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part ir reorganized by rudetigna%tg 
"Subpart B-Oil and Car. General" a8 
"Subpart &-oil, and OCS Sulfur. 
General" "Subpart G O i l  and Gar, 
Onsh~rn" as "Subpart &Federal and 
Indian Oil" and "Subpart M i l ,  Gas 
and Sulfur, Offrhore" an "Subpart D- 
Federal and Indian &a" 

Also, a number of rectiohr would be 
renumbered and/or moved to a new 
subpart. In addition, 0 i 20251.202.51, 
TQ255.202102 2m.lf.n. 2m.102, axlob 
206.101. z@3.105, #n.l,#n.I, and 210.S 
would be added to the appropriate 
subpartr. 

This proposed rule is to be applied 
prospectively. It would rupanade all 
existing oil royalty valuation directives 
contained in numemur Secretarial, 
Mineralr Management Service. and U.S. 
Geological Survey Conranration 
Divlrion (now Buraau of Land 
Management, Onshorn Operations 
Division) orden directives, regulations 
and NTL'r [Notice to Lesrees) irsued 
over past yeam. Spe&c guideliner 
goMlningraportlng=@=lenb 
consistent with the oil valuation 
regulations will be incorporated into the 
MMS Payor Handbook subsequent to 
the issuance of final rulemeking in the 
Federal Register. 

For the convenience of oil and gas 
lesseea payom. and the public, the 
following chart rummarha the effectr 
Of the88 p p m d  d e s .  

MbIS believes the proposed valuation 
method8 would yield a reasonable and 
long-term maximum rate of return for 
both Federal and ladan lea- The 
basic pramise underlying thin 
methodolo ia that value in beat 
detarmlne8y the interaction of 
competiq market forcea-the 7/6thr or 
4/5thr owner ir g o b  to nagotiate the 
beat deal he can to further hir own 
interaste, advancing those of the royalty 
owner as well. ' h i s  would add certainty 

to the market placr and amrum 
maximum, long-term mvenuer to a11 
putincoacarahdCamment8ue 
erpedally mquerted 011 thir iraue. 

exprersly mcognhe, however, that 
when the pvidoar of m y  Indian 
leare. or any rtatute or treaty affecting 
Indian leaam, u, inconsirtent with the 
regulationr. then the leare. rtatute, or 
treaty would goverh to the extent of the 
Inconrlrhaq. The rrme prindph would 

A separate oil definitions section 
applicable to the myalty valuation of oil 
ir included in thia pmpooed rulamaking 
in M 1ob All definitioar aurt.lnhd 
under each mbput dPut 2tX &all be 
applicable to the mgulationr contained 
in Pam a roS. 207, trQ and 241. 
m . 8 -  

*§saest,-d 

The propored d e r  in 8 206.3 00 would 

apply to F h d d  lsrrer 

definitions, is an introductory section 
rtating that part 201 would be applicable 
to all Federal and Indian lea- except 
learat on the Ouge Xndian Re!~ervatloa 
'Ihir rection .Lomf'emoer the 
definition8 contained in Part #ra 

hposed§#1252 Roycrllisr, would 
provide that royalty ahd be paid at the 
rate rpecified in the leare unleu the 
Secretary reducer. or in the care of OCS 
leares, reducer or eliminater, the 
amount of ruyd rp.d8rd in the leare. 
Thir regulation 9(10 d d  rpecify that 
for d of Subchapter A of Chapter XI, the 
t e m  "royahy(ier)" would be conatrued 
to encompau the term "net prufit 
rh.ra(r)." Thlr war done to avoid 
cumbsnome wording when having to 
refer to a royalty payment computation 
venur a computation of a net profit 
rhare payment. p"p"'s"p". h&;'mum myult 

minimum royalty paymenb, the lemee 
must pay the minimum royalty ar 
specified in the leare. 

g e n d  obUpaUom of the leuee and 
MMS which arm bared upon other 
mgulationr in Title So and Title 4% 

hpased§#121&l Royultyan oil 
rets forth wurl poUciea re&ing 
what oil i t  rubjact to royalty. PropOMd 
i #Iz.loo[.a) provider that oil include8 
condenrate re uated from gar without 
procarring ani that  royalty murt be paid 
in value d e w  MMsmlpkw payment 
in-kind. Propored 1 #uao@) rhhr 
that all off Ir subject tu royalty except 
oil lort which BtM or MMS, a8 
appropriate, her detumInd war 
unaddably  loat ot dl that Ir d 0 1 ~  
or for the benefit of, the leare. 
According , royalty would be due on 
oil avoida& lort or waste and oil ftan 

rtaterthat or eaaerw &provide f or 

hpo#ed§§ma64 d a u % S s  ret forth 
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which compensatory royalty has been 
determined to be due as a result of 
drainage, as determined by BLM for 
onshore oil and gas operation& or by 
MMS for offshom oil and gan operations. 
This is consistent with section 308 of the 
Federal Oil and Cas Royalty 
Management Act of 1962 (30 U.S.C. 
1758). oi l  used for the benefit of a lease. 
which is royalty free, indudes oil used 
in lease equipment on communitixed 
areas or unit areas when the lease is 
committed to a communitization 
agreement or unitization agreement and 
oil used off-lease for the benefit of the 
producing lease when such off-lease use 
is permitted by BLM or MMS. as 
appmpriate. U the provisions of any 
least are inconsistent with this section 
the lease terms would govern. An 
example is a lease issued pursuant to 
section 6 of the OCS Lands Act which 
requires royalty to be paid on I ea rpue  
pmductr. 

PrvpedfZIXZ.101. Rojmlty mfes on 
oil: sliding- and stepsCole leases (public 
land only). formerly 0 #xLloI, would be 
retained and essentially unchanged. 
This section is primarily concerned with 
the determination of countable wells for 
sliding- and stepscale royalty rate 
leases. it is anticipated that in the future 
this regulation will be designated in 
Title 43 of the Code of Federal 
Regulations because it is operational in 
nature. 

Proposed f m. la?. Standards for 
mporiing andpoying myalfies on oil. 
Sets forth the criteria for reporting the 
volumes of oil on which royalty is due. 

Part 208 of the proposed regulations 
would indude the rules for valuation of 
oil for royalty payment purposes. 

Proposed f 206. IW, Purpose and 
scope. is an introductory section stating 
that Subpart B would be applicable to 
oil produced from all Federal and Lndian 
leases. except leases oh the Osage 
Indian Reservation. The term "Federal 
leeres" includes leases on the OCS. 
Paragraph (b) would incorporate the 
principle that if the specific provisions 
of any lease. statute, or treaty are 
inconsistent with the regulations. then 
the lease. rtatute. or treaty provisions 
would govern to the extent of the 
inconsistency. This principle would 
apply to existing leases as well as leases 
executed after the effective date of the 
regulations. Paragraph (d) would require 
all oil determined by BLM to have been 
avoidably lost or wasted from an 
onshore lease. all oil determined by 
ELM to have been drained from an 
onshore lease frum which compensatory 
royalty is due. and all oil determined by 
MMS to have been avoidably lost from 
an offohom lease to be valued in 
accordance with Part 20(1. Paragraph (e) 

s-opIPy9 OlU(OSXtCJAU47-14A~9b~ 

would express Mh49 royalty policy that 
royaltier a n  owed on inrurance 
compenration for oil unavoidably lost. 

h p e d § # # 1 0 1 .  ocfinitions, rets 
forth definitions applicable to the 
proposed oil valuation regulationr. Most 
definitions applicable to oil am 
straightforward and self-explanatory. A 
few definitions, however, require further 
explana tion. 

