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If you have a lease . . .

And if you . ..

Then we may grant you . . .

* *

(b) Located in a designated GOM deep water
area and acquired in a lease sale held be-
fore November 28, 1995, or after November
28, 2000.

* *

(d) Located in a designated GOM deep water
area and acquired in a lease sale held after
November 28, 2000.

* *

(f) Located in a designated GOM shallow
water area and acquired in a lease sale held
before January 1, 2001, or after January 1,
2004, or have exercised an option to sub-
stitute for royalty relief in your lease terms.

(g) Located in a designated GOM shallow
water area.

(h) Located in planning areas offshore Alaska

* * *

Propose an expansion project and can dem-
onstrate your project is uneconomic without
royalty relief.

* * *

Propose a development project and can dem-
onstrate that the suspension volume, if any,
for your lease is not enough to make devel-
opment economic.

* * *

Drill a deep well on a lease that is not eligible
for deep water royalty relief and you have
not previously produced oil or gas from a
deep well or an ultra-deep well.

Drill and produce gas from an ultra-deep well
on a lease that is not eligible for deep water
royalty relief and you have not previously
produced oil or gas from an ultra-deep well.

Propose an expansion project or propose a
development project and can demonstrate
that the project is uneconomic without relief
or that the suspension volume, if any, for
your lease is not enough to make develop-
ment economic.

* *

A royalty suspension for a minimum produc-
tion volume plus any additional production
large enough to make the project economic.
(See §§203.60 through 203.79.)

* *

A royalty suspension for a minimum produc-
tion volume plus any additional volume
needed to make your project economic.
(See §§203.60 through 203.79.)

* *

A royalty suspension for a volume of gas pro-
duced from successful deep and ultra-deep
wells, or, for certain unsuccessful deep and
ultra-deep wells, a smaller royalty suspen-
sion for a volume of gas or oil produced by
all wells on your lease. (See §§203.40
through 203.49).

A royalty suspension for a volume of gas pro-
duced from successful ultra-deep and deep
wells on your lease. (See §§203.30 through
203.36.)

A royalty suspension for a minimum produc-
tion volume plus any additional volume
needed to make your project economic.
(See §§203.60, 203.62, 203.67 through
203.70, 203.73 and 203.76 through 203.79.)

5. A new undesignated center heading
and new §§203.30 through 203.36 are
added to subpart B to read as follows:

Royalty Relief for Drilling Ultra-Deep Wells
on Leases Not Subject to Deep Water Royalty
Relief

Sec.

203.30 Which leases are eligible for royalty
relief as a result of drilling a phase 2 or
phase 3 ultra-deep well?

203.31 IfIhave a qualified phase 2 or
qualified phase 3 ultra-deep well, what
royalty relief would my lease earn?

203.32 What other requirements or
restrictions apply to royalty relief for a
qualified phase 2 or phase 3 ultra-deep
well?

203.33 To which production do I apply the
RSB earned by qualified phase 2 and
phase 3 ultra-deep wells on my lease?

203.34 To which production may an RSB
earned by qualified phase 2 and phase 3
ultra-deep wells on my lease not be
applied?

203.35 What administrative steps must I
take to use the RSB earned by a qualified
phase 2 or phase 3 ultra-deep well?

203.36 Do I keep royalty relief if prices rise
significantly?

Royalty Relief for Drilling Ultra-Deep
Wells on Leases Not Subject to Deep
Water Royalty Relief

§203.30 Which leases are eligible for
royalty relief as a result of drilling a phase
2 or phase 3 ultra-deep well?

Your lease may receive a royalty
suspension volume (RSV) under
§§ 203.31 through 203.36 if the lease
meets all the requirements of this
section.

(a) The lease is located in the GOM
wholly west of 87 degrees, 30 minutes
West longitude in water depths entirely
less than 400 meters deep.

(b) The lease has not produced gas or
oil from a deep well or an ultra-deep
well. See §203.31(b) for an exception.

(c) If the lease is located entirely in
more than 200 meters and less than 400
meters of water, it must either:

(1) Have been issued before November
28, 1995, and not been granted deep
water royalty relief under 43 U.S.C.
1337(a)(3)(C), added by section 302 of
the Deep Water Royalty Relief Act; or

(2) Have been issued after November
28, 2000, and not been granted deep
water royalty relief under 30 CFR 203.60
through 203.79.

§203.31 If | have a qualified phase 2 or
qualified phase 3 ultra-deep well, what
royalty relief would my lease earn?

(a) Subject to the administrative
requirements of § 203.35 and the price
conditions in § 203.36, your lease earns
an RSV shown in the following table in
billions of cubic feet (BCF) or in
thousands of cubic feet (MCF) as
prescribed in § 203.33:

If you have a qualified phase 2 or qualified phase 3 ultra-deep

well that is:

Then your lease earns an RSV on this volume of gas production:

(1) An original well,

(2) A sidetrack with a sidetrack measured depth of at least 20,000 feet,
(3) An ultra-deep short sidetrack that is a phase 2 ultra-deep well,

(4) An ultra-deep short sidetrack that is a phase 3 ultra-deep well,

35 BCF.
35 BCF.

0 BCF.

4 BCF plus 600 MCF times sidetrack measured depth (rounded to the
nearest 100 feet) but no more than 25 BCF.

(b)(1) This paragraph applies if your
lease:

(i) Has produced gas or oil from a
deep well with a perforated interval the

top of which is less than 18,000 feet
TVD SS;
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(ii) Was issued in a lease sale held
between January 1, 2004, and December
31, 2005; and

(iii) The terms of your lease expressly
incorporate the provisions of § 203.41—

203.47 as they existed at the time the
lease was issued.

(2) Subject to the administrative
requirements of § 203.35 and the price
conditions in § 203.36, your lease earns

an RSV shown in the following table in
BCF or MCF as prescribed in § 203.33:

If you have a qualified phase 2 ultra-deep well that is . . .

Then your lease earns an RSV on this volume of gas production:

(i) An original well or a sidetrack with a sidetrack measured depth of at

least 20,000 feet TVD SS,
(i) An ultra-deep short sidetrack,

10 BCF.

4 BCF plus 600 MCF times sidetrack measured depth (rounded to the
nearest 100 feet) but no more than 10 BCF.

(c)(1) You must apply the RSV
prescribed in paragraphs (a) and (b) of
this section to gas volumes produced
from qualified wells on or after May 18,
2007, reported on the Oil and Gas
Operations Report, Part A (OGOR-A) for
your lease under § 216.53, and to the
extent prescribed in § 203.33.

(2) All gas production from qualified
wells reported on the OGOR-A,
including production not subject to
royalty, counts toward the total lease
RSV earned by both deep and ultra-deep
wells on the lease, in the manner
prescribed in §§ 203.33 and 203.36.

(d) Lessees may request a refund of or
recoup royalties paid on production
from qualified phase 2 or phase 3 ultra-
deep wells that:

(1) Occurs before [DATE THAT IS 30
DAYS AFTER THE DATE OF
PUBLICATION OF THE FINAL RULE
IN THE Federal Register| and

(2) Is subject to application of an RSV
under either § 203.31 or § 203.41.

(e) The following examples illustrate
how this section applies. These
examples assume that the price
thresholds prescribed in § 203.36 have
not been exceeded.

