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DEPARTMENT OF THE INTERIOR 

M l r m r k  hnagommt &mica 

30 CFR PWb 202 md 206 

Revlrkn of OII Royalty Valuatlon 
Regulation8 and R h h d  Topka 
AQENCV: Minerals Menagemant Service 
(MMS), Interior. 
ACTION Notice of propcwed rulemaking. 
SUYYARY: This proposed rulemakiq 
provides for the amendment and 
clarification of regulations governing 
valuation of gas for royalty computation 
purposes. The amended and clarified 
regulations govern the methods by 
which value is determined when 
computing gas royalties and net profit 
shares under Federal ( whore and 
Outer Continental Shelf) and Indian 
(Tribal and allotted) oil and gas leases 
(except leases on the Osage Indian 
Reservation. Osage County, Oklahoma). 
DATE= Comments must be mceived on 
or before May 14.1987. Hearings are 
scheduled as follows: 

1. April 7 and 8.1987, L30 A.M. to 4fx l  
P.M.. Denver, Calorado. 
2. April 21 and 2&1987.8:30 A.M. to 

4:oO PM.. Houston. Texas. 
ADOR-% Written comments nay be 
mailed to Minerals Management 
Service, Royalty Management Program, 
Rules and Procedure8 Branch, Denver 
Federal Center, Building 86, P.O. Box 
25165. Mail Stop WO. Denver, Colorado. 
80225, Aftention: Dennis C. Whitcomb. 

The hearing8 will be held at the 
following locations: 
1. DenveFSheraton Denver Airport 

Hotel, 3535 Quebec Street, Denver, 
Colorado. 
2. Houston-Houston Airport Hilton 

Ihn. 500 North Belt East, Houston, 
Texas. 
FOR FUllTHLR I"ATiON CONTACT: 
Dennis C. Whitcomb. (303) 231-3432. 
(FTS) 3-32. 
SUWUYRNTARY I " A m  The 
principal authon of this proposed 
rulemaking are John L Price, Scott L 
Ellis, Thomas J. Blab. Stanley J. Brow 
and William H. Feldmiller, of the 
Royalty Valuation and Standanb 
Division of the Minerals hfanagement 
Service: and Peter j. Schaumbeg of thb 
Office of the Solicitor, Washington, DC 
1. lntroductiocr 

On January 8 and lO.lW& the first 
meeting of the Royalty Management 
Advisory Committee (RMAC) war held 
in Lakewood Colorado. (See Notice of 
Meeting, #I FR SZS85, Decamber2b 
1985). The RMAC, which ir cornpod 
primarily of reprerentrtlver fmm States, 

- 

Indian Mber and dotteeh and the 

urd content of changer to Minrnlr 
Management Service (h4MS) regulationr 
govsrning the value, for royalty 
purporeh of coal, 04 and gas 

duc t ion  fmm F e d d  and Indian 
ease& 

At the h a t  RMAC meeting, the 
P 
Committee asked the Secretary to 
withhold promulgation of ropored 
valuation w a t i o n r  md'the 
Committee had an opportunity to review 
the h u e r  and make ita 
reaunmendrtionr The h t u y  
to the requart, and in nrpoare to the 
Committae'r requmt, Mh4S made 
available to RMAC ita iatart drahr of 
regulations vcuning tho valuation of 
Coal. Oil, M&h Md thoro governing 
transportation and processing 
~ O W M G U R  At the same time, MMS 
made copier of those rame dran 
regulationr available to the public (61 
FR 4507, Fob. 6,1WC+, and 61 FR 7811, 
Mar& 0,lOee). Public comment on the 
drafb war requested both in written 
form and at r ublio meeting held in 
Lakewood, Coyorado. on M u c h  18 and 
le, 1m 
The RMAC formed thraa working 

panels to review the draft coaL oil, and 
gas ruler, and the trans rtation and 
p m s s i q  d o :  r e ~ a t J o  ea& d u c t .  
Between Janu and October oflm 
the v d o w  panda held M V ~  
meetbp torwinrtheddtrules.The 
working panel meetfqp wan pubffrhed 
in the F e d e d  Rog&tet and the meeting8 
were open to memben of the public 
many of whom putldpated actively. 

Each of the t h e  working panelr 
prepared a detailed ret of 
remmmendationr to RMAC These were 
reviewed at the RMAC meeting held 
July 2b90,iOBb and October 2042 

The RMAC was unable to approve 
the reports of both the oil and the gas 
panels for tranrmlssion to the &cretary, 
whiah, by the t e r n  of Rh4ACr charter, 
required a trvo-thirdr wt6 of the 
Committee membedp.  The RMAC did 
approve. for rubdrrfon to the 
Secretary, r ret of r e ~ ~ m m a n d . t i ~ ~  
regudhgcarWnofthe 
collwnadinth8corlv r*- Ution 

=!YOnr. e MMS repmrentatiwr were 
prrrant at, and partidpated in, all 
meatiopafRhMCaadthworkiq 
pmrt. Aa a anwetpence of the 
extamiw dircrudon batween memben 
of the gmupr repmeeating the Stmteh 
Indiuu, and the induatrles. and the 
dotatled written IIcopIMQld.fl01~ 

t h r l d d l l # p & ~ r  
propard rrlurtia 

rsgulatioar r*u euhulced risnlficantlu. 
In pmpuJng1)Hw&mgula!ianr, 

d o o r  mee- regudlmr of whether 
ornotth mrradoptedfn ofthe 

tull Committee. The MMS dro ha8 
conridered the writtea and oral 
commaah fmu the public on the draft 
ruler and the resolution pmrsnted to the 
SOCNJtary~RMACThOMMS 
rppredater the hud work and 
dedication of a luge number of pmple 
who ware d l h q  to mrk toward the 
common 80.1 ofdadfyhq and 
im row the rqulationr gcmmiag the 

oil, and gas 
Indian leaaea 
The policy of the Department of the 

Interior ih whenever practicable, to 
afford the public an opportunity to 
partid ate in the rulemaking process. 
~cco&, interastad persona may 
mbdt written cwunent.. n y l 8 e s t i 0 ~ ,  
or objectionr regard@ the propored 
rule to the location identified in the 
ADomSuO wctlon of MI pmamble. 
Commenb mort k m i d  on or 
before May 14,1887. Tm, public 
hearinga wiU ba held on the dater and at 
the locationr IdmtltId in the MTW 
AmAWllELIEIMCtiaIuofthis 
pmamble. 

