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onc term Which i s p p m x ?  to be 
modified is "eligible refimr." Basidy, 
eligible refiners are those small refinera 
that would be entitled to rpedal 
pRflm.ncc arpmvided m 3ousc Zge 
and 4 U S C  1353. rrhen it is 
determined that adequate supplies of 
m d e  oil are no? available in the open 
&et. To date myalty oil d e s  
g ~ h a r c b e e n ~ t o t l r i s ~  
ofrefbe%% In LbCaistingqurah far 
hIVFi.!QOiL3OC3RZCXL2 
eligible refiner is defined aa foIlorva 

teMsbrIlkInmasdaistingrr6imicJ 
r~rrfmriaaotinopartioa)& 
qualify as. Emalllmioesstutapiecanda 
Ibcrpla0ftbe~Fcrci .m 

t i o o ( ! a q d  &rncrbllo 
pudbasEintheopmIlrutc(mrdcqrvrc 
~ o l a u k c l i l  bmcc( tbc mxdsdtbcir 
c x i r t i n g ~ a p . d t i a  
In Plofec~. loc Q- mL e(33 F2d 181 

(lah c=ir. W79b tbecomtofrbpeab 
held that. for sales of oushore royalty oil 
pursuant to the Act of Februafy M 18%a 
the DOI d not Limit ebgiile refiners 
to those that meet the SBA criteria. 
However. tbe Court of Appealr in 
revierring the legislative hislory of% 
U S C  192 did indicate that the p p e r  
scope of rbc limitation should be: 

I n ~ l b e p m p a r o f I b c b i l l l b e  
senator i&ltifiCd 'anan 
refincrr' aL those srbo&mcormand 
opntr tbCirompmdm5ngbar-p 
c o s b ~ ~ ~ ~ ~ .  - .=suefatyec 
cbc b t e r i 0 r . m ~ ~ ~ ~  the 
bincotbcarmmrttcc iba$oti&rrdtotbc 
d ' ~ i y ~ t O 0 i r w l e f n d t r . .  . 
?%e basic distinction drawn &y !he Seaetary 
ecboedtbcowrecDgnizedbyseMtor 
O-MMabOmy: Tbe SamtaTy diffaultiatcrl 
between "integrated oompania" and refiners 
"not having heir ctwn source of mpply for 
oiL . . ." Tbc version of &e bill dtimately 
e n a d d  defined the hqeted rcfinuies as 
tbosc 'not haring tbtirorm IlIpoc ofsapply 
for an& oiL" [W F2d at I=) 

The court concluded tbat "the 
amendment ibelf identifies the refiners 
it  is intended to benefit." 

The MMS believes that by limitiqj 
eligible refiners for onshm royalty oil 

independent refiners under the 
definition of that term in section 3(3) of 
the Emergency Pctrolenm Allocation Act 
(EPAA). (15 U S . C  Xi. et seq.). it would 
be defining the class in a d a c e  with 
the intent of the Mineral Leasing Act of 
Februery 25,1820 and consistently with 
the PlarWu dzcirion. 7%- 6rma are not 
large. integrated refiners and generally 
are the small refiners that do not have 
their own source of bu ply for crudc oil. 

f i e  MMS s p e c ~ d y  reqrrests 
comments on an alternative definition 
for eligible refiner which would limit the 
class to "mall refiners" 88 that term 

~ W t r d i o u s - P m d a t b e M d ~ i l .  

sale8 to firm8 that q d e d  as 
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Paragraph (b)(2] would rpecify that 
sales of royalty o i l  whether onrhore 0: 
offshore, will be nude at the value 
rpecified in the mgnhtionr at 90 CFR 
Part #)8 when they M revired. For 
sales of othhore royalty oil. the value 
wc ud indude an mount for 
transportation costa to the derignated 
point of delivery, if applicable. The 
transportation costa would be 
determined in accordance with the 
pmvirionr of the rwised transportation 
allowance regulatioo, at So CFR Part 
208. 

Paragraph (b)(2) also would include 
certain other conditionr for the royalty 
oil sale. An eligible mfiner would be 
required to have a representative 
present at the rale m order to 
participate. This psrallraph also would 
clearly establish the DOl'r rt i thnity to 
establish purchaae limitations and to 
withhold any royalty oil hum the 
offering. Specific lutrictions applicable 
to a rale also would be included in the 
sale notice. 

Paragraph (b)(3) would provide for 
ndministrative charges to be paid to 
MMS by reRnem parchasing royalty oil 
to recover the costa of administering the 
RIK Program. The charges will consist of 
an up-front nonrefundable contract fee 
and a monthly variable charge based on 
the number of lea- under contract. 
The contract fee will be determined 
prior to a rale and specified in the 
Notice of §ole. The contract fee will be 
payable in two equal installments due at 
the end of the firat and second moiiths 
of the contract. Tbe contract fee will be 
applied against the annual costs to run 
the program wit the remainder of the 
ndministrative costa recovered through 
the monthly variable charges per lease. 
The rate per lease would be determined 
by dividing the recoverable 
administrative costs by the total number 
of lenses under Contract. The rate could 
change depending upon whether total 
administrative coots changed and/or 
whether the number of leaner frum 
which royalty is taken in kind changed 
from one month to another. In instsnces 
where production from a lease Ir sold on 
u percentage basis to two or more 
refinera, each percantage portion of the 
lease would be maaidered a separate 
lease for purpooea of administrative fee 
determination. For there rearonr. a 
fixed monthly rate would not be 
rpecified in this regulation. This 
procedure would spread the burden of 
tile costs more equitably among all 
contracts. 

Title 30 CFR m110 prerently a!lows 
the Secretary to auction royalty oil 
where a finding io made that eligible 
*finem do not b a n  acwu to adequate 

supplier of crude oil at equitable pricer. 
The DO1 ir contiderhq using the auctim 
technique ior dirporing of royalty oil but 
limiting participation in the auction to 
rmall and independant refinen ai  
defmed in other partr of there 
regulation& Using thir approach, DO1 
would conhue the focur of the program 
toward the small and independent 
refinera by rertricting participation in 
the auction to these refinera, making 
royalty oil available without the 
necessity for a Sacratarid fin- of 
program necersity. At the same time. the 
Department would obtain maximum 
retum for ita royalty oil h u g h  the 
auction pmcerr Commentr are 
specifically requerted on this proposal. 
Section 2LWL.5 Notice ofmyalty oil sule. 

