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Gibbs Tschudy, Deborah

From: Southall, Armand
Sent: Tuesday, September 21, 2004 4:45 PM
To: Thrasher, Sandra Jo

Cc: Therkildsen, Janet, MRM/CS/Rules Group Denver,; Querqués Denett, Lucy; Gibbs Tschudy,
Deborah; Hamilton, Cathy; Adamski, Richard; Bigelow, Janice; Williams, Mary; Vogel, Kenneth;
Lupinski, Susan; Lunt, Amy; Lovelace, Megan

Subject: FW: Comment on proposed rule

Sandra Jo,
Please publish on web. Thanks,

L. Armand Southall

Regulatory Specialist
MMS/MRM/Chief of Staff Denver
303-231-3221

FAX: 303-231-3781
Armand.Southali@mms.gov

Warning: This message is intended only for use of the individual or entity to which it is addressed and may contain information that is privileged or
confidential and exempt from disclosure under applicable law. If the reader of this message is not the infended recipient or the employee or agent
responsible for delivering this message to the intended recipient, you are hereby notified that any dissemination, distribution, or copying of this
communication is strictly prohibited. if you have received this communication in error, please notify the sender immediately by return e-mail.

-----Original Message-----

From: Danielle Stockton [mailto:petedan@earthlink.net]
Sent: Tuesday, September 21, 2004 4:21 PM

To: MRM Comments

Cc: pogo@pego.org; Beth Daley

Subject: Comment on proposed ruie

aftn: RIN 1010-AD03

Sharron L. Gebhardt

Minerals Management Service
Minerals Revenue Management
Chief of Staff

P.O. Box 25165, MS 302B2
Denver, CO 80225-0165

POGO OPPOSES THE PROPOSED CHANGES TO THE OIL VALUATION RULE - e |
Dear Ms. Gebhardt,

The Project On Government Oversight (POGO) has worked for over a decade to make federal mineral royalty
payments more accurate and transparent. The oil valuation rule, as implemented in 2000, went a long way to
combat the rampant fraud perpetrated by the oif industry and allowed by a complacent Department of Interior
(DOI). The result was an additional $72 million annually going to public school systems, the Land and Water
Conservation Fund and the Historic Preservation Fund.

However, the DOI's dramatic increased reliance on Royalty - In - Kind (RIK) programs over the past few years,
has significantly undercut the positive steps made through that rulemaking. In 2003, the DOI's Minerals
Management Service (MMS) further watered down the oil rule by capitulating to industry's requests for more
deductions to their royalty payments. Now industry, along with DOV, is turning to gas royalties.. There is no
justification for the currently proposed changes other than to yet again accede to industry's wishes to reduce
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royalty payments to taxpayers.

POGO objects to the proposed gas royalty rule changes. The impact of these changes will be an

unnecessary and significant loss in revenue to the federal government. In the Federal Register notice itself, the
Minerals Management Service (MMS) acknowledges a net loss of over 35 million annually to the federal ,
government, and a total annual loss to federal and state governments and tribes of nearly $7 million. History has
taught us that these are undoubtedly low estimates.

The bulk of these losses are caused by allowing the gas industry to deduct new transportation costs, including
costs that are not directly related to operating and maintaining a pipeline. MMS argues in the notice that this new
rule is being proposed in order to make the gas rule in keeping with the il rule. In fact, however, these new
deductions were rejected during the very public oil royalty rulemaking of 2000. It was conly in the 2003 watering
down of that rule that these deductions — long advocated for by industry - have been made allowable.

Finally, it does not escape notice that reducing the revenues derived through the gas valuation rule will make it
easier for MMS to make it appear that its RIK program is revenue neutral. To the contrary, when compared to the
revenues collected through the 2000 oil rule, the RIK oil program is [0sing money - even in the "pilot” areas
selected by MMS as most likely to be successful.