Example 1:In 2007, you drill and begin
producing from an ultra-deep well with a
perforated interval the top of which is 25,000
feet TVD SS, and your lease has had no prior
production from a deep or ultra-deep well.
Your lease earns an RSV of 35 BCF under this
section when this well begins producing.
Then in 2013, you drill and produce from
another ultra-deep well with a perforated
interval the top of which is 29,000 feet TVD
SS. Your lease earns no additional RSV
under this section when this second ultra-
deep well produces, but any remaining RSV
earned by the first ultra-deep well would be
applied to production from both the first and
the second ultra-deep well as prescribed in
§203.33.

Example 2:In 2005, you spudded and
began producing from an ultra-deep well
with a perforated interval the top of which
is 23,000 feet TVD SS. Your lease earns no
RSV under this section from this phase 1
ultra-deep well because you spudded the
well before the publication date of the
proposed rule. However, this ultra-deep well
may earn an RSV of 25 BCF for your lease
under § 203.41 (that became effective May 3,

2004), if the lease is located in water depths
partly or entirely less than 200 meters and
has not previously produced from a deep
well.

Example 3:In 2000, you began producing
from a deep well with a perforated interval
the top of which is 16,000 feet TVD SS and
your lease is located in water 100 meters
deep. Then in 2008, you drill and produce
from an ultra-deep well with a perforated
interval the top of which is 24,000 feet TVD
SS. Your lease earns no RSV under either this
section or § 203.41.

Example 4:In 2008, you spud and produce
from an ultra-deep well with a perforated
interval the top of which is 22,000 feet TVD
SS, your lease is located in water 300 meters
deep, and your lease has had no previous
production from a deep or ultra-deep well.
Your lease earns an RSV of 35 BCF under this
section when this well begins producing.
Then in 2010, you spud and produce from a
deep well with a perforated interval the top
of which is 16,000 feet TVD SS. Your 16,000-
foot well earns no RSV (see § 203.42(a)), but
any remaining RSV earned by the ultra-deep
well would also be applied to production
from the deep well as prescribed in §§ 203.33
and 203.43. However, if the 16,000-foot deep
well does not begin production until 2014 (or
if your lease were located in water less than
200 meters deep), then the 16,000-foot well
would not be a qualified deep well, and the
RSV earned by the ultra-deep well would not
be applied to production from the deep well.

Example 5: In 2008, you spud a deep well
with a perforated interval the top of which
is 17,000 feet TVD SS that becomes a
qualified well and earns an RSV of 15 BCF
under § 203.41 when it begins producing.
Then in 2011, you spud an ultra-deep well
with a perforated interval the top of which
is 26,000 feet TVD SS. Your 26,000-foot well
becomes a qualified ultra-deep well when it
begins producing but your lease earns no
additional RSV under this section or
§203.41. Both the qualified deep well and
the qualified ultra-deep well would share
your lease’s total RSV of 15 BCF in the
manner prescribed in §§203.33 and 203.43.

Example 6:In 2008, you spud a qualified
ultra-deep well that is a sidetrack with a
sidetrack measured depth of 21,000 feet and
a perforated interval the top of which is
25,000 feet TVD SS. If your lease is located
in 150 meters of water and has not previously
produced from a deep well, your lease earns
an RSV of 35 BCF of gas production from
qualified deep and qualified ultra-deep wells
on your lease, as prescribed in § 203.33. If
your sidetrack has a sidetrack measured

depth of 14,000 feet and begins production
in March 2009, it earns an RSV of 12.4 BCF
under this section. However, if it does not
begin production until 2010, it earns no RSV.

Example 7: Your lease was issued in June
2004 and expressly incorporates the
provisions of §§ 203.41 through 203.47 as
they existed at that time. In January 2005,
you spud a deep well (well no. 1) with a
perforated interval the top of which is 16,800
feet TVD SS that becomes a qualified well
and earns an RSV of 15 BCF under § 203.41
when it begins producing. Then in February
2008, you spud an ultra-deep well (well no.
2) with a perforated interval the top of which
is 22,300 feet that begins producing in
November 2008. Well no. 2 earns your lease
an additional RSV of 10 BCF under
paragraph (b) of this section. If, on the other
hand, well no. 2 had begun producing in
June 2009, it would earn no additional RSV
for the lease.

§203.32 What other requirements or
restrictions apply to royalty relief for a
qualified phase 2 or phase 3 ultra-deep
well?

(a) If a qualified ultra-deep well on
your lease is within a unitized portion
of your lease, the RSV earned by that
well under this section applies only to
your lease and not to other leases within
the unit.

(b) If your qualified ultra-deep well is
a directional well (either an original
well or a sidetrack) drilled across a lease
line, then either:

(1) The lease with the perforated
interval that initially produces earns the
RSV or

(2) If the perforated interval crosses a
lease line, the lease where the surface of
the well is located earns the RSV.

(c) Any RSV earned under § 203.31 is
in addition to any royalty suspension
supplement (RSS) for your lease under
§ 203.45 that results from a different
wellbore.

(d) If your lease earns an RSV under
§203.31 and later produces from a deep
well that is not a qualified well, the RSV
is not forfeited or terminated, but you
may not apply the RSV earned under
§ 203.31 to production from the non-
qualified well.

(e) You owe minimum royalties or
rentals in accordance with your lease
terms notwithstanding any RSVs
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allowed under paragraphs (a) and (b) of
§203.31.

(f) Unused RSVs transfer to a
successor lessee and expire with the
lease.

§203.33 To which production do | apply
the RSV earned by qualified phase 2 and
phase 3 ultra-deep wells on my lease?

(a) This paragraph applies to any lease
with a qualified phase 2 or phase 3
ultra-deep well that is not within an
MMS-approved unit. Subject to the
price conditions of § 203.36, you must
apply the RSV prescribed in § 203.31 as
required under the following paragraphs
(a)(1) and (a)(2) of this section.

(1) You must apply the RSV to the
earliest gas production occurring on and
after the later of May 18, 2007, or the
date the first qualified phase 2 or phase
3 ultra-deep well that earns your lease
the RSV begins production (other than
test production).

(2) You must apply the RSV to gas
production from all qualified wells on
your lease, regardless of their depth, for
which you have met the requirements in
§203.35 or §203.44.

(b) This paragraph applies to any
lease with a qualified phase 2 or phase
3 ultra-deep well where all or part of the
lease is within an MMS-approved unit.
Under the unit agreement, a share of the
production from all the qualified wells
in the unit participating area would be
allocated to your lease each month
according to the participating area
percentages. Subject to the price
conditions of § 203.36, you must apply
the RSV prescribed in § 203.31 as
required under the following paragraphs
(b)(1) through (b)(3) of this section.

(1) You must apply the RSV to the
earliest gas production occurring on and
after the later of May 18, 2007, or the
date that the first qualified phase 2 or
phase 3 ultra-deep well that earns your
lease the RSV begins production (other
than test production).

(2) You must apply the RSV to gas
production:

(i) From all qualified wells on the
non-unitized area of your lease,
regardless of their depth, for which you
have met the requirements in § 203.35
or § 203.44; and

(ii) Allocated to your lease under an
MMS-approved unit agreement from
qualified wells on unitized areas of your
lease and on unitized areas of other
leases in the unit, regardless of their
depth, for which the requirements in
§203.35 or § 203.44 have been met.

(3) The allocated share under
paragraph (a)(2)(ii) of this section does
not increase the RSV for your lease.
None of the volumes produced from a
well that is not within a unit

participating area may be allocated to
other leases in the unit.

