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Organizational Structure

Policy Management and Budget

Office of Natural Resources Revenue

Coordination Audit Financial and
& and Program
Enforcement Compliance Management
Management
Management

Effective October 1, 2011, ONRR was reorganized.

Coordination & Enforcement Management includes (1) State and Indian
Coordination and (2) Office of Enforcement.

Audit and Compliance Management includes (1) Texas Audit & Compliance;
(2) Central Audit & Compliance; and (3) Western Audit & Compliance.

Financial and Program Management includes (1) Asset Valuation; (2)
Financial Management; and (3) Production Reporting & verification.
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Organizational Structure

Financial and Program Management

Asset Financial Production
Valuation Management Reporting &
Verification

The Financial and Program Management is broken down into the following 3
branches: Asset Valuation, Financial Management, and Production &
Reporting Verification.
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Organizational Structure

Financial Management

Accounting Financial Reporting Data Mining
Services Services & Solid
Mineral
Services

The Financial Management is further broken down into the following groups:
*Accounting Services

*Financial Services

*Reporting & Solid Mineral Services

*Data Mining
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Organizational Structure

Reporting & Solid Mineral Services

Reference Royalty Error Solid Solid
Data Correction Minerals Minerals
Services Services
Team 1 Team 2
(Debt (Receivables/
Collection) Reference)

Reference data enters and maintains the well, lease, agreement information.

Royalty Error Correction — Handles receiving the reports (paper, electronic),
error correction for rejected documents, training and assisting reporters in
royalty reporting, oversees edits within electronic website and Financial
System.

Solid Minerals Services Team 1 (Debt Collection) — Handles all debt
collection activities associated with the solid mineral industry (i.e. coal,
hardrock, sodium, etc..

Solid Minerals Services Team 2 (Receivables & Reference) — Handles all
receivables and reference activities associated to the solid minerals industry
(i.e. coal, hardrock, sodium, etc).



LAWS AFFECTING ONRR

» Federal Oil and Gas Royalty Management
Act of 1982 (FOGRMA)

» Royalty Simplification and Fairness Act of
1996

» Energy Policy Act of 2005

Laws that affect ONRR

»FOGRMA — Established the law to ensure that all oil and gas originated
on the public lands and on the Outer Continental Shelf are properly
accounted for under the direction of the Secretary of the Interior, and for

other purposes.

»RSFA — An act to improve the management of royalties from Federal
and Outer Continental Shelf oil and gas leases, and for other purposes.

>

>

industry initiated adjustments — within 6 yrs. of the
royalty obligation date.

Industry recoupments/adjustments with prior ONRR
approval — 7 yrs.

Statute of Limitations for the federal government — 7
years.

Energy Policy Act of 2005 -- addresses energy
production in the United States, including: (1) energy
efficiency; (2) renewable energy; (3) oil and gas; (4) coal;
(5) Tribal energy; (6) nuclear matters and security; (7)
vehicles and motor fuels, including ethanol; (8) hydrogen;
(9) electricity; (10) energy tax incentives; (11)
hydropower and geothermal energy; and (12) climate
change technology.



%%»C ode of Federal Regulations

The CFR provides a codification of the general and
permanent rules published in the Federal Register
by the executive agencies of the Government. The
CFR is available for purchase from the GPO.

Copies are available in your local public library.

The CFRs provide rules published in the Federal Register.
CFRs are available to the Public from the GPO offices.

Copies are also available at your local library.



Code of Federal Regulations

» 25 CFR - Indians
» Part 200 - 250: Energy and Minerals

Mineral Resources

> 30 CFR - Mineral Resources
» Part 1201 - 1243: Royalty Management
> Part 1250 - 1282: Offshore

de of Federal Regulations

» 43 CFR - Public Lands: Interior
> Part 3100 - 3190: Oil and Gas Leasing
> Part 3200: Geothermal Leasing

Co

» Government Printing Office website www.gpo.gov

Regulations affecting oil and gas leasing and the collection of royalties.



Minerals Revenue Reporter Handbook
Qil, Gas, and Geothermal Resources
Report of Sales and Royalty Remittance
(Form MMS-2014)

MMS/MRM Release 2.0
October 2003

Available Online
www.onrr.gov/FM/Handbooks/default.htm

Request Hardcopy
Call Barbara Fletcher 1-800-525-0309 ext. 13605
Email requests to Barbara.Fletcher@onrr.gov

Copies of the Minerals Revenue Reporter Handbook are available on-line
and hardcopies can be requested be either calling Barbara Fletcher or by
emailing requests to Barbara Fletcher.
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Leases and Agreements

12



Lease and
Agreement Data

ONRR?”s reference database system currently contains approximately 70,000 leases.
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* Interior's Office of Natural Resources
Revenue is the federal agency responsible
for collecting, auditing and disbursing
revenues associated with mineral leases on
federal and American Indian lands and the
Outer Continental Shelf. Disbursements are
made on a monthly basis from royalties,
rents and bonuses collected by the ONRR.

 FY 2011 ONRR disbursed $11.2 billion

ONRR is responsible for the management of revenues associated with federal
offshore and federal and American Indian onshore mineral leases, as well as
revenues received as a result of offshore renewable energy efforts. This revenue
management effort is one of the federal government’s greatest sources of non-tax
revenues.

ONRR also ensures that the nation’s federal and American Indian natural
resources revenues are accurately reported and paid in compliance with laws,
regulations and lease terms.

Each year, ONRR achieves optimal value by ensuring that all natural resources
revenues are efficiently and accurately collected and disbursed to recipients in a
timely manner. The ONRR collects and disburses approximately $10 billion in
annual revenues to the U.S. Treasury, five Federal agencies, 38 states, 41 American
Indian Ttribes, and about 30,000 individual Indian mineral owners.



Reference Data

« ESTABLISH AND MAINTAIN LEASE
AND AGREEMENT DATABASE FILES

« IDENTIFY AND RESOLVE
REPORTING AND DATABASE
INCONSISTENCIES

« SUPPORT PROMPT AND ACCURATE
DISTRIBUTION OF ROYALTIES

Reference is primarily responsible for maintaining lease and agreement information. This
involves the receipt of 1st productions memos, various decision letters and agreement exhibits
from the issuing agencies.

These documents allows ONRR to maintain information regarding:

* Status of leases and agreements (terminable versus non-terminable, segregations,
suspensions, etc.)

* Financial terms - royalty rates, rent, MR etc.

» Agreement allocations

Distribution information - state, county, tribal or allotted, fund codes which direct how funds
will be distributed.

*For a Federal onshore lease on public lands the distribution is 50% state, 40% Land &
Water Conservation Trust Fund & 10% US Treasury.

*For a Federal onshore lease on acquired lands the distribution is normally 100% to
the US Treasury



Reference Data Contacts

http://www.onrr.gov/FM/PDFDocs/RS_LeAgA

ssignments.pdf

- | sl | i §
=N & http: //www .onrr.gov,/FM/PDFDocs /RS_LeAgAssignments. pdf ][+ [ o=
P | @8 http:www. onrr.govFMPDFDocs (RS _LeAgAssignme. .. | | & - B d=h - |- Page ~ {CF Tools -
= & ] T ik &Y @ | @ ® [mow - | &) coteborate - @ son- 1= | B iFe -
FM Reporting Services
Lease and Agreement/Error Correction Contacts
Long distance: 1-800-525-9167. option 1. then extension Fax: 303-231-3707
Denver local: 303-231-extension
Assignments by Topic Contact Back-up Contact
Gas Storage Agreements Nicole Sweeney .. _.3526 Nicole Sweeney ___ 3526
TUnidentified Lines George Hutchison _ 3856
Mergers Sandy Temple . 3104
Form MMS-4444, W-9s Paulette Tierney ... ..3589
Name Changes, New Payor Karen Witt-Harper ___ _.3463 Backup for New Payor Codes
Codes, Payor Code Clean-up Diane Germaine 3205
Assignments by Lease Type, State | Lease and Agreement Error Correction
or Region Maintenance Contacts Contacts | -

Unknown Zone

Web site address for who in Reference Data is responsible for what state.

Toll Free
1-800-525-9167

FAX
(303) 231-3707
(303) 231-3107
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LIFE OF A LEASE
Federal Federal
Onshore Offshore Indian
* Lease Issued & BLM BOEM BIA
Bonus Collected
e 1st Year Rent BLM BOEM BIA
Collected
¢ Subsequent Rent ONRR ONRR BIA
Collected
e 1st Production BLM BOEM BLM
Notice Issued
¢ Producing Lease @ ONRR ONRR ONRR
Royalty Reporting
¢ Lease Expiration BLM BOEM BLM

This chart details the phases leases move through during their life.
» Federal onshore leases

* BLM collects first year rental payment and any bonus, responsible for
day-to-day operations, inspections and enforcement. They issue 1st
productions, decision letters, etc.

* ONRR primarily collects, accounts for, disburses, establishes value for,
and audits royalty payments.

» Federal Offshore leases

* BOEM performs same duties for offshore leases as the BLM does for
onshore leases.

* ONRR performs same duties for offshore leases as it does for onshore
leases.

> Indian leases

¢ BIA issues lease and collects all rent and administers the lease until the
lease becomes producing,.

* BLM issues 1st production memos

* ONRR collects rents and royalties on producing Indian leases and
distributes information to the various BIA offices

*ONRR = Office of Natural Resources Revenue
*BOEM = Bureau of Ocean Energy Management



Terminable/Nonterminable

*x Terminable Leases
- not held by actual or allocated production
and not located within a producing agreement.
- automatically terminate for non-payment
of rentals
* Nonterminable Leases
-Onshore - held by actual or allocated production
or located within a producing agreement
-Indian Leases
-Offshore Leases

Terminable leases are Federal onshore leases that are not held by actual or allocated

production. These leases will automatically terminate for nonpayment of rentals.

Nonterminable leases are Federal onshore leases held by actual or allocated
production or leases located within a producing agreement.

In some situations, which we will discuss later nonterminable leases can also be in
rental status. In those cases, rental must be paid, or the payor will be billed and
charged interest.

NOTE: Leases located in an agreement, but uncommitted to the agreement, will
remain in terminable rental status because they are not subject to any benefit from
the agreement.



Payor (Customer)

X The party that agrees to remit the rent or royalty
payment and report the royalty due from
the sale of mineral products

* PAYORS MAY INCLUDE:

* LESSEES

* OPERATORS

* PURCHASERS

* INTEREST OWNERS

A payor is the party who agrees to report and remit the rent or royalty payment
due from the sale of mineral products.

Payors may include lessees, operators, purchasers, and working interest owners,
but are not restricted to just these parties.

There may be multiple interest owners for a lease or given activity on a lease.

Only one designated payor for rent and minimum royalty is established in our
system. Usually the majority interest owner.

Each payor has a unique 5-digit alpha payor code established in our database
identifying the company.

This payor code must be included on all reports, payments and correspondence
sent to the ONRR.

For multiple interest owners, only one should make payments



Addressee of Record Designation for Service of
Official Correspondence
Form MMS-4444

Home > Financial Management >» Financial Management Forms

About ONRR
Program Areas

B Finarncial Management Forms

Contacts & Officas

vyvYyveyw

Fed & Indlan Prices
FOIA

Laws & Regulations.
Payors & Reporters

Related Sites

e rorm
change a mailing address and/ §r other contact
not be made by telephone.)

Statistics =

ns for Form MMS-4444

Form

http://www.onrr.gov/FM/Forms/default.htm

Form 4444 is now required for payor changes, new payor codes, address and
phone number changes. This can be found on the ONRR website with
instructions.

ONRR requires that the 4444 be mailed as we must have original signatures on
file. ONRR will not accept a faxed or emailed form.
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Lease Number Conversion

ONRR Converts the Alpha-Numeric Agency Assigned
Lease Number into a 10-Digit Lease Number

BLM/OEMM Assigned ONRR Converted
Number Number

WYWO0308789 I) 0483087890
WYW96584 .) 0490965840

OCS-G27591 B 0540275910

ONR converts the Alpha Numeric Agency Assigned Lease Number into a 10-
Diegt Lease Number.

All ONRR lease numbers consist of 10 digits. Due to system constraints and
surface management offices, we have to standardize the numbers.

» The 3 digit prefix identifies the location of the lease as well as whether it
is on public or acquired land and when the lease was issued. For Indian
leases it identifies the BIA office

» The next 6 digits are the agency assigned number. If the agency number
is less than 6 digits, the number is right justified and left filled with

ZEros.

» The suffix is usually zero “0”. On older leases it is often an alpha
character. This was used when BLLM segregated a lease. Currently BLM
assigns a new lease number for segregated leases.
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Communitization Agreement
Number Conversion

OKNM75212 w» NM__ 75212

WYW157376 w» W__157376

MTM69248 =» 6910000140

ONRR also converts the agency agreement number into an ONRR number.

Some ONRR agreement numbers issued prior to December 1987 consist of 10
digits. Newer CA’s (issued January 1, 1988 and later) consist of 9 digits

>3 digit prefix is for the State BLM office issuing the CA. Nevada is N
(space) (space). Oklahoma is NM (space)

» 6 digit agency assigned number is a six digit field right justified. For
example 12345 would be (space) 12345.

» Communitization Agreement OKNM 75212 in our system would be
NM(space)(space)75212
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Unit Agreement Number Conversion

Bull Frog Exploratory Unit
Sundance PA

WYW109444A =P 8910160390
Sun Dog Unit PA “A”

WYW152954A ) W_ _152954A
Packsaddle Secondary Recovery Unit
WYW153461X Y = W__1563461X

Unit agreements issued prior to December 1987 consist of 10 digits, the first 9
digits are numeric.

Unit Agreements issued January 1, 1988 and later normally consist of 10 digits

» 3 digit prefix is for the State BLM issuing office. Nevada is N (space)
(space). Oklahoma is NM (space)

» 6 digit agency assigned number is a six digit field right justified. For
example 12345 would be (space) 12345.

» 1 digit suffix (alpha character)

Suffixes used “X” is for an Exploratory or Secondary Recovery Unit. “A” through
“AZ” is for Participating Areas



Cross Reference Listings

http://www.onrr.qgov/FM/CrossRef.htm

w | @] http:/fwww.onrr gov/FM/CrossRef.htm

||+ x
Edt View Favorits Took Hep
& | @ crossReference Lease & Agresment Numbers I R0 & [Eeue
The files consist of:
Leases

I8 Active Leases - Sorted by State and Agency Lease Number
{updated 01/11/2011)

Agreements

E Active Agreements - sorted by State and Agreement Name
(updated 01/11/2011)

B Active Agreements - sorted by State and Agency Agrsement Number
(updated 01/11/2011)

ross-Reference Lease to Agreement Numbers sorted by Agreement Name
(updated 01/11/2011)

N I8 CrossReference Lease to Agreement Numbers sorted by Agreement Number .
(updated 01/11/2011) Click Cross-Reference
I Cross Refarence Leasa to Agreement Numbers sorted by Lease Number Lease to Ag reement and
11/
R select preferred sort
Daownloadable Text Cross-Reference Lease to Agreement Number

{updated 12/10/2010)

Agreements Cross-Referenced to former Accounting Identification (AID) Numbers

Y SN . N S SRR E ELY-NICHRPPODO8 U U NS M R

Here is our ONRR Cross Reference website.



Cross Reference Listings
000000000000 OCOCOOIOONOIOONOONONONONONONONONONONONONONONONONONONONONONONONONONONONONODO
Address [ @] . . portingservices/PDFDOCSCRLNUmber. pdf v Bl ks > & -
SED & e == FE
1710734850 a
e 1710734860 &
1710734870
Looking For: 1710734890
Prickly Pear in the current 1710734900
PDF document 17107352860 U 80800R FPUNT . NEVAJO
o 1710735280 U B0800X EXPL
1 documentsw 2 A
instances Click on binoculars to
& N SANDSTONE
1] query by Ieas_e body, unit
1714 name or unit number.
Resuls: 1 -
1710736680 U T9487X
[T EXPL PRICKLY PE. 1710736690 U 784
EI EXPL PRICKLY PE, 1710736700 U 4 2
{7 E2PL PRICKLY PE, 1710736700 U M
1710736710 U T9487X
S PHERICKLYPE 1710736840 U 80250 UNIT _WAST-MSVD E
£ EPL PRICKLY PE. 1710736840 U 80230% STIRRUF UNIT ASATCH
57 E¥PL PRICKLY PE. 1710736850 L) BOE43X THE MULLIGAN UM ALL
[ E<PL PRICKLY PE 1710736880 L) BU CAMP ALL
1710736890 L) B CAMP ALL
£ B FRENIGE 1710736900 U BUCK CAMP AL
E1 PUNT PRICKLY PE 1710736910 U BUCK CAMP AL
57 E¥PL PRICKLY PE 1710736920 L) BUCK CAMP ALL
(] ExPL PRICKLY PE. 1710736990 L) BIG VALLEY UNIT ALL B
D o~ 1710737010 U BLACK DRAGON ALL
< > 1710737110 U
1710737520 U
1710737520 L)
Use Basic Search Options 1710737520 U
Sawe and Wiew this POF in 1710738750 U
1710738730 U
Find & worclin the current PDF 1710738840 U CONS FERRON ACD
1710738840 U hd
8.50x11.000n < ] >

This is an example of what you will see when you open the cross reference listings.