"Arm'r-length controct" would be 
defined as a contract or qreement 
between independent nonaffiliated 
personr The definition would further 
provide that two persons a n  affiliated if 
one person controls, ir controlled by. or 
is under common control with another 
person, or iI one person owns an intcrest 
(mgardlau of the amount). either 
directly or indirectly. in another penon. 
This defmition fa important to the 
regulations because, as is explained 
below. MMS is proporins that the (crwr 
proceeds under an arm'r-length contract 
would be accepted as value. Other 
valuation criteria would apply to non- 
ann's-length contracts. 

The thrurt of the propcred arm's- 
length contract definition is to include 
within its coverage only those contracts 
betweeh penons who have no affiliation 
or interrelationrhip of any kind that 
would cause the contract termr to be 
suspect as  tu their arm':-length nature. 
The MMS recognizes that by excluding 
from the definition those contractr 
between persons where one party to the 
contract has any ownership interest in 
the other. it is narrowing the univeme of 
contracts which would fall within the 
scope of the defdtion. 

The MMS has proposed a definition 
for arm's-length contract that excluder 
references to such matters a: "advene 
economic interests" or "free and oper. 
markets" because the inclusion of such 
sometimes subjective conceptr would 
make a lessee's determination that its 
contract was arm's-length subject to 
uncertainty. The advantage to the 
proposed definition is that it would be 
almost purely objective, and Ierraes and 
other payom would have assurance that 
if they pay ro allies on the bad: of 

contract. the royalty valuation would 
not later be sunceptible to 
redeterminauon. 

M M S  would like commenten to 
address whether a list of item8 could be 
developed which could rerve to define 
an arm's-le th contract. Specifically. is 

could answer which would lead to an 
objective determination of whether it 
was an arm's-length contract? Posrible 
questions are: (1) 11 there a common 
equity interant between the parties to 
the contract: (2) ir there common control 

gross prone  d s from an arm':-length 

there a list Y o questions which a lesree 

of the partier to the contract: (3) war 
them a conrolidrted tax filing by the 
partier to the contnct. MMS would like 
commentem to addma  whether the 
development of mcb a 1181 ir pouihle 
and what quertionr ahould be part of 
the Iirt. 

term which Is important to the 
replationr becrure It would be a 
common royalty value determinant. 
Crosr pmceeda Ir ropored to be 
defihed a s  the t o t 5  mode: or other 
consideration paid to an oil and gar 
lerree. or modes or other conrfderation 
to which ruch l a m  1s antitlad for the 
disporition of OIL Crou pmceedr would 
be defined to Include paymanta to the 
lessee for certain rarvicer ruch a r  
treating. measuring, and field gathering 
that the lesree ir obligated to perform at 
no cost to the lessor. Crou proceeds 
also d d  k defined to Indude: 
payments or d h  fa advanced 
prepaid ruseme payments. or advanced 
exploration or development coats, 
subject to recoupment &rough reduced 
prices In later d e r ;  and 
reimbursements where the purchaser 
reimburser the reller. or p a p  any coats 
on behalf of the reller. for rucb items as 
severance taxat. harking fees, or 
terminalliq feea 

The definition ir intended to be 
expansive to ensure that it indudes a11 
the benefit: flowing fmm the purchaser 
to. or on behalf of. the seller for the 

"Lerree" would be defined ar any 
person to whom the United States, an 
Indian Mbe. or an Indian allottee. 
isrued a leare, and any penon who har 
assumed an obligation to make royalty 
or other paymentr required by the lease. 
The MMS ir proporing to expmrrly 
include in the definition all persona who 
may have to make royalty paymentr. 
This would include all panonr who 
have an intemrt In a lease as well as an 
operator or other payor, Including in 
some instancer the purcbarer, who has 
assumed a royalty payment 
re8pOndbllity by contract or other 
agreement with the p n o n r  who have 
the actual leare i n t m r t a  By us& thir 
broad definition for the product 
valuation rqulations, it wodd not be 
necesrary to ure multiple term8 ruch an 
lerree/payor/oparrtor thmughout the 
ruler This definltion is not intended to 
change any contractual obligation: 
under the leare lnrtrument between the 
lessor and the current or original lease 
holder, except as it pertain: to royalty 
valuation. 

"Marketable condition" would be 
deRned ar leare pmducts that am 
rfiiciently free fmm lnpurities and 

The term "gmrr procaedr" 11 another 

disposition Of the 011. 
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otherwire in a condition that they will 
be accepted by a purcharer under a 
typical raler contract in the Reld or 
area. Federal and Indian tearer typically 
require h a  lerrae to pay royaltier equal 
to a rpecified percentage of the amount 
or value of production raved. removed, 
or rold from the leared m a .  The 
regulationr governing operations require 
that the lerree place in marketable 
condition. to the extent economically 
feasible. all oil. gaa, et& produced from 
the leased land. See 43 CFR 31627-l[a) 
and 30 CFR 250.42 See alro I ZtXloz[h) 
of the propored ruler. Court decirionr 
have upheld the prihdple that the lease 
operator is obligated to perform 
necerrary field gathering and treatment 
to develop a product that har been 
conditioned for market rale (Culifornia 
Co. v. Udull. F A  384 @.e Cir. 
1961)). 
MMS would like commenten to 

address whether other term8 urcd in 
these propored regulationr need to be 
defined. 

st0ndum's. would ret forth the valuation 
s!andardr for all oil from Federal and 
Indian leases. Value would be 
determined differently depending upon 
whether or not the raler agreement ir 
arm'r-length. 

Paragraph [a] would rtate exprerrly 
that the value, for royalty purposer. of 
oil production would be the value of the 
oil delermlned purruant lo f 208.102, 
lerr appllcable allowancer for 
tranrportation ( 9 5  20(1.1@1 and ZOe.105). 
However, a r  ex lained below. lerreer 

number for the royalty value [Le., value 
less allowances), but would be required 
to report the allowances separately on 
the Report of Saler and Royalty 
Remittance. Form MMS-2014. Lessees 
would not be entitled to deduct 
allowancer in all rituationr (rea 
discussion below). 

value of oil sold pursuant to an arm'r- 
length contract would be the grorr 
proceeds accruing, or which could 
accrue, to the lerree. Prior MMS 
approval of thir value would not be 
required, but i t  would be rubject to 
monitoring. review. and audit. M M S  
could direct a lessee to ure a different 
value if it determiner that the lessee's 
reported value wa8 determined to be 
improper. 

Existing ruler in 30 CFR 208.103 
(onshore) and 30 CFR 208.150 [offshore) 
provide for the conrideration of variour 
criteria by M M S  in ertabIirhing the 
value. for royalty purporer. There 
existing rules provide that grow 
proceeds i s  a minimum royalty value. In 
many instances. however. MMS has 

PmposedJZLB I&?, V d u d i z  

would not be al P owed to report a net 

Pursuant to propored 9 206.102(b), the 

determined that the contract price l a  the 
royalty value. Therefore, in there 
rituationr, the propored rule would not 
rerult in a change in value. 

reveral narona to wncluaively 
ertablirh grorr proceedr under an arm'r- 
length tranraction ar the value of oil. In 
the majarity of arear them will be more 
than one purcharer of oil. A i  with mort 
commoditiea, each purcharer will ret ita 
own price and will reek to fulfill rome 
Rnite need. A lerree will enter into a 
contract lo  rell its oil to a purcbarer 
considering many facton. Of course. the 
price offered ir of paramount 
importance, but the reliability of the 
purcharer to provide atability over long 
period8 of time ir alro an Important 
factor. Becaure the vart majority of oil ir 
rold by referencing the price to be aid 
to ported pricr bdleUna, often the P erree 
may reek the purcharer with the higheat 
posted price. However, that purcharer 
with the higheat ported price may have 
fulfilled ita need for oil and cannot agree 
lo purchare &a ~srrae'r all. Purled 
pricer change periodically, sometimer 
frequently. The purcharer with the 
higheat ported price today may not 
maintain that porition on rubrequent 
days. Thus, there can be a range of 
pricer that reprerent what the market 
will allow. and the prudent lerree will 
reek a rolid and reliable purcharer to 
araure the mort efficient operation of ita 
lease. The lerree would no longer need 
to be concerned that it may have to pay 
royalty at a value perhap3 considerably 
higher than the price at which it ir 
relli the oil. 