Thin section would provide that, after 
a determination io made by the 
Secretary to take royalty oil in kind for 
sale to eligible mfinan. MMS would 
issue a Notice of Availability of Royalty 
Oil. Thin Notice would he published in 
the Federal Register and other media to 
ensure distribution to intemrted parties. 
The Notice would rpecify how the 
royalty oil sale would be effected. the 
quantity of oil to be offered, information 
required in an application, the clos 
date for mipt  of applications, and o er 
general information conarming the 
application, allocation, and contract 
award process. The NoUce would also 
contain guideliner for reallocation 
procedurer in the event substantial 
quantitier of royalty oil rold in that 
rpecific sale were rubaequently turned 
back to MMS. Only thore refinera that 
hold ongolng contracts from that rpecific 
rale would ba allowed to participate in 
any reallocation, and then only if they 
continued to moet eligibility 
requirements as ret forth in the 
pro osedrule. 

geographic prefemnce in determining 
eligibility for receiving onrhore royalty 
oil. Although a geographic eligibility 
preference does not exist for offrhore 
oil. MMS is conridering ertablirhlng 
ruch a preference. The h4MS requests 
comments on whether the final rule 
should include provisions for preference 
eligibility for onahom and offohora 
royalty oil and whether thir would be in 
the national interest. 
Secfion 201L6 Ceneml applimtion 
procedures. 

"%io aectiaii would provide authority 
for the includon of certain Inlormation 
in an application for royalty oil in 
addition to any other information 
rpedfically raqulrad in the Notice of 
Availability of Royalty OU. Tbi8 section 
I n c l u i ~  mmt of the mquhmenta 

?% 

T\e MMS is proposing to continue the 

previously in 50 CFR wS.6  and 
currently in SO CFR 209.140. 

Section m? Determination of 
eI&ibility. 

This rection would provide the 
procedurar by which MMS would 
determine eligibility for purchase of 
royalty oil. Paragraph (a) would provide 
that MMS could requert additional 
information from any applicant to 
determine eligibility. Any application or 
additional information received after the 
close of burinerr on the opacified due 
date would be rejected, 

m - a p h  (b) d d  provide general 
authority !o MMS to determine which 
eligible mhqen would be permitted to 
participate h I the royalty otl d e  and the 
mount  of rcyalty oil each d d  be 
entitled to pwham. For example, in 
previour raler MMS has exluded eligible 
refinem who have unpaid balancer from 
pmviow coahrcta 

Paragraph (c) would provide that, if 
two or more eligible refinen apply for 
the same oil, MMS would allocate the 
available oil on an equitable bash This 
paragraph is aimilar to existing SO CFR 
ZOQ,ll(b)(4). Because of the large number 
of refinera participating in the royalty oil 
program when them ia a de, all d e r  
likely would involve allocation. 

Paragraph (d) would provide a 
IMtaYon on royalty oil allotment8 
equal to 80 percant of the combined 
refinery capadty ofthe eligible mfiner. 
This name pmvidon ir currantly found 
at 90 CFR ZOO.W,b)(4). 

Paragraph (e) would allow MMS to 
exclude from royalty oil d e r  royalty oil 
from offahora rection 6 laares. It 
currently is MMS'r practice b exclude 
ruch leaser h m  the RIK Program 
because rection 8 leare terms typically 
do not provide for payment of royalties 
in kind to the larror. 

which would limit two or mom ,wfinen 
to only oae allotment in M allmtion of 
royalty oil if thore mfinnn e a  related. 
In recent royal 

reparate applications for an allotment 
being rubmitted by two refinem where 
them ir aome dationahip ktueea the 
companiea The MMS would make it 
explicit in the d e r  that related fifin~ 
would receive ody one allotment under 
an allocation of royalty oil. The teat 
being propoaed ia that two or mora firma 
would be d d e m d  d a t e d  if they 
have common ownmhip or mtmL The 
MMS rpeciflcally mquerb commenb on 
alternative teab for common ownerahip 
whichrvouldpnchpdrury5m~ 
racaivhq muldple dlotmentu 

Paragraph (0 io a new provision 

oil males, MMS ha8 
been confronte SI with the problem of 
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Another problem encouctered by 
MMS in recent royalty oil ralcr is the 
receipt of applicationr from refinen 
whore refinerier am not operating. 
Because the propoted rule requimr a 
purchaser of royalty oil to ure that dl in 

, and becaure raraler of 
royalty Ita oi except for purporer of an 
exchange am pmhibited. MMS doer not 
want to allocate any oil d a royalty 
oil rale to a refinery w h i & q i  not be 
operating, Theratom, MMS ir pmpodq 
that any reflner whose mifinery I8 not in 
operation d w i q  the may perlod @or 
to the date of the royal oil sale would 
be excluded finm the ra P e. Beaure 
some refiners may be planning to w e  
the royalty oil to resume or bagin 
operationr. an exception to the 
prohibition would be made if the d i n e r  
demonstrate8 that It  will begin 
operation8 durixy the month in which oil 
becomer availab e under a roydty oil 
contract. If operationr do not actually 
begin by that month, the regulation 
would permit MMS to lmmdiately 
tenntnate the contract. 
Section ZU38 Transportation and 
delivery. 

Ttds section would pmvide the 
general ruler governing tranrpartation 
and delivery of crude oil. Paragraph (a) 
would pertain to onshore royalty oil and 
would require royalty oil to be delivered 

by MMS Similarly, paragraph Ttd ( ) would 
at a point of delivery to be de 

require that royalty oil fmm rection 8 
offshore leases be delivered at a point of 
delivery to be der ated by MMS if the 
lease was issued a IY er September i s e ~ .  
Leases issued prior to October 1968 
ailow the lersee to designate the point of 
delivery if royalty oil is taken in kind. 

