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50
. Y What is Conoco’s Solution?
Conoco’s Competitive Bid Program Principles:
. Conoco now bids out 100% of our controlled production, including
all royaity oil to third parties.
- Began bidding out crude in April 1997 (two years ago).
- Bids routinely sent to approximately 25 companies.
v Bids sent to both large and small companies, including
resellers.
ve Others are added if they ask and qualify
v  —Bidders may\prequalify—
v Conoco has not rejected a bidder to date.
. Our intent is to sell a minimum of 10% but may chose to sell 100%.
- Actual volume sold is immaterial to bid value determination.
- Typical sales volume has been approximately 20 to 50% (10,000
to 25,000 BPD)

. Conoco does NOT have the right to bid on the oil.

- Consequently only third party bids are used to determine wellhead
value for Conoco’s production.

. Bids are used in descending order until 100% of volume has been
' valued.
. Conoco’'s downstream business has a right to MATCH the

competitive arm’s length bid prices on 90% of the volume.

. Conoco reviews the program at least annually to ensure it is
achieving the intent of revealing market value at the wellhead and to
make appropriate changes due to continuing market changes.
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Some Actual Conoco Results:

Example #1:

Norrs

;// /7 ’
o KBS SISt sy 'o:z%gpaer Y At nss A=
For FErRIop TON e 7™ . . T8y s /S ArTtrermo
Derrosr-Prly HBs FATHRsciEr Aoy ios spo ST DS cern .
— SerEr LSy T iy

@'D}%fw rABeyees A E Deflonr gt es o e S /A4
@ Clenety, THERE /S AT OWE Krrmz—c A7 R pesscsrs
Vi eE (B osee/eEnnd
(B Oy pamens Lo £ pker mCBorp /57500 S ythims comie Prssop 75 1l Lo
- Se /n BBay e\ ppctss DEAtor S o0
DI ASEOATSS | £S
AOEPE SULPLy FRtenpar (s T EMAOLIN EDYS e ; )
el o SCY - o INDLEY 0%
(&) Goriperszige Bipoiis Sraons 7Fsr2 bt
(Q) Ewenstcnss Buyreriries Bmprish s JoBErsinEcr Doomus e
LOODELD ~ - - EveEs 6/ DS /0 o CHLT/INRTEL Y TBtre) Do,

~ Actual Bid Range Conoco’s Bid Program Main Pass - Offshore
Bids prices shown are premium over a Posted Price (not
Conoco’s Posting) Volume offered for sale: 2,600 BPD.

Bid Premium

Company A
Company B
Company C
Company D
Company E
Company F
Company G
Company H
Company |

Company J

$2.35
$2.30
$2.20
$2.20
$2.16
$2.13
$2.10
$2.02
$1.70
$1.45

Range of $0.90 per barrel in bids.
100% of production was valued at
reference posting PLUS $2.35 per
barrel because the high bidder bid
for 100% of the offered crude.
Conoco’s program uses volume
weighting to value 100% of crude

bid out.
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Example #2:

Actual Bid Range Conoco’'s Bid Program Green Canyon -
Offshore |
Bids prices shown are premium over a Posted Price (not
Conoco’s Posting). Volume offered for sale 2,100 BPD.

Company A $3.01 In this case the range of bid premiums were
Company B $2.31 from a high of $3.01/bbl. to a low of $1.43/bbl.
Company C 32.63 | representing a range of $1.58/bbl. 100% of the
Company D $2.40 production was valued at Koch’s posted price
Company E $1.93 | pLUS $3.01/bbl. because the high bidder bid
Company F ~ $1.88 for 100% of the offered crude. Again,

- Company G - $1.70 | conoco’s program uses volume weighting to
Company H $1.43 value 100% of crude bid out.




l\x /VJ)‘J /

4
Index Methodolo //\/& >

st ///;/,./

Trade Center o
?

Norese O 7o 12 A

Why is Competltlve Bidding
better than Index"

Competitive Bid Method
Trade Center

Startng Point

v

Lessce may Deduct “Actual”
Transportation Cost ONLY

The valuc of the Bids undcer a

Compectitive Bid program is
determined by the bidders whe
asscss value at the teasce. Effect

is 1 TRUE lecase value!

——betwecen Lease and Aggregation

Aggregation
Point

Lease Supply & Demand
Impact Ignored by the
ndex Method!

)

Valuation concerns facing the Lessee using Index:

Vaue hegins nnd
onds ut loas ol

programs!
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7 Which lease is being valued
?  Which aggregation point

?  Large producing lease

7 Small producing lease

?  What is trucked

?  What is pipeline connected
2 Who owns the pipeline

Access to roads (good or bad)

7 What if buyer does not want crude at aggregation point
Is production used for refinery or blending

Which refinery determines value
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' COMPREHENSI@F DIAGRAM OF
MMS’ “SIMPLE” AND “CERTAIN” PROPOSED
OIL VALUATION RULE

Rulemaking
Payment Due in 30 Days - Subject to Audit Years Later

MMS PROPOSED VALUATION METHOD FOR ARM’S LENGTH CONTRACTS -
“GROSS PROCEEDS” DETERMINED UNDER § 206.102 AS FOLLOWS:

NON-ARMS LENGTH CONTRACTS -

MMS PROPOSED VALUATION METHOD FOR
DETERMINED LUNDER § 206.103 AS FOLLOWS:

Establish
Value for Rovalty
Duc on Federal Leases

O3 FED REG. 3R3SS
JULY L6, 1998
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MONTH AFTER
PRODUCTION

L

INY . Timeline For Lessee To Calculate & Make Royalty Payment For Each Lease —> L2aAS
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