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Indian Oil Valuation

= Background
= General Valuation Approach

= How to Value Oil Under an Arm’s-length
and Non-Arm’s-length Contract

= Major Portion Valuation
= [ransportation Allowances
= [ransportation form filing requirements
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Presenter
Presentation Notes
Here is our Outline for today’s presentation on the new Indian Oil Rule.
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Background

= Indian Oll Valuation Final Rule was
published Iin Federal Register on

December 17, 2007 (72 FR 71231)

s Effective date of the Rule was
February 1, 2008
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Presentation Notes
The new Rule amends March 1, 1988 rule on Indian Oil Valuation which was re-codified in 1996.

Detailed Background Information (For MMS and 202 Personnel only)
MMS published 2006 Indian Oil Proposed Rule in Federal Register on February 13, 2006

New rule amends existing regulations at 30 CFR 206.50 through 206.55 governing the valuation for royalty purposes of crude oil produced from Indian leases

Consultation and Coordination with Indian Tribal Governments
In accordance with Executive Order 13175 and Department policy, MMS consults with Indian tribes and individual Indian mineral owners on policy changes that may affect them

Before developing the proposed rule, MMS held a series of eight (8) public meetings in March and June 2005 to consult with Indian tribes and individual Indian mineral owners

Federal Register Reference
Public meetings were scheduled in three (3) different locations, announced in the 2005 Establishing Oil Value for Royalty Due on Indian Leases--Workshop

70 FR 8556, February 22, 2005, Public Workshop on Proposed Rule—Establishing Oil Value for Royalty due on Indian Leases

Rulemaking Activity
71 FR 7453, Feb 13, 2006
	Indian Oil Valuation Proposed Rule
70 FR 8556, Feb 22, 2005
	Public Workshop on Proposed Rule—
 	Establishing Oil Value for Royalty Due on Indian Leases 
65 FR 58237, Sep 28, 2000
	Establishing Oil Value for Royalty Due on Indian Leases 
	Proposed Rule
65 FR 10436, Feb 28, 2000
	Establishing Oil Value for Royalty Due on Indian Leases 
	Supplementary Proposed Rule and 
	Notice of Extension of Comment Period
63 FR 7089, Feb 12, 1998
	Establishing Oil Value for Royalty Due on Indian Leases 
	Proposed Rule
63 FR 17349, Apr 9, 1998
	Establishing Oil Value for Royalty Due on Indian Leases 
	Proposed Rule
	Extension of Public Comment Period 
65 FR 403, Jan 5, 2000
	Establishing Oil Value for Royalty Due on Indian Leases 
	Supplementary Proposed Rule 
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The Final Rule

What the Rule Did Not Do
= Did not change the major portion provision
= Did not change the Transportation allowance provision

What the Rule Did

= Adds more certainty to the valuation of oil produced from Indian
lands

= Eliminates reliance on oil posted prices for non-arm’s-length sales
by eliminating the benchmarks

= Promised to convene a negotiated rulemaking to address the
major portion and allowance provision of the rule
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Presenter
Presentation Notes
This slide summarizes the intent of the proposed rule.

READ   Bullets #1, #2, and #3
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= Applies to all oil produced from Indian (tribal
and allotted) oil and gas leases

= Except leases on the Osage Indian Reservation,
Osage County, Oklahoma

= If our rule is inconsistent with a Federal
statute, a settlement agreement or written
agreement or an express provision of an oil and
gas lease then the statute, agreement, or

provision will govern.
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Presenter
Presentation Notes
Bullet #1 and #2
The new rule applies to all oil produced from Indian oil and gas leases except on the Osage Indian Reservation, Osage County, Oklahoma.

Bullet #3
If the rule is inconsistent with a Federal statute, a settlement agreement, written agreement of an express provision of an oil and gas lease; then the statute, agreement or provision with govern.  The rule adds the definition of settlement agreement and written agreement (option link to the definitions).
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General Valuation Approach

= Value is based on lessee’s or its affiliate’s arm’s-length
gross proceeds

= Value could be based on volume-weighted price
calculations

= Non-arm’s-length value is not established from posted
prices

= Primary measures for valuing oil do not include using
NYMEX or spot market index pricing

= “Benchmarks” outlined at CFR 1206.52(c) were deleted
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Presentation Notes
Weighted-average (WA) price calculations:
Multiple arm’s length contracts – WA of the total consideration for all 
     contracts for the sale of oil produced from that lease.
Oil transported to its own or affiliate's refinery – WA gross proceeds paid or 
     received by the lessee or its affiliate, including the refining affiliate, for 
     purchases and sales under arm’s-length contracts of other like-quality oil 
     produced from the same field (or the same are if the lessee does not have 
     sufficient arm’s-length purchases and sales from the field) during the 
     production month, adjusted for transportation costs.

