:

Michael Christian, Attorney

"Trusted Stewards of Idaho's Resources, From Main Street to Mountaintop"

ATTACHMENT G
NOTICE OF DEFAULT
OCTOBER 26, 2018

ATTACHMENT H
OPPORTUNE AUDIT REPORT