Example: The east half of your lease A is
unitized with all of lease B. There is one
qualified phase 2 ultra-deep well on the non-
unitized portion of lease A that earns lease
A an RSV of 35 BCF under §203.31, one
qualified deep well on the unitized portion
of lease A (drilled after the ultra-deep well
on the non-unitized portion of that lease) and
a qualified phase 2 ultra-deep well on lease
B that earns lease B a 35 BCF RSV under
§203.31. The participating area percentages
allocate 40 percent of production from both
of the unit qualified wells to lease A and 60
percent to lease B. If the non-unitized
qualified phase 2 ultra-deep well on lease A
produces 12 BCF, and the unitized qualified
well on lease A produces 18 BCF, and the
qualified well on lease B produces 37 BCF,
then the production volume from and
allocated to lease A to which the lease A RSV
applies is 34 BCF [12 + (18 + 37)(0.40)]. The
production volume allocated to lease B to
which the lease B RSV applies is 33 BCF [(18
+37)(0.60)].

(c) You must begin paying royalties
when the cumulative production of gas
from all qualified wells on your lease,
or allocated to your lease under
paragraph (b) of this section, reaches the
applicable RSV allowed under § 203.31
or § 203.41. For the month in which
cumulative production reaches this
RSV, you owe royalties on the portion
of gas production that exceeds the RSV
remaining at the beginning of that
month.

§203.34 To which production may an RSV
earned by qualified phase 2 and phase 3
ultra-deep wells on my lease not be
applied?

You may not apply an RSV earned
under §203.31:

(a) To production from completions
less than 15,000 feet TVD SS, except in
cases where the qualified well is re-
perforated in the same reservoir
previously perforated deeper than
15,000 feet TVD SS;

(b) To production from a deep well or
ultra-deep well on any other lease,
except as provided in paragraph (b) of
§203.33;

(c) To any liquid hydrocarbon (oil and
condensate) volumes; or

(d) To production from a deep well or
ultra-deep well that commenced drilling
before:

(1) March 26, 2003, on a lease that is
located entirely or partly in water less
than 200 meters deep; or

(2) May 18, 2007, on a lease that is
located entirely in water more than 200
meters deep.

§203.35 What administrative steps must |
take to use the RSV earned by a qualified
phase 2 or phase 3 ultra-deep well?

(a) To use an RSV earned under
§203.31, you must:

(1) Notify the MMS Regional
Supervisor for Production and
Development in writing of your intent to
begin drilling operations on all ultra-
deep wells;

(2) Within 30 days of the beginning of
production from all wells that would
become qualified phase 2 or phase 3
ultra-deep wells by satisfying the
requirements of this section:

(i) Provide written notification to the
MMS Regional Supervisor for
Production and Development that
production has begun; and

(ii) Request confirmation of the size of
the RSV earned by your lease.

(b) Before beginning production, you
must meet any production measurement
requirements that the MMS Regional
Supervisor for Production and
Development has determined are
necessary under 30 CFR Part 250,
Subpart L.

(c) If you produced from a qualified
phase 2 or phase 3 ultra-deep well
before [DATE THAT IS 30 DAYS
AFTER THE DATE OF PUBLICATION
OF THE FINAL RULE IN THE Federal
Register], you must provide the
information in paragraph (b)(1) of this
section no later than [DATE THAT IS 60
DAYS AFTER THE DATE OF
PUBLICATION OF THE FINAL RULE
IN THE Federal Register].

(d) If you cannot produce from a well
that otherwise meets the criteria for a
qualified phase 2 ultra-deep well that is
an ultra-deep short sidetrack before May
3, 2009, on a lease that is located
entirely or partly in water less than 200
meters deep, or before May 3, 2013, on
a lease that is located entirely in water
more than 200 meters but less than 400
meters deep, the MMS Regional
Supervisor for Production and
Development may extend the deadline
for beginning production for up to 1
year, based on the circumstances of the
particular well involved, provided that
you demonstrate that:

(1) The delay occurred after reaching
total depth in your well;

(2) Production (other than test
production) was expected to begin from
the well before May 3, 2009, on a lease
that is located entirely or partly in water
less than 200 meters deep or before May
3, 2013, on a lease that is located
entirely in water more than 200 meters
but less than 400 meters deep; and

(3) The delay in beginning production
is for reasons beyond your control,
including but not limited to adverse
weather and unavoidable accidents.

§203.36 Do | keep royalty relief if prices
rise significantly?

(a) You must pay royalties on all gas
production to which an RSV otherwise
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would be applied under § 203.33 for any
calendar year in which the average daily

closing New York Mercantile Exchange
(NYMEX) natural gas price exceeds the

applicable threshold price shown in the
following table.

A price threshold in year
2006 dollars of . . .

Applies to . . .

(1) $9.88 per MMBtu ............ .

(2) $4.47 per MMBtu ............ .

(3) $4.00 per MMBtu ............ .

(4) $5.72 per MMBtu ............ .

The first 25 BCF of RSV earned under §203.31(a) by a phase 2 ultra-deep well on a lease that is located in
water partly or entirely less than 200 meters deep issued before [DATE THAT IS 30 DAYS AFTER THE DATE
OF PUBLICATION OF THE FINAL RULE IN THE Federal Register]; and

Any RSV earned under §203.31(b) by a phase 2 ultra-deep well.

Any RSV earned under §203.31(a) by a phase 3 ultra-deep well unless the lease terms prescribe a different
price threshold;

The last 10 BCF of the 35 BCF of RSV earned under §203.31(a) by a phase 2 ultra-deep well on a lease that
is located in water partly or entirely less than 200 meters deep issued before [DATE THAT IS 30 DAYS AFTER
THE DATE OF PUBLICATION OF THE FINAL RULE IN THE Federal Register] and that is not a non-con-
verted lease;

The last 15 BCF of the 35 BCF of RSV earned under §203.31(a) by a phase 2 ultra-deep well on a non-con-
verted lease;

Any RSV earned under §203.31(a) by a phase 2 ultra-deep well on a lease in water partly or entirely less than
200 meters deep issued on or after [DATE THAT IS 30 DAYS AFTER THE DATE OF PUBLICATION OF THE
FINAL RULE IN THE Federal Register] unless the lease terms prescribe a different price threshold; and

Any RSV earned under §203.31(a) by a phase 2 ultra-deep well on a lease in water entirely more than 200
meters deep and entirely less than 400 meters deep.

The first 20 BCF of RSV earned by a well that is located on a non-converted lease issued in OCS Lease Sale
178.

The first 20 BCF of RSV earned by a well that is located on a non-converted lease issued in OCS Lease Sales
180, 182, 184, 185, or 187.

(b) For purposes of paragraph (a) of
this section, determine the threshold
price for any calendar year after 2006
by:

(1) Determining the percentage of
change during the year in the
Department of Commerce’s implicit
price deflator for the gross domestic
product; and

(2) Adjusting the threshold price for
the previous year by that percentage.

(c) The following examples illustrate
how this section applies.

Example 1: Assume that a lessee drills and
begins producing from a qualified phase 2
ultra-deep well in 2008 on a lease issued in
2004 in less than 200 meters of water that
earns the lease an RSV of 35 BCF. The well
produces a total of 18 BCF by the end of
2009. In both of those years, the average daily
NYMEX closing natural gas price is less than
$9.88 (adjusted for inflation after 2006). The
lessee does not pay royalty on the 18 BCF.

In 2010, the well produces another 13 BCF.
In that year, the average daily closing
NYMEX natural gas price is greater than
$4.47 per MMBtu (adjusted for inflation after
2006), but less than $9.88 per MMBtu
(adjusted for inflation after 2006). The first 7
BCF produced in 2010 will exhaust the first
25 BCF of the 35 BCF RSV that the well
earned that is subject to the $9.88 threshold.
The lessee must pay royalty on the remaining
6 BCF produced in 2010, which is subject to
the $4.47 per MMBtu threshold that was
exceeded.

