M neral s Managenent Advi sory Board
Royalty Policy Conmttee
Summary of Meeti ng
Oct ober 18, 2001

The Royalty Policy Comrittee (RPC) of the M nerals Managenent Advisory
Board convened its thirteenth neeting at the Sheraton Denver West Hotel,
360 Uni on Boul evard, Denver, Col orado, on Cctober 18, 2001. In
accordance with the provisions of Public Law 92-463, the neeting was open
to the public.

Menber s/ Al ter nates Present:

Perry Shirley, Navajo Nation (Chairman), Dobie Langenkanp, Oklahoma

I ndependent Petrol eum Association (alternate), David Landry, National

M ni ng Associ ation, Lee Helfrich, Public Representative, Tom Shipps, Ue
Mountain Ute Indian Tribe, Pary Shofner, Western States Land

Conmmi ssi oners Associ ati on, George Butler, American PetroleumlInstitute
(alternate), David Darouse, State of Louisiana (alternate), Rosemary
Maest as- Swazo, Jicarilla Apache Tribe (alternate), David Harrison,

Counci | of Energy Resource Tribes, Harold Kenp, Wonm ng (alternate), Dave
Loonmis, Western Governors Association (alternate), Karen Anderson,

Sout hern Ute Indian Tribe, Tammy Naron, |ndependent Petrol eum Associ ation
of Anerica, Eddie Jacobs, Oklahoma Indian Mneral Owners Associ ation,
Wlliam Hartzler, National M ning Association, Brad Sinpson, Wstern
Governors Associ ation, John Cl ark, Council of Petroleum Accountant
Societies, Carla WIlson, |PAMS, Lucy Querques Denett, M nerals Managenent
Service, Executive Scretary, Pete Cul p, Bureau of Land Managenent

M neral s Managenent Service Enpl oyees Present:

Theresa Wal sh Bayani, M ke Baugher, Gary Fields, Keith Good, Martin

Gri eshaber, Mke MIler, Ken Vogel, Herb Wncentson, Stacy Leyshon, Paul a
Neurot h, Phil Sykora, Ralph Spencer, John Russo, Edward Shaw, Paul
Knueven, Greg Smith, Debbie G bbs Tschudy, Todd MCut cheon, Merril

Ander son, Jan Therkildsen, MIt Dial, Donald Sant, Anita Gonzal es- Evans.

Ot hers Present:
Pam W I liams, Gary Paul son, Ron Bel ak, Joani e Row and, Janes Haygood,
Roger Good, Pat Kent, Ellwood Soderlind,

WELCOMVE AND OPENI NG REMARKS:

Meeting began at 8:36 a.m M. Perry Shirley confirnmed the presence of a
quorumto convene the neeting with 19 of 21 voting nenbers present.

UPDATES FROM LUCY QUERQUES DENETT:

Ms. Querques Denett expressed appreciation to all attendees who were able
to rearrange their schedules to attend the RPC neeting. M. Querques
expl ai ned the reasons for the agenda changes and provi ded updates on the
appoi ntments of Departnental positions, offshore activities including
MU' s proposed Five-Year Ol and Gas Leasing Program and | ease sale
activities. She also updated the Comrittee on the status of Mnerals
Revenue Management’s Financi al Managenent system conversion efforts.



APPROVAL OF THE MARCH 27, 2001 M NUTES

Ms. Lee Helfrich requested the mnutes be clarified to accurately capture
what she said at the March 27, 2001 neeting. Ms. Helfrich pointed out
that given the fact that there was correspondence that went to the
Secretary and the mnutes are public, that the views of the people that
opposed a notion should have been stated instead of reduced to "lively

di scussion” as reflected in the nminutes. She also pointed out that the
m nutes do not state that an appeals letter was to be forwarded to the
Secretary. The mnutes should reflect what was agreed to so that people
can go back and eval uate these things when they do get set to paper. She
noted that the eventual letter that did go out was nodified.

M . Shi pps recomended that on page 2, under Mdtion to Add Appeals to the
Agenda the second sentence, which reads: “In the discussion that

followed, Ms. Helfrich expressed concern that the appeals regul ations
were on hold and the current status is unknown be amended to show that
her concern was addressed to our reconsidering this issue in amending our
agenda. And with that change | would nove that the mnutes be approved”

M nutes will be anended so that it states, "In the discussion that
followed, Ms. Helfrich expressed concern that the agenda be amended to
reconsi der the appeals regulation," and with that change M. Shipps noved
that the m nutes be accepted.