Paragraph (c) would be applicable to 
both onshore and offshore royalty oil. 
This pa:agraph would provide that if the 
point of delivery is on or immediately 
adjacent to the lease. the lessee would 
be responsible for any tranrportation 
costs to the delivery point. However, if 
the delivery point in not on or 
immediately adjacent to the lease. as Is 
oftea the situation with offshora leases. 
the lessee would be entitled to 
reasonable transportation mats. The 
regulations would provided that the 
transportation cortr would be 
reimbursed to the lesree by the United 
States. The eligible rsRner purchasing 
the royalty oil would not be required to 
pay to the lesree any tranrportation 
costs to the point of delivery. This 
would be a change from existing 
regulations [So CFR #)9.120). The 
transportation cost8 would require 
approval by the MMS. and they would 
be included by the MMS in the value of 
the royalty oil sold to the eligible 

refinem/purcharen. For further 
clarification, reo the oil valuation m d  
transportation allowance regulations, So 
CFR Part 208, which are currently being 
ravhed. 

Paragraph (d) would ret forth certain 
mquimmentr 
royalty 011 whi am relf-oxplanatwy. 

Paragraph (e) would provide that if a 
purchorer doer not have accerr to ita 
allotment of royalty 011 at the derignated 
d a h . .  point the operator murt 
de rba te  an alternative delimy point. 
Thir could occur becaure rome 
producan operate dosed ryatemr whem 
acceas by o t h m  would be very limited. 
The operator would not be permitted to 
impose additional cortr on the 
purchaser and would be required to gat 
MMS approval of the altematiw 
delivery point. 

Thir raotion would alro provide that 
when a royalty oil contract b 
terminated, the transportation 
allowance and delivery point 
designation applicable to the myalty oil 
also would tumlnah. Royaltier would 
revert to payment in value unleu the 
royalty oil was taken in kind under 
another contract. 
wmBab9 Aglvfemna 

This section would he a revirion of 
existing regulation8 in 30 CFR 208.4 and 
209.1sa Eligible reflnen would be 
required to r u m t  to h4Ms two copiar 
of any written third-party agreements, or 
two copier of a mitten explanation of 
any oral agraementr. relating to methods 
and corta of ddverfag the ro 
the refiner, including any ex x"' anga 
agreements. There montr would 
not require a p p r o v a r ! s  

Paragraph (b) would contain M 
explicit prohibition against relaler of 
royalty oil. Exchanges, including 
?rr~t=hing sale and d a r e  agreements, 
would be permitte t f  rinca the 
apemanta often am necarrary to mow 
royalty oil purcharas to the refinery, or 
to obtain the appropriate quality of oil 
for the refinery. 

Paragraph (c) would require that 
royalty oil, or crude oil exchanged for 
the royalty oil, murt be proceraed in the 
ewble  mfiner*r &des. 
agraamenb would not be permitted. In 
the interert of fulRlllng the ob~ectivar of 
the royalty oil program, MMS 
specifically inviter comments from the 
indurtry and other lntuhrted parties on 
what properly conrtituter "procasring" 
of crude oil by a ra5er. 
ssc l ion#wLlO Notitxs. 

ThII 8Mff OEL would taplacS d8- 
regulationr at 90 CFR 208.8 and ~ ! J D  
and would include the mquimmenb 
regarding noticar to affected partier 

2- Of 

ty oil to 

when royalty la taken in ktnd from a 
Ieare. patasnph (a) would nqutra MMS 
to notify tho leume, or actual o rator, 

effectiva date of delivery. Thir ir 16 
daya earlier than ln the utlstlq d e r  
and ir a change r q u e ~ t d  by the 
operatom. 

Paragraph8 (b) and a) am self- 

include a now nguinmant that, an soon 
a8 pneticahlo after the dah of w h  
royalty oil Uln, hdhds mu8t blIah In 
the F o d d  notice o b e  lernar 
fbm wblch myalty OU would be taken, 
the purcharen of that myal oil, and 

would be dlrcontinurd Thlr 
requlnment, together with the 
requlnment that the hrnw notify each 
working interest owner, &odd give 
adequate notice to dl affected partier 
that mrglty oil tr be lq  taken or that 
deliveries am b e b  terminated. 

Paragraph [e] would mquira that a 
refiner d v e  written approval h 

at leart 45 d a y  In advance of 5: e 

explanatory. P u y n p  6 [d) would 

leare8 from whlch myalt$ o r dellvarlei 

rlghb - mder a 9 my ty oil contract. 
Failure to get ruch conrent, including 
approval for a change la ownemhip, 
wouldrarultinhrmirsrthnofthe 
royalty oil contract 
Section 20&11 Sumty mquirtrment. 

Thir recti013 would include the 
ragulrament ror a m t y  which m u t  be 
fumiahed by the n8nem/pwcharen. 
Punuant to paragraph (a), the refinan/ 
purcharan mrut pravide a mraty 
equivalent to the estimated value of 99 
daya of purcharar and the relatod 
admfnlrtrative charge& The h4MS would 
be able to incmaae the rumty 
requirement if necessary. The h4MS 11180 
could decreare the amount of the ruraty. 
if warranted by aigniflcant hirtorical 
data and requested b the refiner/ 

the Federal Govunmant would be 
protected. 

If the mfiner fitrnirher a letter of 
credit as the -Cy, paragraph (b) would 
requim that it be effectiw for a @-month 

claure provIdkq fbr autOm.ti0 mewal  
monthly for a new @-month period. 'fie 
purchaser or ita mraty company may 
elect not to ranan the letter of credit at 
any monthly umiverwy date, but mwt 
not@ h4MS ofthe fntont to not m e w  at 
leart 90 days prior to the dvemary  
date. The MMS may grant the purchaser 
4 dayn to ob- a new snmty. Uno 
raplacement rrmty is pravidd the 
Mhaswilltarmkr.htheoontrtot 
effective at leut 6 math8 pslor to the 
expiration date of the letter of d t .  

purcbarer, provided 31 at the interertr of 

royalty -* Ftheht contract b efhctlpa. dy'the with a 
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An s u n t y  provided by the refiner 

must )ba acceptable to MMS and MMS 
may speclfy other qulramentr 
necessary to protect the Government's 
interests. 
Section a 1 2  & p e n t  requintments. 