L p u r P o r r . n d B a W  

C u r r u I z t ~ t f a n r ~ t b e  
valuation of gam to accomplhh the 
following: 
(1) Chilication and reorganization of 

the axirtiqngplrtionr at SOCFR putr 
=and= 
(2) Creation of regulationr consistent 

with the prercmt orgadzational rtructurs 
of the Deparlment of the Interior. 

(9) Phosmment OT the gar royalty 
valuation mgdatiom in a h a t  
com tible with the valuation & ti- lop all h m ~ e  mlnml~. 

MM8-2Ktddddofthe dfroordonr choammdatthe 

t h r w & P . n s l ~ & h e  

vaKuatim h r  PurpoKIh of C o d  
don horn Federal and 

TheWhpmpwiagtoravirsthe 

(4) cluttlcrti~ that d t y  la to be 
aid on all oonridrntionr received by 

%WWh 1- applicable d O W U l C e h  for 
c t i o n d  or d d k  the c 

bun in tha drtmmtnrtion of a r d e  owable the = tim dpcqmrrQy8lty dlm the 

(6) Cmatiatdrquhtionr to 

tlamcortr for car to aid in the 

Ieuor. 
SOWd@pmlr ionrWhich  

data  to both oil a n d m  arm prQpomd 
to k added to h r t  20& Them 
prwioiom ur hrchdrdin th Notice of 
Ropowd Rdemddq to u n d  the oll 
valwtia rqphticm m m t l y p u W e d  





an offnhon leare to be valued in 
accordance with Put wb 

A p P o Q e d § ~ t S l ,  Lhfm*tiow would 
ret forth definitionr applicable to the 
propored gar valuatlon mgdationr. 
Mort definltionr ap Uuble to gar M 
rtraightfomard an8relf-explnnatory. A 
few of the defhltionr, however, require 
furthere lanation: 

"Arm'xeqth contract" would be 
defined an a contract or agrwment 
between independent nonaffiliated 
penona. The definition wodd further 
provide that two p o n r  M affiliated if 
one person controls, ir controlled by, or 
in under common control with anober 
pemon, or if one pvron owna an intemrt 
(regardleu of the mount), either 

Thin defdtion in important to the 
regulationr becaure, a8 ir explained 
below, Mh4S ir proporlng that the p r s  
procaadr under um'r-length contract 
would be accepted as value. Other 
valuation criteria would apply to non- 
arm'r-length contracts. 

The thnut of the propored um'r- 
length contract daflnition b to include 

between penonr who haw no affillation 
or interrelationrhip of any kind that 
would cauae the contract tvmr to be 
ruspect an to their a ~ ~ ~ ' & n g t h  nature. 
The MMS mcogaizer that by excluding 
from the definition thore contracb 
between penonr whom one party to the 
contract har MY ownemhip intatart in 
the other, it in narro the universe of 
contract8 which would 9 all within the 
aco e of the definition. b, MMS har propond a definition 
for arm's-length contract that excluder 
referencer to ruch mattan an "adpara 
economic htemrtr" or "free and open 
marketr" becaune the inclunion of ruch 
sometime8 rubjective concepta would 
make a lerree'r determination that ita 
contract war arm'n-langth subject to 
uncertainty. The advantage to the 
proposed definition in that it would be 
almort puruly objective, and lauaar and 
other payom would have auurance that 
if they pay royaltien on the barb of 
grorr proeeedn from ann'r-length 
contract. the royalty valuation would 
not later be rwcaptible to 
redetermination. 

M M S  would like commenten to 
addmrr whether a Urt of itemr could be 
developed which could aonm to d&e 

coatnct. spdicrllg, ir 
an them am'r-leT a lint o quentioar which I leuar 
could anrwer which would lead to M 
objective determination of whether the 
contract i i  arm'r-1 ? Pouible 
quertionr am: (1) Ia "%h em e cammon 
equity interert batrvaan the putien to 
the contract; (2) ir them common control 
of the partier to the contract; (3) war 

sop1999 clomp3(12---11** 

dmt ly  or i n h t l y ,  in another person. 

within it8 coverage OIliy tho88 contract8 
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In the event that them am no 
comparable um'r-length coatnctr 
applicable to the 5eld or m a  within 
which the gar Ir producsd the third 
cdtedon would tovide for the 
delemination ora value .hrr 
conrideriag all relevant inlormation 
including gmu prooardr under um'r- 
length contractr for purcharer or ralrr 
of likequality gar In other fieldr or 
areaa, ported pdcer for gaa, priwr 
received in rpot raler of gar, and other 
information aa to the particular lease 
operation or affecting the raleability of 
the gar. 

If a value cannot be deturmined uahg 
any of the valuatlan 

procadura to value the gar could ba 
used. Thir lart benchmark ala0 would 

reasonable method to "zr atennine Other value. 
authorhe the uae of 

The MMS parttculady d d b  
commenta regarding the proporad 
ordaring of valuation benchmarka. 