M. John Cl ark seconded M. Shipps notion.
Vote: 17 in favor, O opposing and 2 abstaining votes. Mdtion carries.
APPEALS

Ms. Querques Denett explained that appeals was added to the agenda
because we believed that the Deputy Secretary, as a political appointee,
woul d be in attendance and would be able to discuss appeals and appeal s
issues with the Comrittee. However, in the absence of the Deputy
Secretary MMS has nothing new to report on the appeals regul ations since
our last neeting. Revisions to the current regulations will remain on
hold until a new Director cones on board and has the opportunity to
review the conplete record.

M. Shirley summari zed what occurred with this issue since the |ast
meeting. The Committee drafted a letter that was revised by M. Shirley
and forwarded to the Secretary for a second tinme asking consideration of
the Appeal s Subconmmittee recomendations that were previously nmade in
March 1997. M. Shirley received a response back from Secretary Norton
in a letter dated August 7, 2001. Copies were provided to Conmittee
menbers. The letter stated:

Dear M. Shirley: Thank you for your May 23, 2001, letter on behalf of
the RPC concerning revisions of the Mnerals Managenent Service' s appea
process. |In particular, you requested that | reconsider the RPC s March
1997 report on the matter. This adnministration, as with any new

adm nistration, will take a fresh |ook at many of the processes within
the Departnent of the Interior, including the process used for appeals
chal l enging orders applicable to royalty under nineral |eases. | can
assure you and the RPC that the appeals process is a priority issue for
the Departnment and will be evaluated fully upon arrival of the new
director of the MMS. | appreciate the valuable contribution that the RPC



provides in all areas regarding the Departnent's m neral prograns and
will have the new MMS director contact the RPC at the earliest tine
possi bl e.

SOLICITOR s OPI NI ON ON COAL WASTE PI LES

M. Geoff Heath presented the opinion on the royalty consequences of
recovering coal fromwaste piles. The MMS was asked to | ook at the
question of whether royalty is owed on coal recovered from washi ng waste
piles in six different situations. Those situations are: (1) is the

| ease effective or relinquished; (2) is the mne operating or closed; (3)
the location of the waste pile; (4) if the lease is effective and the
mne is operating and the waste pile is either on or off the |ease; (5)
if the lease is effective but the mine is not operating and the waste
pile is on or off the lease; and (6) if the lease is relinquished and the
waste pile is either on or off of federal |and.

The basic statutory provision is in the nmddle of the |easing act as
anended by the Federal Coal Leasing Anendnents Act at 30 USC 207, which
provides for a royalty as a percentage of the value of coal as defined by
regulation. This is different fromthe provisions on oil and gas, which
provide for royalty as a percentage of the value of the production saved,
renoved or sold. The coal statute doesn't say that, and the difference
becones fairly critical

There is a rule that has been in effect since July 1982, that's codified
in 30 CFR 206. 253(c), that provides the | essee "shall pay royalty" on
coal recoverd fromwashing waste piles at the rate specified in the |ease
at the tine the recovered coal is used, sold, or otherw se di sposed of.
And it specifically so provides regardl ess of whether the waste pile is

| ocated on or off of federal |ands.

Now, the ultimate crucial question that's the foundation of the |ega
analysis is the question of when royalty liability accrues on coal

i ncl udi ng coal recovered fromwashing waste piles. 1In oil and gas,
royalty accrues upon production and renoval fromthe | ease, but the coa
situation is a little bit different. And the answer begins with
considering the phrase fromthe quoted rule specifically applicable to
waste piles: "at the tinme the recovered coal is used, sold, or otherw se
di sposed of." The question for the lawer in the construction of the
rule is whether the phrase "at the rate specified in the | ease" or by the
phrase, "at the time the coal is used, sold, or otherw se disposed of"
nodi fies the phrase "at the rate specified in the |ease" as well as the
phrase "shall pay royalty". Because you can read the rule two ways,

al t hough "except" and "can" as a grammmtical construction would indicate
that the "at the tine the coal is used, sold, or otherw se disposed of"
doesn't nodify both.

The preanble to the proposal of this provision that becane 206. 253(c)
fortunately leaves little doubt in the question. W do specify in the
preanbl e di scussion that even if a |l essee had extracted coal that ended
up in the waste pile under a cents per ton royalty regi ne before
readjustment, if the coal is recovered fromthe waste piles during the
time the ad valoremrate was in effect after readjustnment, the royalty is
due on the ad valoremrate at the tinme of recovery fromthe waste pile.
So there's pretty much no anmbiguity of what the rule says.

