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date that amount is taken until the
date you pay the additional royalties
owed.

(b) If you or your affiliate takes a de-
duction for transportation on Form
MMS-2014 by improperly netting an al-
lowance against the oil instead of re-
porting the allowance as a separate
entry, ONRR may assess a civil penalty
under 30 CFR part 1241.

[73 FR 15890, Mar. 26, 2008]

§1206.117 What reporting adjustments
must I make for transportation al-
lowances?

(a) If your or your affiliate’s actual
transportation allowance is less than
the amount you claimed on Form
MMS-2014 for each month during the
allowance reporting period, you must
pay additional royalties plus interest
computed under §218.54 of this chapter
from the date you took the deduction
to the date you repay the difference.

(b) If the actual transportation al-
lowance is greater than the amount
you claimed on Form MMS-2014 for any
month during the allowance form re-
porting period, you are entitled to a
credit plus interest under applicable
rules.

§1206.119 How are royalty quantity
and quality determined?

(a) Compute royalties based on the
quantity and quality of oil as measured
at the point of settlement approved by
BLM for onshore leases or BOEMRE for
offshore leases.

(b) If the value of o0il determined
under this subpart is based upon a
quantity or quality different from the
quantity or quality at the point of roy-
alty settlement approved by the BLM
for onshore leases or BOEMRE for off-
shore leases, adjust the value for those
differences in quantity or quality.

(c) Any actual loss that you may
incur before the royalty settlement
metering or measurement point is not
subject to royalty if BLM orBOEMRE,
as appropriate, determines that the
loss is unavoidable.

(d) Except as provided in paragraph
(b) of this section, royalties are due on
100 percent of the volume measured at
the approved point of royalty settle-
ment. You may not claim a reduction
in that measured volume for actual

§1206.150

losses beyond the approved point of
royalty settlement or for theoretical
losses that are claimed to have taken
place either before or after the ap-
proved point of royalty settlement.

[656 FR 14088, Mar. 15, 2000, as amended at 69
FR 24979, May 5, 2004]

§1206.120 How are operating allow-
ances determined?

BOEMRE may use an operating al-
lowance for the purpose of computing
payment obligations when specified in
the notice of sale and the lease.
BOEMRE will specify the allowance
amount or formula in the notice of sale
and in the lease agreement.

Subpart D—Federal Gas

SOURCE: 53 FR 1272, Jan. 15, 1988, unless
otherwise noted.

§1206.150 Purpose and scope.

(a) This subpart is applicable to all
gas production from Federal oil and
gas leases. The purpose of this subpart
is to establish the value of production
for royalty purposes consistent with
the mineral leasing laws, other appli-
cable laws and lease terms.

(b) If the regulations in this subpart
are inconsistent with:

(1) A Federal statute;

(2) A settlement agreement between
the United States and a lessee result-
ing from administrative or judicial liti-
gation;

(3) A written agreement between the
lessee and the ONRR Director estab-
lishing a method to determine the
value of production from any lease that
ONRR expects at least would approxi-
mate the value established under this
subpart; or

(4) An express provision of an oil and
gas lease subject to this subpart; then
the statute, settlement agreement,
written agreement, or lease provision
will govern to the extent of the incon-
sistency.

(c) All royalty payments made to
ONRR are subject to audit and adjust-
ment.
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§1206.151

(d) The regulations in this subpart
are intended to ensure that the admin-
istration of oil and gas leases is dis-
charged in accordance with the re-
quirements of the governing mineral
leasing laws and lease terms.

[61 FR 5464, Feb. 12, 1996, as amended at 70
FR 11877, Mar. 10, 2005]

§1206.151 Definitions.

For purposes of this subpart:

Affiliate means a person who controls,
is controlled by, or is under common
control with another person. For pur-
poses of this subpart:

(1) Ownership or common ownership
of more than 50 percent of the voting
securities, or instruments of owner-
ship, or other forms of ownership, of
another person constitutes control.
Ownership of less than 10 percent con-
stitutes a presumption of noncontrol
that ONRR may rebut.

(2) If there is ownership or common
ownership of 10 through 50 percent of
the voting securities or instruments of
ownership, or other forms of owner-
ship, of another person, ONRR will con-
sider the following factors in deter-
mining whether there is control under
the circumstances of a particular case:

(i) The extent to which there are
common officers or directors;

(ii) With respect to the voting securi-
ties, or instruments of ownership, or
other forms of ownership: The percent-
age of ownership or common owner-
ship, the relative percentage of owner-
ship or common ownership compared to
the percentage(s) of ownership by other
persons, whether a person is the great-
est single owner, or whether there is an
opposing voting bloc of greater owner-
ship;

(iii) Operation of a lease, plant, pipe-
line, or other facility;

(iv) The extent of participation by
other owners in operations and day-to-
day management of a lease, plant,
pipeline, or other facility; and

(v) Other evidence of power to exer-
cise control over or common control
with another person.

(3) Regardless of any percentage of
ownership or common ownership, rel-
atives, either by blood or marriage, are
affiliates.

Allowance means a deduction in de-
termining value for royalty purposes.

30 CFR Ch. VII (7-1-12 Edition)

Processing allowance means an allow-
ance for the reasonable, actual costs of
processing gas determined under this
subpart. Transportation allowance
means an allowance for the reasonable,
actual costs of moving unprocessed
gas, residue gas, or gas plant products
to a point of sale or delivery off the
lease, unit area, or communitized area,
or away from a processing plant. The
transportation allowance does not in-
clude gathering costs.

Area means a geographic region at
least as large as the defined limits of
an oil and/or gas field, in which oil and/
or gas lease products have similar qual-
ity, economic, and legal characteris-
tics.

Arm’s-length contract means a con-
tract or agreement between inde-
pendent persons who are not affiliates
and who have opposing economic inter-
ests regarding that contract. To be
considered arm’s length for any pro-
duction month, a contract must satisfy
this definition for that month, as well
as when the contract was executed.

Audit means a review, conducted in
accordance with generally accepted ac-
counting and auditing standards, of
royalty payment compliance activities
of lessees or other interest holders who
pay royalties, rents, or bonuses on Fed-
eral leases.

BLM means the Bureau of Land Man-
agement of the Department of the Inte-
rior.

Compression means the process of
raising the pressure of gas.

Condensate means liquid hydro-
carbons (normally exceeding 40 degrees
of API gravity) recovered at the sur-
face without resorting to processing.
Condensate is the mixture of liquid hy-
drocarbons that results from condensa-
tion of petroleum hydrocarbons exist-
ing initially in a gaseous phase in an
underground reservoir.

Contract means any oral or written
agreement, including amendments or
revisions thereto, between two or more
persons and enforceable by law that
with due consideration creates an obli-
gation.

Field means a geographic region situ-
ated over one or more subsurface oil
and gas reservoirs encompassing at
least the outermost boundaries of all
oil and gas accumulations known to be
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