When a valuation method other than 
grass p&r la used for u n p m ~ a ~ e d  
gar sold pursuant to a noasrm'r-langth 
contract aucb aa a t prlc+r. the 1- 
may not antit1a8010 a tnnrporhtioa 
allowance. Bp way of Ilhutxatlan, if the 
d u e  of unpmamd gu k eahblirbad 

P w P p h  bws) b u d  ppocl rpot 
pricw in the field where the lease h 
located. the value would not be reduced 
by a tranaportation allowance even if 
the leaaee rchully aold the unpmcauad 
gas on a d & d  baa& at a point 
remote from the leare and incumd 
transportation expenaea The ~ O W M W  
would be inappllcable becaw the rpot 
pricer In this axample a h a  
value of unproccrrred gar at e leare. 
However, pursuant to f 2oalSz[h). the 
valuation of the leuee'r unpmceaaed 
gas bared on the rpot piear could not 
be l eu  than the lhuaa'a gma prom& 
reduced by the tnnrporhtion dowurca 
which would be determined conaidering 
the costa the larree actually Incurred. 
Therefore. ragudlarr of the d u e  
detarminad purauant to the bonchmarka 
under no drcpmrtanata u n  the &e, 
for royalty pu1po~1.  ba leaa than the 
p s a  p d r  or which could 
accrue, to the leuee, leu applicable 
tranrportation do- 'Iblr long- 
atanding prindple i a  aut forth at 
fzOalSZ(h andlrdrlrcwad below. 

that if the maximum lawful w 

value detarmlned pursuant to the 
valuation mgulationr in Part 206 then 
MMS would accept mch mudmum pica 
aa tb. value. Thir limltption would not 
be appIiable t o y ,  dprPrrunt to a 
mmnv colrhctAL4~pm-eda 
rtul wouldbe a lddlnUm*rhu. 

previoudy mention p y a  a net back 

%d.ct 

Propor J f miaz(d)  would pmvide 

permItted by Federal law la P em than the 





Rllug rppl iablr  to rll moatha la the 
mportiq puid 'Ihr d o m n c r  would 
be denied for ury produ~ti~a month for 
which a Form b not rrcslprd 
b the due date for the Fwm MMSWTI. TK anfora,if.lrtrar 

contract, and if it did not rubmit a rOnn 
MMs1295 until April IS, It would be 
entitled to an allowance anly for M d  
and rubrequent montha' production in 
the re orting period, No dlowano 
woulgb. permitted for January and 
February, and the leuee would be 
r e q u i d  to m h d  with Intemt any 
allowano which wm t.kaa. 

hgoeed # c t h  ~AlrnaNZ] uould 
prod e that a truuportrtion allowance 
detemhed pursuant to an arm'#-length 
contract would remain affective for a 
mportlng period of 12 monthr or until 
the contract is modified oc tenninatn 
whichever 1% autier. At that time, the 
lemee mud rubmit r new puge m e  of 
Fom MMSCBE In ? d a n c e  with 
i ZoalWCl. 

coatruct may ladudamon thanone 
gareour product and may not allocate 
tbecwbanm8the rrourproducta 
la ruch .I\ lnatura. f.ParS7(a)(s] 
wouldmqulnthekan todocrtetbe 

An um*r-l& t z u m p t a k  

Corb to arch~8eouploducf in the 

rolunn #cbga.rrorrtpmdUcttothe 
V O h u n e Q f d ~ ~ ~  
Propoud t ZOalmaNS) mwld 4th 
all gaa transported In determldng 
trmaportath am& Howem, I 
trrnrportaUoa.Ilo*MarroPMaotbe 
allonad F o r k u r  Pmdpdka- b 
not r0y.l- 
Ropoud f 20&1S7(8)(4) would cover 

tho= aituationa whan both gaaeour and 
liquid p d u c b  M truuportrd in the 
same tramportation fadlity and the 
cortr attributable to each cannot be 
determind horn the um'u-length 
contract. ?hlr #ctlolr w d d  mquh that 
the leaaee propon an docation 
procadun to MMSMMSappmdof 
the mat allocation would ba mquirad 
btcauu! a V o l ~ t r i * n d  dlocrtioa 
method may not be u approprlrh ufat 
tralrporhti" aptern8 
gaaeourpmductrTb.lrrrrrwod w 
the gaa truuportatioa dowance 
detunahed la acamhace wIlh Ib 
pmpowd.uoationpmadpnmtll 
MMS~.de te tmlMt lmQa dm 
tranrportation d o w u m .  h p o d  
i =lS;r(a)(4) dm noold pmvide for 
the ruhaluion of the I m ' r  propod 
allocation within a pmcdbd ttm. 

l a r o m e ~ h a o r r 8 a u m ' ~  
contrrct~trutrp#trtlatruillaot 
mqulra a UrbPrJmrat by tlm l.un. 
tutead the hnqnxtw nlll k ritltlrd 

lime T" Oftbe 
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whether i t  rhould allow lerteer to roll 
forward to rubrequent month: any cortr 
that cannot be deducted by tha lorroe a: 
a rerult of the limitrtion on pmerring 
allowance:. M M S  particularly rolicitr 
commonti on what circumrlmcer would 
justify rolllng forward the corir In 
excerr of 68% percent of the value of 
the gas plant product: which la the 
propored Iimitatlon on procerring 
allowance:. Thir rection would provide 
that the procerring allowance could not 
be applied agalnrt h e  value of the 
residue gar. I t  further provider that, if 
thero ir no reridue gar, the lerree would 
propose, for MMS'r approval, a gar 
plant prodnct a ainrt which no 

Paragraph (d) would re1 forth the 
long-ertabllihed principle h a t  no 
proceiring coat deduction would be 
allowed for the cortr of placing lease 
products in marketalle condition. For 
example, if hydrogen. rulfide ir removed 
from a gar rtream and flared, no 
processing cos1 deduction would be 
allowed. However. If hydrogen rulfide ir 
removed from gar and then further 
processed to obtafn rulfur whfch fr then 
sold, royalty Is due on the value of the 
sulfur. but an allowance for the 
processing cortr would be allowed in 
determinin the value of the rulfur. 

lessee impro erly determlner a 

be liable for any additional royalties. 
pl,is interert, or would be entitled to o 
credit, without interert. 

processing allowancer, would provide 
the procedure for determlning the 
proceesing allowance, which ir 
substantially dlfferenl dependi upon 
whether the lesrec har an arm'r 7 ength 
contract with a plant oparalor for ita 
processing, or whether the lerree ha: a 
non-arm's-length contract or no-contract 
situation, such a: those rltuatlonr where 
the lessee has an interert in the gas 
plant. 