Alxough the consequence of adopting 
proposed 9 X16.102(b) will initially 
appear to reduce rome royalty valuer. 
MMS believer that it ultimately will 
benefit the lessor. 

If the disporition of oil production 
from a Federal or Indian leare ir not 
pursuant to an ann'r-length contract, 
rpecific criteria must be ured to 
determine the proper royalty value. The 
valuation procerr contained h 
9 #W1.102(c) would be ured when there ir 
no arm'r-length contract including the 
following circumrtancsr: there Ir no 
contract for the rale of oil: oil ir ured 
intra-company: oil ir avoidably lort or 
for any rearon improperly dirpored of 
without rale. h there rituationa, 
9 208.102(c) of the propored regulationr 
would require that the value be 
de !ermined through appllca tion of 
criteria in a prercribed order. In other 
wordr. the recond criterion would not 
be conridered unlerr the h t  criterion 
could not reuaonably be applied. 
Likewire, the third and fourth criteria 
would not be conaidend unlerr thore 
preceding it were inapplicable. etc. 

The MMS believer that there am 

The l int criterion ir for the lerree to 
ure Ita own confernponneour ported 
pricer wed in arm'r-length tranractionr 
for purcharer of rignlfiunt quantitier of 
h i l a r  oil In the field or area. Thlr 
method allowa the lerree certainty in 
determining ita own value for royaltier 
without dependence upon MMS lo  
ertablirh the value. At the rame time, it 
11 indicative of the value in the Reld for 
rimilar oil. The MMS believea thir 
method ia preferable to the major 
portion analydr pmvtded for in extrting 
oil md gar r&?gulatioru which bar 
proved difficult to adminirter. See 30 
CF'R 206.103. If the first valuation 
criterion ir inapplicable, the recond 
criterion would apply. Thlr recond 
criterton would be the arithmetic 
average of all contamporaneoua ported 
pricer u r d  in urn's-length tmnaactionr 
for purcharer of rlgnIfIcant quantitier of 
rimllar oil from the same field or area. 

The MMS believer that the arithmetic 
average of theie prim 11 a proper 
indicator of the value of oil and, hence, 
would be acceptable a r  value. Alro. the 
arithmetic average price will be lerr 
burdenrome adminlrtratively than a 
weighted average price where 
volumetric raler Wormation ir difficult 
to obtain and varier for rearona not 
value related. 

benchmarkr. the propored rule requlrer 
that there b e x f i c a n t  quantitier of 
rWar oil" p rad punuant to a 
porting before that porting could be 
ured to value the larrae's productfun. 
The purpore of this phrare ir to prevent 
aburer through application of unurually 
low or high porting under which little or 
no oil actually ir purchared. The term 
"rigniRcant quantitier" alro l a  intended 
to be in relation to the volumes moving 
under typical putcbarar in the field or 
area. T ~ U R  for a hlghly productive OCS 
Rald, to meet the rignifiunt quantitier 
teat a larger volume would be required 
to be purchared under a porting than in 
a lerr productive onrhom field. 
h the event that them ue no price 

portingr applicable to the field or area 
within which the oil ID produced, the 
third criterion, other contemporaneour 
arm'r-length contracta for purcbarer of 
rignifiunt quantitier of rWar oil In the 
area or nearby area% would be wed. 
The MMS believer that theae p r i a r  are 
the next beat indicator of the value of 
the oil. If them u e  no other 
contemporanhow um's-langth contracta 
which can be wed, mpot sal- portinga 
and any o h r  relevant information 
pertainhq to that oil would be 
conridered. 

If a value cannot be determined by 
u r i q  any of the valuation p d u r e r  

In both the firat and r a n d  

S-094999 Ol2~OSXICJAN-87- l4:4t .~)  
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previoualy mentioned, a net-back 

E y working backward8 from the sales 
price to arrive at a value at the leare. 
Thlr last benchmark also would 
authorize the ure of any other 
reasonable method to determine value. 

The MMS partlculary solicits 
coxlunentr regaxbig the propored 
orderiq of valuation banchmarka. 

It rhould be noted here that when a 
valuation method other than grors 
proceedr ir used for oil sold pursuant to 
a non-arm'r-le th wntract ruch ar 

entitled to a transportation allowance. 
By wa of illurtration, if the value of oil 
ir ertabirhed under f ZOa102(c) [iv) 
baaed upon rpot prices in the field 
where the lease is located, the value 
would not be reduced by a 
transportation allowance even if the 
lersee actually 80Id oil on a delivered 
barir at a point remote from the leare 
and incurred transportation expenrer. 
The allowance would be inapplicable 
because the spot prima in thir example 
already reflect value of oil at the lease. 
However, pursuant to f mlw). the 
valuation of the lessee'r oil based on the 
spot prices could not be less than the 
lersee's gross proceed8 reduced by the 
transportation allowance which would 
be de!ennined considering the costs the 
lesree actually incurred. Therefore. 
regardlesr of the value deterhsIned 
purauant to the benchmarks, under no 
circumstances can the value, for royalty 

proceeds acr-*!hg. or whic rss could 
purposes, be l eg  than the 

a c m e ,  to the lessee. less applicable 
tranrportation allowances. This long- 
standing principle ir ret forth at 
# 206.10Z(g). and ir dircusred below. 

Section z0e.lOz(d) would provide that 
where value ir determined punuant to 
the bendmarks. prior MMS approval 
would not be required. The lerroe would 
be required to retain the necessary data 
to rupport ita benchmark application8 
for future review and/or audit. MMS 
may direct a lessee to uae a different 
value if it detenninea that the lessee's 
reported value war determined to be 
incorrect. 

Propored f =loz(e) would pennit 
the lesree to pay roya!tier at i ta  
determined valuation. The lerree then 
would be entitled to a credit or would 
be required to pay additional royalty, 
plur interest. if MMS rubrequendy 
determiner a different value ir 
applicable. This could occur after M M S  
reviews and/or audita a value, or in 
situationr where a lersee har requested 
a value determioation from MMS. li the 
initially reported value was reasonable 
and in good faith, no penalties for 
improper reporthg would be imposed 

rocedure may be ured to value &e oil 

rpot pricer, the 7 erree may not be 

for initially reporting the lower value, 
although penaltier could be applied for 
other improper reporting. 

Proposed f ZOaly r l  would allow the 
lerree the option to reek valua 
determination from MM8. Tho leisee 
would fin1 propore to MMS what that 
value ahould be and furaiah d 
rupporting documentation for that 
propod. The leasee d d  OH ita 
propoaed value for reporting purpoaer 
until MMS h u e 8  a value determination. 
It would be incumbent upon MMS to 
expeditioualy evaluate that pro& If 
the determbed valua by MMS ir 
different from the lerree'r propored 
value, the lerree would be required to 
adjurt ita reporb Ln accordants with 
ParaenPh (e). 

Pmpord 4 zOal&?(g) rertater the 
long-rtanding prind le that under no 
cimmatancer can tge value, for royalty 
purpoaeu be leas than the 
procaedr acaulng. or w h i r z u l d  
a c m e ,  to the lesree. lerr applicable 
transportation allowancea. 'fie 
definition of grorr pruceedr war 
diuurred e d w .  It ir worth nom 
again. however, that the 

paid by the purcharer of the oil on 
behalf of the reller. Thir prindple has 
been upheld in reveral cares: Whel8s8 
Drillilzg Co., 80 ID. m. 13 IBLA n 
(1973); Amoco production CO., 29 IBtA 
231.238 (1977): Hoover 8 Bracken 
SnerBieft tnc. 52 IBU w, 68 iD 7 (lrn), 
urd,  723 F A  1388 (10th Cir. 1983). Thus. 
if the purcharer reimbuner the reller. or 
payr any costa on behalf of the reller. 
for ruch itemr a r  severance taxea, 
gathering. treating, or mearuring, then 
the reller murt include thore reimbursed 
cortr as part of the p a r  proceeda upon 
which the royalty value ir determined. 

