DEPARTMENT OF THE | NTERI CR
M neral s Managenent Service
30 CFR Parts 206 and 260
RN 1010- AB93

Bi ddi ng Systens for Leases in the Quter Continental Shelf

AGENCY: M neral s Managenent Service, Interior.

ACTION:  Final rule.

SUWARY: This rule amends the regul ations of the Mnerals
Managenent Service (MVB) to nodify the bidding systens
avail able for use on tracts offered for | ease under the
Quter Continental Shelf Lands Act (OCSLA). The change gives
the Secretary of the Interior nore flexibility in setting
the terns of a lease sale. This rule provides four nethods
of nodifying the existing alternative bidding systens: (1)
setting the mnimum prescribed royalty rate charged on
Federal offshore | eases bel ow 12% per centum but greater
than zero per centum (2) permtting operating allowances
when conputing paynent obligations under the | ease; (3)
suspendi ng or deferring royalty for a specific tinme period,
vol une, or value of production; and (4) expanding the

nmet hods for calculating royalty rates under variable royalty



systens to include product prices, as well as val ue and
amount of production, with the ability to use different
formul as across tine periods. The rule does not affect

exi sting | eases.

EFFECTI VE DATE: This rule is effective Qctober 23, 1995

FOR FURTHER | NFORVATI ON CONTACT:  Dr. Marshall Rose, Chief,

Econom ¢ Eval uati on Branch, tel ephone (703) 787-1536.

SUPPLEMENTARY | NFCRVATI ON The OCSLA provides authority to
nodi fy any bidding systemcurrently authorized by the Act if
the Secretary determnes the nodification to be useful to

acconpl i sh the purposes and policies of the Act (section

8(a)(1)).

This final rule is the result of a review of alternative

| easi ng policies conducted within MVB with input from
constituents. The final rule, like the proposed rule,
enables MV5 to set royalty terns at the tine of sale for new
of fshore | eases that will adjust automatically to changi ng
mar ket conditions in the oil and gas industry as | ease

expl orati on, devel opnent, and production proceed.

| npl ementation is expected to increase conpetition for new
Federal offshore |eases, ensure receipt of fair narket

val ue, and increase the likelihood that new | eases will be



expl ored and devel oped.

The new royalty terns will be considered for use in the

| easi ng of specific types of tracts, such as tracts that can
be identified before a sale containing potential oil and gas
resources in reservoirs | ocated bel ow tabul ar salt
formations. Qher categories of tracts that we m ght choose
to offer under the newterns include tracts with qualifying
wel | s whi ch have uneconom c reserves or tracts which

previ ously recei ved hi gh bonus bids but were not expl ored.

When we choose to use the new bidding terns, MVS nay set the
mninumroyalty rate at |ess than 12% per centumfor all or
a part of the lease's productive life as described in the

| ease terns portion of a final notice of sale. The MVB may
designate a royalty rate that is either a fixed constant or
varied over the life of the |ease or a royalty rate that
energes or fluctuates as specified conditions are net (e.g.,
royal ties would not accrue until a designated tinme period
expires or a specified production |level or value is reached,
or a predetermned capital cost allowance is recovered, or
royal ties woul d be reduced during periods of declining

aver age product prices).

Concurrently, with MVB devel opnent of this rule, Congress

enacted the Quter Continental Shelf Deep Water Royalty
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Relief Act (Pub. L. 104-58, Novenber 28, 1995) whi ch anended
the OCSLA to add a new section 8(a)(1)(H which defines a
new bi ddi ng system The new bi ddi ng system prescribes a
cash bonus bid with a royalty of no | ess than 12% per centum
and provi des for a suspension of royalties for a period,

vol une, or value of production determned by the Secretary.
Such suspensions may vary based on the price of production
fromthe | ease. Any |ease sale held before Novenber 28,
2000, must use the new bidding systemfor all tracts |ocated
in water depths of 200 neters or nore in the Wstern and
Central @ulf of Mexico Planning Areas, including that
portion of the Eastern Qulf of Mexico Planning Area west of

87 degrees, 30 mnutes west |ongitude.