The Department of Interior should turn its attention to successfully collecting mineral royalty revenues rather than
doling out more hand-outs to the oil and gas industry.

Sincerely,

Danielle Brian

Executive Director

Project On Government Oversight
WWW.p0go.org

202-347-1122
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Gibbs Téchudy, Deborah

From: Gebhardt, Sharron

Sent:  Tuesday, September 28, 2004 4:17 PM

To: Gibbs Tschudy, Deborah

Cc: Williams, Mary; Therkildsen, Janet; MRM/CS/Rules Group Denver; Etchart, Patrick
Subject: FW: RIN 1010-AD05:PROPOSED CHANGES TO THE OIL VALUATION RULE

Debbie,

This comment arrived after the comment deadline. We have published late comments in the past. | will publish if
you concur. Please advise.

Thank you,

Sharron
Warmning: This message is intended only for use of the individual or entity to which it is addressed and may coniain information that is
privileged or confidentiat and exempt from disclosure under applicable law. If the reader of this message is not the intended recipient or the
employee ar ager responsible for delivering this message to the iniended recipient, you are hereby notified that any dissemination,
distribution, or copying of this communication is strictly prohibited. If you have received this communication in error, please notify the sender
immediately by return e-mail.

From: Etchart, Patrick

Sent: Tuesday, September 28, 2004 4:01 PM

To: Gebhardt, Sharron

Subject: FW: RIN 1010-AD05:PROPOSED CHANGES TO THE OIL VALUATION RULE

Sharron: Has this comment been posted on our website, or did it come in to late, or did you get the hard copy
letter. | received this via e-mail, so figured I'd forward it to you. Thanks, Pat Etchart, x3162

Warning: This message is intended only for use of the individual or entity to which it is addressed and may
contain information that is privileged or confidential and exempt from disclosure under applicable faw. If the
reader of this message is not the infended recipient or the employee or agent responsible for delivering this
message to the intended recipient, you are hereby notified that any dissemination, distribution, or copying of this
communication is strictly prohibited. If you have received this communication in error, please notify the sender
immediately by return e-mail.

From: Etchart, Patrick

Sent: Monday, September 27, 2004 10:15 AM

To: Williams, Mary

Subject: FW: RIN 1010-AD05:PROPOSED CHANGES TO THE OIL VALUATION RULE

FYI

Warning: This message is intenided only for use of the individual or entity to which it is addressed and may
contain information that is priviteged or confidential and exempt from disclosure under applicable law. If the
reader of this. message is not the intended recipfent or the employee or agent responsible for delivering this
message to the intended recipient, you are hereby notified that any dissemination, distribution, or copying of this
communication is strictly prohibited. If you have received this communication in error, please notify the sender
immediately by return e-mail.

----- Qriginal Message-----

From: Robert Rutkowski [mailto:rutkowski@terraworld.net]
Sent: Sunday, September 26, 2004 1:16 PM

To: patrick.etchart@mms.gov

Cc: Nancy Pelosi; George W. Bush
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Subject: RIN 1010-AD05:PROPOSED CHANGES TO THE OIL VALUATION RULE

Attn: RIN 1010-AD05
September 26, 2004

Sharron L. Gebhardt

Minerals Management Service
Minerals Revenue Management
Chief of Staff

P.O. Box 25165, MS 302B2
Denver, CO 80225-0165

patrick.etchart@mms.gov

Dear Ms. Gebhardt,

1 urge you to work to make federal mineral royalty payments more accurate and transparent. The oil valuation
rule, as implemented in 2000, went a long way to combat the rampant fraud perpetrated by the oil industry and
aliowed by a complacent Department of Interior {DO!). The result was an additional $72 million annually going to
public scheo! systems, the Land and Water Conservation Fund, and the Historic Preservation Fund.