For ease in searching, click on the binoculars to query by lease body, unit name or
unit number.



BLM Lease & Agreement Info

www.blim.gov/Ir2000

Address | (@] hitp:/fwww,bim, gov,lr2000f

v e

Links > &g -

U.S. DEPARTMENT OF THE INTERIOR
BUREAU OF LAND MANAGE

%

Search BLM

LR2000 Home Bureau of Land Management's
About Land & Mineral Legacy Rehost 2000 System - LR2000
Run Reports
~ Tutorial The Bureau of Land Management's Legacy Rehost System called LR2000 provides reparts on BLM land and mineral use
“Help Guides izations for ail, gas, and geothermal leasing, rights-of-ways, coal and ather mineral development, land and
ining clairs, withdrawals, ¢l ications, and more on federal lands or on federal mineral estate,
Reference Codes . - .
Contact Us To retrieve a Serial Register Page, in LR200D:
click “Reports”. .
Message Center « Serial Register Page - provides all anline information about the autharization LR 2000
including status, geographic location, authorized land, custamer infarmatian, Legacy Rehost 2000
ELM Open House acreage, dates (effective, expiration, etc), and other information.
Rene, Nevada « Customer Information Reports - provides all the authorizations, mining claims, System Requirements
Thursday Feb. 28th etc. for a custamer.
Learn how to use + Geographic Reports - provides a listing of authorizations, mining claims, title, « IE 6 or higher
LR2000 ete, within a specific geographic area and may include serial number, acreage, e Enable popups
Formare info authorized land, customer info, federal agency, autharization type and « Enable Seripting
disposition (active, closed, pending, etc). Statistical reparts for an area can also
LR2000 has 3 new be run. More ...
flels 2w & + Check out our new Report - Oil and Gas Leases Due to Expire. This is a very
il o @ simple report with only a few options but it dossn't require you to know any 3
&] Done &l B Internet

The Bureau of Land Management's Legacy Rehost System called LR2000 provides
reports on BLM land and mineral use authorizations for oil, gas, and geothermal
leasing, rights-of-ways, coal and other mineral development, land and mineral title,
mining claims, withdrawals, classifications, and more on federal lands or on federal
mineral estate.

Serial Register Page - provides all online information about the authorization
including status, geographic location, authorized land, customer information,
acreage, dates (effective, expiration, etc), and other information.

To get to the Serial Register Page — Click on Run Reports
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LR2000 Serial Register Page

DEPARTMENT OF THE INTERIOR
BUREAU OF LAND MANAGEMENT
CASE RECORDATION
(MASS) Serial Register Page

08/01/1980 501

RunDate/Time:  01/20/09 08:02 AM Page 10f2
01 02-25-1920;041STAT0437;30USC181 Total Acres Serial Number
Case Type 318310: O&G COMMUNITZATION AGRMT 640.000 MTM--- - 068248
Commodity 410: NATURAL GAS Lc
Case Disposition: AUTHORIZED

Serial Number: MTM--- - 060248
Name & Address Int Rel % Interest
BLM GREATFALLS FS 1101 15TH ST NORTH GREAT FALLS MT 53403 OFFICE OF REGORD 0.000000000
OMIMEX CANADALTD 2001 BEACH ST STE 810 FORT WORTH TX 761032300 QPERATOR 100.000000000
Serial Number: MTM--- - 069248

Mer Twp Rng Sec  STyp SNrSuff Subdivision District/Resource Area County Mgmt Agency

20 0360N 0320E 017 ALiQ ALL MALTA FIELD OFFICE PHILLIPS BUREAL OF LAND MGMT
Serial Number: MTM--- - 069248

Act Date  Code Action Action Remarks Pending Office

08/01/1980 387 C ISHED

CA-NCRL144;

Vinbrewn Fana

This is an example of the Serial Register Page.

The following information is provided:

» Case Type

» Commodity

» Case Disposition

»Total Acres

»Serial Number

»Name & Address of Lessee(s)

»Where the lease/agreement is located

» A listing of leasing/agreement actions
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Gulf of Mexico
Serial Register Page

http://www.gomr.boemre.gov/homepg/fastfacts/serialregister/srmaster.asp

S

Bureau.of Ocean Energy Management, Regulation and Enforcement

GOMR
About BOEMRE
Newsroom

FAQ

Renewable Energy
Offshore Energy
Enviro. Stewardship

Kids' Page

Fipeline Open Access
GOMESA Rev. Sharing
Public Engagement
Contact Us

Alaska
Atlantic

Guif of Mexico
Pacific

Hot Topics:

Serial Register Page
Note: Leases may be searched on by submitting mulfiple search criferia, separated by commas,
The Bureau of Qcean Energy Management, Regulation, and Enforcement strives to make all public data
available as soon as it is releasable_ If you do not find the data you are looking for. please check again the next

business day since certain circumstances may delay the posting of data. We apologize for the inconvenience.

This data was last updated on 1/27/2011 8:51:09 AM (CST)
and will be updated daily.

Enter a Lease Mumber:

Submit Query

Click here to Download the Serial Register Page Databa
(The database is in Access2002 format.)

Due to the complex runtime programming and relationships involved in this online query we do not provide
support for the downloadable database backend. It is provided as an additional resource and suggested only for
those with advanced knowledge of the data involved.

Return to Fast Facts

The Bureau of Ocean Energy Management, Regulation and Enforcement strives to

make all public data available as soon as it is releasable.
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Gulf of Mexico
Serial Register Page

Home

Bureau of Ocean Energy Management, Regulation and Enforcement Search

Site Map

our search retumed 1 entries.
Current page number- 1

0OCS- G27591

Current Status PRIMRY Western Gulf of Mexico Sale# 196 Sale Date 8/17/2005
Bonus Bid Initial Acreage Current Acreage Per Acre Amt. Royalty Rate Rental
258886 000 4760 000000 5760000000 44 95 12 5000000 9560

Original Lessee(s):
Shell Offshare Inc.

Description:
All of Block 5§94, East Breaks. as shown on OCS Official Protraction Diagram, NG15-01.

12/01/2005 Date of lease. Expiration date: 11/30/2015

This is an example of what will appear after you have entered your search criteria.

The following information is provided:
» Status

»Sale #

»Sale Date
»Bonus Bid
»Initial Acreage

» Current Acreage
»Per Acre Amt
»Royalty Rate
»Rental

» Original Lessee(s)



Actual -vs- Allocated Production

® Actual - Lease Basis Production

¢ Royalties based on 100% of production

¢ Includes any and all wells located on a
lease that are not committed to a pooling

agreement.

¢ Multiple lease basis wells on
a lease with the same royalty
rate can be reported together.

Federal Lease
WYW12943A

‘ v
‘ 3

Actual production is also referred to as lease basis production.

This occurs when you are reporting on production from a well physically located
on the lease and the well is not committed to a pooling agreement such as a Unit

or Communitization Agreement.

ONRR expects royalties based on 100% of the production from a lease basis well.

Royalties for multiple lease basis wells on a lease with the same royalty rate can be

rolled together and reported on one line on the Form ONRR-2014.
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Actual -vs- Allocated Production

® Allocated

4 Royalties based on an allocated % of
production

+Unit Participating Areas

+Communitization Agreements

+Secondary Recovery Units

This occurs when production from a well is being shared or allocated amongst other
federal leases or other non-federal lands.

The ONRR expects royalties based on an allocated % of production.

The two most common types of allocated production are Unitization agreements and
Communitization agreements.
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Communitization Agreement

= Onshore federal and Indian leases only

= Result of State spacing requirements

= Usually based on 1 formation

= Allocation schedule based on surface acreage

= Usually just 1 well

Communitization Agreements (CA's) allows for the development of separate tracts
of land which could not be independently developed and operated because of state
well-spacing requirements.

CA's are usually based on one formation. For example: The Frontier, Dakota,
Minnelusa etc.

Production is allocated between leases and other lands within CA boundaries

An allocation schedule based on surface acreage is issued for each CA by BLM.

ONRR expects to receive royalties based on that allocation schedule.
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Boiler Avenue, Spindletop, 1903

This scene illustrates the densest drilling in Texas.

By 1903, more than 400 wells had been drilled on the dome.

There is still product out there, but we are unable to get it out
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Unitization Agreement

- Allows for the sharing of costs
- Reduced risk to environment
- Efficient drilling of wells

- Allows maximum acreage exception
§43 CFR 3101.2-1

- Yates Decision

Unit agreements are formed to provide for the exploration, development, and
operation of an entire structure or area by a single operator so that drilling and
production may proceed in the most efficient and economical manner possible.

Maximum acreage is 246,080 acres of Federal oil and gas leases in any one State at
any one time

Yates Decision

» The Interior Board of Land Appeals ruled that a well completed prior to
the expiration date of a unitized lease that is capable of production on a
lease basis extends that lease and all others indefinitely until a
participating area is approved.
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Unit Participating Area (PA)

= Producing portion of Unit agreement
» Usually based on 1 formation
= Allocation schedule based on surface acreage

» Each lease within a PA requires a separate line of
reporting

= When reporting on multiple PAs for a lease, a separate
line is required for each lease/PA combination

A participating area (PA) is a producing portion within the unit where production is
allocated among committed tracts within the PA

PAs on onshore agreements are usually based on one formation. For example: The
Frontier PA, the Bakken PA etc. PAs in offshore agreements may not specify a
formation.

An allocation schedule based on surface acreage for onshore units and acre feet for
offshore units.

If a lease is in multiple PA’s, a separate 2014 line is required for each lease/agreement
combination.

Common Reporting errors:

» Missing Agreement number when reporting royalties on production
from an agreement.

» Agreement production reported to one lease when there are several
leases receiving an allocation.
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Reporting Royalties on
Lease Basis Production ?

ONRR needs BLM/BOEM approval
document to put the lease in a
producing status.

Has proper notification been sent to the
managing agency, i.e. BLM or BOEM?

Late Disbursement Interest

For wells on Federal property, ONRR needs BLM’s first production memo to
make the lease producing in our system.

This is a cooperative effort between the operator, BLM and ONRR.

ONRR cannot enter a first production date into our system until we receive the
first production memorandum. If you report and the line or lines reject and you
have a copy of the first production memorandum — call your lease and agreement
analyst, let them know that you have a copy of BLM’s first production
memorandum and then fax or email that memorandum to ONRR.

In the event that you do not have a copy and ONRR has not yet received a copy of
the memorandum and you have reported a royalty line , you maybe asked to back
this line out until the correct documentation has been received by ONRR.
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When do you start Reporting
Royalties on Agreements?

Wells located on federal lands should
be reported on a lease basis until the
CA or PA is approved by the BLM

ONRR needs the approved allocation
schedule from BLM to establish the
agreement in our system.

When do you start reporting royalties on agreements:

»Royalties for wells located on Federal lands should be reported on the lease basis
until the BLM approves the CA or PA.

NOTE: When the CA or PA is approved royalties will need to be adjusted.

-This is necessary because ONRR is unable to distribute royalties on an
agreement without an approved allocation schedule

Royalties on fee or state land wells should not be reported to ONRR until the
BLM approves either a CA of PA.

You have until the end of the month following the month of the BLM approval
date to report and pay royalties to ONRR and not be charged interest.
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Reporting Royalties on Lease Basis Production

Lease Basis well -
100% federal interest

750 barrels oil sold in January
2012

Federal Lease

WYW12943A

E Sales Volume = 750

We will now cover specific examples of how to report on actual and allocated
production.

This is an example of lease basis production
»- The lease is 100% federal
»- 750 barrels of oil are sold in January 2012

REMEMBER: ONRR expects royalties on products removed or sold from a lease
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Reporting Royalties on Lease Basis Production

5 6 7 10|11 12 13|[14| 15
MMS SALES VOLUME
RESERVED FOR
: LEASE NUMBER Mcffbbligal/iong t
& PREPARER'S USE z | .4 Lciobgauicnajten)
2 - w ~ |E | &8
S5 |8 9 5} o} S 12 | 2z
z MMS 2w @O 08 |3,] BO ROYALTY VALUE
Yy APIWELLNUMBER | AGREEMENTNUMBER |G| L4 | W>Q |ZK| 22 PRIOR TO
- £8 &7 595 (k3| 2¥ ALLOWANCES
2
5
Lease Basis
1 Example 049 012943 A 750 00
01/ARMS|012012|01

100% x 750 bbls sold =

Since this is lease basis production, we expect to receive royalties based on 100% of
the production removed or sold from the lease. Therefore, the sales volume on the
ONRR Form-2014 will be 750.

This slide is a blow up of a portion of the manual ONRR Form-2014, Report of
Royalty Remittance.

This slide and the following slides are being used to illustrate how to report volumes
on actual and allocated production.



Reporting Royalties based on a Participating Area’s
Allocation Schedule

Federal Lease
WYW12943A

‘ \
ey
.

This is an example of how to report royalties on production from a PA.

The dark green area is the PA.

PAs usually have multiple wells.

All lands committed to the PA receive an allocated % of production from those
wells.

In this example, our Federal lease is receiving an allocated share of the production
because the area highlighted in yellow is committed to the PA.

The % of production this lease receives from the PA is based on the acreage
committed.
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Reporting Royalties based on a Participating Area’s
Allocation Schedule

WYW12943A
receives a 5%\
allocation from

the PA

2000 Barrels Oil Sold Jan 12

Sales volume =
2000 x .05 =100

In this example, the lease is receiving a 5% allocation from the PA.

» During the month of January, 2012 2000 bartels of oil are sold from the PA

> The lease would receive 5% of the 2000 barrels or 100 barrels.
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Reporting Royalties based on a Participating Area’s
Allocation Schedule

5| |6 7 [of11]  [12 13]14] [15
RESERVED FOR MMS SALES VOLUME
= PREPARER'S USE LEASE NUMBER - w (Mcfibbligalfiong ton)
= w S | £8
< = w
5 |8 9 g 8 £ 19 | 2219
w ow (%] i m g o % w % 8 ROYALTY VALUE
y APl WELL NUMBER MMS og| 4y 4zs |23| 3¢ PRIOR TO
= AGREEMENTNUMBER | 8| ¢ 225 |£8| 24 ALLOWANCES
PA
1 | Example 049 012943 A 100 00
01/ ARMS 01201201
891 001234 C

5% allocation x 2000 bbls sold =

100 barrels would be reported on the 2014 as the sales volume for this
lease/agreement combination.

NOTE: both the ONRR lease number and ONRR agreement number are
entered on the 2014. When the agreement number is entered it tells ONRR to
expect royalties based on an allocation schedule.

ONRR maintains all of the allocation schedules in our system. Therefore, when
ONRR sees a specific lease/agreement combination on the 2014, we know exactly
what allocated percentage to expect.

If you left off the agreement number in this example, we would expect the sales
volume to be 100% of the lease basis production (2000 barrels for this example)
and it would appear as if you reported an underpayment.
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Reporting Royalties based on a Communitization
Agreement’s Allocation Schedule
| R
CA >
W-112112 '

I |
I 12 :
I I §
I

I

w |~

| _ |
Federal Lease
WYW12943A

‘ \
ey
.

This is an example of reporting royalties on CA production

The area with the dashed lines and the number 23 in the center represents Section
23. This is to illustrate a 320 acre CA in a 640 acre section.

The area shaded in blue stripes is the CA.

Notice the well is not even located on our lease, but the lease will still receive an
allocated share of production from the well.

The % of production this lease receives from the CA is based on the acreage
committed.
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Reporting Royalties based on a Communitization
Agreement’s Allocation Schedule

CA — :
W-112112 N 320 Acre Communitization

% Agreement

\ <+ ease WYW12943A receives a
- 50% allocation from the CA

500 barrels oil sold January 2012

Sales volume =500 x .50 = 250

In this example, the lease is receiving a 50% allocation from the CA.
»During the month of October, 500 bartels of oil are sold from the CA
» Our lease would receive 50% of the 500 barrels or 250 barrels.

»The portion of the CA outside of our lease would receive the remaining

50%

NOTE: If the remaining 50% portion was a Federal or Indian lease, another
line would need to be reported on the 2014.
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Reporting Royalties based on a Communitization
Agreement’s Allocation Schedule

5 6 7 10(|11 12 13/|14| 15
RESERVED FOR MMS SALES VOLUME
x PREPARER'S USE LEASE NUMBER z L (Mcf/bbl/gal/long ton)
@ w 2 Z0
= < = w
= |8 9 5| .8 £ 18 |E2 19
w MMS awl fuw Do 2 wi 8 3 ROYALTY VALUE
E API WELL NUMBER AGREEMENTNUMBER (28| 2% == < =< PRIOR TO
= £Q &2 595 |E8| 2H ALLOWANCES
3
CA
1 Example 049 012943 A 250 00
01/ARMS|012012| 01
W 112112

50% allocation x 500 bbls sold

The 250 barrels would be reported as the sales volume on the 2014.

