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_:Royaltles are cool. Way cool.
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dirtnde {he |mpreSS|on that the oll companies
EWE norf paying the American taxpayer to
BEEE these lands over these last 8 years — to the
LREof -_:‘about fifity million dollars, is that correct?
"_ i,- = What recourse do we have? ... Can you kick
;j_:“t-fjjm off? Can you say, ‘if you don't give us our
- royalties, that's my derrick now, brother’ — can
you do that?”
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gETBUSH Crimes/Inside Tilig
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* ntenor@,p‘art
“In \j\jf]rll‘ Wekllel e aee) e ifle ostliiestsear P | —
WS alse looked the other way when It
Jecumer ‘tiaat, hecause of a massive bureaucratic
FeUEUpR; 1t hadl failed to collect billions in
o)zl 3lties for deep-water drilling in the Gulf of
— HL‘V/' ico. Instead, the Bush administration
**: pught to'let oil companies keep the money,
“and a judge appointed by Bush recently
overturned royalty collections on 75 percent of
all' oll' preduced in the Gulf. Should the ruling
stand, taxpayers will forfeit as much as $53
billion ewed by Big Oil.”

Rolling Stone (April 16, 2009)
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You W Il probably Survive.

et ﬁe altles are cool.
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;._tlon from the lease to the Iocatlon
lly the point of sale) at which the
of ctlon IS valued for royalty purposes.

= -::‘____'-"E.i"' you can’t deaduct the cost of

._-—-
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= gatherlng and you can't deduct the cost
- of putting the production into “marketable
condition.”

* What qualifies as a “transportation cost”?
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e Dlrector for Royalty Management
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.-: 10 nbe For Determining Transportation
lowances For Production From Leases In
Water Depths Greater Than 200 Meters”



999 MMS Guidanc ,;..
See Transﬁbﬂatlon Allowances

.ment prior to a central accumulation

.__;f_;_ S considered gathering. A central

cur wlation point may be a single well, a

— ea manifold, the last well in a group

fef wells connected In a series, or a
platform extending above the surface of
the water. Movement beyond this point is
considered transportation.”

§-—



999 MMS Guidanc ,;..
See Transﬁbﬂatlon Allowances

> movement must be to a faC|I|ty that
ocated on a lease adjacent to the
on which the production originates.
,djacent lease Is defined as any lease
at least one point of contact with the
producmg lease/unit. Typically, for a
—= smgle lease, there would be eight leases
adjacent to the qualifying deep-water
lease.”



Subsea Tree
4617’ WD

Pigie-in-pipe
il lowline

Infield
Umbilical

VK 962 #1*.ell
Z-~ocaTree
4617’ WD



999 MMS Guidanc
368 Trans@ﬁatlon

nce memo primarily addresses
ng VS. transportation”

ot address many important
|ons arising from the use of subsea

hnology

_-_j —Umblllca costs deductible?
— Methanol costs deductible?
— Chemical costs deductible?
— Compression costs deductible?

" —
llowances
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SUpIEcE 028 Intmarketanle condition
t the gas fer the mutual benefit of the
Esser at no cost to the Federal
- 'nf,:__ Where the value established under
"h]g SECHenIIS determined by a lessee’s gross
: eeds, that value will be increased to the extent
f.E-E' at the gross proceeds have been reduced because
= the purchaser or any other person, Is providing
~ senvices the cost of which ordinarily is the
responsibility of the lessee to place the gas In
marketable condition or to market the gas.”

30 CFR 206.152(i)
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VEEEtiable Conditiol
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> Megzl Qagezlirlef el 2 Sl o 4 LS B e
IiE /f/mfa 931 F. 2d 318 (5th Clr 1991)
Arrigre /r/:x HEss Corp. V. Dep't of Interior, 170

.8 ICf '(10th Cir. 1999).

JA:U 4 V DeW/z‘t 279 F.3d 1036 (D.C. Cir.
*"':a@ J2)

==

| ‘~Amoco Prod. Co. v. Watson, 410 F.3d 722

- (D.C. Cir. 2005), affd on other grounds sub.
nom BP.-America Prod. Co. V. Burton, 549 U.S.
84 (2006)
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® (OrllOH(J mer BENEVEIOpmERMVYGIIAG)E
> Diggtjie lOVer Whether compression and

CI&‘(J/(JfrE costs could be included In

W@nsp ortation allowance.