Example 2: Assume that a lessee:

(1) Drills and produces from Well No.1, a
qualified deep well in 2008 to a depth of
15,500 feet TVD SS that earns a 15 BCF RSV
for the lease under § 203.41, which would be
subject to a price threshold of $9.88 per
MMBtu (adjusted for inflation after 2006);

(2) Later in 2008 drills and produces from
Well No. 2, a second qualified deep well to
a depth of 17,000 feet TVD SS that earns no
additional RSV; and

(3) In 2013 drills and produces from Well
No. 3, a qualified phase 3 ultra-deep well that
earns no additional RSV. Further assume that
in 2013, the average daily closing NYMEX
natural gas price exceeds $4.47 per MMBtu
(adjusted for inflation after 2006) but does
not exceed $9.88 per MMBtu (adjusted for
inflation after 2006). In 2013, any remaining
RSV earned by Well No. 1 (which would
have been applied to production from Well
Nos. 1 and 2 in the intervening years), would
be applied to production from all three
qualified wells. Because the price threshold
applicable to that RSV was not exceeded, the
production from all three qualified wells
would be royalty-free until the 15 BCF RSV
earned by Well No. 1 is exhausted.

Example 3: Assume the same initial facts
regarding the three wells as in Example 2.
Further assume that Well No. 1 stopped
producing in 2011 after it had produced 8
BCF, and that Well No. 2 stopped producing
in 2012 after it had produced 5 BCF. Two
BCF of the RSV earned by Well No. 1 remain.
That RSV would be applied to production
from Well No. 3 until it is exhausted, and the
lessee therefore would not pay royalty,
because the $9.88 per MMBtu (adjusted for
inflation after 2006) price threshold is not
exceeded.

Example 4: Assume that in February 2010
a lessee completes and begins producing
from an ultra-deep well (at a depth of 21,500
feet TVD SS) on a lease located in 325 meters
of water with no prior production from any
deep well and no deep water royalty relief.
The ultra-deep well would be a phase 2 ultra-
deep well, and would earn the lease an RSV
of 35 BCF. Further assume that the average
daily closing NYMEX natural gas price
exceeds $4.47 per MMBtu (adjusted for
inflation after 2006) but does not exceed
$9.88 per MMBtu (adjusted for inflation after

2006) during 2010. Because the lease is
located in more than 200 but less than 400
meters of water, the $4.47 per MMBtu price
threshold applies, and the lessee will owe
royalty on all gas produced from the ultra-
deep well in 2010.

(d) You must pay any royalty due
under this section no later than March
31 of the year following the calendar
year for which you owe royalty. If you
do not pay by that date, you must pay
late payment interest under § 218.54
beginning April 1 until the date of
payment.

(e) Production volumes on which you
must pay royalty under this section
count as part of your RSV,

§§203.42 through 203.48 [Redesignated as
§§203.43 through 203.49]

6. Sections 203.42 through 203.48 are
redesignated as §§ 203.43 through
203.49.

7. Sections 203.40 and 203.41 are
revised to read as follows:

§203.40 Which leases are eligible for
royalty relief as a result of drilling a deep
well or a phase 1 ultra-deep well?

Your lease may receive an RSV under
§§203.41 through 203.44, and may
receive an RSS under §§ 203.45 through
203.47, if it meets all the requirements
of this section.

(a) The lease is located in the GOM
wholly west of 87 degrees, 30 minutes
West longitude in water depths entirely
less than 400 meters deep.

(b) The lease has not produced gas or
oil from a well with a perforated
interval the top of which is 18,000 feet
TVD SS or deeper that commenced
drilling either:
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(1) Before March 26, 2003, on a lease
that is located partly or entirely in water
less than 200 meters deep; or

(2) Before May 18, 2007, on a lease
that is located in water entirely more
than 200 meters and entirely less than
400 meters deep.

(c) In the case of a lease located partly
or entirely in water less than 200 meters
deep, the lease was issued in a lease sale
held either:

(1) Before January 1, 2001;

(2) On or after January 1, 2001, and
before January 1, 2004, and, in cases
where the original lease terms provided
for an RSV for deep gas production, the
lessee has exercised the option provided
for in §203.49; or

(3) On or after January 1, 2004, and
the lease terms provide for royalty relief
under §§ 203.41 through 203.47 of this
part. (Note: Because the original
§203.41 has been divided into new
§§203.41 and 203.42 and subsequent
sections have been redesignated as
§§203.43 through 203.48, royalty relief
in lease terms for leases issued on or
after January 1, 2004, should be read as
referring to §§203.41 through 203.48.)

(d) If the lease is located entirely in
more than 200 meters and less than 400
meters of water, it must either:

(1) Have been issued before November
28, 1995, and not been granted deep
water royalty relief under 43 U.S.C.

1337(a)(3)(C), added by section 302 of
the Deep Water Royalty Relief Act; or

(2) Have been issued after November
28, 2000, and not been granted deep
water royalty relief under §§ 203.60
through 203.79.

§203.41 If | have a qualified deep well or
a qualified phase 1 ultra-deep well, what
royalty relief would my lease earn?

(a) To qualify for a suspension volume
under paragraphs (b) or (c) of this
section, your lease must meet the
requirements in § 203.40 and the
requirements in the following table.

If your lease has not . . .

And if it later . . .

Then your lease . . .

(1) Produced gas or oil from any deep well or

ultra-deep well.

(2) Produced gas or oil from a well with a per-
forated interval whose top is 18,000 feet TVD
SS or deeper.

has a qualified deep well or qualified phase 1
ultra-deep well.

has a qualified deep well with a perforated in-
terval whose top is 18,000 feet TVD SS or
deeper or a qualified phase 1 ultra-deep
well.

earns an RSV specified in paragraph (b) of
this section.

earns an RSV specified in paragraph (c) of
this section.

(b) If your lease meets the
requirements in paragraph (a)(1) of this

section, it earns the RSV prescribed in
the following table:

If you have a qualified deep well or a qualified phase 1 ultra-deep well

that is:

Then your lease earns an RSV on this volume of gas production:

(1) An original well with a perforated interval the top of which is from

15,000 to less than 18,000 feet TVD SS,

(2) A sidetrack with a perforated interval the top of which is from

15,000 to less than 18,000 feet TVD SS,

(3) An original well with a perforated interval the top of which is at least

18,000 feet TVD SS,

(4) A sidetrack with a perforated interval the top of which is at least

18,000 feet TVD SS,

15 BCF.

25 BCF.

4 BCF plus 600 MCF times sidetrack measured depth (rounded to the
nearest 100 feet) but no more than 15 BCF.

4 BCF plus 600 MCF times sidetrack measured depth (rounded to the
nearest 100 feet) but no more than 25 BCF.

(c) If your lease meets the
requirements in paragraph (a)(2) of this
section, it earns the RSV prescribed in
the following table. The RSV specified

in this paragraph is in addition to any
RSV your lease already may have earned
from a qualified deep well with a
perforated interval whose top is from

15,000 feet to less than 18,000 feet TVD
SS.

If you have a qualified deep well or a qualified phase 1 ultra-deep well

thatis . . .