The proposed ruler in f ##lOz[h) 
retain the exirtbg requirement that oil 
operationr ruch 18 gathering, treating. 
mearuring. and a t o w  are cortr 
incurred to place the oil in marketable 
condition and am to be h e  
exclurively by the lerree. Propored 
i 2438.102(h) alro would provide that, 
where value ir based on grosr proceedr, 
the value would be inmared  to the 
extent thoae grorr procMdr warn 
reduced becaure the purcharer. or any 

rervicer the coat  of whl %certain ordinarily fr 
other penon, ir provid 

the rerpomibUity of tho laarea to place 
the oil in marketable condition. By way 
of illurtration. treating for the removal 
of baric rediment and water Ww) is 
a cost of making oil marketable that 
murt be borne by the leuee. If the 
lerree enten into a contract when the 
purcharer agreer to treat the oil and. 
hence, the contract price ir reduced by 
one dollar per h L  MMS would add 

accnthg to the lerree in r- uder uu cortr 

F47 ol.FM"...[ la30] ... C15-86 

the dollar per barrel back to the grorr 
proceed8 to determine tbe value. 

lerreer For example. if. punuant to an 
arm'r-length contract, a lerrre could 
charge ita p u d a r e r  a er price a r  of 

take proper and timely action to collect 
that a d d i t i d  money, the lessee would 
be liable for rwyalty on the higher vdue. 
However. if the purchaser mfusea to pay 
and the lessee attars ta to enforce its 

mearu~ar, it d d  not be required to 
ay the additional royaltier until the 

concladed. The MMS believes that thir 
regulation reflecb the lessee'r obligation 
to operate the leare prudently for the 
mutual benefit of itself and the lerror. 

Section 2tH5.102[i) would not operate 
to excuse a Ieuaa from paying any 
royalty if. for example. oil were 
delivered under a contract and the 
purchaser failed to pay. In such an 
event royalty atill d d  be due on the 
value of rh. oll. lhir d o n  la  intended 
to appIy only to the lmree'r obligation 
to pmue price inmuter to which It 
may be entitled under Ita contract. 

p r O p 4 l b d ~ ~ l ( # .  point of myalty 
ueffhrnent, would require that royalty 
be computed on the baris of the quantity 
and quality of oil Ln marketable 
condition a t  the location ap  roved by 
MMS for offrhom barer  or !y BLM for 
onrhore learer. l a  thore instances where 
the lerree rellr oil at  conditionr and/or 
at locationr other than thore approved 
by BLM or MMS, the value of the oil. for 
royalty purpoaer muat be determined 
under the conditionr and at the location 
approved by ELM md MMS. The all 
actually m e a d  a t  the approved point 
of royalty rettlement will be that volume 
reported to MMS and that volume upon 
which royalty la to be paid. There would 
be no credit allowed Mahut thir volume 
or .gainat the royalty value of this 
volume. 

For example, a lerree ir required by 
BLM or MUS, as  appropriate, to 
m e a r w  ita oil production, for royalty 
urpolar at a meter on tho leare. The 

for delivery to the purcharer at  a point 
away ttom tbr lerrc For whatrver 
reawn, the volume of oil merrund at 
the point of deli- under the ann's- 
length contract ia lerr than the volume 
of oil mearmid at  the approved point of 
royalty rettlement. In thin situation, the 
gross procaadr to the lerree 
under itr um'Angtb conbad would be 
increased, for royalty purposes, to 
reflect the difference in the volumer 
mearumd at the trvo pink Thlr 

Ropored 4 2tH5.102(1] would exprerrly 
h p o M  a diligence raquirement on 

a certain date, and if the Y euee failr to 

right, orlag ruaronab P e, documented 

P essee*r aorta u e  rucceufully 

P erree'r mer-length contract provider 
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increase. for royalty purposes, would be 
accomplished by multiplying the 
volumeMc difference timer the unit 
price at which the oil was actually sold. 
Similarly, downward adjmtmenta to 
gross yrocecds would be made where 
applicable. 

As a further example. assume that the 
gravity of the oil delivered is higher than 
the gravity as determined at the 
approved point of royalty settlement 
because the le- moved a commingled 
rtnam of oil from many leasea to the 
same adem point Tbe lessee would be 
selling a product of higher quality and 
value than that measured at the point of 
royalty settlement. In such a case. ths 
gross proceedr that would be received 
by the lesree under its arm'r-length 
contract would be decreased, for royalty 
purposes. for the amount of the value of 
the gravity differential. This decrease, 
for royalty pu2pore* would be 
accomplished by adjusting the price at 
which the oil was rold downwards to 
reflect the lower gravity as determined 
at the appmved point of royalty 
settlement. Thir would be done to 
asrure the lessor a reasonable and 
correct value based upon the quality 
and quantity of oil at the point of royalty 
settlement approved by BLM or MMS. 
as appropriate. Upward adjurtlnentr to 
the gmss proceeds, for royalty purposes. 
would be made if the gravity differential 
described above were to be reversed. 

It is not anticipated that this provision 
would have a significant effect on the 
industry. This is because the oil sales 
point and the point of royalty settlement 
coincide in the majority of cases. 

P m p o s e d J ~ ~ o 1 .  Tmnspomtion 
oflowances-geneml, would include the 
general requirements for the 
determination of oil transportation 
allowances. Paragraph [a) would 
provide that where the value of 
production has been determined 
pursuant to 8 208.102 at a point remote 
from the lease. MMS shall allow a 
deduction for reasonable. actual 
transportation costs. For onshore leases. 
this would include the transportation 
C O I b  from the lease to the point remote 
from the lease. However, where MMS 
elects lo take ita myrlty in-kind 
pursuant to the proviriona of 30 CFR 
Part 2oh no tmnsportatlon allowance 
would be granted. For offshore leases. 
the lerree would be entitled to an 
allowance for the reasonable actual 
costs of transporting the oil from the 
lease to the point remote h m  the lease. 
For offshore oil taken as royalty in-kind 
punuant to 30 CFR Part ao8. 
ttaqmtationdowanctmmldbe 
provided for l e  reasonable. actual costs 

to transport that oil to the delivery point 
rpecified in the royalty-in-kind contract. 

Propored 3 #lalOr(t] would impose a 
limit on the truuportation allowance. 
Tba allowance cwld not exceed 50 
percent of the value of the oil 
determined pursuant lo  3 206.102. This is 
the same limitation which exlrtr under 
m n t  MMS oruhore procedures. By 
way of illurhrtloa a larsae r e h  oil with 
a delivery point remote from the lease. 
The leuaa'r gmu proceeda under an 
arm'a-langth d e s  contract ir a2.m per 
banal, and the lessee pap a third party 
$7.00 per barrel to tranrport the oil. 
Proposed 8 ZOalOr(b) would limit the 
transportation allowance to Sa00 per 
banel. Under the proposed ruler. the 
MMS D m o r  would be authorized to 
approve M allowanca gruater than 50 
percent if the lessee demonstrates that a 
higher allowance is in the best interesta 
of the leuor. The lemee mort prwide 
data to mpport ita request to the 
Director. Under no circumstances could 
the Director approve an allowance that 
would result in a value for royalty 
purporerof- 

Proposed ZOalM[c) would require 
that transportation costa by allocated 
among all the products produced from a 
lease and tratmported. Specific 
tegulationa on th i~ docaton, and the 
limitationr on the allowance, are 
discus9ed in mom detail in proposed 
8 206.105. Paragraph (c) also would 
require that le- compute the oil 
transportation allowance and exprers i t  
In dollan per barruf. 