This rule allows MVB to inplenent this new bi ddi ng system
The proposed rul e had included the substance of the required
provisions. Thus, MVB is able to include inplenenting
provisions in this final rule. W are preparing anot her
rule to inplenment further details of the Quter Continental

Shel f Deep Water Royalty Relief Act.

Twel ve respondents submtted comrents during the public
coment period and MV5 revi ewed and anal yzed t he comments.
The following is a discussion of the comments recei ved and

our response. Each tine MV5 announces use of this new



bidding rule in a prelimnary | ease sale notice, interested

parties may submt comments.



Narrati ve Response to Conments

Comment :  Several comrenters had specific questions
regardi ng uncertainty over aspects or terns used in the

proposed rul e.

Question 1: Wuat wuld a "sinple price-royalty rate

formul a" | ook |ike?

Response: (One exanple of such a formula is a royalty rate
of one-sixth applies if the average oil price is above $18
(per barrel) and one-eighth if the average price is bel ow
$18. O, the royalty rate could vary in several discrete
i ncrenents, or even continuously, as a function of oil (and

perhaps gas) prices prevailing during the life of the |ease.

Question 2a: Wat does the MVB nean when it suggests it

woul d be able to "set royalty terns at time of sale for new
| eases that will adjust dynamcally to changi ng nmarket

condi ti ons?"

Response : An exanple of a royalty termthat responds
automatically to market conditions would be a royalty rate
t hat depended on gross | ease revenues. As prices declined
or production fromthe | ease decreased, the royalty rate
woul d decline according to conditions specified in the sale

notice, reflecting a lower profit potential on the |ease.
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Such a systemcoul d i nclude a predetermned cost all owance
t hat woul d be deducted from gross revenues for the purpose
of conputing the net revenue anount, to which the royalty

rate woul d be appli ed.

Question 2b: How frequently would royalty terns change?

Response: The frequency of change will be specified in the
sale notice and lease. It will depend on both the form of
the systemand the variables defined in the sale notice and
| ease. For exanple, if MVB uses an inflation adjustnent,
the terns could change annually or nonthly according to the
specified adjustnment factor. |If MVB uses a fixed vol une
suspensi on, the change would occur only at the tine the
prescri bed production volune is achieved. Once the lease is
executed, any change in royalty will be triggered solely by
satisfying the objectively determ ned econom c and geol ogi c

factors specified in the | ease.

Question 2c: Are there limts on the changes?

Response: Yes. The MVMB will specify the range of val ues
over which the royalty rate will change in the final notice

of sale and the | ease.

Question 2d: |Is the 12% per centumroyalty the ceiling?




Response: No. Wen there is a ceiling we will specify it

in the notice of sale.

Question 2e: Howw |l M and industry adm ni ster these

| eases (e.g., audits)?

Response: W will continue to admnister |eases in the sane
manner. However, estimates of future prices coul d, under
sone systens, necessitate a recalculation not only in the
recei pts subject to royalty, but also in the size of the

royalty rate as well.

Question 2f :  How woul d MVB adm ni ster these new | eases when

unitized with leases with different or fixed royalties?

Response: The MVB will be careful to ensure that |essees
properly allocate production to each unitized | ease.
Normal |y unitized production froma common reservoir is
based on the proportion of recoverabl e resources present on

each | ease.

Question 3a: How does the "operating all owances” concept

relate to the anendnments to the bidding systens regul ati ons?

Response: Under existing royalty regul ations,
transportation costs and gas processing costs are

perm ssi bl e deductions in conputing royalty due. The notion



of a predeterm ned operating all owance is proposed partly to

expand the set of tract-specific costs that MVB may consi der



in calculating paynent obligations, wthout conplicating the
accounting. O alternatively, MVS nay sinply offer sone
tracts under a bidding systemw th a specified
transportati on and processing all owance i nstead of actual

costs incurred.

Question 3b: How do operating allowances relate to existing

transportati on and processing allowances in terns of

subst ance and reporting requirenents?