Multiple arm’s length exchanges – gross proceeds of the oil received, adjusted 
for location and quality differentials

Exchanges to Cushing, value would be the NYMEX price, adjusted for location 
and quality differentials

If the lessee doe not sell the oil received in exchange and does not exchange oil 
to Cushing, the lessee must ask MMS to establish a value base on relevant 
matters.
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General Valuation Approach

Crude Oil Production and Marketing

= Oil produced from Indian leases is marketed
differently than oil produced from Federal leases

= Majority of crude is sold at arm’s length at the lease

= Only one instance where the lessee or its affiliate
refines oil produced from the lessee’s leases before
arm’s-length sale

= Most oil produced from Indian leases is not
transported or exchanged to Cushing, Oklahoma

= Difficult to obtain reliable location and quality
differentials
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Presentation Notes
Bullet #1:   READ
Indian leases are distributed geographically much differently than Federal leases

Bullets #2 and 3:
Overwhelming majority of crude oil produced from Indian leases is 
reported as beings sold ARMS.

Few non-arm’s length dispositions of oil reported
Few instances in which lessees are reporting transportation allowances.
     (2 lessees are reporting transp. allow.; 1 involves a NARMS transp. arrangement)      

Bullet #4:
Only 10% of the oil sold from Indian leases is sold in Oklahoma.
The majority of the oil produced from Indian leases does not flow,
and is not exchanged to Cushing, Oklahoma, where the NYMEX
prices are published.

Currently, one of the major producing tribes take more than 90 percent of its 
royalty in kind.

Bullet #5:
Difficult to obtain reliable location and quality differentials between Cushing 
And areas where the large majority of the oil is produced from Indian leases
(SJB, NE Utah, WY, and MT).

Additional Notes
Comments on the Rule
Entities Responding  
Two Indian tribes, three industry trade associations, eight oil and gas producers, and one individual

Controversial Topics   
Form MMS-2014 changes (Industry), Report of Sales and Royalty Remittance
Transportation Allowances (Indians)
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How to Value OIll Sold or Exchanged Under an
Arm’s Length Contract

Arm’s-Length Sales Agreement(s)

= QOil is sold under an arm’s-length sales contract

= Oil is sold or transferred to your affiliate or another
person under a non-arm’s-length contract, and that
affiliate or person, or another affiliate of either of
them, then sells the oil under an arm’s-length contract

s Oil is valued under Section 1206.52

= Gross Proceeds less transportation allowance, and
applicable location and quality differential
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Presenter
Presentation Notes
We’re now going to look at how oil is valued, under the two valuation 
provisions in the new oil rule.

Sections 206.52 and 206.53 will apply
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How to Value Oil Not Sold Under an
Arm’s-Length Contract before it is refined

= Unit value for oil not sold under an arm’s-length
contract is:

= The volume-weighted average of the gross
proceeds paid or received by you or your affiliate

= When calculating unit value:
= Use only purchases or sales of other
like-quality oil produced from the field

= Or the same area if you do not have sufficient
arm’s-length purchases or sales of oil produced
from the field
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Presentation Notes
Now we are moving into how to value oil not under an arm’s length contract

Bullet #1 & 2
The unit value sold under an arm’s length contract is the volume-weighted average of the gross proceeds paid or received by you or your affiliate

(if necessary click to the definition of gross proceeds)
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How to Value OIil Under an Arm’s Length
Exchange Agreement

= If Oll iIs exchanged by lessee or lessee’s
affiliate under an arm’s-length, or multiple
sequential arm’s-length exchange agreements
then oll Is valued under Section 1206.52

= Gross Proceeds or NYMEX price less
transportation allowance, and applicable
location and quality differential
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Presenter
Presentation Notes
The next scenario is based not on an ARMS sales contract, rather an ARMS 
exchange agreement.