Section #lalM[d) would provide that 
if. after an audit MMS determiner that 
the lessee improperly determined a 
transportation allowance, then the 
lessee would be required to pay any 
additional royalties. plus interest, or 
would be entitled to a aedit without 
any interest. 

Propomd§2tXl@S Dateminotion of 
tmnsportalion allowances, is the key to 
the transportation regulations. It would 
provide the procedure for determining 
the tramportation allowance, which ia 
rubstantially diffemnt depending upon 
whether the lessee has an arm's-length 
contract with another party to provide 
traruportation &car. or whether the 
lessee has a non-um'r-lmgtb contract 
or no contract ruch as  those situation8 
where the lessee has an interest in the 
pipeline or other tranrportation system. 

Paragraph (a] would apply to axm'a- 
length traruportation contract 
rituationr. I t  would provide that the 
transportation allowance would be the 
reasonable, actual coata for 
tnnqmtationfncllrradbythalaaee 
under that omtract. PriaMMS approval 
would not be requid  before the lerree 

could deduct the allowance in 
computlilg Ita royalty payments. 
However, the contract ir rubject to later 
review. audit and rdjuatmmt. Tbe 
luseee, b e f m  1.ktry an dowaace, 
would be raquind to rubmil to MMS a 
completed page one of Form MMS-4110 
the same month the allowance first is 
reported on Form MMszoI4.  Report of 
Mer and Royalty Radttance. Thir 
would be a onetime fU iq  applicable to 
all month In the reporting period. The 
allowance would be denied far any 
production month lot which a Fonn 

date for the Form MMs-zol4. Therefore. 
if a leu- begina incurrtng 
transportation costs for January oil 
production pursuant to an um'r-lengtb 
contract. and if it did not rubmit a Form 
M M s l l l O  until April 15. it would be 
entitled to an allorvmce only for March 
andaubraqoantmonthr'productionh 
the reporting period. No allowance 
would be permitted for January and 
February, and the lessee would be 

d l O W U l I X r r b k b r * u t r k m  
Section ZOaiOyr)(?) would provide 

that a transportation allowance 
determined pursuant to an ann's-length 
contract would remain effective for a 
period of 12 months, or until the contract 
Ir modified or terminated, whichever is 
earlier. At that time. the lesaea must 
submit a new page one of Fonn MMS. 
4110 In accordance With 3 n#lmc;. 

hdiacusndeariierregardiiq 
propored j 206.101, &e transpodation 
costs murt k allocated among all the 
lease productr which ue transported. 

An arm'a-l-langth tmmpwtation 
contract may include T Jre than one 
liquid product but corn may not be 
allocated among th: producb. In ruch 
an htance. t ~~u.fos(aI(31 would 
q u i r e  the lsrtas to allocate the costa to 
each liquid product [Including water] in 
the rame proportion u l a  ratio of l e  
volume of each liquid product to the 
volume of all liquid productr. 

Royo+ed 0 aOb105(a](3) would treat 
water ar thoqh it were oil in 
determining transportation cortr per 
b a m l  but a tranaportation allowance 
for lease prodoctian which & not royalty 

hposod m#lOya (4) would aver 

MMS(110 h nOt mid IhU d U 8  

ttquirad t0 refund With htEXtSt. MY 

bear&IgworJdnotk&d 

thore rituationr whem bo th garaour and 
liquid products ue transported ia the 
same tmmpttaticm syatem and the 
anta attributable to wch cannot be 
determined from the urn's-length 
contract Roporad S 2€B.los(r](4) would 
q u i r e  that the 1- propora an 
allocatiarrpcaadum t o w  MMS 
appmd of thecaotrlloatkmrrooldbe 
required beam I *ohmreri~brred 
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allocation method may not be 
appropriate for tramporting gareour and 
liquid producta in the same system. Tbe 
lersee would use the oil txanaportation 
allowance determined in accordance 
with ita propored allocation procedure 
until MMS irsuer a detennlna tion on the 
oil tranrporlation dowance. h p o s e d  
0 =.lm[a)(4] a180 would provide for 
the rubmirrion of the lerree'r proposal 
within preraibed timeframer. 
b aome inrtanar an urn'r-length 

contract for tranrportation will not 
require a carb payment by the lessee. 
lnrtead the transporter will be entitled. 
for example, to retain a percentage of 
the product. In ruch an event 
t 206.lOS(a)(S) would require the lessee 
to determine the dollar value equivalent 
of those volumer to compute ita 
allowance. b u a n t  lo 8 ZtXlwa)(6). 
hiMs could rrqnin leasem to aubmit 
copies of ann'r-length transporta tion 
cwifractr and related documents. within 
the time prescribed by MMS. 

If the lerree doer not have an arm'r- 
length contract for lranrportirq lease 
producta but has a non-arm'r-length 
contract or no cantract becauw it har an 
idterert id the pipeline or the 
transportation ryrtem. then the 
allowance would be bared upon the 
lessee's reasonable, actual costs of 
transportation. 

similar to that previously dircursed for 
allowancer for mn'r-length rituations. 
The allowance approval for non-am'r- 
lengtb or no contract rituationa ir also a 
two-step procerr. conairting of a 
submittal of an estimated transportation 
allowance for the current 12-month 
period and a rubmittal of the actual 
tranaportation aUowance within 90 dayr 
after the end of the 12-month period 
containing the actual coats incurred 
during the previous 12-month period. 
MMS approval is not required prior to 
commencing transportation deductions 
for non-arm'r-length or no contract 
situations. However, MhiS must receive 
a completed Form MMS4110 wilh an 
estimated allowance in the same month 
the lessee f i n t  reporta its allowance on 
Form MMS2ot4. Report of Saler and 
Royalty Remittance. or the allowance 
will be denied pending filing of the Form 
MMS4110. The filing would be efiective 
for the entire reporting period. Within 90 
day, following the end of the 12-month 
period, the lessee would rubmit Form 
hfMS-4110 with ita actual cortr Incurred 
during the previoua 12-month period and 
its estimate for the ruamding reporting 
period. The estimate could not be 
greater than the actual costs for the 
preceding period unlerr MMS approver 

Paragraph [b)(2) pmporer a procedure 

a higher ea tha te  upon written requert 
from the lessee. 

expreuly state that a lersee may deduct 
ita tranrportation allowance without 
MMS pre-appmval rubject to review 
and/or audit by MMS When neceuary 
or appropriate. MMS could dtthct a 
lerree to modify ib e t tha ted  or actual 
allowance deduction. Thh could occur, 
for example, f a lersee made an 
obvioudy exorbitant estimate to d u a  
ita royalty payment obligation. 

Propored 8 n#loyb)(4) provides that 
an e r tha ted  allowance may be used by 
lerreer for ryrtemr that are in a rtart-up 
ptfid 

Propored i rOalOS(b)[S) would 
rpecify the typer and nahM of corta 
wN& MMS conaiden acceptable in 
determining a -tion allowance 
f o r ~ ' r - l s n g b o r n o a u l t m d  
rituetions. The categorier of expenrer 
are operating and maintenance 
expenses. overhead. depreciation. and a 
return on undepda ted  capital 
inveatmmt or, alternatively. e return on 
the initial capital invertment with no 
allowance for depmiation-eee 
discadon below. purSnphr (b)(S)(i) 
and [i) provide a list of operating and 
maintenance expenre categorfer which 
MMS considen typical operating or 
maintenance expensea. Paragraphs 
(b)(S)(iii) would provide for overhead to 
be included ar  a tramportation umt. 
providing the overhead ir directly 
attributable or allocable to the operation 
or maintenance of the tramportation 
ryrtem. 

