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United States Department of the Interior
MINT RALS MANAGEMENT SERVICE
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CERTIFIED MAIL
RETURN RECEIPT REQUESTED

Slayton 01l Corporation
P. 0. Box 150
Farmmington, New Mexico 37499

Gentlemen:

The Minerals Management Service (MMS) and the Navajo Tribe (Tribe) have
entered 1nto a Memorandum of Apreement for joint audits. As a result of this
Agrecment, an audit team comprised of MMS Royalty Compliance Division and
Tribal personnel have reviewed Slayton 0il Corporation's (Slayton) Navajo
Tribal Lease Nos. 21-002168-A, 21-002172, 21-002198-A, 21-002199, and
21-002200-A (Cha Cha Gallup) (or the period of October 1982 through July
1984, T.ese five leases are committed to the Northwest Cha Cha Unit No.
96-004191 (Unit). This letter is intended to apprise you of a preliminary
royalty underpayment detcermiaation resalting from our review and does not
constitute a final action or determination by the Tribe and MMS. TIts purposoe
1s to yive you an opportunity to comment or provide any additional
documentation that would refute our prelimlnary determination.

According to our revicw, Slayton underpaid royalties due the Tribe by
$28,256.89. Thesc underpayments vesulted from Slayton undervaluing oil sales
for five months and not reporting oil and gas sales allocated to the Unit
under Communitization Agrcement No. NMA-1-0004.~ The followlng paragraphs
further detail these underpayments.

. 26 Wl
Underpaid Royalties Related to the Kirtland #11 Well (14 Q-
T T T T T T T T T T T T T e e s e ) ,:’_,t*‘b“.'o

As operator of the previously mentioned Navajo Tribal leases, Slayton is
responsible for royalties on production from the Kirtland #11 well. Under
Communitization Agreement No. NMA-01-0004 (C. A.), the Tribe 1s entitled to
royalties on a share of production from that well from October 1982, the date
of first production. Although the Bureau of Tadlan Affairs did not approve
this C. A. until August 6, 1984, the provisions of the C. A. provide for
royalties on production prior to that date. As shown In our Statement of
Royalties Due, the royalties due on production from the Kirtland #11 well from
October 1982 through July 1984 are $27,046.71. We based these royalty
computations on infomation furaished hy Lue State of New Mexico, 011 and Gas
Accounting Division, and by the operator of the Kirtland #11 well, Greenwood
Resources, Inc.



Section 7 of the C. A. requlres royalty payments to the Tribe. Section 7
states:

“The royalt Les payvable on commun i ized substances alloeated to the
fndividual leases comprising the communitized area...shall be determincd
and paid on the basis presculbed tn cach of the Individual leases.”

Additionally, Sections 9 and 11 of the C. A. make the C. A. effective on the
date of the first production. Scction 11 states: “This agreement shall be
effective as of the date of first production of communitized substances...,";
while Section 9 states: “"The ... productlon of a well or wells for
comaunitized substances on tha communitized area shall be ... considered as
the ... production on each and all of the lands within ... said communitized
ATCH 4w u e

Undervalued Vil from Unit No. 90-004191

Slayton undervalued oil produced from the Unit for five months of our ninetceen
month audit period. This undervaluation occurred hecause Slayton did not use
the highest posted prices o the area in determining the royalty value of oll
from the Unit. As a consequence ol the mundevvaluation, Slayton underpaid
royalties for March 1983, April 1983, Novembor 1983, December 1983, and
January 1984, As shown in the Schedule of Royalty bue, Slayton underpaid
royalties by $1,210.1% yor these months.

Federal Regualatlons establiish the valae to be usod [n ealealat Ly royalties
for tihe subject leascs.  Title 30 ol the Code of Federsal Regulatlons, Part
200,107, titled, Value Basts lor Comput Loy oyt ien, atates In part:

“The value of production, for the purpose ot computing royalty, gshall be
the esthmated reasonable value of the product an dotermlned by the
Associate Director due consideratlon being glven to the highest postad
price paid for a part or (or a majority of production of like quality ia
the same field, to the price received by the lessece, to posted prices,
and to other relevant watters. Uader no circumstances shall the value of
production of auny of sald substances for the purposes of computlng
royalty be deemcd ro be less than the grosa proceeds accerulng to the
lessee from the sale thoreof or less than the value computed on such
reasonable unit value as shall have been determined by the Secretary.”

We recomputad royalties for the five referenced months using the highest
posted price for the fleld oc area. Specifically, we based our computations
on the applicable Crude 0il Price Bulletin for the FVour Corners Area issued by
shell Of L Company,



Summa{y

In swamary, our review fndicates that tor the period October 1982 theouph July

1984, ofl and gas royaltics were underpaid by $28,256.89.
followling: Schedule of Royalty Due - 0Ll rrice Differences

Royalty Duc - Sales Allocated to Unit

under .

knclosed
and
NMA -1--0004.

A. No.,

arce

Thoense

the

Schedulce of

schedules detail the amounts of potential wnderpaid oil and gas royalties due
the Tribe as summarized below:

Sales Ailocated to
011 Price Differenc
Total Rovalty Due

Unit from C. A.
es

$27,046.71
1,210.18

528525689,

Slayton is requested to review the nformatfon provided above and in the

enclosed

scheduloes,

of your concurrence or specille reason(s) for your nonconcurrence wlth

findinrs,

You are requested to advise this of flee by May 6, 1985,

these

This letter is to advise you ol a potential underpayment of Tribal royaltiles

on the referceanced leasaos
to pay.
teceived by the due date,
stated, will be iaaned.

the followlins addiress:

and

should not be

interpreted to be an officlal
Powever, 1f aw official roesponse addressing the findings 1is not

order

an olbticial order to pay the royalties due, as

Your

vesponse o this

T sue

If you have aay questions coacernluy this leLtor or the computaltlon gchedules
1 ! 3

Milton X, Dial, Chiet

letter ghould bhe sent to

Royalty Compllance Division
Minevals Managemont Service
. 0. Box 25165, Mail Stop 655

Deaver,

Colorado

80225

please contact Ms. Janice Brosselt at (30?) E3T=38BA1 or Mr. bDeb Misra at
23¢-1051

(602) 8

If you desire to voluntarily remit

71-6303.

payment for the additional royalties based

on the contents of this issue letlev, your payment must be accompanied by a

fiteen Form MMS-2014 (copies attached),

paviment Iy

also
of Tederal Repgulations, Section ?18.102 will stop accralng

attached.

ceceived.
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istructions for completing this form
Late payment charges as provided in Title 30 of the Code
as ob the date your
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