However, the DOV's dramatic increased reliance on Royalty-In-Kind (RIK) programs over the past few years has
significantly undercut the positive steps made through that rulemaking. In 2003, the DOI's Minerals Management
Service (MMS) further watered down the oil rule by capitulating to industry's requests for more deductions to their
royalty payments. Now industry, along with DQI, is turning to gas royalties. There is no justification for the
currently-proposed changes other than to yet again accede fo industry’'s wishes to reduce royalty payments to
taxpayers.

| object to the proposed gas royalty rule changes. The impact of these changes will be an unnecessary and
significant loss in revenue to the federal government. In the Federal Register notice itself, the MMS acknowledges
a net loss of over $5 million annually to the federal government, and a total annual loss to federal and state
governments and tribes of nearly $7 million. History has taught us that these are undoubtedly low estimates.

The bulk of these losses are caused by allowing the gas industry to deduct new transportation costs, inciuding
costs that are not directly related to operating and maintaining a pipeline. MMS argues in the notice that this new
rule is being proposed in order to make the gas rule in keeping with the oil rule. In fact, however, these new
deductions were rejected during the very public oil royalty rulemaking of 2000. It was only in the 2003 watering
down of that rule that these deductions - long advocated for by industry - have been made allowable.

Finally, it does not escape notice that reducing the revenues derived through the gas valuation rule will make it
easier for MMS to make it appear that its RIK program is revenue neutral. To the contrary, when compared to the
revenues coitected through the 2000 oil rule, the RIK oil program is losing money - even in the "pilot" areas
selected by MMS as most likely to be successful.

The Depariment of Interior should turn its attention to successfully collecting mineral royalty revenues rather than
doling out more hand-outs to the oil and gas industry.

Thank you for the opportunity to bring these remarks to your attention,
Mindful of the enormous responsibilities which stand before you, | am,

Yours sincerely,
Robert E. Rutkowski

cC:
Nancy Pelosi
Andrew H. Card, Jr.

2527 Faxon Court

8/26/2005



Message Page 3 of 3

Topeka, Kansas 66605-2086
P/F: 1785 379-9671
' r_e rutkowski@myrealbox.com
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Gibbs Tschudy, Deborah

From: Hamilton, Cathy
Sent: Wednesday, December 22, 2004 8:25 AM

To:
Cc:

Lawyer, Mark; Viogel, Kenneth; Williams, Mary; Gibbs Tschudy, Deborah
Triebsch, George; Chalker, Howard

Subject: RE: Teleconference re: Federal Gas Valuation final rule OMB briefing

Debbie is back in the office today, and should also participate. Thx. Cathy

Wearning: This message is infended only for use of the individual or entily to which it is addressed and may contain information that is privileged or
confidential and exempt from disclosure under applicable law. If the reader of this message is not the intended recipient or the employee or agent
responsible for delivering this message to the infended recipient, you are hereby notified that any dissemination, distribution, or copying of this
commuinication is strictly prohibited. If you have received this communication in error, please notify the sender immediately by return e-mail.

From: Lawyer, Mark

Sent: Wednesday, December 22, 2004 9:05 AM

To: Vogel, Kenneth; Williams, Mary; Hamiiton, Cathy

Cc: Triebsch, George; Chalker, Howard

Subject: Teleconference re: Federal Gas Valuation final rule OMB briefing
Importance: High

George would like to have a teleconference this afterncon, if we can. Please let me know as soon as
possible if you will be available. If we have enough people available here, then | will follow up with Ruth
and David and arrange the call.

From: Solomen, Ruth [mailto:Ruth_Solomon@omb.eop.gov]
Sent: Tuesday, December 21, 2004 7:06 PM

To: Lawyer, Mark; Abraham, David

Subject: RE: Meeting today

OK Mark. 1 am working on another high priority rule, so | may be able to participate |ate tomorrow or next
week (| will be out on Thursday as well). | am not sure what David's availability is.