Now, the consequence of that is that royalty liability for coal recovered
fromwaste piles accrues at the tinme of the sale and di sposition of the



coal and not at the tine of physical extraction fromthe ground.

Ot herwi se the royalty woul d have becone fixed at the cents per ton rate
upon physical severance, and that's not what happens. Physical severance
may occur, but royalty liability does not at that point accrue.

That principle also follows fromtwo other rules which |ike 206.253 are
| ongst andi ng governnent challenge. The first one is the rule that
governs the royalty consequences of extracting coal before readjustnent
but selling it after the effective date of readjustnent. That is just
coal mning generally, not that deposited in the waste piles. The
reference for that is 30 CFR 206.256(d). Royalty is required at the
readjustnent rate that's in effect at the tinme of sale except for the
fact that the rule provided for a 30-day grace period, that if it's sold
wi thin 30 days after the readjustnent, you could still pay at the cents
per ton rate. Everything else then is extracted during a cents per ton
reginme that's sold nore than 30 days after a readjusted ad valoremrate
comes into effect, is subject to royalty at the ad val oremrate.

Li kewi se, the principle follows fromthe royalty treatnment of stockpiled
coal. See, again, 30 CFR Section 206.255(b) and (c). The rule provides
the coal provision added to stockpiles or inventory is subject to royalty
when it's used, sold, or otherw se disposed of. The preanbl e di scussion
makes that clear.

Royalty liability accrues on coal, including coal recovered fromwaste
piles, at the time of sale and disposition. No one has ever suggested
that royalty is due on coal that is in stockpile and inventory.

If the lease is in effect, the royalty is due when coal in the waste pile
is sold, used or otherw se disposed of by the | essee, and at the |ease
rate that is in effect at the time. The regulations specify that the

| ocation of the waste pile is irrelevant, and it necessarily also follows
that whether the mine is operating or closed is also not relevant to
accrual of royalty liability as long as the lease itself is in effect.

Two notes here before we get to the consequences if the lease is not in
effect. We are assunming here in this analysis that royalty has been paid
on the basis of post washing weight or volune. |If royalty was originally
paid on the coal and sold on the basis of pre-washing weight, then
royalty has already been paid on the product that's in the waste pile.
And the rules do provide that we don't charge royalty twice. So in that
circunstance royalty would not be due. But assum ng, as appears to be
the general rule, that royalty is paid on the post washing weight, then
additional royalty is due upon recovery fromthe waste pile sale.

Al so, when the coal in the waste pile is used, sold, or otherw se

di sposed of is a question of the specific contract ternms between the

| essee and the purchaser or between the I essee and a third party with
whom the | essee agrees to cone in and recover the coal fromthe waste
pile. Now, the opinion gives a couple of hypothetical exanples. For
exanple, the | essee night agree with the purchaser that it will recover
coal and then for every ton sold it's going to pay a couple of bucks a
ton and that the sale occurs increnentally as the coal is recovered from
the waste pile. And so in that case royalty woul d beconme due
increnentally. Alternatively, the |lessee might sinmply grant to sonebody
the right to recover all the coal in the waste pile in return for $10, 000
up front. In this case the coal in the waste pile has been sold or

ot herwi se di sposed of. Even though it hasn't been dug up fromthe waste
pile, it's been sold and royalty woul d be due at that point.



So in each of these cases we're going to have to take a |l ook at the
contractual arrangenents between the | essee and whoever it's dealing with
to figure out the point at which sale or disposition occurs. The
principle that the royalty liability accrues upon sale or disposition
inplies that the result is different if the | ease has been relinquished
before sale or disposition. There's another provision in the MA at 30
U.S.C. 187 that provides that "the Secretary's acceptance of |ease
relinquishnment relieves the | essee of all the future obligations under
the lease."” There is BLMrule, 43 CFR 3452.1, that says "The authorized
officer must deternmine that the accrued royalties have been paid before
accepting relinquishnent." But the principle obviously is if the coal in
the waste piles has not been sold or otherw se di sposed of before |ease
relinqui shnent, any prospective royalty on that coal is a future
obligation, which upon acceptance of a |ease relinquishment has been
notified by 30 USA 187. It is not an accrued obligation at that point
because sale and disposition is not happening. Consequently, if the

| essee sells or disposes of the waste pile coal after |ease
relinquishnment, there is no royalty on it. And that is true regardless
of the location of the waste pile, whether or not it's on federal I|and.