- Note the CA agreement number on the 2014. This number tells ONRR to expect to
receive royalties on this lease/agreement combination based on 50% of the CA
production.

Note the format of the CA number.



Reporting Royalties on Actual and
Allocated Production
5 6 7 10|11 12 13|14| 15
J J RESERVED FOR MMS J J J SALES VOLUME
PREPARER'’S USE LEASE NUMBER = - uDJ (Mcf/bbl/gal/long ton)
é = a = e | g 3
§ E 9 s §u ﬁj% mgg §m gé 19 ROYALTY VALUE
% API WELL NUMBER AGREEMENT NUMBER g § g ,EZL 3} g % E § é é ALT';'QZ\‘TEES
Lease Basis
1 Example 049 012943 A 01 ARMS 01200901 750 00
PA
Example 049 012943 A 100 00
2 01 ARMS|012009 |01
891 001242 C
CA
E | 049 012943 A
3 |[—xample 01/ARMS 012009|01 250 00
W 112112

This slide illustrates how all three of the previous examples can be reported on one
document

» Please note the 3 separate lines of reporting for the same lease.

» Each line of reporting is for a different source of production on the lease.

» 'The 1stis for lease basis production and we would expect royalties to be
paid on 100% of production.

» 'The 2nd is for PA production and we would expect royalties based on an
allocated 5% of production.

» The 3td is for CA production and we would expect royalties based on an
allocated 50% of production.
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Lease Level Payments

¢ Described by the terms of the lease
¢ INCLUDES:

¢ Rent

¢ Minimum Royalty

¢ Well Fees

¢ Gas Storage Agreement Fees

Lease level payments are defined in the lease instrument.
The most common are rent and minimum royalty.

Rent -- The amount of rent due is stipulated in your lease terms and is, except in
some circumstances, due on or before the lease anniversary date. Approximately 3
months before the lease anniversary date, we usually send a Notice of Rent Due on
Your Lease (courtesy notice) to the payor established in our database. Courtesy
notices are sent for Federal leases and geothermal site licenses only. If you do not
receive a courtesy notice, do not delay payment, as some leases automatically
terminate for nonpayment. For those leases that do not terminate and payment is
not received by the due date, we will issue an invoice for the amount due. Interest
will be assessed for late payment.

Minimum Royalty -- Some producing Federal and Indian leases require you to
pay a minimum amount of royalty each lease year. The amount of minimum
royalty is usually determined by the producing acreage in the lease multiplied by a
fee per acre (for example, $2 per acre) and is in addition to any other fees required
under regulation or lease terms.

Well Fees -- Lease and contract terms may require you to report and pay fees on
wells located on certain Federal and Indian leases.

Gas Storage Agreement Fees -- The Federal Government may charge you to use
subsurface storage

NOTE: If you have any questions about what lease level payment you are required
to pay, review your lease document.
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Rent

¢ Amount per Acre
4 May be recoupable on Indian Leases

¢ Due on or before Anniversary date of
Lease

¢ Paid on Courtesy Notice or Form
MMS-2014 (designated company only)

Rent is based on an amount per acre.

Federal onshore leases are currently being issued with a rental obligation of $1.50
an acre with the rent escalating to $2 in the 6th year. However, rents on older
leases range from $.50 an acre up.

NOTE: Rents can be higher than $2 an acre on reinstated leases

Indian leases and a few older federal leases have recoupable rental. Rents can be
recouped against royalties. Recouping rents will be discussed later.

Rents are due on or before the anniversary date of the lease
Rents can be reported and paid on either a courtesy notice or 2014.

NOTE: If you have reported your rents on Form 2014, do not remit your
courtesy notice. If you have paid your rents via a courtesy notice, do not
report your rents on Form 2014.

48



ONRR Courtesy Notice

United States Department of the Interior
Minerals Management Service - Minerals Revenue Management
Notice of Annual Rent Due on your Lease: WYW140119
Due Date: 02/01/2005
As of 01-NOV-2004 our records indicate the following (this may not include recent changes to your lease affecting the annual rent):
Acres 400 Rental Per Acre: $ 2.00 Annual Rental Amount: $ 800.00
Balance of Rent Due: ~ $ 800.00

(Retain this portion for your records)

Inquiries, Contact:

KIRKWOOD WILLIAM C MMS PHONE NUM 1-800-525-9167
PO DRAWER 3439 Refer to Customer Number: 01978
CASPER, WY 82602 MMS Lease Number: 0491401190

RNT10000105800000008000002012005R01978

United States Department of the Interior
Minerals Management Service - Minerals Revenue Management
Notice of Annual Rent Due on your Lease: WYW140119
Due Date: 02/01/2005
As of 01-NOV-2004 our records indicate the following (this may not include recent changes to your lease affecting the annual rent):
Acres:

Rental Per Acre: $ 2.00

Annual Rental Amount $ 800.00
Balance of Rent Due Enter Amount Paid_________

$ 800.00
DO NOT FOLD OR MUTILATE

MAKE CHECK PAYABLE AND MAIL TO: AR
Department of Interior- MMS Failure to return this portion with
Box 5640 your payment could result in the
Denver, Colorado 80217 erroneous termination of this lease

SRR

RNT10000105800000008000002012005R01978

™ Barcode info

You can report your Federal lease rents by either the courtesy notice or by the
Form ONRR-2014; use only one payment document, not both.

Retain the top portion of the courtesy notice for your records and send the bottom
portion with your payment.

NOTE: If you don’t receive a courtesy notice, the payment is still due.

If you acquire a lease and the CN is received by the prior company, you may
submit the courtesy notice received by them but you should also notify ONRR of
the change so future CNs will be sent correctly to you. We do receive copies of
Record Title Assignments from BLM but sometimes the timing of those notices
are not received prior to the Courtesy Notices being sent.
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Minimum Royalty

¢ Amount per Acre

¢ Royalties count toward fulfilling
obligation

¢ Due on or before last day of lease
year

Minimum royalty (MR) is based on an amount per acre.

Federal leases are currently being issued with minimum royalty terms stating MR
cannot be less than rent. On new leases that would be $1.50 an acre with the rent
escalating to $2 in the 6th lease year.

NOTE: MR can be higher than $2 an acre on reinstated leases

MR is due on or before the last day of the lease year.

Only the difference between the royalties paid during the lease year and the
minimum royalty amount is actually due.

- For example: If you have a 200 acte lease with $1.50/acre MR, the MR amount
would be $300. If you had royalties totaling $225, the MR due would be $75.
($300-$225=%75). If you had paid royalties totaling $300 or more, MR would not
be due.
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Rent and Minimum Royalty — Onshore

* Entire lease in rental status from Anniversary Date
until: it receives actual or allocated production
* Entire lease will be in a minimum royalty status if:
* the lease contains a lease basis well
* the entire lease is within a Participating Area
* the lease is committed to a Sec. Rec. Unit
x the lease is committed to a CA
* Lease will be in a split rent/min royalty status when:
* part of the acres are within a PA and the
acreage outside of the PA has no production from
any other source

There are the different situations which affect rent and minimum royalty status.

-Determining rent and minimum royalty status for a lease can be confusing - if you
have any questions regarding the status of a lease, first contact your land
department (as they may have the information you need). In the event that your
land department does not have the information, contact ONRR.
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Rent and Minimum Royalty — Offshore

* Entire lease in rental status from Anniversary Date
until: it receives actual or allocated production

* Entire lease will be in a minimum royalty status if:
* the lease contains a producing lease basis well
* part of lease is within a Participating Area

There are the different situations which affect rent and minimum royalty status.

-Determining rent and minimum royalty status for a lease can be confusing - if
you have any questions regarding the status of a lease, first contact your land
department (as they may have the information you need). In the event that
your land department does not have the information, contact ONRR.
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%50

7% Minimum Royalty

In this example we have a federal lease with a lease basis well.

» Leases containing a lease basis well (a well not committed to a pooling
agreement) are entirely subject to MR.
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Federal Lease
WYW12943A

-Minimum Royalty

In this example, we have a lease committed to the Frontier PA and the Dakota PA.

» 'The portion of the lease within the PA’s is subject to MR, the portion
outside of the PA is subject to rent.

54



NN

AR

N\

mmitted to a Communitization

In this example we have 2 leases co

» Both leases would be enti

bject to

irely su

committed to CA's, Secondary Recove

MR.

subject to

entirely



Overlapping
Agreements




No Overlap

Frontier PA

CA
W-111222

CA is entirely within Unit but does not intersect a PA

» CA is considered a separate entity

» All CA royalties will be reported on CA

» All CA production will be reported on CA
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Total Overlap

Frontier PA

CA
W-111222

CA is entirely within a PA and all CA lands are committed to the PA.

» CA becomes “silent”
» Royalties will be reported on PA
» All CA production should be reported on the PA

Exceptions to the rule
» If a tract in the CA is not committed to the unit

» 1If the CA and PA are for different formations or products
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Partial Overla

Frontier PA

CA
W-111222

CA is partially within a PA.

»Royalties from the portion of the CA outside of the PA will be reported on CA
»Royalties from ovetlapped portion will be reported on PA
» All CA production should be reported on the CA.
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Seven Mile Gulch Unit
Dakota A-B Participating Area
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Overlapped Portion

CA W-129905

61



Communitization Agreement W-129905
Tract No. 1
280 acres

ract No. 2b
120 acres

4

Seven Mile Gulch Unit

Communitization Agreement W-129905

LEASE ACRES % OF
NO. TRACT IN CA INTEREST
W-24152 1 280 43.75%
W-24152 2A 240 37.5%
W-24152 2B 120 18.75%

640 100.00%

**Tract 2A is overlapped by the Dakota Participating
Area, Seven Mile Gulch Unit
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Royalty Reporting on

Communitization Agreement W-129905

Total Total
Lease Tract Tract Tract
Number NosS. Portion Acreage
049-024152-0 1& 2B .625000 400.00
Overlapped - 2A .375000 240.00
Report on 1.000000 640.00

891-014332-E

Formula for reporting on tracts that are NOT overlapped:

Total CA Ownership
Volume X Tract X % = Sales Volume
Sold %

Formula for reporting on overlapped tracts:

Total CA Ownership PA
Volume X Tract X % X Tract = Sales Volume
Sold % %
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Royalty Reporting on 891-014332-E
Seven Mile Gulch Unit
Dakota “A-B” PA

Lease Tract Tract
Number NoS. Portion Acreage
049-024152-0 009 176471 240.00
049-029907-0 012 .058823 80.00
State & Fee lands 764706 1040.00

1.000000 1360.00

REMEMBER:

Royalties are reported on the lease

Production is reported on the agreement
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Reporting Royalties on CA
ﬂ 6 7 10[[11] 12 13[[14| [15
RESERVED FOR MMS SALES VOLUME
PREPARER’S USE LEASE NUMBER = w (Mcf/bbl/gal/long ton)
i w -~ |8 |88
§ E 9 g m 8 g B né g é ) § § 1 9 ROYALTY VALUE
% API WELL NUMBER AGREEMENT NUMBER g § g % g S % é § § é ALPLE"/?/":’\‘TSES
CA )
1 049 024152 0 | 14 IARMS 01201201 62 50
PA
049 024152 0 6 62
2 01/ARMS 01201201
891 014332 E
PA
3 90295040 01/ARMS|012012|01 = Zi
W 112112
CA Reporting

100 x .625 = 62.5 barrels

PA Reporting (100 x .375 = 37.5 barrels)
37.5x.176471 = 6.6176625
37.5 x.058823 = 2.2058625

All production would be reported to CA WYW129905
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Reporting Royalties on the PA

5] [6 7 10[[11] |12 13|[14] |15
RESERVED FOR MMS SALES VOLUME
PREPARER'S USE LEASE NUMBER > w (Mcf/bbl/gallong ton)
g . | o[B8
§ E 9 §Lu 0o t,,,xg %m éé 19 ROYALTY VALUE
o API WELL NUMBER AGREEMENT NUMBER | @ § E H;J é é g g g § é ALPLE"/?/":’\‘TSES
E a0 o~ n=< FO| <
1 049 024152 0 01/ARMS 012012101 44 12
891 014332 E
049 029907 0 14 71
2 01/ARMS (012012|01
891 014332 E
3

250 bartels of oil produced and sold in 01/2012

250 x.176471 = 44.11775
250 x .058823 = 14.70575
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Combining CA & PA Royalties

5] [6 7 10[[11] |12 13|[14] |15
RESERVED FOR MMS SALES VOLUME
PREPARER'S USE LEASE NUMBER > w (Mcf/bbl/gallong ton)
é o s = g §
§ E 9 S 8% mf‘g ém §§ 19 o
% API WELL NUMBER AGREEMENT NUMBER g § g % g é g é § § é ALPLE'V?Q’:’\‘TSES
CA
1 049 024152 0 01/ARMS 012012101 62 50
PA
049 024152 0 50 74
2 01/ARMS (012012|01
891 014332 E
PA
3 ) Geler © 01 /ARMS 01201201 I
W 112112

You can consolidate your CA & PA Royalty Reporting

CA Reporting
100 x .625 = 62.5 barrels

CA & PA Reporting

049-024152-0

049-029907-0

CA (37.5x.176471 = 6.62)

PA (250 x 176471 = 44.12)

CA (37.5x.058823 = 2.21)

PA (250 x .058823 = 14.71)
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Basic Reporting
Principles
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@‘ Office of Natural- ResGrces Revenue.

Report of Sales And Royalty
Remittance
ONRR 2014 Report

BASIC REPORTING
PRINCIPLES AND
FORM
PREPARATION

This section will cover basic reporting information and instructions for ONRR
royalty reporters. You should carefully follow these reporting instructions to avoid
delays in acceptance of reports and payments.
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@% US ‘Department ot Y v —
Office of Natu\alRe

Leases Reported and Pald To ONRR

Federal Leases Indian Leases (Tribal
(Onshore) & Allotted)
* Royalty (Producing) * Royalty (Producing)
* Minimum Royalty e Advance rent
(Producing)

Rent — 2014 Report
* Rent (Non-producing
* Minimum royalty leases that committed
to producing
agreements)

Submit a Form 2014 if you assume responsibility for reporting and paying the
following:

* Royalties on production from Federal or Indian leases and agreements
* Rent or minimum royalty

* Royalties on the sale of test production from the initial lease well before the lease
is classified as capable of producing

* Fees on a gas storage agreement
* Royalties on compensatory royalty agreements or assessments against
*Federal or Indian lands

e Well fees if stated in the lease terms

Do not combine Federal and Indian leases on the same report. A separate report is required for
each.
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Contact Information

Toll Free
1-800-525-0309 Royalty Team
1-800-525-9167 Reference Team
303-231-3650 Local Denver

FAX
(303) 231-3700 or (303) 231-3608

Electronic Commerce Contacts

For assistance with E-commerce, contact the Error Correction Analyst assigned to your
company. The contact list can be found at:
http:/ /www.ontr.gov/FM/FPDFDocs/ coassign.pdf

If you have a problem with reporting or reference actions, please call a member of
the Reporting Services team. We are here to help whether it relates to reference
actions or with reporting.
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Office of Natural ResGiirces Revenue

ONRR’s Website
O Office of Natural Resources Revenue e s s s
Forptlii et SN

ONRR Mission: Share Our Website

€€ To ensure the full and fair return to the Ame: INDUSTRY n » @ D
monies owed for the utikzation of publc resofi  P#7oR3 & ReroATEd 3 i
renewable energy and mineral resources. 39

Topics

eCommerce

w Latest ONRR Press Releases

Wnat 15 RSS? | Subscrioe Here! | Previous Fress Reeases

Inerior's ONRR collects £25 million to resolve elaims Shell

Offshore underpald royalties

Denver, CO - The Department of the Intenor's Office of Matural

Resources Revenue (ONRR) collected $25 milion from Shel

Offshare Inc. in & settiement 1o resolve daims that the co
Tuescay, My 17,

2012

Energy jon on Ft. Berthold on in North Dakota
Provides Substantial Economic Benefits 1o Amorican indian
Communities

DC - A pi P amang Deg: t of the

Interior agencies and American Indian communities in North D
has spurred a 400 percent INCrease in revenues from increased [...
Thurscay, Janeary I

e | Cotets i | PO | O s | Brivacy | Esd OO Web Uier
Last Updated: January 17, 2012 © ONRR

The ONRR Website provides a vast array of information for reporters and payors.
By clicking on the Industry heading — it will provide a drop down box that will direct
you to Payment Information, Reporting Information, e-Commerce Portal,

Handbooks & Manuals, Reporter Letters, Interest Tables, New Payor Checklist, and
New Reporter Checklist.