From: Lawyer, Mark [mailto:Mark.Lawyer@mms.gov]
Sent: Tuesday, December 21, 2004 4:03 PM

To: Solomon, Ruth

Cc: Triebsch, George; Abraham, David; Chalker, Howard
Subject: RE: Meeting today

Ruth,

| calléd and left a voice mail earlier today. | will be in the office tomorrow, but outon Thursday. If | miss
you today, | will call you in the morning to see if we can arrange a teleconference with Ken and others who
may be able to answer any questions. If you and David are available tomorrow, that may be the best
opportunity to reach everyone.

You can reach me by email or at 202-208-3876.
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Thanks,

Mark Lawyer

----- Original Message-----

From: Triebsch, George

Sent: Tuesday, December 21, 2004 2:18 PM

To: 'Abraham, David'; Triebsch, George

Cc: Solomon, Ruth; Lawyer, Mark; Querques Denett, Lucy
Subject: RE: Meeting today

David,

I'm glad you caught us before we headed out. Thanks for the calll.

Mark Laywer will be contacting Ruth to re-schedule.

Based on your remarks that you had no major issues I'm hoping we can do this by phone.
Ken Vogel had to go back to Denver but can be available for a telecon tomorrow.

We're looking forward to discussing this with you very soon.

From: Abraham, David [mailto:David_Abraham@omb.eop.gov]
Sent: Tuesday, December 21, 2004 1:40 PM

To: Triebsch, George

Cc: Solomon, Ruth

Subject: Meeting today

Our apologies that we cannot make the meeting today. 1 understand that you would like to
get the rule out as soon as possible. We will work forward to that end and reschedule
quickly.

Best,
David

Please forward to the appropriate colleagues.

8/26/2005
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Gibbs Tschudy, Deborah

From: Williams, Mary

Sent:  Wednesday, December 22, 2004 9.46 AM

To: Vogel, Kenneth; Gibbs Tschudy, Deborah

Cc: Lunt, Amy; Cobb, Lawrence

Subject: RE: Teleconference re: Federal Gas Valuation final rule OMB briefing

You can call me on my cell 303-888-5911 - here is the briefing paper we prepared as well - if you do not have a
copy.

Mary Williams

Manager, Federal Onshore Qil and Gas
Compliance and Asset Management
{303) 231-3403

(303) 231-3744 (fax)

Warning: This message is intended only for use of the individual or entity to which it is addressed, and may contain
information thar is privileged or confidential, and exempi from disclosure under applicable law. If the reader of this message
is not the intended recipient or the emplovee or agent responsible for delivering this message to the intended recipient, you
are hereby notified that any dissemination, distribution, or copying of this communication is strictly prohibited. If vou have
received this commuinication in ervor, please notify the sender immediately by return email,

From: Lawyer, Mark

Sent: Wednesday, December 22, 2004 9:12 AM

To: 'Ruth Solomon (Ruth_Solomon@omb.eop.gov)'; Vogel, Kenneth; Williams, Mary; Gibbs Tschudy,
Deborah; Hamilton, Cathy; Triebsch, George; Wright, Joe; ‘Abraham, David'; Querques Denett, Lucy
Cc: Chalker, Howard

Subject: Teleconference re: Federal Gas Valuation final rule OMB briefing

It appears that the soonest and best time for the teleconference is today at 4:.00 pm.

Those in Washington DC at the Main Interior Building (MIB} will meet in the MMS Director's conference
room,

Joe Wright will call others. For those not in MIB, | suggest you meet in the same room to the extent
possible to minimize the number of lines that Joe will need to connect to. Please let Joe know the
telephone number so he can call you. Joe’s number is (202) 208-3398.

