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§ 3103.4–3 Heavy oil royalty reduc-
tions. 

(a)(1) A heavy oil well property is any 
Federal lease or portion thereof seg-
regated for royalty purposes, a 
communitization area, or a unit par-
ticipating area, operated by the same 
operator, that produces crude oil with 
a weighted average gravity of less than 
20 degrees as measured on the Amer-
ican Petroleum Institute (API) scale. 

(2) An oil completion is a completion 
from which the energy equivalent of 
the oil produced exceeds the energy 
equivalent of the gas produced (includ-
ing the entrained liquefiable hydro-
carbons) or any completion producing 
oil and less than 60 MCF of gas per day. 

(b) Heavy oil well property royalty 
rate reductions will be administered 
according to the following require-
ments and procedures: 

(1) The Bureau of Land Management 
requires no specific application form 
for the benefits under paragraph (a) of 
this section for heavy oil well prop-
erties. However, the operator/payor 
must notify, in writing, the proper 
BLM office that it is seeking a heavy 
oil royalty rate reduction. The letter 
must contain the serial number of the 
affected leases (or, as appropriate, the 
communitization agreement number or 
the unit agreement name); the names 
of the operators for each lease; the cal-
culated new royalty rate as determined 
under paragraph (b)(2) of this section; 
and copies of the Purchaser’s State-

ments (sales receipts) to document the 
weighted average API gravity for a 
property. 

(2) The operator must determine the 
weighted average API gravity for a 
property by averaging (adjusted to rate 
of production) the API gravities re-
ported on the operator’s Purchaser’s 
Statement for the last 3 calendar 
months preceding the operator’s writ-
ten notice of intent to seek a royalty 
rate reduction, during each of which at 
least one sale was held. This is shown 
in the following 3 illustrations: 

(i) If a property has oil sales every 
month prior to requesting the royalty 
rate reduction in October of 1996, the 
operator must submit Purchaser’s 
Statements for July, August, and Sep-
tember of 1996; 

(ii) If a property has sales only every 
6 months, during the months of March 
and September, prior to requesting the 
rate reduction in October of 1996, the 
operator must submit Purchaser’s 
Statements for the months of Sep-
tember 1995, and March and September 
1996; and 

(iii) If a property has multiple sales 
each month, the operator must submit 
Purchaser’s Statements for every sale 
for the 3 entire calendar months imme-
diately preceding the request for a rate 
reduction. 

(3) The following equation must be 
used by the operator/payor for calcu-
lating the weighted average API grav-
ity for a heavy oil well property: 
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= Weighted Average API gravity for a property

Where: 

V1=Average Production (bbls) of Well #1 over 
the last 3 calendar months of sales 

V2=Average Production (bbls) of Well #2 over 
the last 3 calendar months of sales 

Vn=Average Production (bbls) of each addi-
tional well (V3, V4, etc.) over the last 3 cal-
endar months of sales 

G1=Average Gravity (degrees) of oil produced 
from Well #1 over the last 3 calendar 
months of sales 

G2=Average Gravity (degrees) of oil produced 
from Well #2 over the last 3 calendar 
months of sales 

Gn=Average Gravity (degrees) of each addi-
tional well (G3, G4, etc.) over the last 3 cal-
endar months of sales 

Example: Lease ‘‘A’’ has 3 wells producing 
at the following average rates over 3 sales 
months with the following associated aver-
age gravities: Well #1, 4,000 bbls, 13° API; 
Well #2, 6000 bbls, 21° API; Well #3, 2,000 bbls, 
14° API. Using the equation above— 
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=17.2 Weighted Average API gravity for property

(4) For those properties subject to a 
communitization agreement or a unit 
participating area, the weighted aver-
age API oil gravity for the lands dedi-
cated to that specific communitization 
agreement or unit participating area 
must be determined in the manner pre-
scribed in paragraph (b)(3) of this sec-
tion and assigned to all property sub-
ject to Federal royalties in the 
communitization agreement or unit 
participating area. 

(5) The operator/payor must use the 
following procedures in order to obtain 
a royalty rate reduction under this sec-
tion: 

(i) Qualifying royalty rate determina-
tion. (A) The operator/payor must cal-
culate the weighted average API grav-
ity for the property proposed for the 
royalty rate reduction in order to 
verify that the property qualifies as a 
heavy oil well property. 

(B) Properties that have removed or 
sold oil less than 3 times in their pro-
ductive life may still qualify for this 
royalty rate reduction. However, no ad-
ditional royalty reductions will be 
granted until the property has a sales 
history of at least 3 production months 
(see paragraph (b)(2) of this section). 