The e-commerce Portal tab will be covered later in a separate, more-detailed
presentation.
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Q Office of Natural Resources Revenue e s remis):

Swarch
ONRR INDUSTRY PROGRAMS CONTACTS
THE OFFICE OF RATURAL PATORS & REPORTERS A LIST OF OKAR PROGRAMS WHG TO CONTAGT

#i Home & Fin:

nenl Payment Information

2 - 5
M{’u‘ym ent Information

FM QUICK LINKS
If you pay by check, please read this. A FM Directary
Az of January 1, 2012, you should prepare and send any made by of different Reparting Information
n bils or this address: Payment nformation

afice of Natural Reseurces Revente I

PO Box 25627 Handbooks & Manuats

Denver CO 802250627 Reparter Letters
The old MMS PO boxes—5640, 5760, 5810, 5860, 17110 and 173702 —are now closed. All mad sent to Data Warehouse Portal
those boxes is being forwarded to our new PO Box, which can add days to its delvery. Please read and follow | Reparter Traning

all nstructions regarding paymants by mad, as well a5 general cormespondence, in the letter sent to all
reportans on August 29, 2011, at htip:ihwwew oner govFMPDFD 829

Interest Calculation Tables

* Late Paymant & Overpaymant Interest Tables

Electronic Payment Information

od 1o Oy

wai {updated 2/10/2012)
Version india o

alkid 1o Destnbates Godes daot (Updated 2/10/2012)

New Payor Checklist

* Maw Payer Chacklist

Payment Information Contacts
Pay.gov (ACH) Payment Contacts

Linda Hutchings
Phone: 303-231-3118

Kathy Amos
Email:

RAani-initiated &CH

Clicking on the Payment Information subheading will bring you to this page. This
webpage is a dedicated to payment information —where to send your check, interest
calculation tables, electronic payment information, payment for Indian leases, New
Payor checklist, and payment information contacts. The next slide will cover the
section Electronic Payment Information.



Electronic Payment Methods

* Pay.Gov — Fast! Easy! Freel

—  Pay.gov is a free, secure, web-based electronic option to make royalty and invoice payments to ONRR. Pay.gov is available
24 hours a day, 7 days a week (holidays included) for customers to submit payments.

. U S. Treasury Fedwire Deposit System

The U.S. Treasury Fedwire Deposit System (Fedwire) allows you to submit electronic payments to the Office of Natural
Resources Revenue (ONRR) for same-day processing.

—  You must provide specific information to your bank so that a Fedwire message can be transmitted to the ONRR U.S.
Treasury account. Your bank may require additional information that is not required by the ONRR. Regzired fields for the
transfer message to ONRR, and a description of each item on the funds transfer message, are contained within the
instructions.

¢ Automated Clearing House (ACH)

—  You have the ability to remit your payments to ONRR through the Automated Clearing House (ACH) network. Your
bank will prepare the ACH payment based on your instructions, and then transfer the funds to ONRR’s bank account.
ACH payments require overnight batch processing by the banking industry, which will delay the receipt of funds by
ONRR. Check with your bank to understand how long it will take for ONRR to receive an ACH payment, and make sure
to time your transfers to meet payment deadlines.

Payments are authorized by 30 CFR 1218.50. ONRR does not accept cash
payments.

NOTE: Include your five-digit, ONRR-assigned payor code and an eight-digit,

PAD number on all payments and reports. Assign a unigue PAD number to each separate Form
2014. Your payor code and PAD number must match on_your report and corresponding payment.

Electronic payments. Our regulations require the use of electronic funds transfer
(EFT), such as Automated Clearing House (ACH) or FEDWIRE or Pay.gov, to the
extent it is cost-effective and practice for payment of any royalty liability.

If you pay by check, please read this.

As of January 1, 2012, you should prepare and send any payments made by check—
regardless of different instructions on bills or correspondence—to this address:

Office of Natural Resources Revenue
PO Box 25627
Denver CO 80225-0627

The old ONRR PO boxes—5640, 5760, 5810, 5860, 17110 and 173702—are now
closed. All mail sent to those boxes is being forwarded to our new PO Box, which
can add days to its delivery. Please read and follow all instructions regarding
payments by mail, as well as general correspondence, in the letter sent to all
reporters on August 29, 2011, at
http://www.onrr.gov/FM/PDFDocs/20110829.pdf
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Reportmg Informatlon

Q Office of Natural Resources Revenue e sows rami:

Saarch
YardATIoN e R i R
# Home ancsl Managemart  Reporting Information
<SP Reporting Information Wrirarcr el
Attention All Reporters - Ploase Read AR ] ——
= ONRR sCommerce Repsring web e infsimation soe Reportng Informaton
MNew Operator Checklist r,,:,‘,m i
= New Oparator Checkiat Handbooks & Manuals
Reporter Letiers
Cnntacts Drata Warshouse Portal
Produ

Reporter Training

Rng-nnv uepomng
Royat 3 Contacts e
Lease and Agreement Maintenance
a Leass and Agy
Electronic Reporting

Cross-Referenced Lease and Agreement Number Lists
“roes-etemenced Leass and Agresmant Hember Lists

The Reporting Information page is where you will find:
1.Checklists

2.Contacts — Production Reporting, Royalty Reporting and Lease and Agreement
Maintenance

3.Electronic Reporting Information

4.Cross Referenced Lease and Agreement Lists
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The Handbooks and Manual Page lists all handbooks and manuals available for
reporters and operators to reference. This page includes:

»The Minerals Revenue Reporter Handbook -- This handbook provides
instructions and examples to assist reporters in preparing the Report of Sales and
Royalty Remittance (Form 2014), which is required by the Office of Natural
Resources Revenue (ONRR) for reporting and paying revenues due on Federal and
Indian oil, gas, and geothermal leases. ONRR, a bureau within the Department of
the Interior (DOI), is responsible for collecting, accounting for, and disbursing
revenues on minerals produced from Federal and Indian lands. ONRR receives and
processes these payments through our financial accounting system, using the
information reported on the Form 2014.

»The Minerals Production Reporter Handbook — provides detailed instructions on
completing an Oil & Gas Operations Report (OGOR).

»The Oil and Gas Payor Handbook, Volume III—Product Valuation provides
detailed royalty valuation procedures for Federal and Indian oil and gas leases and
information on reporting processing and transportation allowances.
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The Reporter Letter page lists all letters to payors and reporters sent by FM,
organized by date and by subject.
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The Federal Oil and Gas Royalty Simplification and Fairness Act of 1996 (RSFA),
requires ONRR to pay interest on federal oil and gas royalty overpayments. The
RSFA also allows royalty reporters to calculate interest on royalties and to report this
interest on the Report of Sales and Royalty Remittance, (Form 2014).

This reporting option applies solely to federal oil and gas leases and to reports for
sales months January 1997 and later. Reporters may begin reporting interest on
overpayments and underpayments on Form 2014 for the October 1997 report
month.

Underpayment interest on solid mineral and geothermal leases is calculated as simple
interest using the United States Treasury Current Value of Funds Rate.
Underpayment interest on oil and gas leases is calculated as compound interest using
the Internal Revenue Service underpayment rate for corporate tax payers.
Overpayment interest on oil and gas leases is calculated as compound interest using
the Internal Revenue Service overpayment rate for corporate tax payers.

This page contains the interest rates used to calculate underpayment and
overpayment interest.
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The New Payor Checklist page takes you step by step in ensuring that you have
requested or submitted the required forms in order to start reporting and paying on

Federal/Indian leases and agreements.

It provides answers to the following questions:

» How do I get a payor code?

» How do I get set up for electronic payments and electronic reporting?

» What forms do I need to fill out for reporting?

» What form do I need to fill out to ensure I receive correspondence from

ONRR?
» Do I need to submit a W-9?

It also provides information and contacts to support and assist payors.
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New Payor Checklist (continued)

Information and contacts to support and assist Payors

Handbooks - Payors can access POE versions of the current handbooks via the links below. M will provide one hard copy of these
handbooks to current Faderal or Indian lease reportars/payors anly if thay cannot access the PDE varsion on line. To receive a copy,
contact Barbara Fletcher at 303-231-3605 or barbara fletchen@enr gav.

Minerals Fevenus Report Handbook PoF)
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Late Payment and Overpayment Interest Tables, from 1997 to the present, are available at Late Bayment & Cuerpayment Imerest Tables

Reportar Training information and schedules are posted as soon as they are available at Reporter Training

Frepared by

1cial Management Division of FPM, Office of Natural Resources Revenue. Please forward changes or questions to
Barbara, Flolch

Share our site!
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The Financial Services branch ensures that industry reporters follow Federal laws,
regulations and lease terms in their financial reporting to ONRR. Financial Services
bills for late payment interest and insufficient estimates on Federal, Indian and
Geothermal leases, bills for over-recoupments on Indian leases, and bills for rental,
minimum royalty, rights-of-way and other financial term exceptions. Financial
Services is the customer service focal point to resolve any financial issues, including
billing, database and payment questions.

Accounts receivable and billing assistance is available from analysts, assigned by
company name.
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The New Operator Checklist page takes you step by step to assure your company is
set up correctly to report production for offshore leases/agreements or for onshore

Federal and Indian leases/agreements.

It provides answers to the following questions:
» How do I get an operator code?

» What forms do I need to fill out for reporting?

» What form do I need to fill out to ensure I receive correspondence from

ONRR?

It also provides information and contacts to support and assist operators.
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Reports and Payments

* Include your five-digit, ONRR-assigned payor code and an eight-
digit PAD number on all payments and reports.

*  Your payor code and PAD number must match on your report and
corresponding payment.

* The payment total and the 2014 report total must match.

Include your five-digit, ONRR-assigned payor code and an eight-digit PA number
on all payments and reports. Your payor code and PAD number must match on
your report and corresponding payment.
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Due Dates

» Royalties are due the last day of the month following the month
the product was sold or removed from the lease.

» If the last day of the month falls on a weekend or Federal holiday, the
royalties are due the next business day.

» Payments are due by 4 p.m. Mountain Time and are credited when
received; postmark does not apply.

» Minimum royalties Payments — Reports and payments for minimum
royalties are du¢ to ONRR ty 4:00 p.m. mountain timé on or before the last
day of the month and year of the lease year, regardless of whether or not there
is an estimate established on the lease.

» Rental Payments — Reports and payments for rents are due to ONRR by 4
p.m. mountain time on or before the léase anniversary date.

» Reportts ate due by 6 pm Mountain Time if reporting
electronically; received by 4 pm Mountain Time if reporting on

paper.

Royalties. Forms 2014 and related payments are due to ONRR by 4 p.m.
mountain time on or before the last day of the month following the month the
product was sold or removed from the lease unless lease terms state that royalties are
due otherwise

Rentals. Reports and payments for rents are due to ONRR by 4 p.m.
mountain time on or before the lease anniversary date.

Minimum royalties. Reports and payments for minimum royalties are due to
ONRR by 4:00 p.m. mountain time on or before the last day of the month and year
of the lease year, regardless of whether or not there is an estimate established on the
lease.

NOTE

If the last day of the month falls on a weekend or Federal holiday, send us the report
and payment by 4 p.m. mountain time the next business day.

NOTE

We credit Form 2014 reports and payments when we actually receive. The receipt
date is the date we receive the document; the postmark does not apply.
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Authorized Reporting Forms

* Paper Form 2014

» Oaly to be used if you are not required to report electronically

» Photocopies must be 81/2 inches long by 14 inches wide.

* Electronic Form (e-Commerce)

» ONRR now requitres most reporters to submit data electronically

We now require most reporters to submit data electronically. (See Electronic
Reporting, Final Rule, 64 FR 38116, July 15, 1999.)

If you are not required to report electronically, you can print copies of Form 2014
from our website. Photocopies must be 81/2 inches long by 14 inches wide.
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F()l'm MMS-2014
Form MMS-2014 ( Effective 10/01/2001 ) U.S. DEPARTMENT OF THE INTERIOR
OMB 10100140
S enia00 Minerals Management Service -Minerals Revenue Management
REPORT OF SALES AND ROYALTY REMITTANCE
FORM MMS-2014
1] PAYOR NAME: For
[3] FEDERAL/INDIAN REPORT INDICATOR l:l (Forl) MMS
Use
PAYORCODE: __ __ __ PAYOR-ASSIGNED only
DOCUMENTNUMBER __ PAGE ___OF
E&ﬂ 7 (o] [ua] Ta2] QEZ 14] [15] 16 £ 18] NTENTIONALLY 2]
w RESERVED FOR o E 8 SALES VOLUME GAS MMBtu SALES VALUE LEFT - o
2 PREPARER'S USE LEASE NUMBER |- 8 s |5 |29 ton) s BLANK =g
[8] 9 9 8 s lg = [19] 20 [21] 22 g9
5 MMS ouwl Ao il £ 8 2y (29 ROYALTY VALUE TRANSPORTATION PROCESSING ROYALTY VALUE %9
H APIWELL NUMBER AGREEMENTNUMBER [28| J& | 252 | £8 |3§ PRIORTOALLOWANCES ALLOWANCE ALLOWANCE LESS ALLOWANCES &g
5 ©o| HF | $32 | £o |2d s DEDUCTION $ DEDUCTION $ $ |
1
Z
=)
4
PAGE
I have read and examined the statements in this report and agree they are accurate and complete. TOTAL
% Checks To MMS (PM1) REPOR
=1 *Indian Direct Pay (PM2,
Authorized Name (print) and Signature Date 2 EFT Payments (F{N(B) ) ToTAL
If company contact information has changed, please indicate below: (Please print) S| *Royalty-In-Kind (PM4)
% Checks To MMS For BIA (PMS5)
Contact Name' Phone Number L] Other (For Future Use ) (PM6)
2 “Indian Lockbox (PM7)
Street P.O. Box Suite or Other Identifier H Total All Payments: =
E Less Available Credits: (‘Credits may not be applied to PM2, PM4, PM7 )
S| Doc. ID. -
City State Zip Code S Doc. ID
M poc. i -
Fax Number Email Address Net Payment for this Report: =
Form MVS-2014 ( Rev. 3/6/2001) )

The information reported on the Form 2014 are:

. Royalties on Federal and Indian leases.
. Minimum royalty on producing leases.
. Rents on producing Indian leases.

. Rents on Federal leases

We will go through each field of the Form 2014. The slides are presented in electronic reporting format
so you are able to visually see the separate fields and correct reporting. However, the paper and electronic
forms require the same information; the difference between paper and electronic reporting is the way
information is input.
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This is an example of what the Electronic 2014 (e-Commerce) form looks like.
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PARTS OF THE 2014

DETAIL

TRAILER

The 2014 is divided into 3 sections:
The Header, the Detail and the Trailer.

The following screens will provide detailed information on these 3 sections.
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HEADER SECTION

Payor Code identifies the

company — Pull down list

Payor Code:* |99999 'I will show all of the codes

that you are authorized to
use.

—Header Data

Fayar Mame: Contral Custamer

Federal/indian:* IFEdEral 'I

| Five digits (numeric)
assigned by ONRR

Fayar Assigned Daoc. Mumber®

We will begin with the Header Section which identifies the report and the company
reporting the data.

The Payor Code field identifies the company who is reporting. The payor code is
five digits and is assigned by ONRR. A pull down list will show you all the codes
that you are authorized to use.
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~Header Data
Payar Code:™ |99999 j
Fayar Mame:; Control Custormer
Federaliindian:® IFE'jE"EII j

Payor name is now pre-populated

Payor Code. (you will click on the down arrow)

If there is more than one code listed, select the payor code that you will be reporting
on.

The payor code is a five-digit number assigned by ONRR and identifies the
company. We do have edits that will reject the entire report if an invalid payor code
is used.

It is vital that your payor code must be on all payments and reports as already stated
in the previous section.

Once you have selected the payor code, the Payor Name Field will automatically
populate.

Remember: If you report using more than one payor code, you need to prepare a
separate report and matching payment for each payor code.
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—Header Data
Payor Code® |99999 j
Fayar Mame: Caontrol Custamer
Federaliindian:* |Federa| j
Fayor Assigned Doc. Mumber™® I
The Payor Assigned Doc. Mumber must he entered.

» Payor-Assigned Document Number or PAD #:

e Assigned by the payor

» Eight digit field (numeric, alpha or combination)
* Required on all payments and reports

* Unique for each payment/report combination

The Payor Assigned Doc. Number is an eight-number identifier chosen by the payor.
This number must be unique. Note: If you are reporting an audit finding, you must use
the UFI (Unique Finding Identifier) as the Payor Assigned Doc Number. The UFI is
provided in the Issue Letter or Order that you received from ONRR.