MMS i s  proporing two alternativer 
regarding return on capital investment. 
Under alternative 1, paragraph (b)(s)(iv) 
would provide for two financial 
depreciation methob: rtraight-line 
depreciation and unit of production 
depreciation. Accordingly. depreciation 
would be bared on the ureful life of the 
equipment or the life of the reserves the 
tranrportation ryrtem rervicn. Also. 
salvage value must be observed and 
depreciation limited to that ralvage 
value. 

The MMS ia a h  proporing that the 
establishment of a tranrportation 
ryrtem depredation rcbedule would not 
be altered b a c a u ~  of a recapitalization 
or a 
would not be able to depndate a 
trtnaportation ryrtem by wing a 
rchedule bared on replacement cortr or 
any other batir other than actual coat). 
Simllarly, a change in ownership urnnot 
be a bar& for a change in the 
depreciation schedule for aUowancc 
purporn. If. for exmple. a 
transportation ryatem hac a 
depreciation rchedule of 20 yean  and 

Ropored §zoa~oybl(3l notlld 

in ownership. A le- 

har been depredated for 10 yean  by the 
first owner and then sol6 the new 
owner would be entitled to tba 
remaining 10 years' depredation based 
on the original capitalized coat. MMS 
apeclfidy would like commenta on 
whether or not this no-mapitakation 
provision A d d  be adopted if 
alternative 1 ir adopted. 

Aa alternative 2 MMS ir mporing in 

deduction fa depredatioa Inatead. 
each year MMS would allow an mount 
q u a l  to the initid capital inveatment in 
the tranrportation ryatem multiplied by 
a floating rate of return, a i  dircurred 
below. Alternative 2 if adopted, mmld 
be rupplemental to alternative 1 and ir 
pmpored to apply pmrpacllvely only to 
a new transportation ryrtem or e newly 
acquired hmportation syatem. MMS 
wouldlike caauwmta to addma the 
fearibility of allemotive 2 

Paragraph (b)(S)(v) would er tabhh 
the rate of return to be applied to either 
the u n d e p d a t e d  capital inrartment 
rmder alternative 1, di,.ce#ad a h ,  or 
the initial capital Lavestment under 
alternative 2 .Ira discussed above. The 
rate of ratam & propod to be 
determind by the Moody Aaa carporate 
bond rate ar publirhed by Moody'r 
Inverton Services, lac in Moody's Bond 
Recod the first buaineu day of the 
repom period for which the allowance 
becomes applicable. At the begimhg of 
each rubrequent 12-month period that 
followa, the rate would be redetermined. 
MMS w d d  like commentan to 

addreu whether a 

such a rate of mtum would be 
calculated 

Ropoaed 8 mlw) would ret forth 
the mpinment tlut &e lessee docete 
the tramportation amb to each product 
tranrported where more than one 
product ir tramported thmugh the same 
pipeline or tranrport.tion ayatem. In 
r u d  insknces. i 20&10yb)(S) would 
require the lerree to allocate the cortr to 
each liquid p d u c t  (including water) in 
the w,me proportion a8 the ratio of the 
volume of each liquid product to the 
volume of aJl liquid products. Water 
would be treated as oil in detennining 
tramportation costs per barrel, but a 
tramportation allowance for lease 
production &at& not ruyalty bsuing 
would not br dowed. 
Proposed 8 #la¶Oa(b)(7) would cover 

those nonarm'r-iength and no contract 
rituationr w h u r  both g a m  and 
liquid producb M kumpo&d in the 
- t r u u p a b ~ ~ - R o p o w d  
8 z~a~otifbm d d  mqnh tba! tbe 
lessee propom an docation procedure 
to MMS. The MMS approval of the coat 

paragraph (b][!J)[iv] to d ow any coat 

for each lemee ah P d be used rate and Of how 

-999 01 Z?(~)(l4-JAN-87-l4A I: 17) 
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allocation would be required because, 
again, a volumetric-based allocation 
method may not be appropriate for 
tranaportiq gaaeuur and liquid products 
in the same system. The leraee would 
use the oil transportation allowance 
determined in accordancu nit& Its 
proposed allocation ptocadun until 
MMS issues a determination on the oil 
transportation allowance. Proposed 
f ZaCrl&(b)(S] also would provide for 
the submission of the lesme'r proposal 
w i t h  prnaibad Umefrarnem 

Section ZOalOyc] sets forth &e 
reporting requirements subsequent to 
the initial repow period. Paregraph 
(c)(l) would require page one of Form 
MMs4110 to be submitted within 90 
days aner the end of the previous 
reporting period for Um'r-length 
coatrack For non-arm*s-Iength or no 
contract situations, completed Form 
MMM110 would be required to be 
subadtted within 90 days following the 
end of the repow period. Regardless 
of whether or not oil trampomtion is 
conducted under ann's-length contract. 
non-arm's-length contract or no 
contract conditions, if Fom MMS4110 
is not m x i d  within the m y  
t i m e b e .  then the new allowance for 
Ihe succeeding reporting period will not 
be effective until the fmt day of the 
month a proper Form hUd!S-illO is 
received by MMS and will be applicable 
10 any Form MMs#I I4  received after 
that date. 

Sectioh 206.105(c)(Z) provides for 
MMS to make a change in the reporting 
cyde for submission of Form MMMllO. 
This provision ir intended to allow MMS 
the flexibility to equalize its workload in 
order to more effectiveIy administer 
tramportation allowances. Nothing in 
this r u b d o n  should be construed ta 
alter any of the royalty reporting and 
payment nquirementr contained either 
in this Part or in other Parts of 30 CFR. 

Sectioa aOalOs(c)(S) would require 
that hubportation allowances under 
either arm's-length. hon-arm's-length. or 
no contract situations be reported on a 
separate line on Form MMs.2(n4. 
Report of sales lad Raydty Remittance. 
Unlets o t h u w i ~  directed and approved 
by MMS. lessees are not to repon values 
that a n  net of transportation 
allowances. 

If the actual costs which the lessee 
computes after the close of the reporting 
parfod are different h a m  the estimated 
costs ured to determine the allowance 
for transportation. propod  1 ZOatWd) 
would set forth tb. pcoadurs for 
reporting the adjustments to royalty 
payments to the MMS. The pmcedure 
would be different for onshore than for 
offshore because of the refund 
proccdurer of section 10 of the OCS 

Lands Act (43 U.S.C. l#n et seq.). If 
actual allowancar differ from wtimated 
dlmar. the lessee would be 
required to pay additional royalty, with 
interest or would be entitled to I cradit 
without inkm8t 

Ropored ) n#lOyr) would provide 
that, notwithstan any other 

paymefib for actual or theoratid losses 
would be allowed for oil hasportation. 
Thu U an um'a-1 truuportrtion 

transporter for actual or theontical line 
louas (either in value or in volume). 
such ants d d b e  dbsllorredby 
MMS simuady, even if a trmrportar'r 
tariff includes a component for actual or 
theoretical 1- such charges would 
kWmahTht~tlmrrgPlati0na 
for oil in thir Put.Lormpld dkrllow 
such actual or theoratid 1- in 
determining mpllty volumes and values. 
The Mus d a o d d d i s a l l o r r a n y  such 
costsinnoa-um*e~colltmctorno 
contract rituationa 

Paragraph [r) is proposed to dlow 
application of the rune administrative 
oramrp9tatlanprocadwramt.ihedin 
f 206.105 to dctarmtas 0 t h  
transportation costs when valuing oil 
under a net-back prvcedure or other 
valuation procedure contained in 
Subpart C of part 2ob 

all existing transportation allowancer 
with the issuance of final rulemaking. 
'Ihir tendnation d d  require all 
leueu to follow the new rrportiao 
requirements to be eligible for the 
deduction of transportation costs for 
pduction montbs subsequent to the 
effective date of the final rular 
Procedures for claiming a d  
allowances for periods prior to the 
effective date of the 5 a l  ruler dl be 
provided at the time of find rulemaking. 