This section would impose certaln 
requirements for payments by refiners/ 
purchasers and payom. The n h a r s l  
purchasen and payon would be 
r a q u i d  to tender all payments to MMS 
in accordance with 90 CFR 2lbsi. That 
ragulatlon currently mqulrer that all 
payments that on h e  payment due date. 
total SsaoOO or more be made by 
I;;ectmnic b d s  h n a f e r  0. The 
MMS is in the procam of amending 90 
CFR ZlKSl to lower the EiFT threshold to 
slam 

m a p h  [b) would lmpore interest 
chaqes lor late paymenh for royalty oil 
by nfinern/purJlesan lncludlng 
adjustments billed for oil which wan 
delivanrd to refinan/purchmm but not 
billed in a timely manner. Nthough such 
subsequent adjurtments would normally 
be the result of arroaaaus reparting by 
the Federal lea= payar(s), MMS is of 
the opinion that interest for the late 
payment of royalties should be borne by 
the refinern/purchasem in those 
instances where it had the benefit of 
royalty deliveries without the associated 
payment. If the adjusted volume was 
delivered late, the payor(,) would be 
held liable for accrued interest to the 
delivery date, Section Ill(a) of the 
Federal Oil and Car Royalty 
Management Act of 1982 (FOCRMA), 30 
U.SC. 1721. aulhorlzes MMS to collect 
interest on late payments at the rate 
applicable under W of the Internal 
Revenue Code. 

Paragraph (c) would provide, in cases 
where payment is late, that MMS issue a 
notice of nonreceipt nf payment. If 
pa-pent is then not received within 15 
daya of the Notice, MMS could cancel 
the contract and collect under the 
surety. In some cases, civil penaltier 
pwauant to 30 U.S.C. 1719 also may be 
applied. 

Paragraph (d) would provide that if e 
purchaser disagrees with the amount 
due on a billing, it muit pay the amount 
as computed by MhiS, subject to 
subsequent adjustment if the amount in 
dispute is determined to be in error. 
section m 1 3  Rejwrt~q raquimments. 

This i a ~ t i ~ a  would q u i r e  the lea%/ 
operator to provide to MMS a 
semiannual report. by leare, of the 
monthly antitlemenb and actual 
deliverier of royalty oil FJ ewble  
refhen. This report would be ured by 
MMS to ruconclle billings to I purchatar 
under a royalty oil contract. R y o n  

s-094999 ~ 1 6 - J A N - 3 7 - 1 M ~  

lhould also reconcile the drtn pmvided 
on the F ~ r m i  hWS-2Ol4 whlch they 
have submltted to a u r a  accuracy. 
Becaure MMS relier on data reported by 
payon when billing purchasers of 
royalty olL MhiS would hold a payor 
liable for unrswwmble amounb under 
a contract when incorrect b l w  were 
caused by rum a ~ ~ n  or omirslons, 
The payor ah0 uodd be hb\e fw 
lntarast for the h e  period that the 
royalty 011 payment war delayed as a 
consequence of the payor'c late or 
incorrect report. 
ssctioniod14 Q'danduhnintd 
peltaItiau 

In addition to any dvtl peaaltir 
which maybe i m p e d  upon a 1- or 
mfinem/purcham for faihrra to abide 
by the propored regulations, rections 
109 and 110 of FOG- Lmpore 
additional civil and crixnInal penaltier. 
Regulations at 30 CFR Part 241 
lmplementiq thir authority have been 
issued by MMS. The MMS intend8 to 
impose all available penaltiar for failure 
to abide by MNts ragplations goraraias 
RM oil. 
Section m 1 5  Audits. 
This section would give MMS the 

authority to conduct audib of larraas/ 
operaton, payon, and/or purchuen of 
royalty oil teken in kind for compliance 
with applicable rtatutes, regulations, 
and royalty oil wntmcb 
Section 2lX18 App6uh. 

decisions or orders iamed under 
au thd  ofthlrnewpartuwldbe 

forth ln 90 CFR Part 290. The ragulationr 
rpecifically pmvide that compliance 
with any such arder or dadrion would 
not be rurpended IT an appeal is  taken 
unlers 8U8pandM b aUthOrfiad by 
MMS. The MMS would not authorize 
suspension unless it ID determined that 
ruspension would not be detrimental to 
the Government'r interest or upon 

SectionM?? hpnubm)br  
n c r t i o n d w m .  

In tbe p e n t  e€ a national emergency, 
it could be neceuvp for MMS to 
suspend royalty oil sontracta and take 
111 myalty oil for the national defeme. 
"hir sectlon would provide the criteria 
by which nnh a mspauion would 

B. Administmtim Changes 

p m p o d  ragulatioru )dMs ir 
contr.nplatlng a number af 
adminirtrativa ch.ngar. Them M being 

This rection would provide that all 

rppeala '2: le under the procsduret ret 

8Ubd88bIl d UL IocIpt.bl. B o l h t y .  

OCCUI. 

In addition to the  change^ in the 

conridand In an effort to make the RXK 

= Z Z \ T d t i n g  for 
industry. The prhdprl chanpr bekrg 
conridemd concern the following areas 
and commentr are invited on the 
pmpor air: 

Sale 0fkrhp-h MMS notice of 
latent to revtaa the t f d q  of myd 011 
r rh w a ~  b t  puburhed in thr F a x  d 
Regiabr (48 FR 183s) on Iaau 
1989. An that notice rtated, the ong- 
m e  intent of MMS tr to continue the 
practice ofluu!ag uler ct r h c t r  for 3- 
ymrpdoda la order to make the RIK 
prosrUa more manageable for the 
Covanrmant and m ty oil more 

ha8 divided the taw adable  myalty 

geographical mar,  M that one of the 
three offapiagr would be available each 
year. Contracb forroyalty oll from any 
one of the three offeriaga would 
ghnerally be fbr a duntion of 3 yean. 