(ii) Calculating the qualifying royalty 
rate. If the Federal leases or portions 
thereof (e.g., communitization or unit 
agreements) qualify as heavy oil prop-
erty, the operator/payor must use the 
weighted average API gravity rounded 
down to the next whole degree (e.g., 
11.7 degrees API becomes 11 degrees), 
and determine the appropriate royalty 
rate from the following table: 

ROYALTY RATE REDUCTION FOR HEAVY OIL 

Weighted average API gravity (degrees) Royalty Rate 
(percent) 

6 ..................................................................... 0.5 
7 ..................................................................... 1.4 
8 ..................................................................... 2.2 
9 ..................................................................... 3.1 
10 ................................................................... 3.9 
11 ................................................................... 4.8 
12 ................................................................... 5.6 
13 ................................................................... 6.5 
14 ................................................................... 7.4 
15 ................................................................... 8.2 
16 ................................................................... 9.1 

ROYALTY RATE REDUCTION FOR HEAVY OIL— 
Continued 

Weighted average API gravity (degrees) Royalty Rate 
(percent) 

17 ................................................................... 9.9 
18 ................................................................... 10.8 
19 ................................................................... 11.6 
20 ................................................................... 12.5 

(iii) New royalty rate effective date. 
The new royalty rate will be effective 
on the first day of production 2 months 
after BLM receives notification by the 
operator/payor. The rate will apply to 
all oil production from the property for 
the next 12 months (plus the 2 calendar 
month grace period during which the 
next 12 months’ royalty rate is deter-
mined in the next year). If the API oil 
gravity is 20 degrees or greater, the 
royalty rate will be the rate in the 
lease terms. 

Example: BLM receives notification from 
an operator on June 8, 1996. There is a two 
month period before new royalty rate is ef-
fective—July and August. New royalty rate 
is effective September 1, 1996. 

(iv) Royalty rate determinations in sub-
sequent years. (A) At the end of each 12- 
month period, beginning on the first 
day of the calendar month the royalty 
rate reduction went into effect, the op-
erator/payor must determine the 
weighted average API oil gravity for 
the property for that period. The oper-
ator/payor must then determine the 
royalty rate for the following year 
using the table in paragraph (b)(5)(ii) of 
this section. 

(B) The operator/payor must notify 
BLM of its determinations under this 
paragraph and paragraph (b)(5)(iv)(A) 
of this section. The new royalty rate 
(effective for the next 12 month period) 
will become effective the first day of 
the third month after the prior 12 
month period comes to a close, and will 
remain effective for 12 calendar months 
(plus the 2 calendar month grace period 
during which the next 12 months’ roy-
alty rate is determined in the next 
year). Notification must include copies 
of the Purchaser’s Statements (sales 
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receipts) and be mailed to the proper 
BLM office. If the operator does not no-
tify the BLM of the new royalty rate 
within 60 days after the end of the sub-
ject 12-month period, the royalty rate 
for the heavy oil well property will re-
turn to the rate in the lease terms. 

Example: On September 30, 1997, at the end 
of a 12-month royalty reduction period, the 
operator/payor determines what the weight-
ed average API oil gravity for the property 
for that period has been. The operator/payor 
then determines the new royalty rate for the 
next 12 month using the table in paragraph 
(b)(5)(ii) of this section. Given that there is a 
2-month delay period for the operator/payor 
to calculate the new royalty rate, the new 
royalty rate would be effective December 1, 
1997 through November 30, 1998 (plus the 2 
calendar month grace period during which 
the next 12 months’ royalty rate is deter-
mined—December 1, 1998 through January 31, 
1999). 

(v) Prohibition. Any heavy oil prop-
erty reporting an API average oil grav-
ity determined by BLM to have re-
sulted from any manipulation of nor-
mal production or adulteration of oil 
sold from the property will not receive 
the benefit of a royalty rate reduction 
under this paragraph (b). 

(vi) Certification. The operator/payor 
must use the applicable royalty rate 
when submitting the required royalty 
reports/payments to the Minerals Man-
agement Service (MMS). In submitting 
royalty reports/payments using a roy-
alty rate reduction authorized by this 
paragraph (b), the operator/payor must 
certify that the API oil gravity for the 
initial and subsequent 12-month peri-
ods was not subject to manipulation or 
adulteration and the royalty rate was 
determined in accordance with the re-
quirements and procedures of this 
paragraph (b). 

(vii) Agency action. If an operator/ 
payor incorrectly calculates the roy-
alty rate, the BLM will determine the 
correct rate and notify the operator/ 
payor in writing. Any additional royal-
ties due are payable to MMS imme-
diately upon receipt of this notice. 
Late payment or underpayment 
charges will be assessed in accordance 
with 30 CFR 218.102. The BLM will ter-
minate a royalty rate reduction for a 
property if BLM determines that the 
API oil gravity was manipulated or 
adulterated by the operator/payor. Ter-

minations of royalty rate reductions 
for individual properties will be effec-
tive on the effective date of the royalty 
rate reduction resulting from a manip-
ulated or adulterated API oil gravity 
so that the termination will be retro-
active to the effective date of the im-
proper reduction. The operator/payor 
must pay the difference in royalty re-
sulting from the retroactive applica-
tion of the non-manipulated rate. The 
late payment or underpayment charges 
will assessed in accordance with 30 
CFR 218.102. 