This is required on all payments and reports. The same PAD number must be included
on the accompanying payment document, including payments made to lockboxes.
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Header Data
Payor Code® ® W
Payaor Mame:
Federal/indian:* Federal w

Payor Assigned Doc. Number:*

* Report Indicator: Select Federal or Indian from drop
down

* Separate reports for Federal and Indian leases.

Your report must indicate whether it is for Federal or Indian reporting.

Please remember: You must remit separate reports for Federal and Indian leases. You
cannot report Federal and Indian on the same report.
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The Detail Section is the area where you will input your lease information.

You notice how there are fields that are stacked on the paper version. When filing electronically, you’ll
find it all contained in one very long line which you have to scroll through. Because electronic
reporting is required, we will be showing the fields as they appear on the website.
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Preparer Use Onhy

Use this space to communicate
with ONRR

Identify property: property name,
company lease number — Up to 20
characters

In the Preparer Use Only field, a payor is able to communicate with
ONRR. This field is restricted to 20 characters.
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OMRBRRE Lease
Mumber*
Search

0490102700

Valid ONRR converted lease number

Cross Reference table on our website at:
http://www.onrr.gov/FM/CrossRef.htm

Must be completed with a valid ONRR-converted lease number consisting of 10 digits
(a 3-digit prefix, 6-digit body, and 1-digit suffix).

If you do not know the ONRR converted lease number, go to
http://www.onrr.gov/FM/CrossRef.htm.
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ONRR Agree
Humber
Search

Valid ONRR converted agreement
number

Cross Reference table on our website

at:
http://www.onrr.gov/FM/CrossRef htm

When reporting royalties based on production allocated from an agreement, the
ONRR converted agreement number should be reported) in addition to the lease
number in block 7. The agreement number consists of three parts:

Prefix = 3 characters, left justified
Serial No. = 6 characters, right justified
Suffix = 2 characters, left justified
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API'Well Number

S003001230001

API Well Number For Future Use

Complete or leave blank.

Report this number only if required by ONRR on certain Indian properties and
offshore deep water wells under royalty relief. If you are required to report this
number, enter a 15-character set that consists of the 12-digit API-assigned well
number and the 3-character producing interval indicator; for example,
90080012300S01.
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Product Code™

Report the
product sold or removed
from the lease.

Report the product sold or removed from the lease. Below we have
listed some of the product codes associated to Oil and Gas. For a

complete list of product codes, please visit Minerals Revenue
Handbook Appendix C.

Code Description

01 Oil

02 Condensate

03 Processed (residue) gas

04 Unprocessed (wet) gas

05 Pipeline condensate, retrograde condensate, drip condensate,
drip liquid, scrubber/pipeline drip
06 Plant inlet scrubber

07 Gas plant products

09 Nitrogen

12 Flash gas

13 Fuel oil

14 Oil lost
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Sales Tyne
—| ]

Report the disposition of production by
contract type

ARMS

NARM

POOL

ONIX

APOP

NPOP

AG

ARMS -- sold under an Arms Length Contract
NARM -- sold under a Non Arms Length Contract

POOL -- Some companies aggregate their volumes in pools and then sell or
exchange their product under multiple contracts. In a pooling situation, you will
determine value by computing a weighted average of the prices for all ARMS and
NARMS sales at all downstream sales outlets.

ONIX -- Use OINX to report Federal lease oil production that is valued based on
index. Use OINX to report Indian lease gas production that is valued based on
index regardless of contract type (POP, NARM etc.).

APOP -- POP contracts are defined as sales of gas prior to processing in which the
value of the wet, unprocessed gas is based on a percentage of the proceeds the
purchaser receives for the sale of residue gas and gas plant products attributable to
processing the lessee’s gas. (Use for arm’s length)

NPOP -- POP contracts are defined as sales of gas prior to processing in which the
value of the wet, unprocessed gas is based on a percentage of the proceeds the
purchaser receives for the sale of residue gas and gas plant products attributable to
processing the lessee’s gas. (Use for non- arm’s length)

AG — only used when audit indicates to use this code.

These will be explained further during the valuation training.
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Sales Date
(MY

|01 =] |2012 =

Month and year product
sold or removed from
the lease

This indicates the month and year the product was sold or removed from the lease.

»  For Royalties: Use the month the product was sold or removed from the
lease.

»  For Minimum Royalty: Use the last month/year of the lease year that your
minimum royalty obligation is due.

»  For Rent: Use the first month/year of the lease year that your rent is due.
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Transaction
Code*

-

Reason for reporting the line.
Determines which fields on the
line must be completed

It identifies the reason for reporting the line. Report the appropriate transaction
code listed in the Minerals Revenue Handbook Appendix E. Our edits are

transaction code specific.

Transaction Code Examples:

Code
F
01
02
F
03
‘04
r
05
r
11
15

Description

Royalty Due

Minimum Royalty Payment
Estimated Royalty Payment
Rental Payment

Advance Rental Payment
Transportation Allowance
Processing Allowance

Recoup Advance Rental Payment
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Adjustment
Reason
Code

e

Use to identify the reason for an adjustment
to a previously accepted line or a special
reporting situation

Use a valid ARC: 10, 15, 16, 17, 25,
32, 35, 49, (71, 72 for interest)

This code tells us why you are adjusting a previously reported line or a special
reporting situation.

. Adjustments are a two-line entry; report the ARC on both lines.

. Unless instructed otherwise by ONRR, industry can report volume,
value, and royalty rate adjustments using ARC 10 - Adjustment.

Here are the codes and descriptions:

Code |Description
10 Adjustment
15 Marginal Property True UP
16  [Major Portion/dual accounting
17 ONRR Initiated Compliance Adjustment
32 Estimate Adjustment
35 Unit participating/communitization agreement adjustment
49 Index zone/dual accounting price adjustment
71 Estimate underpayment/overpayment interest
72 Audit underpayment/overpayment interest

102



é‘{“?‘(‘;:r.%@ — =i 7
@% U.S. Department of the\ e 3
Office of Naturat Resﬁmces Revenue.-

Sales YVolume

|15000.00

Report the volume for which you will
need to pay royalty

Enter the volume of the product sold or removed from the lease or from the lease-
agreement combination that you are reporting and paying royalties.
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Gas MMBtu

0.00

Gas MMBtu is required
for product codes 03,
04, 12, 15, 16, or 39.

Report a Gas MMBtu for the following gas products: 03, 04, 12, 15, 16, or 39;
Otherwise leave the field blank. And you need to adjust the gas volume and btu
heating value to: the standard pressure base of 14.73 psia, standard temperature of
00 degrees F and the same degree of water saturation.

*To calculate: example: 500 Mcf x 1.100 MMBtu/Mcf = 550 MMBtu; in other
words, sales volume x Btu factor= Gas MMBtu).

*The Btu and/or MMBtu should be available to you on your gas plant statement.

* We expect reporters to determine and report the correct Gas MMBtu information
on all lines.
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Sales Value

45757 50

For product codes 03, 04, 12, 15, 16, or 39, use MMBtu price:
Sales Value = gas MMBtu x MMBtu price
For other product codes, use bbl, gal, Mcf, or long ton price:

Sales Value = sales volume x unit price

» For gas products 03, 04, 12, 15, 16, or 39, report gas MMBtu x MMBtu price.

» For all other products, report sales volume times the unit price
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Rovalty Value Before
Allowances

|5723.44

Royalty Value Before Allowances is now a
mandatory field.

Calculation: sales value x royalty rate

Calculation: Sales value x royalty rate.

It is critical to use the correct royalty rate when calculating your payment to ONRR.
The lease royalty rate is specified in your lease terms. However, your royalty rate may
be modified by various royalty relief programs.

Don’t confuse your royalty rate with your division order
percentage. The royalty rate is a component of the DOP.
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Transportation
Allowance

|-750.00]

A transportation allowance is a deduction
from royalty due.

Transportation allowance is a deduction from royalty due for the reasonable, actual
costs of transporting your production. Make sure you report the allowance with a
negative sign.

Your transportation allowance may not exceed 50 percent of the “royalty value prior
to allowances” of the product without prior ONRR approval
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Processing Allowance

|-50.00

A processing allowance is a
deduction from royalty due.

Processing allowance is a deduction from royalty due for the reasonable, actual
costs of extracting and recovering gas plant products from a gas stream (product
code 07). You should report the allowance with a negative sign.

Your processing allowance may not exceed 66 2/3 percent of the “royalty value
prior to allowances” of individual gas plant products without prior ONRR
approval. All NGL’s recovered at a processing plant are considered a single gas
plant product for ONRR reporting purposes and is product code 07.
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Royvalty WWalue after

Allowance*

4547294

Royalty Value After Allowances is the royalty value
after you deduct transportation and/or processing
allowances.

Royalty Value After Allowance is the royalty value after you deduct your
transportation and processing allowance deductions.

Calculation: RVPA - TA — PA = RVLA
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Payment
Method*

[03 +]

The payment method code identifies how
and to whom payment is made

Report a payment method on all lines, even if your line is negative or no payment is
made.

»Your payment method identifies how and to whom the payment is made.

»Use Payment Method 03 for all electronic payments. This includes Pay.gov
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PAYMENT SECTION

Report Control Block

Checkto ONRR (PM1): 0.00 Indian Direct Pay (PM2). 0.00
EFT Payments (PM3): 0.00 Royalty-in-Kind (PM4): 0.00
Check to ONRR for BIA (PM5): 0.00 COther (PMB): 0.00
Indian Lockbox (PM7): 0.00

Totals

Total All Payments: 0.00

Number of Detail Lines: 3

Cradits

Less Available Credits: The Sum of all amounts cannot exceed the sum of (Payment Methods) PM1, PM3, and PM5. Credit amounts cannot reduce or be applied to PM2, PI4, or PM7.

oeciD1 L]
becin2 L ] o
boein3 L] o

Net Payment For Report 0.00

Calculate Total

Autharization

I

Authorized Payor. Dietrick, Mary

Date (MW/DDNYYY)* m

Note the calculate button, the authorizer signature space, and the credit id lines.
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CONFIRMATION REPORTS

» Available once all rejected lines are corrected

> Report will display line as reported by payot and as corrected by ONRR

» Companies should use information to make corrections to their history
and update any formatting issues for future reporting

» Confirmation reports will be posted in the company folders in the Data
Warehouse which is accessed through the internet at
https://dwportal.mms.gov/

» ONRR employees can view rejected lines in the Data Warehouse under
Financial Reports, Royalty, ZR2014ER. Input Document ID and click
Run

The confirmation report is used to verify corrections made to your report by
ONRR.

»  This report will show your line as originally reported AND how it was
corrected by ONRR.

» It will be helpful to use this report to make correct adjustments.
»  ONRR used to mail these repotts in the past, now you can now access your

payor confirmation reports through your payor folder in the Data
Warehouse at https://dwportal. mms.gov.
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Commonly Used
Transaction Codes
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Royalty Reporting

Commonly Used Transaction Codes

This module contains detailed reporting instructions and examples of how
to report by transaction code on Form MMS-2014. The commonly used
transaction codes are organized by function.

In addition, ONRR is providing a separate handout that outlines fields

that must be completed on your 2014 Report for each different Transaction
Code.
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2014 Commonly Used Transaction

Codes

* Royalty Due 01
* Minimum Royalty 02
* Rent (non-recoupable) 04
* Rent (recoupable) 05
* Rent Recoupment 25

¢ Estimate Reporting 03

Transaction codes are two-digit codes that describe each payment and
recoupment activity. These transaction code activities include, but are not
limited to:

*Royalty due from sales,

*Minimum Royalty

*Rent (non-recoupable & recoupable)
*Rent Recoupment

*Estimate Reporting

A transaction code (TC) is required on all lines, and determines which
fields must be completed.
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Transaction Code 01
Royalty Due

* Due Monthly on every lease or lease-agreement
combination with sales

* Separate line for each lease or lease agreement
combination, sales type code, product code, and sales
month

* Double entry adjustments

Lease terms and Federal regulations require lessees to pay royalties on producing
Federal and Indian leases. The lessee must pay its royalty obligation as specified
by the lease or designated by ONRR.

Do not combine Federal and Indian leases on the same report. A separate report
is required for each.

Transaction Code 01 is used to report royalty on both Federal and Indian Leases.

In addition to the transaction code field, please refer to the separate handout that
outlines fields that must be completed on your 2014 Report for each different
Transaction Code.
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Transaction Code 01
Detail Line

Line Number 1
APl Well Number XX
MMS Lease Number 0490129432
MMS Agreement Number XX
Product Code 01
Sales Type Code

ARMS

Sales MO/YR 072011
Transaction Code 01
Adjustment Reason Code XX
Sales Volume 1280.00
Gas MMBtu 00
Sales Value 704.00
Royalty Value Prior to Allowances 88.00
Transportation Allowance 0.00
Processing Allowance 0.00
Royalty Value Less Allowances 88.00
Payment Method Code 3
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Implied Relationships

Royalty Value PA 2747.00
= Royalty Rate ——— = .125
Sales Value 21975.00

Monitored for royalty rate verification

Sales Value 21975.00
= Price Per Unit —— = $50.00

Sales Volume 439.50

Monitored for reasonable pricing

ONRR uses system edits to determine the validity of the data reported on
the Form 2014.

Edits for Transaction code 01 will compare the sales volumes and sales
values to determine if the royalty rate and pricing are within established
guidelines.

You can determine the royalty rate by dividing your royalty value prior to
allowances by sales value.

Be sure that the royalty rate calculated matches the lease terms. If unsure
what royalty rate is in the ONNRR system, contact the Minerals Revenue
Specialist to verify. The current listing of Royalty Error Correction
Specialists can be found on the internet at:

http://www.ontr.gov/FM/PDFDocs/royassign.pdf

Be sure to use the correct Royalty Rate and not the Division Order
percentage.

The Royalty Rate error is now fatal in the eCommerce system and will not
allow submission of the 2014 if the royalty rate is not calculated correctly.

119



Office of Natural-Resoirces Revenue

Lease Level aments

TC 02
TC 04
TC 05
TC 25

Minimum Royalty (MR)
Rent (non-recoupable)
Rent (recoupable)
Recoup Advance Rent

Payments are based on lease terms

Do not report the agreement number, product
code, or sales type code

Do not report the sales volume or sales value since
they are not associated with the payment
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Transaction Code 02
Minimum Royalty (MR)

* Due on producing Federal and Indian leases
* Obligation may be fulfilled by production

* Report and payment must be received on or
before the last day of the lease year,
regardless of an estimate

* Automatically invoiced if not paid or
reported incorrectly with the wrong sales
month/year

Some producing Federal and Indian leases require you to pay a minimum
amount of royalty each lease year. The amount of minimum royalty is
usually determined by the producing acreage in the lease multiplied by a
fee per acre and is in addition to any other fees required under regulation
or lease terms.

You must submit minimum royalty payments for Federal or Indian leases
on Form 2014 on or before the last day of the month of the lease year
regardless of whether you established an estimated payment on the lease.

All the acres in a Federal lease are in a minimum royalty status if any one
of the following applies:

» All the acres are within Participating Agreement (PA)
» The lease is committed to a secondary recovery unit
» The lease is committed to a Communization Agreement (CA)

» The lease contains a producing well or a well capable of
production

NOTE: Ifyou are reporting on Southern Ute Leases , you must include
the agreement numbers from October 2008 forward per the recent edits in
the eCommerce system.

In addition, for electronic reporting, ﬁou must complete both the Royalty
Value Prior to Allowances field and the Royalty Value Less Allowances
field when entering TC 02.
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Transaction Code 02
(Minimum Royalty)
Detail Line
Line Number 1
APl Well Number XX
ONRR Lease Number 0490129432
ONRR Agreement Number XX
Product Code XX
Sales Type Code
XX
Sales MO/YR 072011
Transaction Code 02
Adjustment Reason Code XX
Sales Volume XX
Gas MMBtu 00
Sales Value ) XX
Royalty Value Prior to Allowances  88.00
Transportation Allowance XX
Processing Allowance XX
Royalty Value Less Allowances 88.00
Itis importalt:)natytrg ?H%l%estﬂf)edyggda%e using the correc?3ales month when
reporting minimum royalty

The following fields must be completed to report Transaction Code 02:

1. ONRR converted 10 digit lease number

2. Sales month/year

3. Transaction code — 02

4. Adjustment reason code — leave this field blank for normal monthly reporting. You
must complete this field only when adjusting previous reporting.

5. Royalty value prior to allowances

6. Royalty value less allowances

7. Payment method code

Helpful Tips:

Track royalties throughout the lease year. If royalties meet or exceed the minimum
royalty requirement, the payment is NOT due. Otherwise, report and pay the
difference or the full amount due.

Check within the reporting company or with the operator if there is uncertainty
whether minimum royalty is due.

Minimum royalty payments are due ON or BEFORE the last day of the lease year.

Be careful to use the correct sales month. The system uses the sales month to post
to the lease year.