Paragraph (a)(l) would apply to arm':- 
length situations. I t  would provide that 
the processing allowance would be the 
nctual costs for procerring incurred by 
the lessee under that contract. The 
MMS'r approval would not be required 
before the lessee could deduct the 
allowance In computtng ita royalty 
pcyments. However. the contract Ir 
subject to later monitoring, review, and/ 
or audit. MMS may direct a lerree to ure 
a different allowance if it determlner 
thdt the lerree has improperly applied 
the regulation:. The propored rule 
would further q u i r e  that before any 
deduction could be taken, the lerree 
m ~ s t  submit to MMS a completed page 
one of Form hfMW10B the name month 

allowance coul a be taken. 

Paragrapt [e) would provlde that if a 

processing a P lowance. the lersee would 

Pmposed§ZtM158, Determination of 

tho p r o w r r h  rllowmca Ant 18 
reportad 0x1 Form Mh484OlC Reporl of 
Balrlr md RemltUnca. The deduction 
would k dealad for my pduction 
month for which I Form W 1 W  ir 
not rocelmi rlor to, or at tho urn0 W e  
a h  the Form L d  for that month. 
Themfom if a l e u n  bqha In- 
PrOce- Wrb for ]UtpUr @. 
productinn punumt to UI um'r-length 
contract, and if It dld not rubmlt a Form 
Mh4W1~ untll April IS,  It would bo 
entltled to an allowance oal for Much 
and rubrequent month: p uctlon in 
the r e p  p lod  No rllowmw 
woul ba pomlttad for ) w a r y  and 

d the Iertee would k 
al lowam that war taken. 

Paragraph (a)(?) would pmvlda that 
any rllowrnwr dotermlned punurnt to 
an arm':-length contract would be 
effective for e mportlq perlod 
beginning the month U u t  the Iomoa Ant 
ir au thor id  to deduct a proc4ulng 
allowance and would coaUaue for 12 
month* or until the applicable contract 
or rata termlnater or ir modlfled or 
amended, whJchewt J# edJsr. At the 
end of the mporthq period, the lerrea 
murt rerubmit pago one of Form MMS- 
4109. 

An erm'a-length rocerring contract 
may include mom il an one gar plant 
product and ma docate the corb 
among the gar plant pr~ducta. ~n such an 
inrtance, f 208.1ae[a)(S) would accept 
the allocation of the cortr to each a: 
plant product In rccordanco wilb t!e 
contract. A promrb allowmce for 
leare productr wblch VI not royalty- 
bearing would not be rllowod. 

Ropored 1 ##las(a)(4) would cover 
thore rltuationr when mom than one 
gar plant product Ir produwd at r plant 
and tho oorb rttdbutrbie to ercb 
cannot be dotrmlned fmm tho am'r- 
length contract. Thir rectlon would 
requllv that (he lerree propore an 
allocation tocadw to MMS. Tho 
lerree woJd  uro the rocor: 

with ita pro red allocation procedure 
until MMS /&ea a dotermlnation on the 
procerriq allowmco. Propored 
f 20&1W(a)(4) dro would pmvide for 
the rubmiadon of the leuar'r propod 
withln I prercrlbed time. If the r p p m d  
allowance diffen from the propoul, the 
learue murt comt Ita reporta The 
lerrcr would k mqulmd to pay 
additional royal ti^, with intomat, or 
would get a cndlt, wlthout Intomat. 

In rome inatancar, an um'r-length 
contract for proarrrhg will not quire a 
carh payment by the Ieuee. htead. the 

,-rr$ or exam e, to mbin I percontap of 
the 8ar p L t  produd. ~n r u d  an e n t ,  

Febmaa: m q u h  lo mhraa wlth Lnturrt My 

allowance determine x %  in a000 an- 

plult owner will k ratltld 

sa4999  001qW)(12-FF.B-87-11:3448) 



mhvn on undeprwlated capital 
invertment or, altemrtively, a mhvn on 
the inltirl capltd Inrrrtmant with no 

maintenmu expenoer. Pampapito 
(b)(4)(iU) would provide for ovuhead to 
k included a0 a proor 
pmvidiythe overhead%& 
attributa l e  or double to the o p m t i m  
or malntanana of the proaulrq plant. 

regarding mhun on capital Invartment. 
Under alternative 1, puagmph @)(4)(iv) 
would pmvlde for hvo Rn.ncIal 
depmclation methodr: Straight-Una 
depredation and unlt of produatlon 
depmclation. A w o w l y ,  de reciation 
would be broad on the uoehlhe of the 
qulpmant or the Ute of the rwrver the 
procrulllg lmt w l o a  Alro, ullrua 
value mwt o b w d  and qdpmenl 
could not ba depreciated k l o w  a 
maronable ulvage value. 