Inhm'm Wm.-T%e MMS pto 

interim des. Hormu, in- cralea 
may be beld at &e dwzetlon of the 
Saaatary ifmbrt.ntlal additional 
royal oil bacomer available. The 
mallfindependent mfinan individually. 
or collectively. mwt mbmit 
documentation demmtra 
edequate rupplier of crude o at 
equitable pricar am not available for 
purchase. Nth+ &dent 
documentation mutt be rubmittad It ID 
not mandatory for racb mall/ 
independent diner to partidpate in r 
rubmiadon of such documentation to be 
determined dgible. Ibe rtudy 
documentation muat be nrbmitted to the 
Secratary for hlr/har review and 
determination a8 to whether 111 htuh 
Bale ir needed. 

Lhto czitanb--Fop IdentUiatloa and 
notification pwpmeh MM8 plur b 
establish and maintain a & ul 
currant listing of lease loutbru, 
operator mea .ad adhum.  aad 

sole ffotificntim Ra~ufjwnenb-Xh 
MMS doer not m.inW.r t vmpb  ub 
CUrraJLt name and addmu llrtfiu ddl 
eligible refiners which w d d  be 
mquired for direct notihation ofto- 

advertiw the offerhp wd the 
appmximate volume of royal oil 

Rqlster and oome other printed media, 
such ar newspaper or mrgufne of 
general or ~padlll#d drmlrtion. A 
prerale inF0nnrtIon package will be 
artembled by Mhds h advance of each 

provided to intemrhd ntiaan. will 

able for MM8 and 

Y *& 

~ a d y a v d l a b l e  e hduty,Mhds 

Oil into thraa -bard OIL 

9 that 

hirbdd production aka-  

O i l  B d O R  Thdm Mhds IUU t0 

available, if known, in the h&I 

afferin8. Thtr MQXln&m padaae, to be 
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PART -LE OF ROYALTYJH. 
KlND CRUD€ OIL 
sapprtA--olcmlRarldonr 

=I General. 
3Mf bcfin~ionr 
z o u  Inf-8 lion COuection. 

ZJhS Noti- of royalty oil de. 
P a 6  h e r d  rppbution pmdwes. 

scc 

Royalty oil ulai tu eligible refinerr. 

2ow Kh~bianofe l ig ib i l i ty .  

=Ag..mmb. 
2CfLlO Noticat. 
X&ll Suraty r q u h m e n h .  
2012 Payment rquimmenh. 
X&13 Reportingrequiramcnh 
208.14 .ad d m h d  &tie& 
2ORlS Audih 
= I O  Appeals. 
Pa17 Surpenrionr for n8tional emegnder .  

A&@ 30 U S C  18l. et nq: 30 U S C  
351. et req; 90 U.SC lm et seq: a U.SC 
13oT. et reg.: a U.S.C. 1331 et req.; and 13 
U.S.C 1801. et req. 

'IhrPporc8bim md d&W. 

subpvtA--o.mrrrlh- 

9?0nl Gefmd. 

sale of royalty oil by the United States 
to eligible refinera. The regulations 
apply to royalty oil from leases on 
Federal lands and the Outer Continental 
Shelf (OCS). 

om D.Mtknr 
Allotment means the quantity of 

royalty oil that the Do1 determines is 
available to each eligible refiner who 
has applied for a portion of the total 
volume of royalty oil offered in a given 
royalty oil sale. 

request to the DO1 on Form MMS4070 
by an eligible refiner interested in 
purchasing a quantity of crude oil from 
the approximate volume announced by 
the DOI in a given "Notice of 
Availability of Royalty Oil." 

territory having Federal oil and gas 
leases over which the MMS designated 
official has jurisdiction. unless the 
context in which those words are used 
indicates that a different meaning is 
intended. 

Desipnated officio1 means any 
representative of the DO1 acting on 
behalf of the Secretary of the DO1 or the 
Director of the MMS. 

Director means the Director of the 
MMS who Is res nsible for its overall 
direction, or hisf;Pcr delegates. 

DO1 meanr the Department of the 
Interior. including the Secretary of the 
Interior, or any of his/her delegates. 

Eligible refiner means a refiner of 
crude oil that meets the following 

The regulations in this Part govern the 

Appfiation means the formal written 

A m  or Region means the geographic 

criteria for eligibility to purchare royalty 
oil: 
(1) For the purchase of royalty oil fmm 

onshore learns, it meam a refiner that 
qualifies as an Independent refiner ae 
that term lr defined in rnction S(S] of the 
Emergency Petroleum Allocation Act, 15 
U.S.C. m et req.: 

[ 2) For the porchare of royalty oil from 
leaser on the OCS, it means a reher 
that qudifiat a8 Und businerr 
enterprim mdet the &at of the Small 
Business Administmtion (13 CFR 1 P S  
s(m1). 

Enntitlemt meam the Federal 
Covernment'r sham of pmduclton from 
a Federal lease. 

l2dlUnp-r mean8 a writtan 
agreement between the p d a r u  and 
another penon for the exchange of 
royalty oil purchared under thir part for 

volume or equivalent value. 
Fedemf lease means a contractual 

agreement with the Federal Government 
which authorizes the exploration, 
development. and pmductim of oil and 
gas on F e d d  Ian& or on the OCS 

Interim safe means a sale conducted 
as a result af substantial additional 
royalty oil kaning adab le  in a 
specific area prior to the acheduled 
expiration date of royalty oil contracts 
in effect in &at m a .  

United Statea itrues a leaw, or any 
person who har been assigned en 
obligation to make royalty or other 
paymenb requirad by the leare. 

MMS meam the M i n d r  Managmen t 
Service of the DOL 

Notice of A wifabilily of J& Ity Oil 
means a notice published by En01 in 
the F e d d  Register and in other printed 
media when appropriate. ruch as a 
newspaper or magaxine of general or 
specialized circulation, to advise 
interested parties (1) that royalty oil is 
being made available for purchase by 
eligible refinem and (2) of the 
approximate volume of royalty oil that 
will be available to the applicant.. 