If the system checks and finds that the minimum royalty has not been paid, and
invoice will be sent by ONRR.
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Rental
Transaction Code 04 (non-recoupable)
Transaction Code 05 (recoupable against

production)
* Annual Payment

* Payment is due on or before lease
anniversary date

* For non-terminable leases, ONRR
automatically invoices if not paid

There are two types of rental — recoupable and non-recoupable. Use
transaction code 04 to report and pay rent payments that are not
recoupable against production. Use transaction code 05 to report and pay
rent payments that are recoupable. The amount of rent due is stipulated in
the lease terms and is, except in some circumstances, due on or before the
lease anniversary date.

Approximately 3 months before the lease anniversary date, ONRR usually
sends a Notice of Rent Due on the lease (Courtesy Notice) to the payor
established in our database. Courtesy Notices are sent for Federal leases
and geothermal site licenses only. If the Courtesy Notice is not received,
do not delay payment, as some leases automatically terminate for
nonpayment. For those leases that do not terminate and payment is not
received by the due date, ONRR will issue an invoice for the amount due.
Interest will be assessed for late payment.

Report the rent for Federal leases and geothermal site licenses by
submitting the 2014 report and the payment or by returning the bottom
portion of the courtesy notice with the payment. Do not report a 2014 and
pay on your courtesy notice.
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Transaction Code 04
(Non-recoupable Rent)

Detail Line
Line Number 1
API Well Number XX
ONRR Lease Number 0490129432
ONRR Agreement Number XX
Product Code XX
Sales Type Code
XX
Sales MO/YR 012012
Transaction Code 04
Adjustment Reason Code XX
Sales Volume XX
Gas MMBtu XX
Sales Value XX
Royalty Value Prior to Allowances 345.00
Transportation Allowance XX
Processing Allowance XX
Royalty Value Less Allowances 345.00
Payment Method Code 3

Example — How to enter a line in your electronic 2014 for non-recoupable
rent.

The required fields for non-recoupable rent include
1. ONRR lease number

Sales month/year — very important!

D

Adjustment reason rode — if adjusting prior reporting
Royalty value prior to allowances

Royalty value less allowances

N B~ LN

. Payment method code

Helpful Tip:

Check the “Data Elements by Transaction Code” handout to verify the
fields that must be completed.
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Transaction Code 05
(Recoupable Rent)

Detail Line

e Line Number 1
e API Well Number XX
¢ ONRR Lease Number 0490129432
¢  ONRR Agreement Number XX
* Product Code XX
» Sales Type Code XX
* Sales MO/YR 012012
e Transaction Code 05
¢ Adjustment Reason Code XX
e Sales Volume XX
¢ Gas MMBtu XX
e Sales Value XX
¢ Royalty Value Prior to Allowances 345.00
» Transportation Allowance XX
* Processing Allowance XX
¢ Royalty Value Less Allowances 345.00
* Payment Method Code 3

The required fields for recoupable rent include
1. ONRR lease number

Sales month/year — very important!

D

Adjustment reason rode — if adjusting prior reporting
Royalty value prior to allowances

Royalty value less allowances

N A WN

. Payment method code

Helpful Tip:

Check the “Data Elements by Transaction Code” handout to verify the
fields that must be completed.
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Transaction Code 25
(Recouping Advance Rental Credits)

e Use in conjunction with TC 05
* Recoup against current revenue

* Rent can be recouped up to 100% of current
revenue within the current lease year
regardless of whether the lease is allotted or
tribal (tent must be reported and paid)

Most Indian lease terms and some Federal lease terms require a rent
payment on producing leases at the beginning of the lease year. When
reporting and paying monthly royalties, recoup these rent payments
against net royalties reported and paid for the lease in the same year. One
hundred percent of the current month’s net royalties reported may be
offset against the rent payment within the same lease year, subject to no
more than the rent payment.

If the payor fails to recoup prior year rents on Indian leases, these rents are
considered an overpayment requiring the use of transaction codes 25, 50,
and 51.

Do not recoup on an Indian lease when any portion of the royalties are
taken in kind by the tribe. For this situation, only recoup previous rent
payments by requesting a refund directly from the tribe. This requirement
also applies to any prior un-recouped rents from a period when royalties
were taken in value.

Report the advance rental credit to ONRR by using transaction code 05.
Frequently, payors make their rent payments several months in advance of
the actual due date. Remember that rental payments cannot be recouped
until royalties are reported and paid within the lease year that the rent
applies.
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Transaction Code 25

Detail Line (Rent Recoupment)

¢ Line Number 1 2
¢ API Well Number XX XX
¢ ONRR Lease Number 0490129432 0490129432
¢ ONRR Agreement Number XX XX
¢« Product Code 01 XX
e Sales Type Code ARMS XX
e Sales MO/YR 012012 012012
¢ Transaction Code 01 XX
¢ Adjustment Reason Code XX XX
¢ Sales Volume 1280 XX
¢ Gas MMBtu XX XX
« Sales Value 704.00 XX
¢ Royalty Value Prior to Allowances 88.00 -88.00
« Transportation Allowance XX XX
¢ Processing Allowance XX XX
¢ Royalty Value Less Allowances 88.00 -88.00
¢« Payment Method Code 3 3

Example — How to enter a line for transaction code 25 on your 2014 report
in eCommerce.

The following fields are required for reporting transaction code 25:

1. ONRR converted lease number

2. Sales month/year

3. Adjustment reason code — if needed
4. Royalty value prior to allowances

5. Royalty Value Less Allowances

6. Payment Method Code

Helpful Tip:

Check the “Data Elements by Transaction Code” handout to verify the
fields that must be completed.
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Estimate Reporting

e What is an estimate?

An estimate is a one-time payment in lieu of
an actual royalty payment

An estimate is a one-time payment in lieu of an actual royalty payment.

Royalty payments are normally required by the end of the month following
the month the company sold or removed the product from the lease;
however, if the payor cannot meet this deadline, the company may
establish an estimated royalty payment (estimate) to give them an
additional month to report and pay actual royalties and possibly avoid late
payment interest charges. An estimate is a one-time payment in lieu of an
actual royalty payment for that month; then in subsequent months you
report and pay the actual royalties. Royalties are then due the last day of
the second month following the month you sold or removed the product
from the lease. If that day falls on a weekend or holiday, the due date is
extended to the next business day.

Report an estimated payment at the lease level. The sales month must be 1
month prior to the report month shown on the 2014 report. Establishing
retroactive estimate balances is not permitted. The 2014 report reflects the
estimate sales month for all products on the lease; therefore, you must
change the sales month for any product not requiring an estimate.
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Estimate Reporting (cont.)

Why establish an estimate?

— Gives an additional month to report and pay
actual royalties

— May help reduce late payment interest charges

Is an estimate cost beneficial?

— Estimate reporting may be helpful if sales data
is not received timely to report to ONRR

An estimate gives the payor an additional month to report and pay actual
royalties, and it may help reduce late payment interest charges.
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How an Estimate Works

First report month:

— Report and pay the one-time estimate payment
in lieu of a royalty payment for that month

Then in subsequent months:

— Report and pay the actual royalties

— Royalties are now due on or before the last day
of the second month following the month the
product was sold or removed from the lease

How an estimate works:

For the first report month, report and pay a one-time estimate payment in
lieu of a royalty payment for that month.

In subsequent months, report and pay your actual royalties

Royalties are now due the second month following the month the product
was sold or removed from the lease.

If that day falls on a weekend or a holiday, it is due the next business day.
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How To Determine The Amount Of an In1t1a1
Estimate Payment

¢ Companies should establish their estimate in an
amount which equals or exceeds the average
monthly royalty liability for the LEASE and
PRODUCT

* Adjust the estimate balance up or down as the
lease royalty liability changes

To determine the amount of an initial estimate payment, establish the
estimate in an amount equal to or exceeding the average monthly royalty
liability for the lease and product.

Adjust the estimate balance up or down as the lease royalty liability

changes. This is critical for the reason that interest may be due if estimates

are too low, however, if an estimate is too high for an extended period of
time, ONRR will not pay interest.

For a given lease and sales month, ONRR compares the lease estimate
balance to the actual royalty paid. Interest is due on the amount that the
royalty payment exceeds the estimate balance. Interest is also due on
amounts paid after the due date for estimate reporting.

It is beneficial maintain a record of all estimate payments and adjustments
for each lease to possibly prevent an over-recoupment of an estimate
balance.

Average monthly royalty payments over the past 6 months to 1 year.
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Transaction Code 03
(Establishing a First-Time Estimate)

Detail Line

Line Number 1
API Well Number XX
ONRR Lease Number 0490129432
ONRR Agreement Number XX
Product Code XX
Sales Type Code XX
Sales MO/YR 072011
Transaction Code 03
Adjustment Reason Code XX
Sales Volume XX
Gas MMBtu XX
Sales Value XX
Royalty Value Prior to Allowances 88.00
Transportation Allowance XX
Processing Allowance XX
Royalty Value Less Allowances 88.00
Payment Method Code 3

*Sales month on the estimate line must be one month prior to the report month (in lieu of royalties)
*An adjustment reason code is not required when establishing an estimate for the first-time.

When you establish a new estimate for the first time, use transaction code
03 and no adjustment reason code. Thereafter, use transaction code 03
and adjustment reason code 32 to adjust your estimate balance (even if
your estimate is reduced to zero and then you increase the balance at a
later date). Use a single line entry on the Form 2014 to increase or decrease
the amount of an estimate. The estimate payments are disbursed to the
entitled recipient; therefore, you must follow the proper procedures in
accordance with Federal and Indian recoupments and refunds.
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How to Change the Amount of an Estimate

* Use a single line entry in the 2014 report to
increase or decrease the amount of an estimate

¢ Use transaction code 03 with adjustment reason
code 32

To change the amount of an estimate:

Use a single line entry to increase an estimate using transaction code (T'C)03 and
adjustment reason code (ARC)32

To adjust an estimate use ARC 32 (even with a balance of zero, it is still considered to
be a balance).

The system looks at the payor code and lease to identify whether or not there is an
estimate balance.

Do not adjust the estimate every month as this is unnecessary if there is no increase or
decrease of production.

Once the estimate is established, only increase or decrease if the production changes.

If you need to move estimates from lease to lease or payor code to payor
code, you must contact ONRR. The reporter is not allowed to perform this

function
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Transaction Code 03
(Increasing/Decreasing an Estimate)

Detail Line

¢ Line Number 1

¢ API Well Number XX

*  ONRR Lease Number 0490129432

* ONRR Agreement Number XX

¢ Product Code XX

*  Sales Type Code XX

. Sales MO/YR 072011

¢  Transaction Code 03

*  Adjustment Reason Code 32

¢  Sales Volume XX

¢ Gas MMBtu XX

¢ Sales Value XX

*  Royalty Value Prior to Allowances -88.00

*  Transportation Allowance XX

*  Processing Allowance XX

*  Royalty Value Less Allowances -88.00

*  Payment Method Code 1

Once an estimate is established, any increase or decrease requires an
adjustment reason code 32

Increase the amount of the estimate by entering a positive value in the
royalty value prior to allowances (RVPA) and the royalty value less
allowances (RVLA) fields.

Decrease the amount of the estimate by entering a negative value in the
royalty value prior to allowances (RVPA) and the royalty value less
allowances (RVLA) fields.

Be sure to use the adjustment reason code (ARC) 32 when making the
adjustment.

134



S,

Office of Natutal Re

How to Recoup an Estimate

* Recoup Federal estimates anytime

* Recoup Indian estimates according to Indian
recoupment limitations (estimate payments are
overpayments, not required by terms)

¢ Estimate payments are disbursed by ONRR to the
entitled recipients

How to recoup an estimate:

Follow the proper procedures in accordance with Federal and Indian
recoupments and refunds.

Recoup Federal estimates at any time against any lease.

Estimates for Indian leases are lease specific and are subject to
recoupment limitations.

Recoup tribal leases at 100% and allotted leases at 50% against current
revenue.

Reminder: The estimate payments are disbursed to the entitled recipient.
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An estimate is NOT needed for all products

¢ The estimate sales month will reflect all products
on the lease (rolled-up to the lease level)

¢ Companies need to use the correct sales month for
any product not requiring an estimate

Establish an estimate balance at lease level, not for a specific product.

Report the correct sales month depending on which product on the 2104
report will have an established estimate.

Once the estimate is established, report the sales month as 2 months prior
to the report month for actual production reporting.
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Transaction Code 03
(Multiple Products and Establishing an Estimate)

Detail Line

¢ Line Number 1 2
* APl Well Number XX XX
¢« ONRR Lease Number 0490129432 0490129432
¢ ONRR Agreement Number XX XX
¢ Product Code 01 ??
¢ Sales Type Code ARMS ??
¢« Sales MO/YR 012012 2?2?77
¢ Transaction Code 01 03
¢ Adjustment Reason Code XX XX
¢ Sales Volume 1280 XX
« Gas MMBtu XX XX
e Sales Value 704.00 XX
* Royalty Value Prior to Allowances 88.00 ?7?
e Transportation Allowance XX XX
* Processing Allowance XX XX
* Royalty Value Less Allowances 88.00 ??
¢ Payment Method Code 03 03

Situation: Lease has oil and gas sold for the month of March. Payor only receives the sales
data for oil by the report due date

Scenario: Company receives oil run tickets timely, gas plant statements
are received late. What fields must be completed on your monthly report
for each product? (You are setting up the estimate for Line 2 for $1000.00)

Line 1.

Line 2.
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Transaction Code 03
(Multiple Products and Establishing an Estimate)

Detail Line

Line Number
API Well Number

1
XX

2
XX

* ONRR Lease Number 0490129432 0490129432

¢ ONRR Agreement Number XX XX
¢ Product Code 01 04
* Sales Type Code ARMS ARMS
¢ Sales MO/YR 012012 012012
¢ Transaction Code 01 03
¢ Adjustment Reason Code XX XX
¢ Sales Volume 1280 XX
¢ Gas MMBtu XX ??
¢ Sales Value 704.00 ?7?
« Royalty Value Prior to Allowances 88.00 1,000.00
« Transportation Allowance XX XX

« Processing Allowance XX XX
* Royalty Value Less Allowances 88.00 1,000.00
¢ Payment Method Code 03 03

Solution:

Product Code 04
Sales Type Code ARMS
Transaction Code 01
RVPA 1000.00
RVLA 1000.00
Payment Method 3

Solution Hint: If reporting after the 10" of the month, note that the report
month changes. If you set up estimates for a particular sales date, you
may want to send them in on a separate report if you are having difficulty
with corrections and overrides, and you may not be finished by the 10t* of
the month.
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Transaction Code 03
(Multiple Products and Establishing Estimate cont.)

Detail Line

e Line Number 1 2 3
* APl Well Number XX XX XX
* ONRR Lease Number 0540077770 0540077770 0540077770
¢ ONRR Agreement Number XX XX XX
¢ Product Code 01 04 XX
e Sales Type Code ARMS ARMS XX
¢ Sales MO/YR 022012 2?2?2777 2?22?77
¢ Transaction Code 01 01 03
¢« Adjustment Reason Code XX XX 32
¢ Sales Volume 1280 XX XX
e Gas MMBtu XX ?7? XX
e Sales Value 704.00 ?7? XX
* Royalty Value Prior to Allowances 88.00 ?? ??
« Transportation Allowance XX XX XX
« Processing Allowance XX XX XX
¢ Royalty Value Less Allowances 88.00 ?7? ?7?
« Payment Method Code 03 03 03

Once a payor has established an estimate for a lease, they need to make sure they report the correct sales
month and adjust their estimate accordingly

Scenario: Company established estimate last month. This is production
month February. How would you report oil & gas on your Form 2014 if
you have that estimate established and you want to increase your estimate
for increased production by $500.00?

Line 1:

Line 2: Your Sales Value is $12,000. The Royalty Rate is 12.5%, and the
price is $5.00. The Btu factor is 1.51.

Line 3:
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Transaction Code 03
(Multiple Products and Establishing Estimate cont.)
Detail Line
e Line Number 1 2 3
* APl Well Number XX XX XX
¢ ONRR Lease Number 0540077770 0540077770 0540077770
¢ ONRR Agreement Number XX XX XX
¢ Product Code 01 04 XX
e Sales Type Code ARMS ARMS XX
¢ Sales MO/YR 022012 012012 022012
¢ Transaction Code 01 01 03
¢« Adjustment Reason Code XX XX 32
¢ Sales Volume 1280 1589.40 XX
e Gas MMBtu XX 2,400.00 XX
¢ Sales Value 704.00 12,000.00 XX
* Royalty Value Prior to Allowances 88.00 1,500.00 500.00
« Transportation Allowance XX XX XX
« Processing Allowance XX XX XX
¢ Royalty Value Less Allowances 88.00 1,500.00 500.00
¢« Payment Method Code 3 3 3
Once a payor has established an estimate for a lease, they need to make sure they report the correct sales
month and adjust their estimate accordingly

Solution:

Line 2:

Sales Month 012012
Sales Volume 1,589.40
Gas MMBtu 2,400.00
Sales Value 12,000.00
RVPA 1,500.00
RVLA 1,500.00
Line 3:

Sales Month 022012
RVPA $500.00
RVLA $500.00
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The ONRR Financial System uses estimate
balances in late payment interest calculations

* The ONRR financial system tracks estimate balances

* For a given lease and sales month, the ONRR financial
system compares the lease estimate balance to the actual
royalty paid under the estimate

* Interest is due on the amount that the royalty payment
exceeds the estimate balance

* Interest is also due on amounts paid after the due date for
estimate reporting.