Proposed 11 20;72.nd=3 radte the 
same language, with minor revision. 
regarding mtracta made pMnur t  to 
new-form lea- and old-fonn leases, 
rupectively. cmrmtly b t e d  at  30 CFR 
207.3 and 2W.4. 

hoparcdJw7.4 Contruct andsales 
agreement retention, mquires that 
copies of d dMdga8 sales antmcth 
posted price bdetfp* etc. and copies of 
all agreements or amtracts affecting 
grosr proceeds other than oll a d  gas 
sales contracts, posted price bulletiru 

available upon mest brping normal 
worlting hours, to rothorl#d offiddh 
Any o d  uler .grarmentr murt be 
p l e d  in written form and retained in 
the ltrrec'r filar The MMS rlro could 

provision, no costs 9 at rarult from 

agreement requtm "$b e le- to pay the 

It is the intention of MhiS to lerminate 

changes alro urprop.ad forPut20;7. 

et& at8 to br Mtnt.kwd by Ibr kun 
for a paiod of6 J.u* lad M& 

request that the lerrer submlt rapuerted 
infonnrtiocltoMMs. 
Iv.RoadIdxltbn 
Gxaculips olderrper 

datenuhad that thfr docamat is not I 
malor rule and doer not require a 
regulatory utnlyrir under Executive 

Is to amso~date Federal and Indian oil 

DO1 oil royal vdWIocl policy and to 

The Daputmant of Interior (DO0 haa 

o r d e r i z ? g i . T h b p ~ n r l a m ~  

&v rrfarth fQ&8tiOar; to 

duifYDOI0 h f U  htiOllrfiOWMCe 
policy; and to 9$ prwi e for amsirtent 
royalty duatioa policy uaong d 
leasable miner&. Beaw the pmpored 
d e  prtndprlly c o ~ l i d a t e r  and 

c a n d e n t  app€iatioa, timreaem 
sigaificant additidmqdmmeub ot 
burdenrphcadopondbusiness 
entitin 

8b-8 OdrW-~OW for 

Leuaa~ragoinmmbrv iu  
i n ~ a ~ t e l y ) I m i l l i o n . A l l  
oil ported price boltrtinr or d e 8  
conbcta will be required to be 
submitted d y  lrpon mquat or only ia 
mppald.Isrrr'r.Ihrrtjatl& 
in unique dtuationa nthcr than 
routinely, as  under the existing 
regulations. 
Regulato~HaxibililpAd 

conrolldater and streamliner exfsting 

them ur no dgdficant a d d i t i d  

implementation of thir proposed rule. 
7hmfm. &e Dof bu LtarmtDed hat 

significant acaMlmjc &ect on a 
substantial number of mall entities and 
doar not mpim a mgulatory flexibility 
analysis under the RegulatorJr Flexibility 
Act. (5 USCOOL et seq-). 
hpenvod M o n  Ad of l&W 

The information collection and 
racordkeeplng reqthmeau locatd at 
f )  aoh10& W.4, md ZlQSs of tUa d e  
have been mbmitted faapprwal to the 
Office of Management and Budget 
(Om) under 44 U.S.C SYM(h). "he 
collection of tbir faformation will not be 
requind until it h u  been approved by 
OMR 
National En~€mmental Adicy Act of 
Io8D 

rulemddag It Ir -r- oea not rmutitute lhi8 I major 

qurllty of Ibr hoMn eavlrwmart and a 
detalled statement pmrmnt to d o n  
l02(2)(q of the Natioarl Enrimnmentrl 

Becausethirrpleprhmily 

reguhttonr for conrirtmt application. 

~ t 8 a b d C U U p l r o d t l p O l l  
mLaU h h 8 8  mtitiw U a d t  Of 

thtt rule ddagrrin not h.*a I 

h d d  adOfl8@&Ul* dfm the 
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policy Act of lodo (42 U S C  4332(2)(C)] 

Aiblic CWumnt ptochdun# 
A. writtell Cornmanta 

this pmatediq by rubmitthg data. 
views, or arguments uith 
notice. All cornmanta rhoold 
rubmined by a p m  o f h  dry 
rpacrtied La the "DATGS" rsctlott to the 
appmpciate ad- Mated In the 
"ADDRESS" sectioh of lhir preamble 
and should be identified on the outside 
cnvelope rad on documents submitted 
with the designation %viaion of bil 
Royalty Valuation Regulatioar rad 
Related Topic&" All rm\mnnb W d  
by tbc M M S a b e  milabieror* 
i p r p K t i m i n R # r r r r 6 1 0 1 ~ ~  
Denver F e d d  Cents. t.);arroob 
Colorado. bet*raan the h o w  of &CU am. 

Morrdy thtopsh Friday. 
& ' O D i S  tim adata mabmined 
which is d c k m d  to be confidential 
must be so identified and submitted in 
mitin& oan! copy d y .  MMS resemea 
tbe * t  to dt- &e al0Walti.l 
stam of &e infomatiaa adata md to 
b a t  it accodbg to ita independent 
de terminn tion. 
RhbljCHWiDg 

presentatiom The t b c  m d  place for 
the hearittg are indicated in the 
"DATES" and "ADDRESS"  OM of 
tbc preamble. lfmcumy to presa~t all 

930 am. on the next businesr day 
following the f h t  day of the hearing. 

You may make a written q u e s t  for 
an oppommity to d e  an otal 
pmeatat ion Tbe lagput h d d  contain 
a burInau telephone number and alao a 
telephone number wbera you may be 
contacted duriag B e  day prior to B e  
hearing. If you am selected to be heard 
at the hearing you will be notified You 
wil l  be requind to submit 50 copier of 
your rtatement to h@ds at the addrerr 
Indicated In the "ADDRESS" section of 
the preamble. 

ru t rves  the wt torclsct tbe paMM 
to be heard at the hearing (in the event 
then M aore mquarta to be heard than 
time Illows). toscbddetbbk 
nrpective praredtatioru and to 
ertablirh the pmcedures govarning the 
conduct of the bearing. The length of 
each pmnntation may be limited, b a d  
upon the number of pnonn rrquestb 
lo be beard 

A Lkpartmrnt of the Interior offidal 
will be derlgnrted to laride at the 
hearing. 'Zhir rviu n o t k  a judldrl-type 
beuing Qmstitnumaybtukcdorrly 

ir not required. 

The public Ia invited to participate in 

T to 

1.Aoardwhfor~LDlt#&oml 

tutimony. he budq will msucne rt 

L Condud of the MMS 





w h l  I 
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d d q  the mporting period, the lessee 
ahall be entitled to a credit without 
intemrt. 

(2) For lerreer tranrportlng production 
from onrhom Federal and hdian leares, 
the lessee must rubmit a comcted form 
MMs.2014, together with any payment, 
in accordance with inrtructionr 
provided by MMS lo reflect actual costa. 

[S) For lesreer t r a n s p c ~ n g  production 
from leaner on the OCS. if the lersee'r 
entimated cortr were mom than the 
actual mta the leuee murt rubmit a 
corrected Form MMs#n4, together 
with ita payment, in accordance with 
inntructionr provided by MMS to reflect 
actual coats. If the lersee'r estimated 
costa wem lerr than ita actual costs, the 
lessee must submit a written request for 
refund in accordance with rectlon 10 of 
the Outer Contlnental Shelf Landr Act. 
an amended, 19 U.S.C. IW(a).  

provisions of this rubpart, no cont shall 
be allowed for oil transportation which 
results from payments (either volumetric 
or for value) for actual or theomtical 
louea. 