- _Cc; S\incurred after the z10] 0] (0)V/=To W (0)Y/=1 (1Y,
~ -m sasurement points (CDPs) to move production
=10 the sales point more than 100 miles from the
- lease.

“» Deductions were supported by a series of
Guidance Documents — two Iinternal MMS
memoranda (December 1995) and a 1996 Dear
Operator letter




Dea era{@y;et{er (Apﬂi@' 67*'

erou | P, coalEdNnEIanE at thertallgate
of =l gglrf g dIeXIde remoevalorr other treatlng
Trl(JJJF/ - [y]ou can Include costs oft dehydration
oggum grafter metering at the royalty
WESASUIEMENt point In your transportation
2llevwance but you cannot deduct costs of
“‘-_-_:.4_".-‘*:,, Wdration occurring at the wellhead. You can
*mclude costs for compression occurring
~ downstream of the royalty measurement point, to
the extent the compression is necessary for
transportation. This includes compression at the
CDP and' in the transportation system to the
[carbon dioxide] removal facility.”
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or conflrmatlon that costs were

'rr._l.

F\JJJJ an t Secretary found the Guidance
SDOCL ments to be ambiguous, incorrect, or

..,.—_

nc*GnS|stent with the marketable condition
'F- -' rule.

e Dystrict court and D.C. Circuit both ruled In
favor of Interior



Energy_'v‘ Kemmﬁgr'ﬁeb'

ieD@lunaetanie condii
Lrelafe)el an DEVON'S preferred
atlon off the rule Is not unreasenable. In
ol 're e TdS We assume that the costs of
cleip)y/el] -ation and compression can reasonably be
J iterpreted to fall within the compass of
=L aﬂs,portatlon costs.” However, we are obliged
— jjtq “afford "substantial deference to an agency's
- interpretation of its own regulations.” 7homas
Jefferson Univ., 512 U.S. at 512 (citations
omitted). On this record, we find that DOI's
contested construction of the marketable
condition rule Is reasonable.” 551 F.3d at 1037




BEVOn Energy. \ZZ_K_em g

SCORnatenei@IVIVSauthoptyiier.
SStellish the value of production, (ir)
J Ucliglzl mdmg that the marketable

ofielit] e [ule Is ambiguous, and: (1)

J dicial deference to agency interpretation

T r"ﬁ: Ibiguous regulations ... too much

e
--_

=" *aufhorlty’P

o Serious guestions about relying on MMS
guidance documents

e 1999 MMS Guidance re subsea
transportation?
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SOSIEENOUa0ERrainsiBillions/Mysterous,

HIEIIe Cost Government Energy”
(rlomrr | Chrenicle 3/3/06)

”\/rrng aw and Hard Lobbying Add Up To
JH eJpls for Big Oil” (NYT 3/27/06)

=l0b: Could Cost U.S. $10 Billion” (Bucks
— -GQunty Courier Times 6/21/06)

: “Some Firms Would Yield On Oil Windfall”
(Pittsburgh Post-Gazette 6/22/06)

——
--_



DEEpater Roy_aiwdl@f.a-
| A Oyalty.

“Us Orre eldaiorAlten@ilitease R

Glelise” (Dow Jones Newswires 9/13/06)
“Jmoegzc General Levels Broadside At
Jm::e ‘Department At Hearing On Missing
e ,:ég = Thresholds In Leases:; Another

= Uyalty Controversy Emerges” (Foster
— Natural Gas Report 9/22/06)

“MMS Royalty Plan Slammed” (Oil Daily
9/277/06)



R y/aliby ?Rip—Off”
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“fale r\m'-*"' reasury’is already’'s ort
fipre tiiani a billien dollars because of the
ienor Department’s failure over the last
ECE erto collect all the royalties owed
o, -DI| and gas producers in the Gulf of

= Vexico. The new Congress needs to fix the

——

e

=== problem Or persuade a slugglsh Bush
- administration to do so..




“HOVEIAR] - O)F i .
(New e Tlres=e) 2!@66?

el AlNoephelednileases signed yathe. . .
SIINten administrationiin' 1998 and 1999 to
SNeelage deep-water exploration at a

WIME WhHER oll and gas prices were

elatively low ... did not include a standard

& eseape clause that would have restored

= fUllFroyalties when prices went up. The

- |oophole has already cost the taxpayers

- $1.5 hillion and, if not corrected, could

cost $10 billion over the course of the

leases.”
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ection 502
Japjefel | =ll thorlty for royalty relief in Central and Western
cnnin _Areas Detailed program for deep water relief for Pre-

1 [Lleases,

SECLIONI SO:

— Perm nent change to OCSLA. Adopted new hidding system for
“awarding new. leases (43 USC 1337(a)(1)(H)) and authorized

- ya[lty relief to be determined by Secretary for any lease, in any.