Then you earn an RSV on this amount of gas production:

(1) An original well or a sidetrack with a perforated interval the top of
which is from 15,000 to less than 18,000 feet TVD SS,
(2) An original well with a perforated interval the top of which is 18,000

feet TVD SS or deeper,

(3) A sidetrack with a perforated interval the top of which is 18,000 feet

TVD SS or deeper,

0 BCF.

10 BCF.

4 BCF plus 600 MCF times sidetrack measured depth (rounded to the
nearest 100 feet) but no more than 10 BCF.

(d) You must apply the RSV
prescribed in paragraphs (b) and (c) of
this section to gas volumes produced
from qualified wells on or after May 3,
2004, reported on the OGOR-A for your
lease under § 216.53, as and to the
extent prescribed in §§203.43 and
203.48.

(1) Except as provided in paragraph
(d)(2) of this section, all gas production

from qualified wells reported on the
OGOR-A, including production that is
not subject to royalty, counts toward the
lease RSV.

(2) Production to which an RSS
applies under §§ 203.45 and 203.46 does
not count toward the lease RSV.

(e) Lessees may request a refund of or
recoup royalties paid on production
from qualified wells on a lease that is

located in water entirely deeper than
200 meters but entirely less than 400
meters deep that:

(1) Occurs before [DATE THAT IS 30
DAYS AFTER THE PUBLICATION
DATE OF THE FINAL RULE IN THE
Federal Register]; and

(2) Is subject to application of an RSV
under either § 203.31 or § 203.41.
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(f) The following examples illustrate
how this section applies:

Example 1:1f you have a qualified deep
well that is an original well with a perforated
interval the top of which is 16,000 feet TVD
SS, your lease earns an RSV of 15 BCF that
would be applied to gas production from all
qualified wells on your lease, as prescribed
in § 203.43. However, if the top of the
perforated interval is 18,500 feet TVD SS, the
RSV is 25 BCF.

Example 2:1f you have a qualified deep
well that is a sidetrack, with a perforated
interval the top of which is 16,000 feet TVD
SS and a sidetrack measured depth of 6,789
feet, we round the measured depth to 6,800
feet and your lease earns an RSV of 8.08 BCF
that would be applied to gas production from
all qualified wells on your lease, as
prescribed in § 203.43.

Example 3:1f you have a qualified deep
well that is a sidetrack, with a perforated
interval the top of which is 16,000 feet TVD
SS and a sidetrack measured depth of 19,500
feet, your lease earns an RSV of 15 BCF that
would be applied to gas production from all
qualified wells on your lease, as prescribed
in §203.43, even though 4 BCF plus 600 MCF
per foot of sidetrack measured depth equals
15.7 BCF.

Example 4: If you have drilled and
produced a deep well with a perforated
interval the top of which is 16,000 feet TVD
SS before March 26, 2003 (and the well

therefore is not a qualified well and has
earned no RSV under this section), and later
drill:

(i) A deep well with a perforated interval
the top of which is 17,000 feet TVD SS, your
lease earns no RSV;

(ii) A qualified deep well that is an original
well with a perforated interval the top of
which is 19,000 feet TVD SS, your lease
earns an RSV of 10 BCF that would be
applied to gas production from qualified
wells on your lease, as prescribed in
§§203.43 and 203.48; or

(iii) A qualified deep well that is a
sidetrack with a perforated interval the top of
which is 19,000 feet TVD SS, that has a
sidetrack measured depth of 7,000 feet, your
lease earns an RSV of 8.2 BCF that would be
applied to gas production from qualified
wells on your lease, as prescribed in
§§203.43 and 203.48.

Example 5: If you have a qualified deep
well that is an original well with a perforated
interval the top of which is 16,000 feet TVD
SS, and later drill a second qualified well
that is an original well with a perforated
interval the top of which is 19,000 feet TVD
SS, we increase the total RSV for your lease
from 15 BCF to 25 BCF. MMS would apply
that RSV to gas production from qualified
wells on your lease, as prescribed in
§§203.43 and 203.48. If the second well has
a perforated interval the top of which is
22,000 feet TVD SS (instead of 19,000 feet),

the total RSV for your lease would increase
to 25 BCF only if the second well was a
phase 1 ultra-deep well, i.e., if drilling began
before May 18, 2007. If drilling of the second
well began after that date, the second well
would not earn any additional RSV (as
prescribed in § 203.30), and the total RSV for
your lease would remain at 15 BCF.
Example 6: If you have a qualified deep
well that is a sidetrack, with a perforated
interval the top of which is 16,000 feet TVD
SS and a sidetrack measured depth of 4,000
feet, and later drill a second qualified well
that is a sidetrack, with a perforated interval
the top of which is 19,000 feet TVD SS and
a sidetrack measured depth of 8,000 feet, we
increase the total RSV for your lease from 6.4
BCF to 15.2 BCF. MMS would apply that
RSV to gas production from qualified wells
on your lease, as prescribed in §§203.43 and
203.48. The difference of 8.8 BCF represents
the RSV earned by the second sidetrack that
has a perforated interval the top of which is
deeper than 18,000 feet TVD SS.

8. A new §203.42 is added to read as
follows:

§203.42 What conditions and limitations
apply to royalty relief for deep wells and
phase 1 ultra-deep wells?

The conditions and limitations in the
following table apply to royalty relief
under § 203.41.

If...

Then . ..

(a) Your lease has produced gas or oil from a well with a perforated in-
terval the top of which is 18,000 feet TVD SS or deeper,

(b) You determine RSV under §203.41 for the first qualified deep well
or qualified phase 1 ultra-deep well on your lease (whether an origi-
nal well or a sidetrack),

(c) A qualified deep well or qualified phase 1 ultra-deep well on your
lease is within a unitized portion of your lease,

(d) Your qualified deep well or qualified phase 1 ultra-deep well is a di-
rectional well (either an original well or a sidetrack) drilled across a
lease line,

(e) You earn an RSV under §203.41, ...ccoeecieeeee e

(f) Your lease earns an RSV under §203.41 and later produces from a
well that is not a qualified well,

(g) You qualify for an RSV under paragraphs (b) or (c) of §203.41,

your lease cannot earn an RSV under §203.41 as a result of drilling
any subsequent deep wells or phase 1 ultra-deep wells.

that determination establishes the total RSV available for that drilling
depth interval on your lease (i.e., either 15,000-18,000 feet TVD SS,
or 18,000 feet TVD SS and deeper), regardless of the number of
subsequent qualified wells you drill to that depth interval.

the RSV earned by that well under §203.41 applies only to production
from qualified wells on or allocated to your lease and not to other
leases within the unit.

the lease with the perforated interval that initially produces earns the
RSV. However, if the perforated interval crosses a lease line, the
lease where the surface of the well is located earns the RSV.

that RSV is in addition to any RSS for your lease under §203.45 that
results from a different wellbore.

the RSV is not forfeited or terminated, but you may not apply the RSV
under §203.41 to production from the non-qualified well.

You still owe minimum royalties or rentals in accordance with your
lease terms.

(h) You transfer your lease,

Unused RSVs transfer to a successor lessee and expire with the lease.

Example to paragraph (b): If your first
qualified deep well is a sidetrack with a
perforated interval whose top is 16,000 feet
TVD SS and earns an RSV of 12.5 BCF, and
you later drill a qualified original deep well
to 17,000 feet TVD SS, the RSV for your lease
remains at 12.5 BCF and does not increase to
15 BCF. However, under paragraph (c) of
§203.41, if you subsequently drill a qualified
deep well to a depth of 18,000 feet or greater
TVD SS, you may earn an additional RSV.

9. Newly redesignated § 203.43 is
revised to read as follows:

§203.43 To which production do | apply
the RSV earned from qualified deep wells or
qualified phase 1 ultra-deep wells on my
lease?