(0 Other trnnnportation cost 
determinationr. The provirionr of thir 
rection ahall apply to determine 
transportation costa when ertablishing 
value uning a net back valuatlon 
procedure or any other procedure that 
nquinn deduction of trannportation 
conts. 
30 CFR forf 207 is amended os 

(e) Notwithrtandhg any other 

follows: 

PART 2074AMENDEDI 

revised to read an follows: 

SI et req: So U.8C tool et req.: and 90 
U.S.C. 17Ur el noq.; 

2.30 CFR Part 207 is amended by 
revlslng the par1 lltle lo read "SALES 
AG- OR CONTRACTS 
GOVERNING THE DISPOSAL OF 
LEASE PRODUCTS." 

1. The authority citation for Part 207 in 

Aulhor(tr: 30 U.SC 18l el sq: 30 U.SC 

05 207.1,207.2,207,S, 207.9 207.7 
IR.mondl 

pp 207.3 8nd 207.4 tR.d.dgruted n 
00 207.2 Md 207.5 R-I 

3. Sectionn 207.1,207.2 207.5.207.0, 
and 207.7 am m o v e d .  Sactionr W.3 
and 207.4 are rederignated as Q 207.2 
and 207.3, respactlvely. 

Part 207, 
4. The following rubpartr are added to 

$ U b p r r l A ~ ! h v k k n r  

subprrt&IoI,Q#ndoes-, 
(kmnlt-I 
8Ubpre C - h d O d  8 d  h8hl ofl 
[Re8owodl 

&ibputP-FodOmlMdlndknOu 
[ R # r m d l  

Subprrt E--sdtd Mlnmk, Qonor8l 
[R-1 

SubputFCor l [R .#mdl  

Subpart Cb-OtMr SolM Mlmnlr 
I R e # m d l  

subprrtH--o.othnmrlR.#na#r 
[Rosorwdl 

SubputbOSC8uMr[Rrwmdl 
5.50 CFR Put 207 Subpart A, ir 

amended by adding new t Q 207.1 and 
207.4 and by reviring newly 
redesignated O Q  207.2 and 2073 
(formerly j Q m.3 and m . 4 )  to mad ar 
follom: 
subprtA--QllwnlRoVkknr 
i 101.1 wintiton* 
i 1O1.x Caatracta amdo punurn! to MW 

form l o a m  
t 207.3 Contracts mado pwurnt to old form 

Iersea. 
t 207.4 Contract and rrler yraament 

retuntion. 

S U b p u t A ~ M P r o v W o n r  
0 207.1 DIMtknr. 

208 of thir n t l e  am a p p d l e  to thlr 
Part. 
8 207.2 COntnCb mrdr PWWUlt M W  
lonnlmua 

On November 2% lSs0, a new form of 
leare war adopted (Form &1168,15 FR 
88861, aontaining provirionr whereby the 
leasee agreer that nothlng In any 
conlract or other arrangement made for 
the ralr or ditpotal of oil, gaa, natural 
gasoline. and other p d u c t r  of the 
leased land, ahall be conatrued a r  
mcdifying any of the provirions of the 
lease, including, but not limited to, 
providonr relating tu gar mrh, tam 
royalty in kind. and the method of 
computing myaltier due ar bared on a 
minlmum valuation and in accordance 
with the oil and gar valuation 
ragulationr. A contract or .graamant 
punuant to a leare containing ruch 
provisionr may be made without 
obtaidng approval of the United Stater 
an leasor. but murt be retained a r  
pmvidad In i W.4. 

The definition8 in all rub artr of Part 

f20?.3 conb8abnn6epvwnttodd 
ronnkmr. 

contalntng prwidonr pmhibitfng u l e r  
or dlrpoul ofoil, nahvrl proUne, 
and 0 t h  pmductr of tha leare except In 
accordance with I contract or other 
unqpment rpprovrd by the Secretary 
of &e Interior, or by the k t m  of the 
md8 KUUrprmt m hh 
npmrentrtivr. A contcact at agreement 
made punuant to an old form leare may 
be made without obtaining ap 

containr the rubatrace of or ir 
accompanied by the rtipulation ret forth 
in paragraph (b) of thla rectlon, r lgn~d  
by the d e r  [taurr or operator). 

(b) The rtipulation, the mbrturce of 
which must be iaduded In the contract, 
or be made the rubject matter of a 
reparate inatrumat pm identifying 

follom: 
I t  ir hemby andexstood and agreed 

that nothing in the nritten contract or in 
any approval themof shall be conrtnred 
a i  affecting any of the relatiom between 
the unitad a t e 8  aad It8 laurc 
partiduly in mat- of gar mate ,  
t a w  royalty Ln kind urd  the method of 
comput&g royalties due ar bared on a 
minimum valuation and La accordance 
dth the hm8 urd provfdOIl8 Of the Oil 
and gar mgdatlolu a plicable to the 

OS?( a n @ m t n d W k r ~  
ntn#n. 

(a) Old lorm learn am thore 

the contractr or agmemat ei r1 IS 
if 

the i w ~ r  &=ted t h a  r? y 18 a8 

landr cowred by mi LP contract. 

contracts, ported prim % ulletlna, etc.. 
Copier of .I) oil and a r  aalea 

and copier of all agreemanta, contractr. 
or other documah  which affect the 
grorr proceed& ar wall ar any other 
information regarding any consideration 
for the r i le  or dhpodtion of the product 
which ir not Included In ruch contractr. 
am to be mainh ind  by the l e m a  and 
made available upon ragurrt d 

Department of the Intwior rudlt teamr, 
other MMS or BtM offlalala, or audlton 
of the General Accounting Offits, or 
olhet penma 8uth~hd to ramtva ruah 
document#, or hall be rubmltted LO 
MMS within a rearonable period of 
time, ar d e t d e d  by MMS. Any oral 
Ulu rata tiatedbythe 

and ntained by the I-. R d r  
rhall be retained in accordance wlth 90 
CFRPut2l2 
90 CFR Part pi0 i8 mended ar 

normal worklnp h o w  to authorire T 

l e a 8 e e t N . X  hnmithafoHrl 

PART 210--(ANENDEDI 

{r m d d  to mad a8 M o m  
1. The Authd ty  dtation f'or Part 2 l O  
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AuWtJ: 2S U.IC 3w rt rag: I USC 
m et rag: I usc not rt aq: so usc 
in et OW; so usc SI rt uq: so usc 
1001 rt mq; so usc 17m rt ug: u usc 
usc 18ol el m q .  

2 90 CFR Put no ia mended by 
revidng the titlea of Subpart B., Subpart 
C D, F, and C; to mad aa follow: 

m-m%md=- 
GmWd 

S u b p r r t C - F ~ M d l n d k n O n -  
IR-I 

sUbpwtQ-Fd8dndhlamt388- 
(-1 

s u b P w t F - - o o r l ~ ~ 1  
SubputG--OttmSd#Mkmrk 
[R8aofV@dl 

tohrt2lor 

SUbpMtn-ckWWllWIR- 
[ R . u m d l  

~ I - - O C S S W w - t R . # m d l  
94 2 ia ioq 21a101.21aia2,21ai~ 
21a104 21aioq 214150 nd 214151 
[R.movsdI 

94 21- md 214301 [ikd.dgruhd a8 
04 21o.sm md 2 1 ~ 1 1  

4. Section8 Zl0.100.21a101,210.10~, 
210.103,ZlO.tor and no.105 under 
Subpart C and S e c t i o ~  210.150 ana 
210.151 under Subpart D am rumovd, 
Sactiona n a w  and nam under 
Subpart F are rederignated aa new 

13ar et uq; USC tu1 rt uq; and 

3. The followiq Subpart1 are added 