:.-r____,.—

— -l'écation and any water depth.
= _:ISéctlon 304

p—

-~  — Mandated that the new bidding system of Section 303 be used

= - for deep water leases in Central & Western Areas granted at
1996-2000 lease sales (“New Leases”), with set volume of
royalty relief depending on water depth. Removes the discretion
otherwise granted in Section 303.



2*:&£X|stiﬂglgge?'

> Garjorel glurnonr\ fof (o)) altyaneliefiniCentraliand.
WEstern P annlng Areas. Detailed program for
clege vv.r__u: ar; rielief: for Pre-Act Leases.

AEC L]l es Iessee to demonstrate that royalty relief
ST ~ssary 10 make “new production economic.”

_'-—-"-_'.-
—

—

= S5 mposes “new production” and “price threshold”

'-"___]-r.

——
= CGI’]dItIOﬂS

= Minimum royalty suspensions increase with water
depth: 17.5 MMBOE, 52.5 MMBOE, 87.5 MMBOE.




DYWRRA SECTION 202

foflel nt change t‘%’(-}SLA Aoop'fEd nEW.
ofclelinig s STEIINOS aardingwmewileasesiandl
herized royalty relief to be determined by
Seare el oI any. Iease, ini any /location and any
VAICTA0 pth
= cash ponus bid with royalty at no less
~ tha iHJIZ and 1/2 per centum fixed by the
%: " Secretary in amount or value of production saved,
-~ removed, or sold, and with suspension of
- royalties for a period, volume, or value of
proauction determined by the Secretary,
Wiiich SUSPEensions may vary based on the
price of production from the /ease.”

- Pey
o)(s
LU



SOWRRA SEGTIGON 304
=orcliNiectstiocated.| Water.depthMﬁr

gieaierain| the \Western andiCentral Plannmg Area of the
Ut of l\/lé,w 0... ey lgase Selle Wit e ees gfie
spIeNoTtenactment of this title [INovember 28, 1995], shall
ISERIIEN @Ilng system'autnorized In [Section 303],
2ACeUn if at uigersuispension of royalties shall be set at a
voJL __ of HeEIEsS than the follewing:

"@E 17 5 million barrels of oil equivalent for leases In
g Water depths of 200 to 400 meters;

(2) -52.5 million barrels of oil equivalent for leases in
400to 800 meters of water; and

(3) 87.5 million barrels of oil equivalent for leases In
water depths greater than 800 meters.




Tracts  Acres  Total Bonus
“Bid Ot ST BIasS

375 1,784,480 $277,016,796
588 2,965,968 $307,328,550

= POST-DWRRA LEASE SALES

:_:- - Tracts Tracts Acres Total Bonus
| ‘Date Offered Bid On Bid On High Bids

4/96 5649 024 4,761,167 $520,924,644
3/97 5059 1,032 5,405,298 $824,578,599




VIVE mplementatlon O_f_S_engﬁ@

VIVIS -’r r"r gfell[ct -
requm: ~and “price threshold
Eeguirement” that Congress had included
IRSECtion 302 and applied it to Section

: ,._:;_'_)CA I eases

*VIMS also imposed a “field”’-based
"_- method ofi allocating royalty suspension
vVolumes.

s All three conditions have now been
declared unlawful.
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rleld MJ.V V|olated ﬂﬁﬁﬁ\ by IMPosing “new
PIeuUGHenNEsNiementiandifield=hasedumnethod ofi
2illgczi g royalty suspension volumes.

SECHION 504 “unambiguously provides that the royalty
wrr ﬂs apply i full to each [Section 304 ]

(e I (e
SLIS
| e

ey 4

el

_J._f:_ée ﬁ‘n 303 did not give MMS discretion to reduce

oy/alty suspension volumes below statutory.