During the preparation of the opinion the question was raised as to
whether this royalty treatment of coal and waste piles was inconsistent
with how the OSMtreats coal in waste piles for AML fee purposes. The
opi ni on addresses that question

M. Brad Sinpson asked M. Heath exactly what he nmeant by relinquished.
He used the followi ng exanple. |[|f someone owns a | ease and they nove
federal coal to an off site and it's not sold, and a few years down the
road they relinquish the | ease, then they can never pay royalties?

M. Heath answered as a matter of |law you're correct. |If sonebody
decides to put a stockpile somewhere off the | ease, |eaving aside all of
the operational perm ssions, and the | essee nmoves to relinquish the

| ease, BLMis not obligated to accept that relinquishment at that point.

M. Sinpson: Regardl ess of what you call it, coal or waste coal, because
of new technol ogy they're now selling that coal in those waste piles.
The waste piles are huge. Are we telling the previous | essee that they
have no royalty obligation?

MR. HEATH: Yes, sir, that's right.

M. Tom Shi pps asked if there is a definition in the Secretary's
regul ations of "disposition" for purposes of construing the underlying
statute?

MR. HEATH:  No.

MR. SHIPPS: Wuldn't a properly formulated regul atory definition of that
statutory termhelp deal with the situation that Brad' s referencing where
in fact you could essentially prevent kind of a gratuitous contribution
to the coal conpany's coffers at the expense of the United States in that
situation?

MR. HEATH. That's sonet hing we have not explored, but we have a
potential obstacle. One of the facts that i mmediately crops up in the
waste pile context is that the waste piles now are past occurrences and
there is very little washing that is still going on according to our
understanding. |In fact, nost of the waste piles of which this question



will accrue are pre-SMCRA waste piles. The piles have been there for a
long tine. | amnot sure whether a definition of disposition at that
time could be inposed retroactively.

In the BLMrule at 43 CFR 3452.1, the authorized officer has to deternine
that accrued royalties have been paid before approving relinquishment.

MR, SIMPSON: | believe that this ought to be very concerning to all the
states and tribes that receive royalties fromproduction. | think that
we probably need to go back to our coffers, talk to our state and triba
representatives, because | think this opens up a door that's never been
opened up before. We know where the coal conmes from we knew it cane
fromfederal |eases, and they're saying it's not royalty bearing. It
doesn't matter if it's 1 year, 5 years or 10 years later, we know it, the
facts are there, and |I'm concerned about that and | know that the State
of Uah will be taking that back to our governor's office and also to the
Western Governors Associ ation.

MS. HELFRICH: | just wanted to point out that that BLM regul ation says
that "The accrued rentals and royalties have been paid and that all the
obligations of the | essee under the regulations in terns of the |ease
have been net." | know that this is a matter of some dispute, but |
think that there is a duty to market, or a duty not to waste. Putting it
on non-federal |ands and then not paying royalties would breach the duty
not to waste the assets of the United States. And these issues
apparently have not been considered by the Solicitor's Ofice in
addressing this. Assuning that | even agree with the interpretation of
the word "accrued"

MR. SIMPSON: In Uah the |lessee actually took the coal to an off-site

| ocation that's not federally owned. That's why nobody fromthe BLM has
done any inspections. |If | had some waste piles | would nove them off

| ease, wait for a few years and relinquish the | ease. There's nothing
that stops that from happeni ng because the Solicitor’s opinion is saying
that's an acceptable practice. No inspection occurs once the coal waste
is noved off |ease and there is no way of knowi ng who's obligated. The
| ease can be relinquished without royalty paynent. That bothers me that
we can take federal coal sonewhere else and not be required to pay
royalty

MR. SHIPPS: |'ve got a question for the BLM Brad just suggested that
there is nothing that the BLM can do under this opinion and that in fact
it's very easy for a coal |lessee to nine the coal, renove it, take it off
site, and then if the |ease term nated, there would be no royalty
obligation. 1Isn't there a BLM process of reviewi ng how that coal is

m ned and the disposition of that coal and sonme kind of approval process
that would ensure that there is paynent of royalty with respect to that
renoved coal ?

MR. SIMPSON: Currently, they have regul ati ons where that cannot happen

MR. CULP: | guess what |'mwondering is if at the time we approved the
relinquishment there was any basis to believe that hauling these waste
piles had any value. | don't know the answer to that. But clearly we
have a duty and responsibility associated with approving the
relinquishnment to try to avoid this kind of situation | don't know the
specific issue, | guess it does raise that question in nmy m nd about

whet her anybody thought at the time there was any value to those waste
pil es.