OCS means the Outer Continental 
Shelf, as deflned in 43 U.S.C. lSl(a). 

OCSLA means the Outer Continental 
Shelf Lands Act (43 U.S.C 135T et req.. 
as amended by 43 U.S.C. 18M et seq.). 
Oil meam crude petroleum or other 

mixtures of hydrocarbon8 that exist in 
liquid or gaseous phaaea in underground 
reservoirs and that remain or become 
liquid at atmospheric pressure aRer 
passing through rurface separating 
facilities. including condensate 
recovered by means other than a 
manfacturIng p m s a .  

a lerree, who ha8 control of or who 
manager operatioar on an oil and gar 

OthW Oflo11  the b.d8 Of .II 8CJddmt 

k e a  meam any person to whom the 

Opemtor means any person, including 

leare rite on F e d d  01 hdlm had8 or 
on the OCS, 
hp means any panon mpon-!ble 

for reporting &tier fmm a Fadural 
lease or faarea 011 Fwuu MMs#n4. 

M a n  means ury indlvtdual, Rrm, 

conrortlum or bfnt vanturo. 
h i n t  ofdef ihy mruu the place 

where a @veri mount of royalty oil or 

rmun ia dall*srad by the Yed lessee 
the quantity thereof in a 

opemtor to the b d d  Gmemment at 
wNch time onnet8hfp d t h a t  royrlty oil 
simultaneoudy pauar b the Federal 
Governant to the purcbrur. 

P t r r c h a w r m e u u ~ e w h o  
.cg\linrmJ.ltydlrddbytbrFedeld 
G o w m e n t  rad wbo bar a amtnctual 
ob ation under UL agreement to 

Rsollocol/an meam an oftalnl of 
royalty oil previourly allocated in a 
specific sale. but rubrequently turned 
back to MMS A mdocation would only 
be made if rubstantid amount8 of 
royalty oil am hnnad back. 

Ropfty oif means that amount of oil 
that the DO1 takm in kind in ratlafaction 
of a lauaa'r royalty or net pm5t &are 
obligatioar as d a t e d a d  by whatwar 
leaie interest the lemee holdr under an 
applicable m l n d r  law. 

Szcmaxymeam the Secretary ofthe 
Interior, or hir/her delegat- 

Section 6 I- means an oil and gar 
lease originally iuued by any State and 
currently maintained in effect punuant 
to rection 6 of the OcSIA. 

Section 8 Jmxe means an oil and gar 
leare originally issued by the United 
Stater punuant to Mction 8 of the 
ocsu 
)1ou M o m w l k n ~  
The information collection 

requirements contained in thls part have 
been approved b the Office of 

+I U . 8 C  ssOr(h). The forms and 
approved clearance numben are 
as follows: 

corporatioa auodatlmpuhrurhlp. 

p A auroydtyoil. 

Management (r Budget (OW) under 

fanm 

The information ir being collected by 
the DO1 to meet itr congrassionally 
mandated acumntiug and auditing 

F4 70l,FMT...[l 8,30]...4-1!%6 
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msp0nsibUiti.r dating to Federal 
m i n d  mydty management. The 
information will be used to determine a 
refiner's eligibility to purchase royalty 
oil and to timely and accurately account 
for such purchaser. Form h4MSM70 is 
raquhd to obtain a benefit and Form 
MMsc4on is mandatory. 
02Qab4 R o ~ o u ~ t e ~  
refha% 

(a) Determinolion LO &e royalty in 
kind. The Seaatpry may evaluate crude 
oil market conditlonr fmm time to time. 
The evaluation will include, among 
other thhgs, the availability of crude oil 
and the crude oil mquiramenh of the 
Federal Govamment, primarily those 
requirements can 
national interest and de mse. The 
h t a y  will nview them items and 
will determine whether eligible rannun 
have access to adequate rupplies of 
crude oil anid whether such crude oil is 
available to eligible &an at equitable 
pri- n e  detarmiaation b the 
m t a r y  be p u ~ d i n  the 
Fedutd Register concurrant with or 
included in the Noti- of Avlilability of 
Ro altyOilra ulradbySOCFRM85. 

[& sole to &ibIe mJhm (1) Upon a 
determination by the Saaatary under 
paragraph (a) of thir suction that eligible 
wfmm do not bave acxeas to adequate 
supplies of d e  oil at aqpihble prices, 
the saCn!ary. at his/hv discretion, may 
elect to take in kind some or all of the 
royalty accruing to the United States 
fmm oil and gas leases oh Federal lands 
onshore and on the OCS. The DO1 may 
offer royalty oil for sale to eligible 
refiners only for use in their refinenen'es 
and not for resale (other than under an 

made at not less than the royalty value 
determined putmuant to 30 CFR Part 208. 
Ah eligible refiner must have a 
representative at a sale in order to 
participate. The Sacretary may, at his/ 
her discretion. establish purchase 
limitation8 and withhold any royalty oil 
hrn any offering. 

(3) The MMs will recover the 
administrative costs of the RM Program 
through the collection of administrative 
fees. The fees will comist of an initial 
non-refundable contract fee for each 
executed contract and a monthly 
variable charge applied to each lease 
under contract. The amount of the initial 
contract fee shall k determined prior to 
a aale and published in the Notice of 
Sale. 'Iha €ee will be payable in equal 
installments due at the end of the b t  
and second months of the contract. 
These contract fees will be applied 
againrt the program's administrative 
costs, and the nmaInder of the 

T Of 

agmement). exr$ax sales of royalty oil will be 

admtotrhhcwbwmbenco*and 
thmqhthemoathly~bhcbugar 
per lease. The rate 
determined by &vi#& lbo rems 
recoverable rdmlnstntlur costs by e 
total number of leases under contract. 
The rate nuy change depend@ upon 

change and/or whether the number of 
learartrltaalaldndchangea€mnone 
month to mtba, trr inrtancaa rrhvr 
production Imm a leaw Ir A d  OPI I 
percentaga barh to two or mors 
rehers, r a d  percent portion of the 
lease will be c o a r l d a r  rapante 
leaseforpurporerofadmlnetrrtimfee 
debnuhation, 