8/26/2005



Internal Government Use Only

Federal Gas Rule Decision Paper Minerals Revenue Management
- October 2004 ‘ Minerals Management Service
October 25, 2004

Options for Proceeding

A. Issue a final rule with no changes.
B. Issue a final rule with changes based on comments received on the July 23, 2004
proposed rule. '

Issues proposed or comments requested on the following:

1. Whether publicly available spot market prices for natural gas are reliable and
representative of market value and whether MMS should value natural gas
production that is not sold at arm’s-length using spot market prices and if so, how
should these spot market prices be adjusted for location differences between the
index pricing point and the lease. B

July 23, 2004 proposed rule:

¢ Due to the disparity of comments and concerns expressed at the workshops about
publicly available spot market prices for natural gas, we decided that we are not ready
to propose new rules on some of these issues at this time.

Alternatives:

2. Proposed to amend § 206.150(b) allowing written agreements between the MMS
Director and the lessee establishing a production valuation method to govern to the
extent of any inconsistency with the regulations. '

Alternatives:




3. Proposed to add the definition of affiliate and revise the definitions of arm’s-length
contract, fransportation allowance, and processing allowance to § 206.151.

Alternatives:

4. Proposed to increase the rate of return on non-arm’s-length transportation
arrangements from 1.0 to 1.3 x BBB bond rate under § 206.157(b)(2).

Alternatives:

5. Comments requested on changing the rate of return for non-arm s-length
processing cost calculations.

July 23. 2004 proposed rule:

* Do not change the rate of return for non- arm s-length processing cost calculations to
1.3 times BBB bond rate because the MMS study (MMS, Offshore Minerals
Management, Economics Division study of gas pipeline costs of capital) did not
extend to gas processing plant costs. If MMS obtains sufficient information and data
through comments to support a change, it may change the rate of return used in non-
arm’s-length processing cost calculations in the final rule. (Note — received no

~additional information from commenters other than to use the MMS and API study to
support processing allowance increase)

Alternatives:

/

- D

6. Proposed to simplify § 206.157(b)(5) so lessees would not have to calculate actual
costs if a transportation system has an approved tariff and modifying the aliowance



- N

to be the volume-weighted average of the arm’s-length rates charged to non-
affiliated shippers. ' - -

Alternatives:

—

7. Proposed to amend § 206.157(c) to eliminate the requirement that lessees report
transportation allowances using separate line entries on Form MMS-2014; reword
new paragraph (c) to be consistent with the June 2000 Federal Oil Rule; add new
paragraphs to clarify allowances in effect in when the 1988 valuation rule became

“effective that were grandfathered under former paragraphs have been terminated.

8. Proposed to amend § 206.157(f) specifying allowable transportation costs to be
consistent with judicial precedents and the 2004 Federal Oil Valuation Rule: allow
lessees to deduet unused firm demand charges, allow fees paid for actual line losses
under non-arm’s-length contracts, and allow lessees to deduct the cost of securing a

© Jetter of credit or other surety required by the pipeline under arm’s-length
contracts. '

Altematives:
P

Vo 4

9. Proposed to amend § 206.157(g) clarifying non-allowable costs including: fees paid
to brokers, scheduling service providers, and internal costs.




X 5
10. Other chahges suggested by commentoxs:
a; Allow companies to report last year’s actuallcosts and volumes to calculate
allowance for following year — would significantly reduce the number of

adjustments. Currently companies must report estimates and amend the following year.

'b. Address recapitalization and depreciation of gas transportation equipments similar to
oil rule.(did not propose because of the option of using FERC tariff).

c. Simpliﬁ valuing and reporting keep-whole agreements (New Mexico and industry).



l Whether pﬁbhcly a-vallable spot market prices for natural gas are rellablg_ gnd L

e e e

2 ‘Proposed to amend § 206.150(b) allowing writtena Feements between the MMS T
e — ... Director and the lessee establishing a produqtn_m valuation method that = - s s i
‘j--fapproxlmates the value under the rule to govern  to the éxtent of any. mcons:stency
ith the regulation; ‘7




5. Comments requested on changing the rate of return for non-arm’s-length
processing cost calculations. e

6. Proposed to simplify § 206.157(b)(5) so lessees would not have to calculate actual
costs if a transportation system has an approved tariff and modifying the allowance
to be the volume-weighted average of the arm’s-length rates charged to non-
affiliated shippers.