MR. SIMPSON: That’s ny concern. Utah has also believed that soneday the

waste piles were going to be recoverable and have a value. In retrospect

we shoul d have gone out and assessed the coal waste piles and taken it to
court. | think we're still not done with the actions at this point.

MR. HEATH: The OSM has routinely made a case by case determ nation of no
value in situations where coal--or the waste,is taken fromthe waste pile
and used unrefined in small power producing or cogeneration plants that
qualify for special regulatory treatment relative to their dealings with
the utilities. Now, what |'m about to say doesn't apply if they recover
coal fromthe waste piles and then clean it further and make it better
and then blend it with other coal. But when they take the unrefined
waste and use it in one of these "FRT-qualifying cogenerator small power
producing facilities," the OSM has made a determ nation of no value for
AML fee purposes.

Under the SMCRA the AML fee is inposed at either 35 cents per ton or 10
percent of the value of the coal, whichever is less. Now !l nean all the
waste stuff is always | ess than 35 cents per ton, so you're dealing with
10 percent of whatever the value is.

The OSM had taken the position as a matter of secretarial discretion.
Because, there was a value determ ned by the Secretary in the SMCRA

provi sion, that because the coal was not worth as nmuch as it cost to
recover it that its value for AM. fee purposes was zero. Now, we explain
in the opinion why that's not inconsistent with the royalty rul es that
will require royalty if the lease is in effect as long as there is sone
consideration flowing to the | essee for the product extracted fromthe
waste pile. But the Departnent clearly, in view of goals of SMCRA, had
somet hing of an incentive to encourage the clean up of the waste piles at
private expense

If it costs more to recover it than what the recovering party or person
was willing to pay for the coal, the reason why it was neverthel ess
economical to do so was to determne a Section 29 tax break. But the
devel opnment of this course of use of the unrefined waste is of pretty
recent origin.

MR, SIMPSON: | think where we are at now is we're not sure how many of

these are still in operation, how many have been relinquished. W'Il go
back and do the nunbers. | do think our biggest concern right now is not
so nuch the coal waste piles it is that the federal government is wlling

to relinquish payment that was due for natural resources.

MR. SHIPPS: As a policy committee our principal concern should be with
how t he ongoing regulatory framework within the Departnent of Interior

i npacts points where we see or perceive there to be sonme inequity either
to the United States, states, tribes, or to the industry. The potenti al
inequity is that a coal |essee on federal or tribal [ands could renmpve
product fromthe | ease without having to pay royalty. There could be a
relinquishment of that | ease and at that point there could be a wi ndfal
to that forner |essee or to a successor to that stockpile.

I think it's inportant for the Commttee to seek additional guidance from
the MM5 and the BLM and perhaps the Solicitor's Office. A witten report
describing why this particular situation is an aberration and why under
existing policies a |l essee couldn't go forward and do what apparently
happened here consciously with respect to future |lease activity. |If the



report can't cone back with some kind of satisfactory assurance to the
Conmittee that there aren't windfalls given in these situation, then a
committee should be formed to see what kind of alternative courses of
action we mght reconmend to the Secretary. But 1'd really like to have
somet hi ng that cones back fromthe agencies indicating to us why this
doesn't create a major concern under existing practices and regul ations.

MR. SIMPSON: | think the proper procedure is to let the coa

subconmi ttee anal yze the coments that cone fromthe Solicitor's Ofice.
I think we owe it to our subcommttee, they're the ones that did the
research the first time, put the comments in front of the conmmittee. W
asked for this opinion, so | think we owe it to the subcommttee to |et
them take a chance over the next nmonths to nake a recomrendation back to
the Conmittee. | notion that we send this back to the subconmittee for
further review and coments before our next RPC neeting.

MR. LANGENKAMP: Second the motion. WII the Comrmittee be able to
quantify this problen? | see litigation |oonmng and it ought to be
sooner rather than later if it's inevitable. |If this problemis not a
significant problemin terns of dollars, then | think we ought to treat
it as a historical quirk or so forth. But if it's a substantial dollar
i ssue for your state and others, then that is one thing that the Coa
Committee will report back on, will they be able to quantify this?

MR. SIMPSON: | think that's the biggest question at this point, is how
big of a problemit is, does it affect other solids? | recommend we have
the coal subconmittee nake sone recommendati ons back to this Committee.
MR. HEATH: There are no royalty appeals involved in this issue.

VOTE: notion passes. 19 in favor, 0 opposed and O abstaining votes.