Response : Because the all owance concept is based on a
specified standard, there will be sonme difference between
actual costs incurred and those used to conpute paynent
obligations. However, if set properly, we expect that the
al l onance wi |l be about right on average. Moreover, this
could alleviate sone of the admnistrative and auditing
burdens, since actual costs may not affect the anmount of

paynents owed under sone of these systens.

Question 3c: Wat is the effect of the introduction of the

new concept of "operating allowances” into the valuation

regul ati ons?

Response: (perating all owances coul d be used in conjunction
with valuation regulations in one of two ways. First,

predet erm ned operating all owances, defined at tine of sale,
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coul d repl ace val uation regul ations for the purpose of

cal cul ating net receipts subject to paynent obligations.
Second, a predetermned operating all owance coul d be
subtracted fromnet receipts after the valuation regul ati ons
are applied, to determne the final anmount of receipts
subject to paynent obligations. |In either case, the
approach used woul d be designated in the proposed and fi nal

sal e noti ces.

Question 4: Can phrases such as "any amounts creditable

agai nst future royalties” and "inflation factor" for
pur poses of determ ning value "or anmount” of production be

expl ai ned?

Response : Shoul d the governi ng statutes change, MV m ght
consider allowing the | essee to credit other paynents nade
to the Governnent (e.g., rentals) against future paynents
due the Government (e.g., royalties). Existing statutes do
not allow MV5 to encourage | essee behavior (e.g., starting
expl oration or production earlier in the prinmary tern) by
rei nbursing the | essee in cash. In devel oping the origina
sliding-scal e bidding system M made the royalty rate
dependent upon the gross val ue of production generated
during a period. The MVS used an index or "inflation

factor" to make adjustments in production value in future

11



production periods to reflect the prevailing | evel of

aggregate prices in the econony.
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For sinplicity, MM wll provide the details of any required
nodi fications of this type in the official sale and | ease

docunents, rather than in the regul ations.

Question 5: Wiy would industry have to wait for publication

of | ease sal e packages to exam ne royalty rate fornmul as?

Response: In the April 20, 1995, Federal Register Notice

asking for comments on the proposal (60 FR 19767), MBS
descri bed the general nature of the equations and formul as,
along with the applicable variables, and this notice
continues the discussion. |In many instances, the specific
paraneters that we will use in specific | ease sal es nay
depend on the characteristics of the tracts to which they
apply as well as prevailing price and cost conditions at
time of sale. The rule itself does not include val ues for
the paraneters. Wenever possible we will announce the
formulas to be used, along with proposed val ues for the
paranmeters, in the prelimnary notice of sale. This wll
permt industry to comment on the details of the bidding

system before MVB publishes the final notice of sale.

Question 6: Wuat does "suspension or deferral magnitudes or

f or mul as" nean?

Response: During the productive life of a | ease, the
exi sting royalty could be suspended (i.e., reduced or

elimnated) or deferred (i.e., paid at a |later time under
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sone circunstances). Typically, such provisions will apply
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at the start of production. W nmay express the suspension
or deferral variable as a specified nunber of barrels of oi
equi val ent produced, gross revenues collected fromoil and
gas sales, or length of time over which royalties would be

col lected at a reduced rate.

Question 7: Wuat index will MVB use for pricing?

Response: W will specify the index to be used in the fina
sale notice. W expect that such indices will reflect the
rate of inflation in either the energy sector or the econony
as a whole. Indices of this nature typically appear in a
variety of Federal docunents published anong others by the

Departnent of Conmerce and the Departnent of Energy.

Question 8: For a particular |ease sale, can a bidder

choose between a reduced (variable) rate or fixed rate? |If

so, how woul d the MVB award conpetitive bids?