(c) Upon a determination by the 

r leare will ba 
9 

WhUthW total 8 d m l n l 8 b r h  cooh 

a m -  to adequate supplies of aude oU 
at 
ro& h kind from oil and s leasea 

Independeat m 5 e m  
(d)h&rhuzh Ihr I k t B d S m  

mill not amduct Lahrfnr Bda However. 
interim d e s  maybe held at the 
diraationof the Secmtuy ifaubtantial 
additional myllty oil bhcomes 
available. Tha sdl/ind@ent 
refiners, individually or collectively. 
must submit documentation 
demansbting that adequate mppllar of 
d e  oil at equitable p c b s  u. not 
available fmpmth.sa. Al 
ruffident docamentation must 
submltted, It is not mandatory for each 
small/independmt refiner to puiidpate 
in a submirdon of such documentation 
to be determined eligibilrr. The 
documentation must be submitted to the 
Secretary of the Intarlor for hisher 
review and determination a8 to whether 
an interim u l e  is naeded. 
omas H o t h o f r g n r o l u k  

If the Secretary decider to take 
royalty oil in kind for sale to eligible 
refiners, MMS will issue a Notice of 
Availability of Royal Oil rpedfybg 
the manner in which 5; e sale is to be 
effected, the approximate tity of 
royalty oil to flared, S a t i o n  
reguind in applications. the dosing date 
for the racaipt of applications for royalty 
oil, and other g e n d  adminfstrative 
datailr coucarning the qqdication. 
docation, and contract award procerr 
for the royalty oil. The Notice will 
describe genurally the terms under 
which the roydty oil contracts will be 
awarded. The Notice will also contain 
guidelineaforrsrlloortioapmadumin 
the event subatantid quaatitim of 
royalty oil sold in that qmdfic sale are 
subsequently turned back to MMS. Only 
those refiners that hold ongob 
contracts h m  that rpadfIc d e  Ulll be 

uitable pticeu the DO1 will not take 

excludvely for d e  to Smally 

T 

r d l o u ~ d  adto-- &I- 
continue to meet &$bility nppkhmants 
as aet for& in 80 Cm##2and a 7 .  

tr#rOmnl-m--- 
To apply foo the purcham of royalty 

oil, an a ~ q  5le a Form- 
Wwi thud tedofRda1in 
accdaacewlth huhmtioPuinthe 
Notice dAdlab@tjofRoJ.ltj Oil and 
Iaaccordrncrnithqin8Woll8 
issued by hfht5 tor the COmpleHan of 
FonnMMS47Q.Ibr&erwUlbe 
required to mbdt Iettrr of Intent Eram 
a q d & d  Barnd.l inrtitutlorr $taring 
that it d b e - t e d  aurety amemge 
for t h e m  r g l t y  on ror which it I1 
apply@ Thr letter d latent murt be 
ruhdtted with Form Mhts-WQ In 
rddition to any o b  appbcation 

Form MMS4070 at the h e  of 

ulnmmta rprdaed in &e Notica the r;s 0 0 n f i y ~ t l o a I r r s q u f r a d o n  

rppllutiom: 

r & I m y a r a f l a a i r r u l d ~ o f  

(a) NamedadQsrrofthe 
ap$CUtt,tkhtkadth..pplicu\t'8 

the appBcunth diUiaW wi?h any other 
PMUar. 

throughput pet crlendu day and a 
refinerlasin @)==b-l@- lrofcm eoil 

tabrr l . t ioa~thep.rt l2t thaof~ 

toroma(frallomprodPdlanafrom! 
OtherHIurcar). 

(c) Idmtifhtim Ot .PJ -at 
royalty oil GosLtncb under which the 
appIicant is cprrsntly receiviqj royalty 
Oil. 

(d) Identification of the IocaHonr 
(ama/rq#on md Stab) where the 

oil, the poluma of oil requested. and the 
specific rafinarim in which the oil will 
be refbed. 

[e) A certification from the applicant 
that it ia an eligible mher for the 
p d a r e  of Government royalty oil. as 
defined in 30 CFRaolrz 

(2m.7 -0trllgblRI. 
(a) 'Ihe Mhds wiIl examine each 

application and may request additional 
information if the information in the 
applicationis taadaqmte. An 
application received after the close of 
the appliatloa pdod v d l  be nfhctad. If 
additional information ia teque8ted by 
MM$itmtutberachiMdbytbetime 
specifled 01 the application niu be 
raid 
period and the raodpt of uy additional 
requested information, MMS will 
detenniae which eligible reban may 
partidpate in the royalty oil d e  and the 

pnw;arradkwdnfi#rl:Mantificda8 

uppllcmt pmpO.88 to purehaw royalty 

@ ) A f k t b r d a e o t t h r ~ t i o n  



quantity 0lrOyrlt.y oil WUCh HCh 
diner ir authorlad to @am 

(c) Whm appliutionr M filed by two 
or mom W b I e  refiaen for the same 
royalty oi l  the oil will be allocated 
among such appUunt8 on an equitable 
basis ar determined by the dealgnatad 
official. 

(d) No eUgihle refiner shall be 
amrded antracts €or*dpmsrO: 
royalty oil !bat when added to vohuaea 
of other Federal royalty oil being 
received. am in ex-of mparoant of 
the canbind refinery capacity of that *. 

(e) The MMS may d u d e  from a 
royalty oil aale royrlty oil Erom Saction e 
offshore learea 

(0 Utwo ot mota digihle xdinem am 
d a t e d  throu& common o d p  or 
control or ottmwiu dfiliated. onb- cme 
of thein shall be entitled to an allotment 
of royalty oil. 