(a) This paragraph applies to any lease
with a qualified deep well or qualified
phase 1 ultra-deep well that is not
within an MMS-approved unit. Subject
to the price conditions in § 203.48, you
must apply the RSV prescribed in
§203.41 as required under the following
paragraphs (a)(1) and (a)(2) of this
section.

(1) You must apply the RSV to the
earliest gas production occurring on and
after the later of:

(i) May 3, 2004, for an RSV earned by
a qualified deep well or qualified phase
1 ultra-deep well on a lease that is
located entirely or partly in water less
than 200 meters deep;

(ii) May 18, 2007, for an RSV earned
by a qualified deep well on a lease that
is located entirely in water more than
200 meters deep; or

(iii) The date that the first qualified
well that earns your lease the RSV
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begins production (other than test
production).

(2) You must apply the RSV to gas
production from all qualified wells on
your lease, regardless of their depth, for
which you have met the requirements in
§203.35 or §203.44.

Example 1: On a lease in water less than
200 meters deep, you began drilling an
original deep well with a perforated interval
the top of which is 18,200 feet TVD SS in
September 2003, that became a qualified
deep well in July 2004, when it began
producing and using the RSV. You
subsequently drill another original deep well
with a perforated interval the top of which
is 16,600 feet TVD SS, which becomes a
qualified deep well when production begins
in August 2008. The first well earned an RSV
of 25 BCF. You must apply any remaining
RSV each month beginning in August 2008
to production from both wells until the 25
BCF RSV is fully utilized. If the second well
had begun production in August 2009, it
would not be a qualified deep well because
it started production after expiration of this
provision in May 2009, and could not share
any of the remaining RSV.

Example 2: On a lease in water between
200 and 400 meters deep, you begin drilling
an original deep well with a perforated
interval the top of which is 17,100 feet TVD
SS in November 2010 that becomes a
qualified deep well in June 2011 when it
begins producing and using the RSV. You
subsequently drill another original deep well
with a perforated interval the top of which
is 15,300 feet TVD SS which becomes a
qualified deep well by beginning production
in October 2011. Only the first well earns an
RSV equal to 15 BCF. You must apply any
remaining RSV each month beginning in
October 2011 to production from both
qualified deep wells until the 15 BCF RSV is
fully utilized.

(b) This paragraph applies to any
lease with a qualified deep well or
qualified phase 1 ultra-deep well when
all or part of the lease is within an
MMS-approved unit. Under the unit
agreement, a share of the production
from all the qualified wells in the unit
participating area would be allocated to
your lease each month according to the
participating area percentages. Subject
to the price conditions in § 203.48, you
must apply the RSV prescribed under
§ 203.41 as required under the following
paragraphs (b)(1) through (b)(3) of this
section.

(1) You must apply the RSV to the
earliest gas production occurring on and
after the later of:

(i) May 3, 2004, for an RSV earned by
a qualified well or qualified phase 1
ultra-deep well on a lease that is located
entirely or partly in water less than 200
meters deep;

(ii) May 18, 2007, for an RSV earned
by a qualified deep well on a lease that
is located entirely in water more than
200 meters deep; or

(iii) The date that the first qualified
well that earns your lease the RSV
begins production (other than test
production).

(2) You must apply the RSV to gas
production:

(i) From all qualified wells on the
non-unitized area of your lease,
regardless of their depth, for which you
have met the requirements in § 203.35
or § 203.44; and,

(ii) Allocated to your lease under an
MMS-approved unit agreement from
qualified wells on unitized areas of your
lease and on unitized areas of other
leases in the unit, regardless of their
depth, for which the requirements in
§203.35 or § 203.44 have been met.

(3) The allocated share under
paragraph (b)(2)(ii) of this section does
not increase the RSV for your lease.
None of the volumes produced from a
well that is not within a unit
participating area may be allocated to
other leases in the unit.

Example: The east half of your lease A is
unitized with all of lease B. There is one
qualified 19,000-foot TVD SS deep well on
the non-unitized portion of lease A, one
qualified 18,500-foot TVD SS deep well on
the unitized portion of lease A, and a
qualified 19,400-foot TVD SS deep well on
lease B. The participating area percentages
allocate 32 percent of production from both
of the unit qualified deep wells to lease A
and 68 percent to lease B. If the non-unitized
qualified deep well on lease A produces 12
BCF and the unitized qualified deep well on
lease A produces 15 BCF, and the qualified
deep well on lease B produces 10 BCF, then
the production volume from and allocated to
lease A to which the lease an RSV applies is
20 BCF [12 + (15 + 10) * (0.32)]. The
production volume allocated to lease B to
which the lease B RSV applies is 17 BCF [(15
+10) * (0.68)].

(c) You must begin paying royalties
when the cumulative production of gas
from all qualified wells on your lease,
or allocated to your lease under
paragraph (b) of this section, reaches the
applicable RSV allowed under § 203.31
or § 203.41. For the month in which
cumulative production reaches this
RSV, you owe royalties on the portion
of gas production that exceeds the RSV
remaining at the beginning of that
month.

(d) You may not apply the RSV
allowed under § 203.41 to:

(1) Production from completions less
than 15,000 feet TVD SS, except in cases
where the qualified deep well is re-
perforated in the same reservoir
previously perforated deeper than
15,000 feet TVD SS;

(2) Production from a deep well or
phase 1 ultra-deep well on any other
lease, except as provided in paragraph
(b) of this section;

(3) Any liquid hydrocarbon (oil and
condensate) volumes; or

(4) Production from a deep well or
phase 1 ultra-deep well that commenced
drilling before:

(i) March 26, 2003, on a lease that is
located entirely or partly in water less
than 200 meters deep or

(ii) May 18, 2007, on a lease that is
located entirely in water more than 200
meters deep.

10. In redesignated § 203.44, the
section heading and paragraphs (a), (d),
and (e) are revised to read as follows:

§203.44 What administrative steps must |
take to use the RSV earned by a qualified
deep well or qualified phase 1 ultra-deep
well?

(a) You must notify the MMS Regional
Supervisor for Production and
Development in writing of your intent to
begin drilling operations on all deep
wells and phase 1 ultra-deep wells.

* * * * *

(d) You must provide the information
in paragraph (b) of this section by
[DATE THAT IS 60 DAYS AFTER THE
DATE OF PUBLICATION OF THE
FINAL RULE IN THE Federal Register]
if you produced before [DATE THAT IS
30 DAYS AFTER THE DATE OF
PUBLICATION OF THE FINAL RULE
IN THE Federal Register] from a
qualified deep well or qualified phase 1
ultra-deep well on a lease that is located
entirely in water more than 200 meters
and less than 400 meters deep.

(e) The MMS Regional Supervisor for
Production and Development may
extend the deadline for beginning
production for up to one year for a well
that cannot begin production before the
applicable date prescribed in the
definition of “qualified deep well” in
§203.0 if it meets all of the following
criteria.

(1) The well otherwise meets the
criteria in the definition of a qualified
deep well in §203.0.

(2) The delay in production occurred
after reaching total depth in the well.

(3) Production (other than test
production) was expected to begin from
the well before the applicable date from
the definition of a qualified deep well
in §203.0.

(4) The delay in beginning production
is for reasons beyond your control, e.g.,
adverse weather or unavoidable
accidents.