The MMS Ir .Ira proporlllg that the 
ertabUhent of a pmcoodq plant 
depredation dmdule would not k 
altered bscruw of a mcapiblirrtion or 
a change in ownership. A Ieuaa would 
not k able to depmdah a 
plant uaiq a r c h d e  brood on 
re lacamant motr or any other h a i r  
otRer than actual c o t h  ~ u ~ y ,  a 
changa in O W l l M b l  unnot k a bad# 
for a cb.lng~ in the S.pmiatioa 
schedule for allowmu urpour. If, for 
example, a proceuing p P ant bar a 
depreciation rcbdule of 20 pur and 
har bean depmdatd for 10 pur by the 
first owner and then Ad, the new 
r m n d  owner would br entitled to the 
rumainlng 10 yeur' depmclrtlon bered 

whether or not Wr nonorpltallution 
provirion rhould k adopted If 
alternative 1 Ir ado t d  

alternative 2 LW ir raporb in 
rubraotlon @) 4)(lv) to d lu iow  any coot 

each year Mh48 would allow an amount 
equal to the initial capital Investment In 
the pl- plant mul lied by a 

klow. AItcumtiw 2, If adopted, would 
be ropplemvabl to dtrmrtive 1 and Ir 
pmporad to apply rorprotlwly only to 

Mh5 would like corrmwabn to rddmr 
the kribllity of rltrmrtin t. 

P W P ~  f i M j ( v L 7 d d  wtddhh 
therat.0 nturrr o a pkdtoeither 
the rmdepmdated ca t!i Invutmant 

h e  Uld crplkl iavabprat undu 

MM8 PrOpOlb hvo dt8mdVO8 

deduction for a epndatlon. htead, 

flortixqnh ofntunb a8 L 

newpl.nbornewry.ciquIr8dplmth 

unda alhrartive 1, L abom or 

dhnuUV0 2 dU, dlraund 8bOVr. The 

calculrtd 
Propod 1 #arse@l(S) would oot 

forth the rqulnment that the Ierwe 

the p r o # o o ~  allowMa, 
$ #lalse(d would wt f o e  
promdm kt nportLV the rdjuotrnmtr 

p o d w e  d d  k dlJfuent for 
d m  hall to? ofhhon h u r a  of the 
nhmd pmodum of Sealon 10 of the 
OC8 Lmdo Aat (U U.S.C. l#n et oeq.). 
t r c h r r l r l l o m n a n ~ a l r o m  
ntlmrtod allomn#r, the leum would 
bo rqW to ply rddltional royalty, 
wItb Internot, or would be entitled to a 
ardlt without Lntmot. 

Purprpb (e) would apply the same 
addnlrtratlw or oomputation 

tOydb t0 thr 'Ib8 

h with tranoportation allowances, i t  
lo the Intention of MMS to termlnrte all 
exlrtlly pm#ulru r l l o m a o  with the 

lerreer would bo r q u l n d  to lo TIn 04th~ lrmanm of ilnd rulmakhg. 

new raquhmenta to be 
ellglble to d uat procmrlxq colt# for 
product month oubooquant to the 
effrotiv, dab oftbe w rulun.kinll. 

exxttrordlnuy autr Inherent in nome 

the deep oour -8 that ir belllg produced 
from oome Ieaoor today, MMS requertr 
cormant oa whethor or not the final 
d a t i o a r  rhoold provide that unuoual 
or unmvontioarl port-pmduation coots 
k allowed a0 a doduction In 
detumia&u royalty value# mgudlerr of 
whether thom cortr lin Incurred on or 
off the Iran. 

The propod oU vrlurtlon qulat ionr 
(62 FR 1868, Imwy 14 1967) fnclude 
propowdnvlrlonr to#cFRPIrtwn. 
pvupLy ruoh ma- a0 m t m c t  
ntentloa. Thnr provirlono would be 
rpplicablo rho to unproortoed gar, 
mridue #ah and (a0 plant pmductr. 
Iv.RoaddIl(rrrr 
m m l h  orkr taw? 

The Deputment of the Interior (Dol) 
har detunlned that thla document ir not 
I m a w  d e  and don not raqutn a 

Order W. nb propod nrlemaking 
Ir to conrollddr Federal and tndlan gar 
royalty vdu- regulations to clarify 
Do1 e 8  &tion hey: and to 

pollay moly aU loaublo mlneralr. 

Tho MMS le awlin of the 

tlau and .Ira of the 
"Ihb"T exharln dlitimlmdedtopmau 

Ngulatoty rarb.rlr under E x ~ t i v e  

provida lor aaarlrtont mya Y ty valuation 

Ffutlbiliry Act 

d & t m  rad rtnrmllnn rxlrw 
roguhtitnaa lor ponrlrtent application, 

hunthisnrl,primuuy 



there am no rlgnlflunt rddtttonal 
nguinmenta or burdem placid upon 
m a l l  burhem entltln a i  r m d t  of 
implementatlon of thl8 pmpowd d e .  
T h e d o n .  the Dol hri determlnrd that 
lhir Nlemaktry will not haw r 
8' niRunt economlo rlhct 011 a 
rfmtantial number of small mUUn and 
doer not WUIN a rqulrtory Srxlblllty 
analyria under the Regulatory Flexlbtlity 
Act I S  U.S.C. 610 et req.). 
Cbpemrk Rrducrion Act 

recordkaapt~ mquhmentr bcatcd at 
t f 206.157 and a159 of thlr rule bar 
h e n  rubmittad to the Omcr ol 
Manqement and Bud@ (Om) lor 
approval under U U.S.C rWn et nq. 
The collection of thir Inform.tion will 
no1 be required until It ha8 kra 
a pprovd by OMB. 

tranaporlation agreunentr and 

other agreement8 rffectinl value, will be 
required to be retained by the Inaee, 
but will only be required to be nrbmittad 
upon nquert rather than mutinaly, ar 
under the exirtiq rqdationr. 
N a t h d  Gn-lrl Pdlq Ad Of 
1- 