If … READ  Bullet #1 … it will still be valued under the oil valuation provision at Section 206.52
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Transportation Allowances

Summary of current regulations

= Form MMS-4110 must be filed for
both arm’s length and non-arm’s
length arrangements

= Advanced estimates are required for
non-arms length arrangements

s The rate of returnisthe S & P's BBB
rate
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Presentation Notes
None of the proposals were accepted in the new rule, therefore . . . (read bullet # 1, 2 & 3)

Bullet #1
Form MMS-4110 must still be filed for both arm’s length and non-arm’s length arrangements

Bullet #2
Advanced estimates are still required for non-arms length arrangements

Bullet #3
The rate of return will remain the S & P’s BBB rate
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Marketable Condition

= Lessees must place oll in marketable
condition and market the olil for the
mutual benefit of the lessee and the
Indian lessor at no cost to the lessor,
unless the lease agreement provides
otherwise.
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Presenter
Presentation Notes
Bullet #1
You are required to place the oil in marketable condition and market the oil for the mutual benefit of yourself and the Indian lessor at no cost to the lessor unless the lease agreement says otherwise.

(optional:  click on marketable condition for the definition)
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= Major Portion Means

= The highest price paid or offered at the time of
production for the major portion of oil production
from the same field. The major portion will be
calculated using like-quality oil sold under arm’s-
length contracts from the same field (or if
necessary to obtain a reasonable sample, from
the same area) for each month. The major
portion is that price at which 50% by volume
plus one Bbl of oll is sold starting from the
bottom.
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Presenter
Presentation Notes
The next slide highlights the pertinent MP language from the Rental and Royalty provision of an Indian lease.

Bullet #1:
READ   “value” is defined as … the highest price paid or offered …

Notice highlighted in blue … the MP language in the lease.  
     - The MP language in the regulations is derived from MP language 
        in the oil and gas lease.
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= 30 CFR 1206.54

= For any Indian leases that provide that the
Secretary may consider the highest price paid or
offered for a major portion of production, in
determining value for royalty purposes, if data
are available to compute a major portion, ONRR
will where practicable, compare the value
determined in accordance with this section with
the major portion. The value to be used In
determining the value of production, for royalty
purposes, will be the higher of those two values.
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Presenter
Presentation Notes
The next slide highlights the pertinent MP language from the Rental and Royalty provision of an Indian lease.

Bullet #1:
READ   “value” is defined as … the highest price paid or offered …

Notice highlighted in blue … the MP language in the lease.  
     - The MP language in the regulations is derived from MP language 
        in the oil and gas lease.
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Major Portion Value Calculation

Sales Volume (BBLS) Price ($/BBL) Summation (%)
2700 $100.00 100.00
1000 $99.50 73.00
1500 $99.00 63.00
1000 $98.50 48.00
2000 $98.00 38.00
1800 $97.50 18.00
10,000

- The price at which 50% plus 1 BBL of the olil is sold
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Presenter
Presentation Notes
If we could do a major portion price calculation similar to how we calculate it for gas, this is how we might calculate it.  This is a very simplistic example.
Some of the hurdles that we would have to get over are:
Highest price paid or “offered”
Arm’s-length sales v. Non-arm’s-length sales
Sales in the field or area
Federal 
Indian
Fee
Like-Quality production
API gravity
Oil type

Notice that prices are arrayed from highest to lowest and the price at which 50% plus 1 barrel of oil is sold starting at the bottom is $99.00.
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Other Ideas to Fulfill the Major Portion Requirement

= Similar to the method above (gas major
portion calculation).

m Formu
major

a price that takes into consideration the
portion requirement.

= Gross proceeds price with a percentage bump
for major portion.
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THE END

Stewardship 9 Accountability & Revenue Management



	Indian Oil Valuation Rule
	Indian Oil Valuation
	Background
	The Final Rule
	Application of Rule
	General Valuation Approach
	General Valuation Approach
	How to Value Oil Sold or Exchanged Under an Arm’s Length Contract
	How to Value Oil Not Sold Under an �Arm’s-Length Contract before it is refined
	How to Value Oil Under an Arm’s Length Exchange Agreement
	Transportation Allowances
	Marketable Condition
	Major Portion 
	Royalty Value for Indian Oil 
	Major Portion Value Calculation
	Other Ideas to Fulfill the Major Portion Requirement
	THE END