11. In redesignated § 203.45,
paragraphs (a), (b) and (e) are revised to
read as follows:

§203.45 If I drill a certified unsuccessful
well, what royalty relief will my lease earn?
* * * * *

(a) If you drill a certified unsuccessful
well and you satisfy the administrative



Federal Register/Vol. 72, No. 96/Friday, May 18, 2007 /Proposed Rules

28421

requirements of § 203.47, subject to the
price conditions in § 203.48, your lease
earns an RSS shown in the following

table. The RSS are shown in billions of
cubic feet of gas equivalent (BCFE) or in
thousands of cubic feet of gas equivalent

(MCFE) and are applicable to oil and gas
production as prescribed in § 204.46.

If you have a certified unsuccessful well that is:

Then your lease earns an RSS on this volume of oil and gas produc-
tion as prescribed in this section and §203.46:

(1) An original well and your lease has not produced gas or oil from a

deep well or an ultra-deep well,

(2) A sidetrack (with a sidetrack measured depth of at least 10,000
feet) and your lease has not produced gas or oil from a deep well or

an ultra-deep well,

(3) An original well or a sidetrack (with a sidetrack measured depth of
at least 10,000 feet) and your lease has produced gas or oil from a
deep well with a perforated interval the top of which is from 15,000

to less than 18,000 feet TVD SS,

5 BCFE.

2 BCFE.

0.8 BCFE plus 120 MCFE times sidetrack measured depth (rounded to
the nearest 100 feet) but no more than 5 BCFE.

(b) This paragraph applies to oil and
gas volumes you report on the
OGOR-A for your lease under § 216.53.

(1) You must apply the RSS
prescribed in paragraph (a) of this
section, in accordance with the
requirements in § 203.46, to all oil and
gas produced from the lease:

(i) On or after [DATE THAT IS 30
DAYS AFTER THE DATE OF
PUBLICATION OF THE FINAL RULE
IN THE Federal Register], if your lease
is located in water more than 200 meters
but less than 400 meters deep; or

(ii) On or after May 3, 2004, if your
lease is located in water partly or
entirely less than 200 meters deep.

(2) Production to which an RSV
applies under §§ 203.31 through 203.33
and 203.41 through 203.43 does not
count toward the lease RSS. All other
production, including production that is
not subject to royalty, counts toward the
lease RSS.

Example 1:1f you drill a certified
unsuccessful well that is an original well to
a target 19,000 feet TVD SS, your lease earns
an RSS of 5 BCFE that would be applied to
gas and oil production if your lease has not
previously produced from a deep well or an
ultra-deep well, or you earn an RSS of 2
BCFE of gas and oil production if your lease
has previously produced from a deep well
with a perforated interval from 15,000 to less
than 18,000 feet TVD SS, as prescribed in
§203.46.

Example 2:1f you drill a certified
unsuccessful well that is a sidetrack that
reaches a target 19,000 feet TVD SS, that has
a sidetrack measured depth of 12,545 feet,
and your lease has not produced gas or oil
from any deep well or ultra-deep well, MMS
rounds the sidetrack measured depth to

12,500 feet and your lease earn an RSS of 2.3
BCFE of gas and oil production as prescribed
in §203.45.

* * * * *

(e) If the same wellbore that earns an
RSS as a certified unsuccessful well
later produces from a perforated interval
the top of which is 15,000 feet TVD or
deeper and becomes a qualified well, it
will be subject to the following
conditions:

* * * * *

12. In redesignated § 203.46,
paragraphs (a) introductory text, (c), and
(e) are revised to read as follows:

§203.46 To which production do | apply
the RSS from drilling one or two certified
unsuccessful wells on my lease?

(a) Subject to the requirements of
§§203.40, 203.43, 203.45, 203.47, and
203.48, you must apply an RSS in
§203.45 to the earliest oil and gas
production:

* * * * *

(c) If you have no current production
on which to apply the RSS allowed
under § 203.45, your RSS applies to the
earliest subsequent production of gas
and oil from, or allocated under an
MMS-approved unit agreement to, your
lease.

* * * * *

(e) You may not apply the RSS
allowed under § 203.45 to production
from any other lease, except for
production allocated to your lease from
an MMS-approved unit agreement. If
your certified unsuccessful well is on a
lease subject to an MMS-approved unit
agreement, the lessees of other leases in

the unit may not apply any portion of
the RSS for your lease to production

from the other leases in the unit.
* * * * *

13. In redesignated § 203.47,
paragraph (c) is revised to read as
follows:

§203.47 What administrative steps do |
take to obtain and use the royalty
suspension supplement?

* * * * *

(c) If you commenced drilling a well
that otherwise meets the criteria for a
certified unsuccessful well on a lease
located entirely in more than 200 meters
and entirely less than 400 meters of
water on or after May 18, 2007, and
finished it before [DATE THAT IS 30
DAYS AFTER THE DATE OF
PUBLICATION OF THE FINAL RULE
IN THE Federal Register], you must
provide the information in paragraph (b)
of this section no later than [DATE
THAT IS 90 DAYS AFTER THE DATE
OF PUBLICATION OF THE FINAL
RULE IN THE Federal Register].

14. Redesignated § 203.48 is revised to
read as follows:

§203.48 Do | keep royalty relief if prices
rise significantly?

(a) You must pay royalties on all gas
and oil production for which an RSV or
an RSS otherwise would be allowed
under §§ 203.40 through 203.47 for any
calendar year when the average daily
closing NYMEX natural gas price
exceeds the applicable threshold price
shown in the following table.

For a lease located in water . . .

And issued . . .

the applicable threshold price is . . .

(1) Partly or entirely less than 200 meters deep,

(2) Partly or entirely less than 200 meters deep,

before [DATE THAT IS 30 DAYS AFTER THE
DATE OF PUBLICATION OF THE FINAL
RULE IN THE Federal Register].

after [DATE THAT IS 30 DAYS AFTER THE
DATE OF PUBLICATION OF THE FINAL
RULE IN THE Federal Register].

$9.88 per MMBtu, adjusted annually after cal-
endar year 2006 for inflation.

$4.47 per MMBtu, adjusted annually after cal-
endar year 2006 for inflation unless the
lease terms prescribe a different price
threshold.
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For a lease located in water . . .

And issued . . .

the applicable threshold price is . . .

(3) Entirely more than 200 meters and entirely
less than 400 meters deep,

on any date

$4.47 per MMBtu, adjusted annually after cal-
endar year 2006 for inflation unless the
lease terms prescribe a different price
threshold.

(b) Determine the threshold price for
any calendar year after 2006 by
adjusting the threshold price in the
previous year by the percentage that the
implicit price deflator for the gross
domestic product, as published by the
Department of Commerce, changed
during the calendar year.

(c) You must pay any royalty due
under this section no later than March
31 of the year following the calendar
year for which you owe royalty. If you
do not pay by that date, you must pay
late payment interest beginning April 1
until the date of payment.

(d) Production volumes on which you
must pay royalty under this section
count as part of your RSV and RSS.

15. In redesignated § 203.49, the
section heading and paragraphs (a)
introductory text and paragraph (c) are
revised to read as follows:

§203.49 May | substitute the deep gas
drilling provisions in this part for the deep
gas royalty relief provided in my lease
terms?

(a) You may exercise an option to
replace the applicable lease terms for
royalty relief related to deep-well
drilling with those in § 203.0 and 203.40
through 203.48 if you have a lease
issued with royalty relief provisions for
deep-well drilling. Such leases:

* * * * *

(c) Once you exercise the option
under paragraph (a) of this section, you
are subject to all the activity, timing,
and administrative requirements
pertaining to deep gas royalty relief as
specified in §§ 203.40 through 203.48.