The information collecttan and 

Iry mqulnmenb will be 
d u d .  Leame "p"' 888 U h 8  C o n b r a  

ProCaUiW C O n h C h ,  W d  a8 .w 

11 ir hereb determined that &a 
r u l e m a w  dbn not oonr~tute a major 
Federal action rigniflcmtly affecthq the 
quality of the human envlmnment and a 
detailed rtatemenl punuant to wt lon  
102(2)(C] of the National Environmental 
Policy Act of 19W (42 U.S.C. 4S2(2)(C)) 
ir not requid.  
Public Commmt $maduma 
A. Written Commnb 
The public ir invited to partic.pate in 

thir proceeding by rubmitting data. 
viewr, or argurnentr with reaped to thir 
notice. All commenlr rhould be 
aubrnittud by 430 p.m, m.at, of the dry 
rpacinad in Ih8 *orrr+" w ~ t i ~ a  IO the 
appmpriate addnrr Indicated In tho 
"AOOREUU" raction of thtr 
and ahould be identified on r u b l e  e oubide 
envelope and on Jocummb ruhmitted 
with the dealgnation "Revlrlan of Car 
Royally Valuation ~e#datioM .ad 
Related Topics." All commantr ncaived 
by the MMS will be available for public 
inrpaction in Room ElW Wdiq 85, 
Denver Federal Center, tr lreood. 
Colorado, between the h o w  of M10 am. 
and 4.90 pm., Monday through FrIda . 
which ir d d u e d  to be caofkbtlal 
rnurt be u) Identified urd nrbmitted In 
writiq. one copy onl The MMS 

Any infonnauon or data rubenitt J 

mSUl'VU1 the *t t0 &tUXI&e the 





maronable, actual amb i n d  by the 

accupted or 4ppm 2 doductton for 

'Ttanrportation allowancr" m e w  an 
allowance for the mawonable. actual 
coat i  i n c h  by the leuar For m o w  
unproceraed gal, mridue 8.8, gar 
plant pmductr to a point of u l e  or point 
of delivery remote from the lease, unit 
area. cornmunitlad m a ,  or procaulng 
plant or an MMS-eccepted or 4ppmnd 
deduction for cortr of 8uch 
transportation. determined punumt to 
thir rubpart. 

(c) A m  mema e m p h i c  mgioa at 
least 81 lam ar the defined b i b  of an 
oil andlor 881 field, in which oil andlor 
gas leaie productr haw h i l a r  quality 
and acmomic chareclerirticu 

Id) Ann 'r-length contmct mean8 a 
contract or .graament b e d  
independent, nonaffillatrd penona For 
purporer of thb rubput, hvo panon8 
ant affiliated if one penon controls, Ir 
controlled by. or ir uadu cmmon 
control with .nother panos or ifone 
enon ownr an intenat (&ear of 

Row small]. either Cunctly or indirectly, 
in another penon. 

(e) Audit mean1 a mvlew. d u c t e d  
In accord with pnerrIly acta ted 
accountiq and audithu rtentfards, of 
myalty payment compliance activities of 
leiraas or other interoat holders who 
pay royalties, mntr or bonum on 
Federal and Indian leaaea The term 
audit includea. but ir not limited to, 
audit actlvithr rrlrted to F d d  learar 
located WIthIn the bouaduie8 of any 
State wNch ha8 e n t d  into a 
cooperative ~ m m t  with MMS under 
the provirionr of aectlonr 201 or 205 of 
the Federal Oil and Cer Royally 
Management Act of 1982 (90 U.S.C. 1732 
or 1735), audit activitier related to 
leases located on Indian Ianda. and the 
review and mrolution of exm tionr 
pmcerred by the official roy& and 
production rccountiq ryltema 
maintrlned by the MMS. Auditr may 
also be conducted in reaponre to 
imgularitier identified by BLM or MMS, 
BIA. or a Stale or Indian Mba Ln the 
performance of production vuttlcetion. 

(f) BIA meanr the Bureau of Indian 
Affaim of the Department of the Interior. 

[g) BLM m e w  the Bureau of h a d  
Management of the Depulmrat of the 
Interlor. 

(h) Compm,uion meam the pmobu of 
rairing the pmaun of gaa 

(1) Controd meam ray orel or written 
a8reement, lachdiq moadmoab or 
reviriona themto, betmaa two or mom 
penonr md dorarblo by Iaw that 
with due conrldoratloa crrrhr an 
obligation. 

leU00 fOt Pm#* 8, 

C 0 8 b  Of rUch pro#88h& 





b a d  upon the value it har 0)) d and &e 
royal that u. due \ rrad 
u n evalueertabUrbdbyhM8, 

intenit mmputd pumrant to 80 CFR 
21bM. If the 1 0 8 8 ~  la  onUUd to a 
credit MMS will pmvlde lartMctiona for 
the taking of that credit. 

[e) The leuee may requart a d u e  
determination from MMS. In that event 
the lerree shall ropow to hdh68 what 
the value rhoulfbo, and the leame may 
use that value for mydty pwposes until 
Mh4S lrruer a value detrrminatton. Tho 
lerree &all submit availrble data to 
rupport ita ro 1. The MMS ahall 
expeditious& r-e the d u e  bud 
upon the Ierrar'r pmpoml and my 
additional infomation MMS deomr 

That detanntnation shall 
EZX?iective for the pori4 stated 
themin. After MMS irruat ib 
determination. the lerrm shall make the 
adjurtmentr in accordance with 
p a r a p p b  ( of thIr raction. 

pmvldon of thf8 aectloa under no 
circumrtancar ahall the value, for 
royalty purparer bo lam than the (poor 
procaedr accruing, or whlch could 
accrue, to the lerrao for gar m o v e d  or 
sold from the lerre. leu applicable 
allowancar d e t d e d  pursuant to thh 
subpart. 

(i) The lerree lr required to place gar 
in marketable condillon at no coat to the 
Federal Govamment or Indian leuor. 
Where the value artabliahed punuant to 
thin rection Ir determined b a Ieuee'r 
grorr proceedr, that valur I) K all be 
inmarad to the extent that the lporr 
procaedr have bwn reducod h u m  
the purcharer, or any other panon, Ir 
providing certain rervicar the coat of 
which ordinarily Is  the mrpondbility of 
the lerreb to p l r u  the gar in marketable 
condition. 