Response: No. The MVB did not envision allow ng the

bi dders to choose between different |easing systens on the
sane tract. The concept does have sone appeal, however,
since it would allow bidders with different capacities to
bear risk to choose the systemthat best suits them Wth
this added flexibility, the ceiling royalty rate associ ated

with the variable royalty rate option will have to be above
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the fixed rate. Qherw se, bidders presunmably woul d be
better off always choosing the reduced (variable) royalty
rate. However, unless MVE devel ops a way to show that the
antici pated val ue of the tract was the sane under either
system there will be no sinple way to choose anong
conpetitive cash bonus bids submtted under each of the

systens. Thus, MVB has not chosen to pursue this option.

Question 9: How nuch |ead time can conpani es expect to have

bet ween promul gation of final regulations and the first

| ease sal e where they woul d appl y?

Response: Before using sone of the innovative new concepts
covered by this rule, MM will both take tinme to determne
how t he new systemw || be used in the specific | ease sale
and will solicit industry comments in a prelimnary notice
of sale. This will provide industry with an opportunity to

under st and t he new system

Question 10: Wuld a potential bidder have any flexibility

in the bidding process with regard to the royalty rate? For
exanpl e, could a potential bidder offer a traditional one-

eighth royalty?

Response: These changes in bidding systens relate to the

manner in which MM will determne the applicable royalty
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rate during a given production period. W are not
introduci ng these changes to facilitate various forns of
actual bidding on the royalty rate to be paid by the | essee.
Thus, we intend to set the formof the royalty rate, and the
| essee will bid a cash bonus. Under this format, the | essee
cannot affect the royalty rate during the bidding process.
Only if the royalty is the bid variable, would a potenti al

bi dder be free to offer a traditional one-eighth royalty.

Question 11: Wuld there be any changes to the basis upon

whi ch the MVB awards conpetitive bids?

Response: No. Under the proposed systens, the high cash
bonus bidder will be awarded the | ease subject to satisfying

the MVS bid adequacy criteria.

Comment :  (One commenter nentioned that although the proposed
rul e does not specifically indicate MV is contenplating
such a system they are agai nst one which mght call for

bi dding of both a royalty variable and bonus.

Response: The term"variable royalty rate" is neant to
convey the notion that the royalty rate, as described in the
sale notice, may vary over the life of the | ease. This does
not nean that MV5 is naking the royalty rate a bidding

variable. This rule does not affect the MVB authority to
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use the royalty rate as a bidding term either in place of
or in conjunction with a cash bonus. Wile the OCSLA does
not authorize MVB to use nore than one bidding variable

si mul taneously, we nmay be able to design sone systens that

operate sequentially.
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For exanple, in the unlikely event that bidding for sone
tracts involved both the cash bonus and the royalty rate,
MV5 needs a neans to objectively determne the w nning

bi dder. One way to do that would be to require bidding on
the two terns in sequence rather than in parallel. Subject
to a fixed mninmumrequired cash bonus, bidding could be
allowed on the royalty rate up to a predetermned and known
maxi mum If a bidder chooses to bid above the maxi num
royalty rate, it would do so by offering to add to the

m ni num requi red bonus bi d.

Comment : (One commenter stated that it would be unjust for a
| essee to relinquish a lease after conducting expl oratory

drilling, with the possible public release of data, and then
for the Government to reoffer the tract under nore favorable

terns to conpetitors.

Response: The original |essee purchased the contract for a
cash bonus bid. |If it then voluntarily relinquishes the

| ease after conducting exploratory drilling, the CGovernnent
is free to reoffer the tract in the narket at any terns it
deens appropriate. The original |essee can conpete on equa
terms with others through the auction process used to

reoffer the tract.

Comment :  Two commenters suggested that royalty relief and

flexible royalty terns woul d benefit production if MBS
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applies themto existing OCS | eases that are approaching the

economc limts of production.

Response: This rule does not affect the authority of M5,
under 8 8(a)(3)(A) of OCSLA, to reduce or elimnate any

royalty or net profit share on an active tract.

Comment : (One commenter strongly reconmended that MBS
consi der providing an appropriate all owance for poor quality
and/or low gravity crude in order to foster devel opnent of

such resources.