* * * * *

16. The undesignated center heading
preceeding § 203.60 is revised to read as
follows:

Royalty Relief for Pre-Act Deep Water
Leases and for Development and
Expansion Projects

17. Section 203.60 is revised to read
as follows:

§203.60 Who may apply for royalty relief
offshore Alaska or in deep water in the Gulf
of Mexico?

You may apply for royalty relief
under §§ 203.61(b) and 203.62 if you:

(a) Hold a pre-Act lease (as defined in
§203.0) that we have assigned to an
authorized field (as defined in § 203.0);

(b) Propose an expansion project (as
defined in § 203.0); or

(c) Propose a development project (as
defined in § 203.0).

18. In § 203.62, paragraphs (a) through
(c) are redesignated paragraphs (b)
through (d), the introductory paragraph
is designated paragraph (a), and
redesignated paragraphs (b) and (d) are
revised to read as follows:

§203.62 How do | apply for relief?

(b) Your application for royalty relief
offshore Alaska or in deep water in the
GOM must include an original and two
copies (one set of digital information) of:

(1) Administrative information report;

(2) Economic Viability and relief
justification report;

(3) G&G report;

(4) Engineering report;

(5) Production report; and

(6) Cost report.

* * * * *

(d) Sections 203.81, 203.83, and
203.85 through 203.89 describe what
these reports must include. The MMS
regional office for your region will guide
you on the format for the required
reports, and we encourage you to
contact this office before preparing your
application for this guidance.

19. In § 203.69, paragraphs (c) through
(f) are redesignated as paragraphs (f)
through (i), paragraph (b) is revised, and
new paragraphs (c) through (e) are
added to read as follows:

§203.69 If my application is approved,
what royalty relief will | receive?

* * * * *

(b) For development projects, any
relief we grant applies only to project
wells and replaces the royalty relief, if
any, with which we issued your lease.

(c) If your project is economic given
the royalty relief with which we issued
your lease, we will reject the
application.

(d) If the lease has earned or may earn
deep gas royalty relief under §§ 203.40
through 203.49 or ultra-deep gas royalty
relief under §§ 203.30 through 203.36,
we will take the deep gas royalty relief
or ultra-deep gas royalty relief into
account in determining whether further
royalty relief for a development project
is necessary for production to be
economic.

(e) If neither paragraph (c) nor (d) of
this section apply, the minimum royalty
suspension volumes are as shown in the
following table:

For. . .

The minimum royalty suspension volume is

Plus . . .

(1) RS leases in the GOM or leases offshore
Alaska.

(2) Leases offshore Alaska or other deep water
GOM leases issued in sales after November
28, 2000.

A volume equal to the combined royalty sus-
pension volumes (or the volume equivalent
based on the data in your approved appli-
cation for other forms of royalty suspension)
with which MMS issued the leases partici-
pating in the application that have or plan a
well into a reservoir identified in the applica-
tion.

A volume equal to 10 percent of the median
of the distribution of known recoverable re-
sources upon which MMS based approval
of your application from all reservoirs in-
cluded in the project.

10 percent of the median of the distribution of
known recoverable resources upon which
MMS based approval of your application
from all reservoirs included in the project.
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20. In § 203.70, the introductory
paragraph is revised to read as follows:

§203.70 What information must | provide
after MMS approves relief?

You must submit reports to us as
indicated in the following table.
Sections 203.81, 203.90, and 203.91
describe what these reports must
include. The MMS Regional Office for

your region will prescribe the formats.
* * * * *

21. Section 203.77 is revised to read
as follows:

§203.77 May | voluntarily give up relief if
conditions change?

Yes, you may voluntarily give up
relief by sending a letter to that effect to
the MMS Regional office for your
region.

22.In § 203.78, the introductory
paragraph is revised, paragraphs (a)
through (f) are redesignated as
paragraphs (b) through (g), respectively,
and a new paragraph (a) is added, to
read as follows:

§203.78 Do I keep relief if prices rise
significantly?

If prices rise above a base price
threshold for light sweet crude oil or
natural gas, you must pay full royalties
as prescribed in this section.

(a) The following table shows the base
price threshold for various types of
leases. Note that, for post-November
2000 deepwater leases, price thresholds
apply on a lease basis, so different
leases on the same development project
or expansion project may have different
price thresholds.

The base price threshold is . . .

(1) Pre-Act 1€aSes ......coveveieiiiieiecee e
(2) Post-November 2000 deep water leases in the GOM or leases off-

shore Alaska.

(3) Post-November 2000 deep water leases in the GOM or leases off-
shore of Alaska that did not set a base price threshold.

set by statute.

indicated in your original lease agreement or Notice of Sale.

the threshold set by statute for pre-Act leases.

* * * * *

23.In § 203.79, the section heading is
revised to read as follows:

§203.79 How do | appeal MMS’s decisions
related to royalty relief for a deepwater
lease or a development or expansion
project?
* * * * *

24.In § 203.81, paragraph (b) is
revised to read as follows:

§203.81 What supplemental reports do
royalty relief applications require?
* * * * *

(b) You must certify that all
information in your application,
fabricator’s confirmation and post-
production development reports is
accurate, complete, and conforms to the
most recent content and presentation
guidelines available from the MMS
Regional office for your region.

* * * * *

25. In § 203.89, the section heading is
revised to read as follows:

§203.89 What is in a cost report?
* * * * *

26. In § 203.90, paragraph (b) is
revised to read as follows:

§203.90 What is in a fabricator’s
confirmation report?
* * * * *

(b) A letter from the contractor
building the system to the MMS
Regional Director for your region
certifying when construction started on

your system; and
* * * * *

PART 260 OUTER CONTINENTAL
SHELF OIL AND GAS LEASING

27. The authority citation for part 260
continues to read as follows:

Authority: 43 U.S.C. 1331 et seq.

28.In § 260.121, paragraph (b) is
revised to read as follows:

§260.121 When does a lease issued in a
sale held after November 2000 get a royalty
suspension?

* * * * *

(b) You may apply for a supplemental
royalty suspension for a project under
part 203 of this title, if your lease is
located:

(1) In the Gulf of Mexico, in water 200
meters or deeper, and wholly west of 87
degrees, 30 minutes West longitude; or

(2) Offshore of Alaska.

* * * * *

29. In §260.122, paragraph (b)(1) is
revised to read as follows:

§260.122 How long will a royalty
suspension volume be effective for a lease
issued in a sale held after November 2000?
* * * * *

(b)(1) Notwithstanding any royalty
suspension volume under this subpart,
you must pay royalty at the lease
stipulated rate on:

(i) Any oil produced for any period
stipulated in the lease during which the
arithmetic average of the daily closing
price on the New York Mercantile
Exchange (NYMEX) for light sweet
crude oil exceeds the applicable
threshold price of $35.75 per barrel,
adjusted annually after calendar year
2006 for inflation unless the lease terms
prescribe a different price threshold.

(ii) Any natural gas produced for any
period stipulated in the lease during
which the arithmetic average of the
daily closing price on the NYMEX for
natural gas exceeds the applicable
threshold price of $4.47 per MMBtu,
adjusted annually after calendar year
2006 for inflation unless the lease terms
prescribe a different price threshold.

(iii) Determine the threshold price for
any calendar year after 2006 by
adjusting the threshold price in the
previous year by the percentage that the
implicit price deflator for the gross
domestic product, as published by the
Department of Commerce, changed

during the calendar year.
* * * * *

[FR Doc. E7—9294 Filed 5-17—07; 8:45 am]
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