[j) Value rhall be baaed on the 
highest price a prudent operator can 
receive under Ita contract. Abrent 
contract mvirion or amendment, if the 
lerree failr to take proper or h e l y  
action to receive pdcer or banefib to 
which it ir entitled It murt pay royalty 
at a value bared upon that obtainable 
price or beneRt. Contract roviaiom or 
amendments &dl bo in wxiw and 
signed by .I1 partier to an um'r-lurgh 
contract and may bo retroactive. If the 
lesree maker timely a plication for a 
price increare allowdunder its 
contract but the p u d a r e r  nfuwh and 
the lerree taker maronable mearureh 
whicb are documented, to f o r a  
purcharer compliance, tho lruar will 
0% no additional PO tfea mttl m d e r  
or conrlderrtion m s"' ting from tho price 
increase M mceivud. Thir paragraph 
appliaa to price inmmsnb only and 

s-op1399 0 0 l a ( o o x 1 2 ~ - 1 1 9 s # x i )  

4 1 i . O  ahall ala0 k uabh for 

(h) Notwi b rtandlng any other 





lrorlcs Aooour(hg(bro#pr)wcr 
[a) Whem the lerree, or a panon to 

whom the Ieun hrr tmmfmmd #a. 
pwuant to 8 non-um*da& mhot 
or nocontraat rlturllon, 
Ierree'r air (Includhq w m tho 
lerree'r um'r-leqth contract hduder a 
reremation of the Qht to prooru the 
gal), and after proceuln( the pi the 
residue gar LI not sold urmurt to ut 
arm'r-length oontnct 8 e value, for 
royalty purporer rhdl k the mater 
of- 
(1) The d u e  of th8 d d u e  p 8  and 

gar plant producto mrulting itom 
proceuing the gar determined pmuant 
to 8 Z O M ~  (ad urted Tor any appmved 
procerring and 1 or tnar 
allowancar), p h  the s%y 
condenrite n c 0 4  downstnun of 
the point of royalty r8ttlment without 
reaortlng to rocrrrlng, or 
(2) n e  &e of tbe as prior to 

procrulng. datenninJpunuan! to 
t 200.152. 
[b) Nohvithrtandhg the provlrionr of 

paragraph (a) of thlr 8aC~Oa the 
IEquimment for 
~mpariroa coar.kred fn e twar of 
leasea, partlculuip Indian laarea, will 
govern a i  pmvided in 8 -I-). 
O?CmlW v- 
g.cwrrl 

[a) When the value of pi hac bran 
determined punurn! to j zOKlb3 or 
0 ZOCLIEI at a point m o t e  from the 
leare, MMS rbdl d o n  a deduction for 
the maronable actual corb incuned to 
tranrport uripnmurd ar, rarldue Po, 
and gar plant pmduc~%om )mu to a 
sale1 point m o t a  from the leu8 
including, if appropriate, tnntport.tion 
from the leare to a ga, procerr$ plant 
remote from the leare and frum e plant 
to a raler point remota from the plant. 

(b)(l) The tranaportation dowance 
shall not exceed 50 percent of the value 
of the unprocerred gaa mildue gas, or 
gas pIanl product a i  determined 
punuanl lo  fZOf~162 or f 21X169 and 
shall be determined on a oelling 
arrawement bndr 
(2) The MMS Dimctor may appron M 

allowance In excerr of the limitation 
contained in par- h (b)(l) of thir 
section if the le- tmonstmtcm thrt a 
higher allowance 11 in the best intomb 
of the lerror. An application for 
exception rhall contaia dl relevant and 
supporting data nusmuy for the 
Dimtor to make a drhrmlartlba Undar 
no circumrtancer dull the Mnotor 
allow the mydQ payment under any 
relliq arragement to tu reducod to 
zero. 

[c) TnnrportatIaa cwto murt k 
allocated among dl l o w  
pmduced and trmrporlod, Howmr, no 

3'" 



contract Bitnation rhd k effacttn for a 

deduct a huu tian dowmcr m d  

non-um'elangth coatmot tanrfark~ or 
the no-contract tnnrpottrtion 
terminatear whichova k o d e r .  The 
h r e e  8hd  submit (I annplotrd pap 
one of Form the u m e  month 
the haarpottrtion d-a flnt k 

OrrFOnn-4 of 
r e E d  RoNJ R d m a ! ! h  a 
onetime f i l i q  
annual reportlng@ObTho dowancr 
will be denid for any production month 
for which a FarrnhiMWian k not 
m l w d  prior to, or at the u m e  time aa, 
the Form MhS2014 for that month. AB 
pmvidad In f ZoaiS7(c), at the end of 
the i2-moath pdd or .tkr the non- 
um*elangth amtract ern-tract 
tranrportrtion tarminrtear tho lerree 
hall rubmit a completed pago one of 
FormMUs42011 containing the actual 
cortr for the prrtllaru mportiq period. If 
u n p m d  gu, &due ga~, or gar 
plant product tnnrportrtion ia 
continuing, the lessee Ad include on 
p q e  one of Form MHsI3w ib 
artimabdcorbhtheoatrsportlng 
mod. 
or gar plant product tranrportrtioa 
allowancer authorized by thlr 
paragraph. a lessee may deduct the 
tramportation allowuun that it har 
determined, rubject to m i o w  and audit 
bS MMS. 