Response: Lower quality crude sells for less. Since
royalty paid is directly proportional to price, the current
fixed royalty arrangenent reflects differences in product
quality. To the extent that an additional adjustment is
needed for low quality crude, to account for higher costs of
extraction, then a properly set cost allowance under the new
bi dding rul e woul d be one way to handle the situation for

tracts being offered for |ease.

Comment : (One commenter stated that it does not believe that
royalty relief by itself, in the absence of other financia
i ncentives such as a production tax credit, is sufficient to

generate addi tional substantial deepwater activity.

Response: The MVB does not have taxing authority, so

production tax credits are not part of the policies affected
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by this rule. The final rule differs fromthe proposed rul e
in that portions have been reworded for clarity. The final
rule al so contains a new system 8§ 260.110(a)(7), designed
specifically to address the Quter Continental Shelf Deep
Water Royalty Relief Act. This new systemincludes a cash
bonus bid, a fixed royalty rate of not |ess than 12% per
centum and an option for MM5 to defer or suspend royalties.
Al though a | ease sale of this type woul d have been possibl e
under paragraph § 260.110(a)(5), MVS added t he new paragraph
specifically addressing the provisions in the Statute. This
wll clearly indicate when MV5 i s conducting a | ease sale
under the provisions of the Quter Continental Shelf Deep

Water Royalty Relief Act.

Aut hor

Thi s docunment was prepared by Marshall Rose, Mary Vavri na,
and Keith Meekins, Ofshore Resource Eval uation D vision,

MVB.

Executive Order (E. Q) 12866

MVB reviewed this rule and determned that the rule i s not

significant.

Regul atory Flexibility Act

The Department of the Interior (DA) has determned that
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this rule will not have a significant economc effect on a
substanti al nunber of small entities. Any direct effects of
this rulemaking will primarily affect | essees and operat ors-

-entities that are not, in general, small due to the
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techni cal conplexities and financial resources necessary to
conduct OCS activities. M5 also determned that the
indirect effect of this rulemaking on snmall entities that

provi de support for offshore activities is small.

Paper wor k Reducti on Act

The information collection requirenents contained in those
parts of MV5' s regul atory programaffected by this rule have
been approved by OWB under (44 U S.C 3501 et seq.). The
forms, filing date, and approved OMB cl earance nunbers are

identified in 30 CFR 210. 10 and 30 CFR 216. 10.

Taki ngs | nplication Assessnent

The DA certifies that this rule does not represent a
governnmental action capable of interference with
constitutionally protected property rights. A Takings

| nplication Assessnent prepared pursuant to E. O 12630,
Governnment Action and Interference with Constitutionally

Protected Property R ghts, is not required.

E.Q 12778

The DA has certified to OB that this rule neets the
applicable civil justice reformstandards provided in

Sections 2(a) and 2(b)(2) of EQ 12778.
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Nati onal Environnental Policy Act

The National Environmental Policy Act (NEPA) conpliance for
the rule is covered by DA procedures for inplenmenting NEPA
(516 Dwve, Appendix 1.10). In accordance with those
procedures, MVB will exam ne the potential environmental
effects of the rule during NEPA review for each | ease sal e.
This is appropriate because the potential environnental
effects of the rule depend largely on howit is applied, and
deci sions on application will be nmade on a sal e-by-sale

basi s.

List of Subjects in 30 CFR Part 206

Coal, Continental shelf, Geothernal energy, CGovernnent
contracts, Indian lands, Mneral royalties, Natural gas,
Petrol eum Public | ands--mneral resources, Reporting and

recor dkeepi ng requi renents.

List of Subjects in 30 CFR Part 260

Continental shelf, Governnent contracts, Mneral royalties,

G|l and gas exploration, Public |ands--mneral resources.

Dat ed:
Assistant Secretary, Land and Mneral s
Managenent .
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For the reasons set forth in the preanble, the Mneral s
Managenent Service anmends 30 CFR parts 206 and 260 as

f ol | ows:

PART 206- - PRODUCT VALUATI ON

1. The authority citation for part 206 is revised to read

as foll ows:

AUTHORITY: 5 U S C 301 et seq.; 25 U S C 39 et seq.,
396a et seq., 2101 et seq.; 30 U S C 181 et seq., 351 et
seqg., 1001 et seq., 1701 et seq.; 31 U S C 9701; 43 U S C

1301 et seq., 1331 et seq., and 1801 et seq.