ROYALTY- 1 N- KI ND

Womng G| RIK Program

M. Todd McCutcheon from MVMS Policy and Managenent | nprovenent gave a
presentation on the status of the Womng O RIK program and updated the
Conmittee on public coments received through MW s Federal Register
requests. The conments focused on four nain areas: (1) the application
of the oil valuation regulations as a benchmark for the pilot; (2) using
Canadi an pricing as the benchmark, because a lot of the oil from Canada
fl ows down and conpetes with Wonming oil; (3) questions about the
calculation of the value uplift and how we did that process in the
report; and (4) the type of conpanies that were bidding on the RIK in
Womi ng. Mich of the discussion focused on price forecasting and why
prices vary in given areas as well as, explaining how pricing strategy is
carried out in the Woni ng RI K arena.

Texas 8g Pilot RIK Project:

M. Martin Gieshaber from MMS Policy and Managenent | nprovenent
presented infornati on about the recent review and anal ysis of the Texas
8g Pilot RIK project. The Texas pil ot consists of approximtely 65,000
mbtu of gas sold daily from 12 | eases.

M. Gieshaber briefed the Conmittee on:

Sel ection criteria for determining the pilot’'s |ease universe.



Under st andi ng mar ket conditions from production volunes to pipeline
i nfrastructures.

Conpetitive advantage and packaging to nmultiple purchasers to
devel op invoicing and bal anci ng procedures.

Aggregating volunes to receive beneficial transportation rates.

Post sal e econom ¢ anal ysis.

M. Gieshaber informed the Comrittee that MVS plans to have a draft
report available in early December for comrent. It appears likely the
report will be published in the Federal Register

Rl K Operati ons:

M. Greg Smith discussed the context of Royalty in Kind, where it exists
in MRM and the relationship of RIK in reengineering froma pilot to an
oper ati onal phase.

M. Smith briefed the Conmittee on

The MMS strategy docunent to realize our goal of integrating RIK
with royalty in val ue.

Future focus on the Gulf of Mexico and Onshore RIK. Woni ng and
Loui si ana have expressed interest in gas R K

Devel oprment of MMS functional and information requirenments

Daily volunmes of current RIK prograns.

Smal | refiner program

Front office, md office, back office business arrangenent.

RI K and the Strategic Petrol eum Reserve.

SPECI AL GUEST:

Ms. Querques Denett introduced M. Ed Shaw, MMS Schedule C
representative to the Conmttee.

Rl K QUESTI ONS

M. Tom Shi pps asked if RI K ends up being beneficial should we al so | ook
at formng a national oil and gas conmpany to produce the resources on
federal |ands. Also, should we | ook at alternative nmeasures for

val uation that would serve the sane purposes w thout incurring the same
kind of costs that the governnment's going to incur for RIK?

M5. QUERQUES DENETT: To try and do a cost conparison at this point is
premat ure because we don't have a steady state environnent and we're not
fully operating under the new reengi neered conpliance process. Qur
reengi neered systens are not operational

Secondly, we're still developing the RIK process and associ ated costs. As
we're creating efficiencies under the new conpliance process and as we
nove properties into In Kind we are also shifting resources. So at this
poi nt we haven't asked for additional people resources to work Royalty in
Kind. So the additional resource cost for the governnment isn't being
incurred. What is being incurred are costs for systens devel opnent. In
our 2002 budget there are dollars for a gas managenent system and we are
going to request resources for developing a liquid nmnagenment system W
are not seeing an increase in resources but rather a shifting of people
fromstraight conpliance into Royalty in Kind. As we gain nore
experience fromselected RIK properties we will be in a better position
to determ ne in-kind expansion or continue operations in-val ue.



MR. SHIPPS: | think there's a third alternative. What revisions could be
made within the existing royalty valuation systemthat would elimnate
either of the in-kind or in-value costs, or portions of them and stil
provide the certainty of the industry and sane |evels of recovery of
royalty for the Federal Governnent.

MS. DENETT: MRM has not | ooked at regul ations and val uation on the
federal side. W passed the Federal G| Rule, which | think does create
a lot nmore certainty. Fromthe Agency's perspective we think it's a |ot
easier to do valuation when you're in a non-arms |length situation

MR. BUTLER: | believe that the benefits--the certainty that Royalty in
Ki nd produces is not a benefit for industry alone, it's a benefit for
everyone, it's a benefit for the government, and it certainly is a
benefit for the states that share in the additional valuation of
certainty. | don't see RIK as strictly a benefit for industry. | also
think that there are alternatives to just strict valuation via the regs
and RIV and RIK, and | think one of the ways of renmoving uncertainty is
for the |l essee and the lessor to sit down with involved states and try to
wor k out what the uncertainties are. And there are |essees that have
been doing that, and Chevron is one. W have been working since the new
regul ati ons came out on agreenents that renmpve the valuation uncertainty.
So | think the agency is doing that and needs to be commended for it
because they had the foresight to say to add that provision to the rule
that says if you can conme up with an alternative valuation method that at
| east approximates the royalty value that you' d receive under this rule
then we can use it.