(4) For new trmrport.tion fad t ie r ,  
the le8808'r Initid p.8e one Of Form 
MMS42QS &all include eatimater of the 
allowable a b  for the applicable 

upon the mort recently available 
operationr data for the hmportation 
facility or, if luch data am not availabh, 
the leuw rhall IW ertimate~ bared 
upon indurtxy data for rimilu 
truUpOrtAuon ryrtamr 

thattho O B l n h r t  @Od m B I U  O r k r d t O  thanton* 

&all contlnuo 5" ot il month, oc until the 

rotirr for thr enth 

(3) For unpmceurd gaar residue gar 

POdOd. b t  O r a t 0 8  Bhd k brad 

larsea'r actual corb for tnnrportrtio& 
including opamtingandmrintenu~ce 
expaue~, overhead, [depredation, and 

invertmmt. The truuport.tion 
a r e h  on [undepmdathd] capi t8l 

mpO%Ferlod 

u %-omti-I.bor;ha ti~materi&rddorempmperty 

allowanm BhdkbuedopollactP.l 

(1) owable operating axpen~er 
include Opmtionr mparvirion and 

lint md uy other Eisxye and attributable 
operating expanu which the lerrcn can 
document. 

CO8b Lncrpnsd d d l g  the iz-month 

[tv) To u m p u b  drpdat ion ,  the 
leawe m y  elect to am either a atmight- 
h e  depndrtion method or a unit of 
~ ~ M t h o d b r w d o n t h r l u e  of 

t a ? t b m ~ o f t & ~  

Icaricer. After m eldon h mdo, the 
l o w  may not 0h.lyr math& without 
MMSappnml.Acbageinowner&p 
of a tnnrpartrtion -tam &all not alter 
the depmdation dedule ertablished by 

w @E%"" thebranrportatlonryrtam 

er/lurrae for 

a tnnrportrtion -tam &dk 
d e p d a t e d  only once. Equipment &all 
not k depredated below a reuoxuble 
UmPVlhu. 
AltaMthat 

(iv) hdhdSrh.11allowurcortm 
.mount equal to the initial capital 
Jnmbnmt In the truuposhtion ByBtem 
multiplied by a rate of return datamined 

&on. No d-ce be p v i d a d  
for depredation. 

undepmdatad] capital fn*artment &all L the Moody Ana corporate bond rate 
ar publirhed by Moody'r lnvrrton 
S e r v l # , h c I n M ~ 8 B a n d ~ o a  
t h e B n t b u B i M u d a j o f t h r ~  
period kwhich the dowanmb 
applicable. Thir rata will k effectiw 

bagidng of each mbuquent rqorthg 
period. 

(6) The deduction for trmrport.tion 
corb A d  k dotenabed b u d  upon 
tho IeBBm*O oort of HCh 

tnnrportrtiosrBptem.Whemmonthan 
one l o u r  prodoot in (I gueou~ phue h 
buupartsdc then the total 
tnnrportrtioaamblhrllkalloatodh 
I CoSuLItmf d quitable mulner to 
rrch of thow ham pmducb in the lune  

ea product (including water vapor) to 
the volpmr of d haw ptodootr In the 

W t  to purorrph $3 l (v l  of 

(v) The rab of return on 

rate d2themL.mTmdne dkmdetarmin atthe 

p m J o n  u thr ntio of tho V O I ~ O  of 

I 



the-pddthe 
laueerhall mqlIiNdI0 
additional myaltier due ph%toreat 
computed punuant to 30 CFR 2laW 
ntrorctlw to the &rt ppooth tho krrn 
Ir ruhhwl#d to hfht a trrarportrtloa 
allomner,IltheactPrltnnrpPrtrtloa 
allomncr 11 greater than the amount 
the lerree ha8 ertimated and taken 
dud them 

intemrt. 

pmduction fhm onahom Mud and 
Indian l e a w  the leuee m u t  wbmlt a 
fxxT8ct8dFMn-&mh 

inrtructioar J MMS to ntkct a d d  
colt& 

the I U M Q ~ ~  ettimatrd arrb w m  more 
than thr actual cork the leuee mud 
rubmit a uxmcted Fma MMS-anb 
together wtth ita pr~rmeat, Ln r d m #  
with hlnrclioru provided by W t o  
t d e d  a c t d  met% Itthe hs8eeh 
ertimatad aub WM It# thaa Ib actual 
colla the lauaa m u t  rubmlt a written 
q u e s t  lor m h d  h miumhaa with 
8eChn 1ooftke outer ODathahl sbelf 
Landr Ac t  a8 .mended, 0 U S C  
lsso(r). 

(a) not with at an^ any other 
provtdonr of thlr rubput no CQet rbau 
be allornd lorunpma+rrd~ nrMp. 

rhall Ta antl Ppuiod*ehuaa ad to a W t  without 

M t h " r T  t i a r ~ w i t b  

p r o d u c t i o a B o m 1 ~ o c s I f  

(21 For l e u n r  tnnrportky 

(3) For leun r  

WrorgrS Urtproduot 
which mr s h Emm paymxgy 
or theordu l  louer. 

(f) Other haportation art 
detarmiaatioar. The pmvtrioar of thir 
aection ahall appiy to determine 
tranrportation coab whra mtrbIId&q 
value uabq a net back valuation 
procrtdura or any otherproadprr that 
mquhr deduction of truuportation 
matt. 

Oloalar FroadIg- - 
(a) When the value of p a i r  

determined pursumt to t a 
deduction rhau be dlowed for the 
reanonable actual aub d pmcautng. 

an!&Z%ant 

ae-hT-m-tbe determined for ea gar plant roduct 

shall and pm-Y be cond d a8 one pmduct. 
&)[I) "he procemiq dowanm &all 

not exceed #)% tofthevdueaf 
each of the gar r ~ c t s  ar 
datemind pursuant to 8 l e u  
aw appU-Ne hrnrportrw 
allomnorr dehrm3ard pursuant to 
i t  x a k l s 8 d ~ 5 7 .  whrn &em UI 
multiple #utnl bfarany 
Individual gar pl-& the 

soo(999 O a m O ( o l ~ I N 9 e - n - l l 9 6 d 7 )  

amb mut be docatad 

plant mlati&p. N W r  