2. Section 206.106 of subpart Cis added to read as

f ol | ows:

§ 206.106 Qperating al |l onances

Not wi t hst andi ng any other provisions in these regul ati ons,
an operating all onwance nmay be used for the purpose of
conputi ng paynent obligations when specified in the notice
of sale and the | ease. The allowance anmount or formula
shal |l be specified in the notice of sale and in the | ease

agr eenent .

3. Section 206.160 of subpart Dis added to read as

fol | ows:
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8§ 206.160 Qperating al |l onwances

Not wi t hst andi ng any ot her provisions in these
regul ati ons, an operating allowance may be used for the
pur pose of conputing paynment obligations when specified in
the notice of sale and the | ease. The all owance amount or
formula shall be specified in the notice of sale and in the

| ease agreenent.

PART 260-- QUTER CONTI NENTAL SHELF QL AND GAS LEASI NG

1. The authority citation for part 260 is revised to read

as fol |l ows:

Authority: 43 U S. C 1331 and 1337.

2. Section 260.001 of subpart Ais revised to read as
foll ows:

§ 260.001 Purpose and scope

The purpose of this part 260 is to inplenment OCSLA,
43 U S.C 1331 et seq., as anended, by providing regul ations
to foster conpetition including, but not limted to,
regul ations to prohibit joint bidding for devel opnent rights
by certain types of joint ventures; the inplenentation of
al ternative bidding systens (including suspension of
royalties for a period, volune, or value of production); and

the establishnent of diligence requirenents for Federal OCS
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| eases i ssued under the OCSLA.
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3. Section 260.002 of subpart A is amended by revising the

definition of OCSLA to read as foll ows:

§ 260.002 Definitions .

For purposes of this part 260:
OCSLA nmeans the Quter Continental Shelf Lands Act, (43

US C 1331 et seq.), as anmended.

* * * * *

2. Section 260.110 of subpart B is amended by revising
paragraphs (a)(1)(iii), (a)(2)(iii), (a)(3)(i)(( 4) and
(a)(3)(iii) and to add new paragraphs (a)(5), (a)(6), and

(a)(7) to read as foll ows:

§ 260.110 Bidding systens

(a) * k% *

(1) * % *

(iti) The annual rental to be paid by the highest
responsi bl e qualified bidder and any anounts creditable
agai nst future royalties shall be specified in the notice of

sale published in the Federal Register .

* * * * *

(2) * * %

(ii1) Rental payment anmounts nust be as specified
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in paragraph (a)(1)(iii) of this section.

* * * * *

(4) The production period, inflation factor
and procedures for naking the inflation adjustnent and for
determ ning the val ue or anmount of production shall be
stated in the notice of sale published in the Feder a

Regi ster .

*x * * % *

(ii1) Rental payment anmounts nust be as specified

in paragraph (a)(1)(iii) of this section.

*x * * % *

(5 Cash bonus bid with a variable royalty rate or

rates during one or nore production periods in anount or

val ue of the production saved, renoved or sold, and an

annual rental . M5 nmay suspend or defer the royalty due for

a period, volune, or value of production. Such suspensions
or deferrals may vary based on changes in the prices of oi

and/or gas as specified in the notice of sale published in
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t he Feder al

Regi ster .
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(i) The royalty rate due on production may be | ess
t han 12% per centum but greater than zero per centum at
any designated tinme during the | ease period based on the
anount or val ue of production saved, renoved, or sold.
Royalty may be suspended or deferred for a period, vol une,
or value of production. The applicable royalty rate(s) and
suspensi on or deferral magnitudes or formul as shall be
specified in the notice of sale published in the Feder al

Regi ster .