(6) The BLM may suspend or termi-
nate all royalty reductions granted 
under this paragraph (b) and terminate 
the availability of further heavy oil 
royalty relief under this section— 

(i) Upon 6 month’s notice in the FED-
ERAL REGISTER when BLM determines 
that the average oil price has remained 
above $24 per barrel over a period of 6 
consecutive months (based on the WTI 
Crude average posted prices and ad-
justed for inflation using the implicit 
price deflator for gross national prod-
uct with 1991 as the base year), or 

(ii) After September 10, 1999, if the 
Secretary determines the royalty rate 
reductions authorized by this para-
graph (b) have not been effective in re-
ducing the loss of otherwise recover-
able reserves. This will be determined 
by evaluating the expected versus the 
actual abandonment rate, the number 
of enhanced recovery projects, and the 
amount of operator reinvestment in 
heavy oil production that can be at-
tributed to this rule. 

(7) The heavy oil well property roy-
alty rate reduction applies to all Fed-
eral oil produced from a heavy oil prop-
erty. 

(8) If the lease royalty rate is lower 
than the benefits provided in this 
heavy oil well property royalty rate re-
duction program, the lease rate pre-
vails. 

(9) If the property qualifies for a 
stripper well property royalty rate re-
duction, as well as a heavy oil well 
property reduction, the lower of the 
two rates applies. 

(10) The operator/payor must sepa-
rately calculate the royalty for gas 
production (including condensate pro-
duced in association with gas) from oil 
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completions using the lease royalty 
rate. 

(11) The minimum royalty provisions 
of § 3103.3–2 will continue to apply. 

[61 FR 4750, Feb. 8, 1996] 

§ 3103.4–4 Suspension of operations 
and/or production. 

(a) A suspension of all operations and 
production may be directed or con-
sented to by the authorized officer only 
in the interest of conservation of nat-
ural resources. A suspension of oper-
ations only or a suspension of produc-
tion only may be directed or consented 
to by the authorized officer in cases 
where the lessee is prevented from op-
erating on the lease or producing from 
the lease, despite the exercise of due 
care and diligence, by reason of force 
majeure, that is, by matters beyond the 
reasonable control of the lessee. Appli-
cations for any suspension shall be 
filed in the proper BLM office. Com-
plete information showing the neces-
sity of such relief shall be furnished. 

(b) The term of any lease shall be ex-
tended by adding thereto the period of 
the suspension, and no lease shall be 
deemed to expire during any suspen-
sion. 

(c) A suspension shall take effect as 
of the time specified in the direction or 
assent of the authorized officer, in ac-
cordance with the provisions of § 3165.1 
of this title. 

(d) Rental and minimum royalty pay-
ments shall be suspended during any 
period of suspension of all operations 
and production directed or assented to 
by the authorized officer beginning 
with the first day of the lease month in 
which the suspension of all operations 
and production becomes effective, or if 
the suspension of all operations and 
production becomes effective on any 
date other than the first day of a lease 
month, beginning with the first day of 
the lease month following such effec-
tive date. Rental and minimum royalty 
payments shall resume on the first day 
of the lease month in which the suspen-
sion of all operations and production is 
terminated. Where rentals are cred-
itable against royalties and have been 
paid in advance, proper credit shall be 
allowed on the next rental or royalty 
due under the terms of the lease. Rent-
al and minimum royalty payments 

shall not be suspended during any pe-
riod of suspension of operations only or 
suspension of production only. 

(e) Where all operations and produc-
tion are suspended on a lease on which 
there is a well capable of producing in 
paying quantities and the authorized 
officer approves resumption of oper-
ations and production, such resump-
tion shall be regarded as terminating 
the suspension, including the suspen-
sion of rental and minimum royalty 
payments, as provided in paragraph (d) 
of this section. 

(f) The relief authorized under this 
section also may be obtained for any 
Federal lease included within an ap-
proved unit or cooperative plan of de-
velopment and operation. Unit or coop-
erative plan obligations shall not be 
suspended by relief obtained under this 
section but shall be suspended only in 
accordance with the terms and condi-
tions of the specific unit or cooperative 
plan. 

[53 FR 17354, May 16, 1988. Redesignated at 61 
FR 4750, Feb. 8, 1996] 

Subpart 3104—Bonds 

§ 3104.1 Bond obligations. 

(a) Prior to the commencement of 
surface disturbing activities related to 
drilling operations, the lessee, oper-
ating rights owner (sublessee), or oper-
ator shall submit a surety or a per-
sonal bond, conditioned upon compli-
ance with all of the terms and condi-
tions of the entire leasehold(s) covered 
by the bond, as described in this sub-
part. The bond amounts shall be not 
less than the minimum amounts de-
scribed in this subpart in order to en-
sure compliance with the act, including 
complete and timely plugging of the 
well(s), reclamation of the lease 
area(s), and the restoration of any 
lands or surface waters adversely af-
fected by lease operations after the 
abandonment or cessation of oil and 
gas operations on the lease(s) in ac-
cordance with, but not limited to, the 
standards and requirements set forth 
in §§ 3162.3 and 3162.5 of this title and 
orders issued by the authorized officer. 

(b) Surety bonds shall be issued by 
qualified surety companies approved by 
the Department of the Treasury (see 
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