The rationale for ONRR’s tracking of estimate balances is that interest
may be due if estimates are too low, however, if an estimate is too high for
an extended period of time, ONRR will not pay interest.

For a given lease and sales month, ONRR compares the lease estimate
balance to the actual royalty paid. Interest is due on the amount that the
royalty payment exceeds the estimate balance. Interest is also due on
amounts paid after the due date for estimate reporting. Therefore, it is to

your benefit to maintain a record of all estimate payments and adjustments

for each lease to possibly prevent an overrecoupment of an estimate
balance.
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Maintain Estimate Balance Records

* The 2014 estimate balance report summarizes
ONRR’s records of estimate transactions.

¢ Companies can access this monthly report in their
company folder through the internet (Data Portal)
at https://dwportal.mms.gov/

¢ Companies should keep a record of their estimate
payments by lease and reconcile balances at least
yearly

Keep track of estimate balance payments and adjustments for each lease.

Access the estimate balance detail and summary reports through the
company specific payor folder in the Data Warehouse Portal.

Check the payor folders weekly for new information

Reconcile estimate balances yearly against the estimate balance detail.

**ONRR will attempt to provide data when requested, but adequate staff
is not available to respond to frequent and numerous requests for data.
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Reporting Exercise

* Rocky Mountain Oil & Gas sold unprocessed gas (product code 04)
from lease 049-012345-0 for sales month January 2012 to an unaffiliated
company

¢ Lease participates in the Laramie Unit 891-001234-0

* Total agreement production volume is 3000 mcf

* Lease receives a 20 percent allocation from the unit

* Btu content is 1.150

* Price per MMBTU is $5.00

* Lease royalty rate is 12 %2 Percent

* Payment by EFT

Reporting Exercise for classroom experience
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Reporting Exercise Answer

Total agreement production volume x tract percentage x
Federal mineral ownership interest = sales volume

3000 mcf x 0.20 x 0.5 = 300 mcf

Sales volume x Btu content = Gas MMBtu

300 mcf x 1.150 MMBtu/mcf = 345 Gas MMBtu
GAS MMBtu x price per unit = sales value
345 MMBtu x $5.00/MMBtu = $1,725.00 Sales Value

Sales value x lease royalty rate = royalty value
$1,725.00 x 0.125 = $215.63 Royalty Value

Solution to the Reporting Exercise Scenario

If reporting gas product codes (PC 03 or PC 04), the sales value is the sales
volume in MCF times the MCF price or the MMBtu times the MMBtu
price.
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Adjustments,
Recoupments & Refunds



ADJUSTMENTS,
RECOUPMENTS &
REFUNDS

Whenever you submit incorrect data on Form 2014, you must make subsequent
adjustments to correct the information. An adjustment is any correction made
on Form 2014 to a previously reported line. You make adjustments to:

¢ DPay additional monies,
* Recoup overpaid and over reported amounts, or
* Change information that has no effect on payments.

Adjustments, and the way they are reported, are atfected by the lease type
(Federal or Indian) and the time period.



Adjustment

Correction made on Form 2014 to a
previously accepted line to report:

* Additional monies

» Change information that has no effect on
payments

Two-line entry required (except estimates):

* Reverse original line as accepted into the
MRM financial system, and as converted to the
new Form 2014 format

» Enter adjusting line
* Adjustment reason code required on both lines

An adjustment is a correction that you make on the Form 2014 to a
previously accepted line to report additional monies or to make a change
that does not effect the payment (for example, correct your product code,
sales type code, sales month etc.)

*  You will adjust a line by reversing the original line as it accepted into
the ONRR system, and as converted to the new Form 2014 format (using
a valid ARC).

e Then, you will report the line correctly (also using a valid ARC).

e The two-line reversal is not used for estimate reporting. You will
increase or decrease an estimate balance using a single-line entry.



Adjustment Reason Codes

« Valid Adjustment Reason Codes
(ARC)

10 Adjustment

At the request of industry, we consolidated the ARCs
wherever possible. Unless instructed otherwise by
MRM, industry can report volume, value, and royalty
rate adjustments using ARC 10.

15 Marginal Property True-Up

16 Major Portion/Dual Accounting (post 01/01/2000)
17 MMS-Initiated Compliance Adjustment

32 Estimate Adjustment

35 Unit Participating Area/Communitization
Agreement Adjustment

49 Index Zone/Dual Accounting Price
Adiustment

Notice the valid and invalid ARC’s for the new Form 2014. We continue
to see many rejected lines with invalid ARC’s.

For more information on Adjustment Reason Codes, See the Minerals
Revenue Reporter Handbook, Appendix F, Adjustment Reason Codes.



Recoupment

 An adjustment on Form 2014 that
results in a net negative total for the
transaction.

* ONRR prefers the credit is recovered
from the balance of the document.

« Fastest and most cost-efficient way
to correct an overpayment.

If you make an adjustment that does effect the monies and results in a net
negative total for the transaction, this is considered a recoupment. Then, you
can recover the credit from the balance of the document.

* A recoupment is the fastest and most cost-efficient way to correct an
overpayment.

*  ONRR prefers that you recoup your overpayment in this way.



Refund

A payment made by ONRR to a payor. ONRR
prefers overpayments to be recouped against
revenue on Form 2014. Otherwise, notify
ONRR by telephone, fax, or in writing of a
refund request. Include the following:

« Explanation of how overpayment
occurred

 Request for a specific amount

 Taxpayer Identification or Social
Security Number

« Correcting Form 2014 or copy of check

A refund is when ONRR directs the U.S. Treasury to issue funds to a payor for an
overpayment. ONRR PREFERS OVERPAYMENTS TO BE RECOUPED
AGAINST REVENUE ON YOUR FORM 2014. However, if you request a
refund through ONRR, notify us by telephone, fax, or in writing and include the
tollowing:

* A brief explanation of how the overpayment occurred
e A request for a specific amount

*  Your taxpayer identification number or social security
number if you are an individual. ONRR must include this number on all
checks or wire payments made by the U.S. Treasury.

e A propertly completed Form 2014 that reverses the originally reported
overpayment and then reports the correct data. The net difference
represents the amount of your refund request or,

e Ifyou did not report the overpayment on Form 2014, provide a copy of the
check or wire transfer information to help us identify your overpayment.



Refund (cont.)

ONRR will send your refund
electronically. Include the following:

* Payor name
* Bank name, city, and state

* Nine-digit American Banking
Association (ABA) number

e Bank account number and account
type (c - checking or s - savings)

The Debt Collection Improvement Act of 1996 requires ONRR to send all
Federal payments electronically unless the recipient certifies that they do not

have an account at a financial institution.

To process the funds electronically, include the following:

Payor name
Your bank name, city, and state
Your 9-digit American Banking Association (ABA) number

Your bank account number and account designation
(c - checking or s - savings)
Your taxpayer identification or social security number



Federal Leases

Adjustment must be made within 6 years from
obligation due date (6-year adjustment period).

Recoupment must be taken within 6 years
from obligation due date (6-year adjustment period).

Refund request must be submitted within 6 years
from obligation due date (6-year adjustment period).

You must make adjustments within 6 years from the obligation due date. For

example, you must make any adjustments to the December 2005 sales period before
the last day of January 2012.

You can adjust overpayments and underpayments discovered during an audit if they
exceed the 6-year adjustment period only after a written notice is approved by the
Secretary or the applicable delegated State (tolling agreement).

In the event that the lines adjusting lines reject, you must contact your Royalty
Error Specialist and provide a copy of the issue letter, audit report, order, and/or
data mining email request/ordet.



Federal Recoupment

Situations
» Overpaid/Reported Royalties Correctly

— No adjusting Form-2014 necessary.

— Use credit toward the payment of the next
amount due to any lease.

— Please notify your assigned ONRR Accountant.

» Overpaid and Over-Reported Royalties

— Must reverse original entry and rebook line with
correct data.

— ONRR prefers adjustment be added to the next
Form-2014 that has an amount due to ONRR.

Helpful Hint: You must go and review your original lines in the data
warehouse and not back out what is in your system. There may be a
discrepancy due to overrides, changes, etc.



MAKING AN ADJUSTMENT THAT DOES
NOT EFFECT ROYALTIES

Detail Line
e Line Number 1 2
« APl Well Number
e MMS Lease Number 049012943A 049012943A
¢ MMS Agreement Number 8910012340
¢ Product Code 04 04
e Sales Type Code ARMS ARMS
e Sales MO/YR 072011 072011
e Transaction Code 01 01
¢ Adjustment Reason Code 10 10
e Sales Volume -1280.00 1280.00
e Gas MMBtu -1408.00 1408.00
e Sales Value -704.00 704.00
« Royalty Value Prior toAllowances -88.00 88.00
e Transportation Allowance 0.00 0.00
¢ Processing Allowance 0.00 0.00
* Royalty Value LessAllowances -88.00 88.00
¢ Payment Method Code 3 3

To correct a Federal reporting error that does not effect the monies,
reverse the original line as accepted and enter the adjustment to report the
correct information using ARC 10.

Remit check in the amount of $0.00 (net difference).

First Step: Go to the Data Warehouse and find the original line (do not
use your own history).

Second Step: Reverse your original line using the appropriate adjustment
reason code.

Third Step: Rebook your line ensuring that you use the same adjustment
reason code as your reversal line.

Don’t forget: Your payment method even if it is a negative royalty.
For estimate adjustments always use ARC 32.

If you are making adjustments for an audit, do not reverse estimates as this
1s an unnecessary step.



MAKING AN ADJUSTMENT THAT DOES
EFFECT ROYALTIES

Detail Line
e Line Number 1 2
e APl Well Number
¢ MMS Lease Number 049012943A 049012943A
¢ MMS Agreement Number 8910012340
e Product Code 04 04
e Sales Type Code ARMS ARMS
e Sales MO/YR 072011 072011
e Transaction Code 01 01
¢ Adjustment Reason Code 10 10
e Sales Volume -1280.00 1280.00
+ Gas MMBtu -1408.00 1408.00
e Sales Value -4224.00 4224.00
¢ Royalty Value Prior toAllowances -528.00 616.00
e Transportation Allowance 0.00 0.00
¢ Processing Allowance 0.00 0.00
¢ Royalty Value LessAllowances -528.00 616.00
¢ Payment Method Code 3 3

To correct a Federal reporting error that does effect the monies, reverse
the original line as accepted and enter the change to the Royalty Value
Less Allowance to report the correct information using ARC 10.

Remit check in the amount of $88.00 (net total of report).

First Step: Go to the Data Warehouse and find the original line (do not
use your own history).

Second Step: Reverse your original line using the appropriate adjustment
reason code.

Third Step: Rebook your line ensuring that you use the same adjustment
reason code as your reversal line.



Indian Tribal and Allotted Leases
S

Adjustment
You can make corrections at any time to report:
* Additional monies

* Change information that has no effect on
payments (no cross-lease netting)

Refund
ONRR cannot refund payments
» Allotted leases - refund not possible

e Tribal leases - company must request from

appropriate Tribe

An adjustment is a correction that you make on the Form 2014 to a previously accepted line
to report additional monies or to make a change that does not effect the payment (for
example, correct your product code, sales type code, sales month etc.)

*ONRR cannot refund allotted and tribal payments; therefore, be very careful when you
report and pay Indian leases.

We are going to discuss some different scenarios to either recoup or get a refund for
overpayments on allotted or tribal leases.

*If you overpay an allotted lease and you are the responsible payor to report and pay royalties
on the lease and it is producing, you can recoup the overpayment (50 percent) against current
revenue on that lease. You must establish that overpayment using Transaction Code 50
(Indian Recoupable Balance). If the lease is not producing, you will be unable to get a refund
from the allottee. If you sold the lease and it is producing, you can ask the new payor if they
will recoup the overpayment for you by transferring your recoupable balance (TC 50) to them.

To recoup your recoupable balance, you must use Transaction Code 51 (Indian Recoupment
Taken).

*If you overpay a tribal lease and you are the responsible payor to report and pay royalties on
the lease and it is producing, you can recoup the overpayment (100 percent) against current
revenue on that lease, or request a refund from the appropriate tribe. You must establish that
overpayment using Transaction Code 50 (Indian Recoupable Balance). If you are no longer the
responsible payor or the lease is not producing, you can request permission from the tribe to
recoup the balance from other tribal leases that you report and pay current revenue. If you
sold the lease and it is producing, you can ask the new payor if they will recoup the
overpayment for you by transferring your recoupable balance (T'C 50) to them. To recoup
your recoupable balance, you must use Transaction Code 51 (Indian Recoupment Taken).

NOTE: Ifyou are going to transfer Indian estimates or recoupable
balances, you must contact your Royalty Error Specialist to perform this
action for you. Reporters/Payors are not allowed to transfer the balances.



Recoupment
Comparison
TRIBAL 2 ALLOTTED

% ©

Under protection of Owned by an individual
Indian Tribe Indian

TC 50/51 TC 50/51

Recoup up to 100% of net Recoup up to 50% of net
current revenues current revenues

Lease specific Lease specific

With written permission from
the Tribe, may recoup from
other tribal leases

Lets look at the difference between tribal and allotted lease Recoupment
procedures.

Tribal: The payment is disbursed to the tribe. If you overpay a tribal lease, you
can set up a recoupable balance (TC 50) and recoup against current revenue using
(TC 51). You can recoup up to 100% of net current revenue against the same
lease as the overpayment. If you overpay a tribal lease and are unable to recoup
the balance, you can request permission from the tribe to recoup the balance
from other tribal leases.

Allotted: The payment is disbursed to an individual allottee; therefore, the
recoupment is prorated so that the current revenue is not reduced by more than
50 percent. If you overpay an allotted lease, you can set up a recoupable balance
(TC 50) and recoup against current revenue using (T'C 51) on the same lease as
the overpayment. If you overpay an allotted lease and are unable to recoup the
balance, you will not be able to get a refund.

Note: Keep track of your recoupable balances by payor code and lease number
because if you try to recoup more than the balance, the line will reject.



Indian Recoupment Situations

* Overpaid - Reported Royalties Correctly
— No adjusting Form-2014 necessary.

— Use credit toward the payment of the next amount due to any Indian
lease. Please notify your assigned ONRR Accountant.

* Overpaid on a Tribal Lease (PMC 7) - Reported

Royalties Correctly
— No adjusting Form-2014 necessary.

— Use credit only to reduce future payments to that specific tribal lockbox.
Please notify your assigned ONRR Accountant.

* Overpaid and Over-Reported Royalties
— Must reverse original entry and rebook line with correct data
— Must establish recoupable balance for the specific Indian lease(s) in
which the error(s) occutred with a Transaction Code 50.
— Once TC 50 is established, recoup with TC 51 against curtent month’s
net revenue due on the same lease until fully recouped.




MAKING AN ADJUSTMENT THAT DOES
NOT EFFECT ROYALTIES

Detail Line
e Line Number 1 2
« APl Well Number
e MMS Lease Number 6340027270 6340027270
¢ MMS Agreement Number 8910012340
e Product Code 04 04
e Sales Type Code OINX OINX
* Sales MO/YR 012012 012012
e Transaction Code 01 01
¢ Adjustment Reason Code 10 10
e Sales Volume -1280.00 1280.00
¢ Gas MMBtu -1408.00 1408.00
e Sales Value -704.00 704.00
« Royalty Value Prior toAllowances -88.00 88.00
e Transportation Allowance 0.00 0.00
¢ Processing Allowance 0.00 0.00
* Royalty Value Less Allowances -88.00 88.00
« Payment Method Code 3 3

To correct a Indian reporting error that does not effect the monies, reverse
the original line as accepted and enter the adjustment to report the correct
information using ARC 10.

Remit check in the amount of $0.00 (net difference).

First Step: Go to the Data Warehouse and find the original line (do not
use your own history).

Second Step: Reverse your original line using the appropriate adjustment
reason code.

Third Step: Rebook your line ensuring that you use the same adjustment
reason code as your reversal line.

Don’t forget: Your payment method even if it is a negative royalty.
For estimate adjustments always use ARC 32.

If you are making adjustments for an audit, do not reverse estimates as this
1s an unnecessary step.



Indian Tribal Lease vs. Allotted
ease Recoupment Example

- The Reporter reported an incorrect volume:
Reported 10,000 Mcf
Should be 1,000 Mcf

- The leases have a 20 percent royalty rate.