But nothing is as great as the renoval of a trenendous anount of

val uation uncertainty through RIK, and | think if you | ook at the nunber
of people, that you are creating new efficiencies. | understand that you
still have to do a certain anobunt of work beyond the work of the 19 or 20
people that are actually adninistering the RIK program | know t hat
there are other enployees that have to get involved. But | think if you
really look at it, elimnation of that valuation uncertainty, agreenent
on value with the purchaser at the tine of severance does a lot to
decrease the costs to the government, and therefore accrues the benefit
of taxpayers as well as industry.

MR, HAYGOOD: One of the benefits touted for the RIK programis that it
removes uncertainty. |If that is so, why are the bids fromprivate
conpani es concerning public resources still private and confidential?

MR, SMTH. W've taken a position that pricing and bids are the sanme as
in-value pricing, and we hold those as business confidential and they are
treated as proprietary data.

ENERGY | SSUES

Ms. Lucy Querques Denett siting in for Walter Crui kshank and Bill Condit
fromthe House Authorizing Energy Mnerals Conmmittee and Tom Kitsos
updated the Committee on the National Energy Policy Report, MVS's

of fshore pernmitting processes, and the |legislation that has been passed
on the House and Senate.

The National Energy Policy Report was actually issued on May 17th. It
was | ed by the vice president, 13 cabinet nmenbers, one of which was the
Department of Interior Secretary Norton. There are 105 recomendati ons,



el even of the reconmendati ons have a direct inpact on the Mnerals
Managenment Servi ce.

Of the 11 recommendati ons, MVS has devel oped 24 action items. At
Interior each of the bureaus are devel oping their actions to inplenment
their reconmendati ons. One of the recommendati ons involves the Strategic
Pet rol eum Reserve and MVS to resunme providing royalty oil to the reserve

Legi sl ati on: The House passed HR-4, called "Securing Anmerica's Future
Energy Act," and that was passed in July 2001 and it actually conprised a
total of four bills fromdifferent conmttees that have oversi ght over
energy and related issues. And what they focus on is increased
efficiencies, conservation, different nmajor energy sources fromoil and
gas to renewabl es |i ke geot hermal

In HR4 there is a section on Royalty in Kind. The RIK provisions in the
bill codify some of the things that we've been doing in the last couple
of years. Through appropriations we've been given authority to pay for
transportation and processing of RIK volunes. However, the appropriations
| anguage only gives us the authority for one year at a tine. |f HR4
passes it would provide it to us for five years. W believe we can
negotiate better transportation rates and better processing rates if we
know we have authority for a period beyond a year

Al so, the Secretary has to determine that the benefits are going to be at
| east revenue neutral or better than an in-value program W have to
report to Congress explaining why we made decisions to take certain
properties in kind and what our costs are for the RIK Program HR4 al so
provides for the possibility of an RIK programwith a state.

HR-4 al so provides royalty relief for production of narginal wells both
onshore and offshore. And the nunbers differ on the barrels. Basically,
it's a reduced royalty rate when prices reach a certain threshold for 180

consecutive days, and the prices are: for oil, $15--below $15 a barre
for 180 days, consecutive pricing days; and for natural gas, below $2 for
180 consecutive days. "Marginal wells" are those defined as those

producing | ess than 30 barrels onshore and 300 barrels per day of fshore.

Ot her provisions of HR4 include reduced royalty rates for new geother nal
| eases; a 3-year royalty holiday for new geothermal production and for
qual i fied expansi on of existing production; revises the advanced royalty
provision in the Mneral Leasing Act where it increases the nunber of
years of advance royalties for coal

Fl NANCI AL _MANAGEMENT SYSTEM PANEL:

M. Mke MIler and Ms. Paula Neuroth of MVS, Ms. Pat Kent from Exxon and
Ms. Pam Wl lianms from Shell participated on the panel. Participants

provi ded overviews of their experiences in preparing for conversion to
MRM s new Fi nanci al Managenent reporting system Items of discussion

i ncl uded outreach, training, electronic conmerce, forns devel opnent and
nmodi fi cations, reporting codes, systems conversion, and systemtesting,
and systenms costs. The new Financial Managenment Systemis scheduled to
begi n operation on November 1, 2001

AGENDA CHANGE

Because some Conmittee nenbers could not stay for the entire neeting due
to travel arrangements M. Shirley notioned for the subcommittee reports



to be noved ahead of the Conpliance and Asset Managenment Reengi neering
Report. There were no objections.