.-'.' 'mmlmums

-~ & August 2005 ITL — MMS acquiesces Iin Santa Fe
Snyaer for all Section 304 Leases

® December 2008 — MMS promulgates new regs (30
CER 260.112-117) — estimates impact at $3B-$10B



-

/e Weeee v, DOY(5 Cir: %mn‘@;;;.,
i denied (R(UTS. OEF572009)

))

101G ProVISIenS I -"-o' 'o ion
Addendum held to be unenforceable,
8:__F 1Y/ Operate to reduce royalty suspension
l9elow statutory minimums

= Jrled al to the statutory price thresholds enacted
_'_— JV @e ngress in Section 302

Pn‘ce threshold provisions contained or/y In Lease
'Addendum — not In regulations

~ ® Price thresholds inserted orn/y into Section 304
Leases granted per lease sales held in 1996, 1997
and 2000

I-

_,_-
= e
==



. - —
Kerr-IWeEeel i Ble)} (M@)ﬁr
flea bresholds‘#gas WErE exceeded In
2))0 20012008 72004, e pr
ESH Id for eIl was exceeded in 2004.
Nge 2004, the price thresholds for oil and
ve peen exceeded In every calendar
= (except for gas in 20097?).
~ . KMG sought judicial review of January.
~ 2006 royalty payment order (eight Section
304 |leases; 2003-2004 production).

[ =]



I ory AN Ui
Kearr=Ie ; DO (5 Cir. 200
UfJfIJJOh that the“pt_'rce thresholds reaticed
ire f[)/rl]l’\ SUSPERSIGRNGITIIENIC] GVWAGAE
stabliiery minimum — dispute was whether this
recie rJor Weas lawiul

JJJrrJr *court and Fifth Circuit both ruled in
'rru\u fFKerr-McGee, holding that the price

= tlreshold provisions violated Section 304’s

..--r_____

5*guarantee of minimum royalty suspension
volumes.

e “The current case Is the logical and inevitable
extension of Santa Fe Snyder, as the district
court correctly reasoned.”



N BT Cee) v DOING! Cils 200
S LEYIOT readmgwld end 04’3‘5—'

frlziplek 1:ory~|anguage meanmgless |f price

;r_hregh‘, Sraoer rovat navments berore

Sec, 3@ 'S production volumes are exceeded,

e e royalty suspension /s being set at a

voJL je less than Sec. 304’s specified
— ﬁluctlon levels....Had Congress intended to
-ufrﬁpose price thresholds on the royalty relief
~ for these new leases, it certainly knew how to

do so. However, Congress refrained from
specifically establishing such price thresholds,
and we refuse Interior’s invitation to read this
royalty-relief limitation into the statute.”




ACEVCEEE v, DOTS" Cif 20

-&'

- SLJOfoF e Court o’e il 'lfl"ie Solicitor ¢ General
Peijtion fofeawiitoicaiioeEiii(Cdicgsas
2009) ﬁ'“

- J\Jovemgf* 16, 2009 Dear Reporter Letter:

— r\w esult [oef the Kerr-NecGee decision],

S Companies who have paid royalties ... are

— = entitled to recoup those royalties.

== Numerous pending administrative appeals of
- orders to pay awaiting a decision

e Omission of price threshold provisions from

1998 & 1999 leases Is meaningless




PDrice] reshold E“spute
‘ mm{wwort

590 OJHJJE ...... GAO 2007 Estimate
$60) OJHJJf GAO 2007 Estimate
558 9l o ... GAO 2008 Estimate

= 5, Bl hon . GAO 2008 Estimate (cited In
~DOI Rehy g App)

"_‘I—- ™

"*$21 b|| ion ... GAO 2008 Estimate

$19 billion ... MMS letter to Sen. Feinstein
(March; 2009) (cited in DOI Cert Petition)

$ Less than $10 hillion? ...

-ﬁ-"

-r""




e ljhreshold DispiiiEm

: - , — :
rdinary case? >Nah ... application of basic

2 signed the lease...” >But it wasn't

1- , and there was no realistic opportunity
ge until numerous variables (production,
-etc ) came together

__ffshore leasing program is a creature of

= "S Ite, and MMS’s authority Is both created
and limited by statute

= Lease terms deemed to conform to the minimum
statutory requirements by operation of law

® £.g., Chevion v. Watt (E.D. La. 1983) (MMS civil
penalty regulations held unlawful because they
contradicted OCSLA)




_RIK RIP e i

Se ptember ZQO eport identified a series

'Ues have been few

tember 2009: DOl Secretary Salazar
:;_,__._.-::ﬁ:" unced the termination of the RIK program

Jrogram will be phased out over two-year period

- Unresolved balancing and transportation cost
~ issues

® Likelihood of increased disputes over royalty
valuation
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