- The overpayment occurred on report month
February 2012 for January 2012 production.

- A correction will be made on the March
2012 report at which time the March 2012
production will also be reported.

We will go through an example to show you the difference in reporting between Indian
allotted and tribal leases.

The lease information shown will remain the same for both examples; only the reporting
will be different.



MAKING AN ADJUSTMENT THAT DOES

EFFECT ROYALTIES
TRIBAL

Detail Line Reversing Rebook  SetUp 50 Current Roy Recoup 51
Line No. 1 2 3 4 5
API No.
Lease No. 6340027270 6340027270 6340027270 6340027270 6340027270
Agreement No. 8910012340 8910012340
PC 04 04 04
STC OINX OINX OINX
Sales MO/YR 012012 012012 012012 022012 022012
TC 01 01 50 01 51
ARC 10 10
SV -10000.00 1000.00 0.00 1200.00 0.00
Gas MMBtu -11100.00 1110.00 0.00 1332.00 0.00
Sales Value -33300.00 3330.00 0.00 4329.00 0.00
RVPA -6660.00 666.00 5994.00 865.00 -865.00
TA 0.00 0.00 0.00 0.00 0.00
PA 0.00 0.00 0.00 0.00 0.00
RVLA -6660.00 666.00 5994.00 865.00 -865.00
PM 3 3 3 3 3

To correct the original line reported on Form 2014:

Go to the Data Warehouse and find the original line (do not use your own history).

*Line 1: Reverse the original line as accepted into the ONRR’s system (using a valid
ARC)

*Line 2: Enter the adjustment line to report the correct volume (using a valid ARC).

*Line 3: Use TC 50 to establish a recoupable balance to offset the overpayment. The
royalty value for TC 50 is a positive amount and is the difference between line one and
line two (your document total will be zero). The sales month will match your royalty
line in which the overpayment occurred.

For report month March 2012 and sales month February 2012, you can recoup against
the T'C 50 balance that you established the prior month.

Line 4: Current Production

*Line 5: Use TC 51 to recoup the overpayment. For Indian tribal leases, you can
recoup up to 100 percent of current revenue due for the lease. The sales month will
match your royalty line in which you are recouping against.

The royalty value for February production is $865.80. You can recoup 100 percent of
$865.80. You own nothing.



MAKING AN ADJUSTMENT THAT DOES
EFFECT ROYALTIES

ALLOTTED
Detail Line Reversing Rebook  SetUp 50 Current Roy Recoup 51
Line No. 1 2 3 4 5
API No.
Lease No. 6340027270 6340027270 6340027270 6340027270 6340027270
Agreement No. 8910012340 8910012340
PC 04 04 04
STC OINX OINX OINX
Sales MO/YR 012012 012012 012012 022012 022012
TC 01 01 50 01 51
ARC 10 10
SV -10000.00 1000.00 0.00 1200.00 0.00
Gas MMBtu -11100.00 1110.00 0.00 1332.00 0.00
Sales Value -33300.00 3330.00 0.00 4329.00 0.00
RVPA -6660.00 666.00 5994.00 865.00 -432.50
TA 0.00 0.00 0.00 0.00 0.00
PA 0.00 0.00 0.00 0.00 0.00
RVLA -6660.00 666.00 5994.00 865.00 -432.50
PM 3 3 3 3 3

To correct the original line reported on Form 2014:

Go to the Data Warehouse and find the original line (do not use your own history).

*Line 1: Reverse the original line as accepted into the ONRR’s system (using a valid
ARC)

*Line 2: Enter the adjustment line to report the correct volume (using a valid ARC).

*Line 3: Use TC 50 to establish a recoupable balance to offset the overpayment. The
royalty value for TC 50 is a positive amount and is the difference between line one and
line two (your document total will be zero). The sales month will match your royalty
line in which the overpayment occurred.

For report month March 2012 and sales month February 2012, you can recoup against
the T'C 50 balance that you established the prior month.

Line 4: Current Production

*Line 5: Use TC 51 to recoup the overpayment. For Indian Allotteed leases, you can
recoup up to 50 percent of current revenue due for the lease. The sales month will
match your royalty line in which you are recouping against.

*The royalty value for February production is $865.80. You can recoup 50 percent of
$865.80. You own $432.50.



Transaction Code 25

Advance rental payments (TC 05) are
NOT considered overpayments.

Recoupments (TC 25) of advance
rental payments (TC 05) are NOT
subject to recoupment limitations within
the current lease year (recoup 100%).

Tip: Recoup the current lease year rent
before recouping any already
established recoupable balance.

ONRR does not consider advance rentals overpayment therefore, the Indian
recoupment procedures do not apply.

So once you have reported and paid your recoupable rent (T'C 05) begin recouping
it the following month or two if you have an estimate established, at 100% against
your current revenue within the current lease year. This applies to both

allotted and tribal leases.

We continue to see payors recoup only 50% on allotted leases within the current
lease year.

Be sure to recoup your current lease year rent before recouping any recoupable

balance (TC 50). This is not a rule but a suggestion.

Note: Be sure to keep track of your recoupable and rental balances.



Indian Lease Example Recouping Current Year
Rental
Current Royalties Recouping
Detail Line Rent
e Line Number 1 2
* APl Well Number
* MMS Lease Number 5350012860 5350012860
* MMS Agreement Number 8910012340
e Product Code 04
e Sales Type Code OINX
e Sales MO/YR 022012 022012
* Transaction Code 01 25
¢ Adjustment Reason Code
e Sales Volume 720.00 0.00
* Gas MMBtu 845.00 0.00
e Sales Value 4329.00 0.00
¢ Royalty Value Prior to Allowances 865.00 -800.00
« Transportation Allowance 0.00 0.00
¢ Processing Allowance 0.00 0.00
¢ Royalty Value Less Allowances 865.00 -800.00
¢ Payment Method Code 3 3

Note: Current year rent must be reported and paid before recouped against current
royalties.

Assume the annual rent of $800 was paid and reported by the annual due date of Jan
1,2012.

Recoup the current year rent at 100% of the current revenue, regardless of the
Indian lease type.

For report month March 2012 and sales month February 2012, you can
recoup the current lease year rent.

e Use TC 25 to recoup the current year rent payment at 100%. Leaving
net revenues of $65.00. (Revenue $865.00 — Rent Recoup $800.00 =
$65.00)

*The sales month will match your royalty line in which you are recouping
against.



Indian Example Recouping
Past Year Rental
Detail Line Current Roy Recoup Past Set Up 50
Rental
Line No. 1 2 3
API No.
Lease No. 6340027270 6340027270 6340027270
Agreement No. 8910012340
PC 04
STC OINX
Sales MO/YR 022012 012011 012012
TC 01 25 50
ARC 10 10
SV 720.00 0.00 0.00
Gas MMBtu 845.00 0.00 0.00
Sales Value 4329.00 0.00 0.00
RVPA 865.00 -800.00 800.00
TA 0.00 0.00 0.00
PA 0.00 0.00 0.00
RVLA 865.00 -800.00 800.00
PM 3 3 3

REMEMBER — Current Rent Recoupments are NOT Overpayments.

Rent Recoupments Outside the lease year ARE overpayments.
OVERPAYMENTS NEED A TC50.

Facts:
Jan 2011 past royalties paid were $850.00
Annual 2011 rental $800 was reported/paid timely.

To recoup a past year rental:
1. Rent must be paid.

2. Only recoup up to the total royalties paid during the lease year minus any TC 03
estimates and TC51 Indian Recoupments.

3. Now follow same procedures to recoup a current year rental (T'C 25) except payor
must set up a recoupable balance (T'C 50) to offset. Payor can begin recouping
with TC 50 against any new revenue at the proper rate with TC 51.



Indian Lease Example
Recouping Current/Past Rental and Recoupable Balances
Detail Line Current Roy Recoup Past Set Up 50 Current Reduce Recoup
Rental Rent Recoup Balance
Line No. 1 2 3 4 5
API No.
Lease No. 6340027270 6340027270 6340027270 6340027270 6340027270
Agreement No. 8910012340
PC 04
STC OINX
Sales MO/YR 022012 012011 012012 022012 022012
TC 01 25 50 25 51
ARC 10 10
SV 720.00 0.00 0.00 0.00 0.00
Gas MMBtu 845.00 0.00 0.00 0.00 0.00
Sales Value 4329.00 0.00 0.00 0.00 0.00
RVPA 865.00 -800.00 800.00 -800.00 -32.50
TA 0.00 0.00 0.00 0.00 0.00
PA 0.00 0.00 0.00 0.00 0.00
RVLA 865.00 -800.00 800.00 -800.00 -32.50
PM 3 3 3 3 3

On same report (lease specific), determine your current net revenues: new royalties
minus any current year rent recoupment ($865.00 - $800.00 = $65.00).

Recoup any recoupable balance against the remaining revenue.

If lease is tribal, add TC 51 for -65.00. If allotted, TC 51 = $-32.50 (1/2 $65.00).
Resulting in report total and payment: Tribal = Zero, Allotted = $32.50.

For report month March 2012 and sales month February 2012, you can recoup the
current lease year rent, as well as, any T'C 50 balance that you established previously or
on the current report.

*Use TC 25 to recoup the current year rent payment at 100%. Leaving net revenues of
$65.00 left to recoup ($865.00- $800.00).

*Use TC 51 to recoup any overpayment. For Indian allotted leases, you may not
exceed 50 percent of current net revenue due for the lease.

*The sales month will match your royalty line in which you are recouping against.

*You can recoup 50 percent of the net revenue of $65.00 which equals $32.50,
assuming that the recoupable balance equals or exceeds $32.50.



Transaction Code 03

Reductions to estimated payments (TC
03) ARE subject to recoupment
limitations (tribal 100%, allotted 50%)

Tip: Recoup the current lease year rent
before recouping any estimate balance.

*  Keep in kind that if you reduce an estimate balance, you ARE subject to the
recoupment limitations (tribal 100%, allotted 50%).

 If recouping both a current year rent and reducing an established estimate
balance, recoup the rent at 100% and the remainder is subject to the recoupment

limitations (tribal 100%, allotted 50%b).

* Note: Be sure to keep track of your estimate balances so that you do not
exceed the amount established in ONRR’s system.



Recouping Rental & Estimate Balances

Indian Allotted Example

Detail Line Current Roy Current Reduce
Rent Recoup Estimate
Line No. 1 2 3
API No.
Lease No. 6340027270 6340027270 6340027270
Agreement No. 8910012340
PC 04
STC OINX
Sales MO/YR 022012 022012 012012
TC 01 25 03
ARC 32
SV 720.00 0.00 0.00
Gas MMBtu 845.00 0.00 0.00
Sales Value 4329.00 0.00 0.00
RVPA 865.00 -400.00 -232.50
TA 0.00 0.00 0.00
PA 0.00 0.00 0.00
RVLA 865.00 -400.00 -232.50
PM 3 3 3

Facts: 2012 annual rent of $400 has been reported/paid and the current estimate balance is $250.00

Recoup the current yearr rent at 100% of the current revenue. The current net revenue will
total $465.00 ($865.00 - $400.00).

Now payor can reduce their estimate balance by 50% of their net revenue = $232.50 (1/2 of
$465.00), using TC 03, ARC 32.

For report month March 2012 and sales month February 2012, you can recoup the
current year rent as well as any established estimate balance you established the prior
month.

¢ Recoup the current lease year rent with a TC 25 at 100% of the current revenue
p Y

($865.00 - $400.00 = 465.00)

e Use TC 03 with ARC 32 to reduce your estimate balance. For Indian allotted
leases, you may not exceed 50 percent of current net revenue due for the lease. The
sales month will always be one month prior to the report month. In this example, it
also matches the sales month of the current production.

*  You can recoup 50 percent of the net revenue $465.00 which equals $232.50,
assuming that your estimate balance is equal to or greater than $232.50.



Indian Allotted Example
Recouping TC 50 and Estimate Balances

Detail Line Current Roy Recouping Reduce

Indian Recoup Estimate

Balance
Line No. 1 2 3 4 5
API No.
Lease No. 6340027270 6340027270 6340027270
Agreement No. 8910012340
PC 04
STC OINX
Sales MO/YR 022012 022012 012012
TC 01 51 03
ARC 32
SV 720.00 0.00 0.00
Gas MMBtu 845.00 0.00 0.00
Sales Value 4329.00 0.00 0.00
RVPA 865.00 -400.00 -232.50
TA 0.00 0.00 0.00
PA 0.00 0.00 0.00
RVLA 865.00 -200.00 -232.50
PM 3 3 3

Facts: Current recoupable (TC 50) balance is $200 and the current estimate balance is $250.00.

When recouping recoupable and estimate balances against current revenue for allotted leases,
the combined recoupment amounts cannot exceed 50% of the current revenue.

Can only recoup up to % of $865.80 with combination TC03/51 (865.00 / 2 = 432.50)

For report month January 2004 and sales month November 2003, you can recoup the
current year rent as well as any established estimate balance you established the prior
month.

e Recoup the current lease year rent with a TC 25 at 100% of the current revenue

($865.80 - $400.00 = 465.80)

¢ Use TC 03 with ARC 32 to reduce your estimate balance. For Indian allotted
leases, you may not exceed 50 percent of current net revenue due for the lease. The
sales month will always be one month prior to the report month. In this example, it
also matches the sales month of the current.

* You can recoup 50 percent of the net revenue $465.80 which equals $232.90,
assuming that your estimate balance is equal to or greater than $232.90.



Indian Allotted Example:

* Lease number is 1234567890

* Agreement Number NM 123456

* Report is being completed on 03-29-2012
* A estimate is on file for $26,000.00

* Recoupable Balance is $50,000.00

* Current Rent was paid $750.00 and $750.00 is left to
recoup.

* Current Production is for 02-2012 RVLA is $6,250.00
* A Prior Period Adjustment is being made for Sales

Month 05/2011. Adjustment will increase royalties
due by $11,500.00

See scenario above. Using the paper 2014 to report answer the questions
below.

What will you report on each line for the scenario above?

Line 1:

Line 2:

Line 3:

Line 4:

Line 5:

Line 6:

Line 7:



Scenario Break Down

» PPA (Reversal of Original Line) $ -1,000.00
* Rebook Line 12,500.00
« New Revenue $ 11,500.00
e Current Revenue 6250.00
« Total Revenue $ 17,750.00
* *Current Rent Recoup -750.00
*Current Lease Year not considered over payment. Recoup 100% of Current Revenue.
« Total Revenue Left $ 17,000.00
» *50% of Total Revenue $ 8,500.00

*50% of Total Revenue (Allotted Lease) is what you can use to decrease estimates and
recoup recoupable balances.

» Estimate Balance Decrease $ -
3,000.00
* Recoup Recoupable Balance $ -5,500.00
-8,500.00

Reporter owes ONRR $8,500.00

This is a great example that will aid in you iin reporting correctly and keep you out
of trouble.



Exception Processing
And Appeals



OFFICE OF NATURAL
RESOURCES REVENUE

OFFICE OF NATURAL RESOURCES
REVENUE

Financial Management
Financial Services

Phone: 1-800-433-9801x Analyst Ext

Fax:

303-231-3372
MAIL

OFFICE OF NATURAL RESOURCES REVENUE
P.O. BOX 5810, MAIL STOP 355B1
DENVER, CO 80217-5810

Supervisors

Hans Meingast, Branch Chief ext. 3382
¢ James Alexander, ext. 3027
(Indian) Team 3

+ Diane Ford, ext. 3144
(Federal) Team 2

+ Mary Mitchell, ext. 3379
(Federal) Team 1

+ Phil King, ext. 3323
Staff

+ Hannah Price, ext. 3373
Staff




Accountants

Federal Team 1-- Mary Mitchell x3379

¢ Niki Alomia x3417
¢ Mary Ann Atkinson x3321
¢ Damien Behounek x3503
¢ James Caldwell x3314
¢ Jamie Hamlin x3351
¢ Richard lzzo x3556
¢ Ron Marshall x3181
¢ Candace Merrell x3517

¢ Jonathan Nash
¢ Noel Rivera

< Pola Vigil x3428
Accountants
Federal Team 2--Diane Ford x3144
¢ Nancy Brown x3672
¢ Lu Croisant x3451
¢ Deane LeBet x3223
¢ AlbertaLopez x3295
¢ Jan Marshall x3300
¢ Mike Metzgar x3200
¢ Donna Moorehouse x3489
¢ John O’'Donoghue x3122
¢ Bob Paolini x3132
¢ Esperanza Siller-Kavanagh  x3787
¢ PolaVigil x3428

http://mwvww.mrm.mms.gov/ReportingServices/PDFDocs/finserassign.pdf




Accountants

Indian Team-- James Alexander x3027

¢ Corine Billingsley x3443
¢ Renee Corsi x3767
¢ Karen Jeffers x3406
¢