SODI UM POTASSI UM SUBCOWM TTEE:

M. Harold Kenp the subconmittee’s new chair from Wom ng updated the
Conmmittee on the status of the Subconmittee. M. Kenp reported that the
Subconmi ttee had not reached agreenent on the primry product issue and
asked the RPC for 60 additional days to resolve the issue. M Kenp also
poi nted out that there are a few issues within the new solid mnerals
reporting that nmay have sone conflicting information regarding

sodi unf potassium He desired to go back and | ook at those and make sure
they were addressed. After discussions whether a notion was required to
do so the Conmmittee approved the 60-day extension for the Subcommittee to
continue its work

MARG NAL PROPERTI ES SUBCOVM TTEE

M. John Clark updated the RPC on the status of the subcomttee.

The purpose of the subcommittee was to nmake recomendations to the RPC on
t he prepaynment provision of RSFA. Since the [ast RPC neeting we have net
three tines, we are scheduled to neet again in Novenber in Houston. |
anticipate that the neeting will be our last neeting. W are |eaning
toward recommendi ng a notice based prepaynment, one that would not require
approval. This would be on very small vol une properties. Some of the
requi renents: the prepaynent would have to cover 100 percent of the
production fromthe property; the value would be determ ned and published
by MMS; the reserves would be handl ed on a BOE basis; and di scount woul d
be published by M. This is all very specific information that would be
known to both sides so that it's just a nathematical calculation. The
informati on MVS woul d need to verify is what volune is in the prepaynent
period and over what length of time they're tal king about.

We are thinking about an approval base where the | essee could propose a
prepaynent. They coul d propose a prepaynent different than the notice
base that would be available to all narginal properties. And we stil
have to work through what information would have to be provided, but
basically, whatever a | essee used to come up with the prepaynent anmpunt
woul d have to be provided for verification.

Under either form of prepaynent the states would have the ability to opt
in total or by area within their state or by volune. W have conme to
agreenent on that. The nmin issue we are currently dealing with and have
been dealing with for a couple of neetings is the issue of the nininmm
royalty provisions of the |ease term \What we're comng up with would be
a cal endar year type thing, and we're trying to work around the m ni num
royalty provisions and what applies. The prepaynent would be on an
estimated ampbunt over a period production would occur

COAL SUBCOWM TTEE:

M. Bill Hartzler of the National M ning Association gave the Coa
Subconmi ttee report on behalf of M. Cattany.

The Coal Subconmittee has net twice with the focus of both neetings on
the proposed rule changes to the solid nmnerals reporting and the
reengi neering of the solid mneral reporting itself. In our June neeting



the conmittee discussed the proposed rule and urged all nenbers that had
an interest to subnmit witten comments to the rule.

As far as the reengineering effort, several industry nmenbers of the
subconmittee participated in the testing of the new internet reporting
systemonce it becanme available in August. | think the systemis going to
do a whole lot to reduce our adm nistrative burden of reporting federa
royal ties.

On the advanced royalty side the M5 is preparing a draft narrative of
the subcomittee's discussion of the advanced royalty issues, primarily
as to how you go through and deternmine the value to calculate the
advanced royalty. And we plan to use this docunent to develop a
subconmi ttee position on the issue.

The subcomittee continues to study the feasibility of recommendi ng an
index per nmillion btu royalty for federal coal production, primarily in
Wom ng. Wom ng has provided the subconmittee with updated production
information and royalty information for the year 2000.

NEXT RPC MEETI NG

M. Shirley tentatively schedul ed the next neeting for March 2002.
Several |ocations were proposed including Al buguerque, New Mexico, San
Antoni o, Texas, Las Vegas, Nevada, and Santa Ana, New Mexico. An exact
| ocation will be determined by the chair and executive secretary and
comuni cated to Conmittee nenbers. Meeting adjourned.

I hereby certify to the best of my know edge, the foregoing mnutes are
accurate and conpl ete.

(Original Signature on file)

Lucy Querques Denett, Executive Secretary

(Original Signature on file)

Perry Shirley, Chairperson

These minutes will be formally considered by the RPC at its next neeting,
and any corrections or notations will be incorporated in the mnutes of
that neeting.