(SI Any nfiner whom mRnery is not 
in operation durby thc OO-day period 
prior to the date o the royalty oil aale 
shall not be eatit!& to participate in the 
sale unless rucb diner d 4 e s  and 
damaatmreatotbeaatW.ctSonoftbh 
designated 0PGid.l that it rrin begla 
operations by the fint month in which 
oil l\ecornea available under a royalty 
oil contract. If operations do not begin 
by that moath.Mxcswill temkute !be 
Oxttract. 

t- lhwawtmrrdm. 
(a) Royalty oil from onahon leases 

&all b e d e l i d  by thelesseeat a 
point of delivery to be drrcignated by 
MMS 

leases on the OSC issued after 
September lSee shall be dalivered by 
the leuee at a point of delivery to be 
designated by MMS. Royalty oil from 
section 8 offahon leases issued before 
October 1- ahall be delivered by the 
letsee at a point of delivery to be 
desigaated by the lessee. 

(c) If the point of dalivery is  on or 
immediately adjacent to the lease, the 
m d e  oil will be delivered without cost 
to the Federal Government as an 
undivided portion of production in 
marketable condition at pipeline 
connections or other facilities p v i d e d  
hy the hsee. d e s a  other amngemenb 
are npproved by MMS. If the point of 
deliver). i s  not on or immediately 
adjacent to the lease, the United States 
will reimburse the leaaee for the 
maaonable cost oftranrportatioa to the 
point of dalivaq in aa amount not to 
exceed the cor! of transportation 
approved by MMS p w r m t  tn 30 CFR 
Part #x). Such tmnaportation costs will 
be included by the MMS in the royalty 
value of the oil taken in kind if 

(b) Royalty oil from aection 8 offshore 

pipeline umnccti- Q 0th hdlitfes 
d ~ a t e d ~ k l M s . ~ l e 8 9 e e ~  
deliver the royalty all to the .Ilgtblr 
r&ners/pdarsn duriagnMn.l 
opemtiaghamrupdiammuable 
quurtibiro 4 tahr*.hIh, larraa win 
make available .nd the w e  raaahn/ 
purchawn will accapt delivery ofthe 
laydtyoilentithnmnttnoaterth.n\he 
last day of the calendu month 

monthin *%YtkakrdV the mrpmdwrd 
F d u m  to accept deliveries rhd 
cwstitute gropadr for the tendnation of 
the CmtmCL 

do not have awasn to thrir allotment of 
royalty oil at the dudpatad daltvpry 
point the operator of the learn mwt 
deaignate an alternate delivery pdnt at 
no a d d i t i d  coot to the ebgihle 

Tbe alternate delivery point mort be 

(el If the -1- 

rafinen/purcharan or the copammant. 

approrad by hsh6. 
mUpaLl-wof- 

pmkramy8hyoi lcun~tb.  
tranapcirtatiai allowance and delivery 
point deaignatiai anthorirad by this 
section no louger will main in effect. 

5- romama 
submit to MMS two copies of any 

aay oral third-parb agmmunk dating 
to the method and  COB^ of delivery of 
royalty oil, or crude oil axchanged for 
the royalty oil. to &e eligible ratiarnl 
purchaser’s refinery. 

[a) An eligible raftrrer/prnchaser map 
not sell royalty oil which it purchases 
pursuant to this Part except for parposes 
of aa utcbanga forothermde oil on an 
aquimlent &e or aqpfvcllent &e 
basir. 

(c) Royalty oil purchased by M 
eligible nfiner. or crude oil received in 
sxchange for mch royalty oil must be 
processedin thaeligibletdinefs 
rafiaarisr 

)?#lo Nouaa 

each lessee of the Dorr decision to take 
royalty oil in kind at least 45 daya in 
advance of the effactiva date of 
delivery. 

@I - * o f m o a l b t ~ w ~  
~aliytenninatalodywithth. 
mitten approval of the Mractor or hi4 
her [c) deTM Be ore tednathg Orndal. the delivery of 
royalty oil takn iu kiad the darignrtei! 
offidal, if w e ,  will notify each 

(a) An eligible mtiaer/pmchaser must 

copiar urittentv-mb,orhvo of a 1 vritten utpluutrorr d 

@ ) n e  ~tedoeBd.lrhnwtify 



tcl Allmntiea mort be & a  lonn 
acuzptable to the ddgmted add and 
murt indudr roch otber specific 
mquiremenb u the de&nated official 

Cowmment'r intarark 
[d) Spratiw lpndarthir put must be 

either nmty boa& or an krevocable 
1atterofcmditfromrfinaaci.l 
iaatitutioa aceaptable to the ddgmted 
&Ckl 

s = n  PaYmm- 
[a) M pYmaab to EdMs 

p u n h a m  of royalty oil rati ammta 
will be due on the date and at the 
location a p e d i d  in the amtmct, or. if 
them ir no contractual ~~~YWUI, ar 
spedfied by the designatad oflicial. The 
rafineralpudarsn rbdl tender d 
payments to= inaccordancawith So 
CFR nm. Payments made by payon 
pursuant to the mquhmenh of 
puapph [a) of dlia raction md 
puagmph (bl ofi  -1s rhll ah0 be 
teadarad in rcumhnce wrtb so CFR 
am. 

@I paymcatr wt rcotiptd by MMS 
when ChXk ot t h t  portion oftbe 
payment I t s r  than the fun unormt doc 
will be subject to a late payment charge 
equivalent to an interest assessment on 
%e mount paat dw for tbe nmber of 
day¶ that thapymant it hk. In 
8dditiaLblbmsID.Jasses8eplPrchaar 
intarart 011 adfortmenta to b i l l i q a  for 
m y a l t y o i l w h e ! n ~ d ~ ~  
to a purdumrbut not hiRd in a t i d y  
manner. I€ the oil was delivered late. 
MMS would a u s u  the payar(r) for 
intenst acQPcd to the delivery date 
The ihte!rsat rate for mch charges nill 
be determined lmdsrSactian86~1 of tbe 
Internal Revenue Code. 

(c) If paymeut for royalty oil ir not 
received by the due date specified in tbe 
coahact a notia afnaaaceipt will be 

W Y  - to adW=tebpmt=t the 

b3 