(ii) Amount and the procedure for paynment of cash
bonus nmust be as specified in paragraph (a)(1)(ii) of this

secti on.

(ii1) Rental paynment anmounts nust be as specified

in paragraph (a)(1)(iii) of this section.

(6) Cash bonus bid with a royalty rate or rates based

on formul a(s) or schedul e(s) during one or nore production

periods in anmount or val ue of the production saved, renoved

or sold, and an annual rental . Royalty may be suspended or

deferred for a period, volume, or value of production. Such
suspensi on or deferral may vary based on changes in the
prices of oil and/or gas as specified in the notice of sale

published in the Federal Register .

(i) The royalty due on production shall be
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specified as a percentage of the amount or val ue of the
production saved, renoved, or sold. Wien the val ue of
production is used, by unit or in aggregate, the royalty
rate will be determ ned based on prices for oil and/or gas
as specified in the notice of sale published in the Feder a

Regi ster .

(A) The |l essee nust calculate the royalty due
using the formula or schedule specified in the | ease based
on the adjusted anmount or indexed value of the oil and gas
produced. The formula or schedule will describe the
rel ati onshi p between adjusted or actual anount of
production, indexed value, or indexed price, and the royalty
rate. It will stipulate the | owest and hi ghest royalty

rates.

(B) The royalty rate formula or schedul e and
t he suspension or deferral magnitudes or formulas shall be
specified in the notice of sale published in the

Federal Register .

(O Royalty paynent cal cul ation.

(1) The royalty rate used to calculate the
royalty due on production is based on an adjusted or act ual
amount of production, indexed value, or indexed price and is

set through application of the specified formula or schedul e
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to the designated production period.
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(2) The lessee will determne the adjusted
anount or indexed val ue, or indexed price by applying an
index or inflation factor specified in the |ease to the
actual anount or value of production, or to the adjusted

price.

(3) The lessee nust apply the royalty rate
to the actual value of production. The result is the anount
in dollars that the | essee nust pay to the United States, or
the amount of royalty oil and/or gas that the United States

will take in kind.

(4) The production period, inflation factor
and procedures for naking the inflation adjustnment and for
determ ning the value or anmount of production shall be
stated in the notice of sale published in the

Federal Register .

(ii) Amount and the procedure for paynment of cash
bonus nmust be as specified in paragraph (a)(1)(ii) of this

secti on.

(ii1) Rental paynment anounts nust be as specified

in paragraph (a)(1)(iii) of this section.

(7) Cash bonus bid with a royalty rate of not |ess

than 12% per centumfixed in anount or value of the

production saved, renoved or sold, and with suspensi on of
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royalties for a period, volunme, or value of production, and

an annual rental . Royalty may be suspended for a period,

vol une, or value of production. Such suspension may vary
based on changes in the prices of oil and/or gas as
specified in the notice of sale published in the

Federal Register .

(i) Except for a period of suspension, the royalty
rate due on production will be specified as a percentage of
t he amount or val ue of the production saved, renoved, or
sold. The applicable royalty rate shall be specified in the

noti ce of the | ease sale published in the Federal Register .

Wien the royalty rate is applied to the value of production,
by unit or in aggregate, the royalty rate will be determ ned
based on the prices for oil and/or gas as specified in the

noti ce of sale published in the Federal Register .

(A) The |l essee nust calculate the royalty due
using the formula or schedul e specified in the | ease
agreenent based on the adjusted anmount or indexed val ue of
the oil and gas produced. The fornula or schedule will
descri be the rel ati onshi p between adjusted or actual anount
of production, indexed value, or indexed price, and the
royalty rate. It wll stipulate the | owest and hi ghest

royalty rates that may apply.

(B) The formula or schedule for royalty due on
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production and the suspensi on nmagni tudes or formul as shall
be specified in the notice of sale published in the

Federal Register .
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(i1) Amount and the procedure for paynent
of cash bonus nust be as specified in paragraph (a)(21)(ii)

of this section.

(ii1) Rental payment amounts nust be as

specified in paragraph (a)(1)(iii) of this section.
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