7. Proposed to amend § 206.157(c) to ehmmate the requlrement that lessees report
transportatlon allowances using separate line entries on Form MMS-2014; reword
““new paragraph (c) to be consistent with the June 2000 Federal Oil Rule; add new
- paragraphs to clarify allowances in ¢ffect in when the 1988 valuation rule became
. effective that were grandfathered under former paragraphs have been terminated.




~

8. Proposed to amend § 206.157(f) specifying allowable transportation costs to be
consistent with judicial precedents and the 2004 Federal Oil Valuation Rule, as
amended: allow lessees to deduct unused firm demand charges, allow fees paid for
actual line losses under non-arm’s-length contracts, and allow lessees to deduct the
cost of securing a letter of credit or other surety required by the pipeline under ~
arm’s-length contracts.

4 >

9. Proposed to amend § 206.157(g) clarifying non-allowable costs including: fees paid
to brokers, scheduling service providers, and internal costs.
—5
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Gibbs Tschudy, Deborah

From: Williams, Mary

Sent: 'Monday, March 07, 2005 7:58 AM

To: Morris, James; Lunt, Amy; Lovelace, Megan

Cc: Burhop, Shirley, McDaniel, Allen; Sykora, Phillip; Gibbs Tschudy, Deborah
Subject: FW: Federal Gas Valuation Publication Date

FYl

Mary Williams

Manager, Federal Onshore Qil and Gas
Compliance and Asset Management
{303) 231-3403

(303) 231-3744 (fax)

Warning: This message is intended only for use of the individual or enfity 1o which it is addressed, and may contain
information that is privileged or confidential, and exempt from disclosure under applicable law. If the reader of this message
is nol the intended recipient or the employee or agent responsible for delivering this message to the intended recipient, you
are hereby notified that any dissemination, distribution, or copying of this communication is sirictly prohibited. If you have
received this communication in error, please notify the sender immediately by return email.

----- Original Message-----

From: Adamski, Richard

Sent: Monday, March 07, 2005 7:47 AM

To: Williams, Mary

Subject: FW: Federal Gas Valuation Publication Date

Warning: This message is intended only for use of the individual or entity to which it is addressed and may
contain information that is privileged or confidential and exempt from disclosure under applicable law. If the
reader of this message is not the intended recipient or the employee or agent responsible for delivering this
message to the intended recipient, you are hereby notified that any dissemnination, distribution, or copying of this
communication is strictly prohibited. If you have received this communication in error, please notify the sender
immediately by refurn e-mail. '

From: Lawyer, Mark

Sent: Monday, March 07, 2005 9:46 AM

To: Wright, Joe; Adamski, Richard; Bajusz, Arlene; Chalker, Howard; Cruickshank, Walter; Dozier, Angela;
Fleming, Julie; Gebhardt, Sharron; Gonzales-Evans, Anita; Hager, Eric; Hamilton, Cathy; Herdt, Lyn; Johnson,
Marilyn; Messer, Nancy; Minor, Ruby; Paige, Glenda; Phipps, Becky; Querques Denett, Lucy; Russo, John;
Southall, Armand; Strickland, Hyla; Therkildsen, Janet; Thrasher, Sandra Jo; Triebsch, George

Subject: Federal Gas Valuation Publication Date
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ADG5, Federal Gas Valuation, Final Rule, will publish in the Federal Register on Thursday, March 10, 2005.

Mark Lawyer

Regulatery Liaison Officer

Policy and Appeals Division

Policy and Management Improvement
Minerals Management Service
Department of the Interior

1849 C Street, NW

Washington, DC 20240
202-208-3976

8/26/2005
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Gibbs Tschudy, Deborah

From: Querques Denett, Lucy

Sent:  Monday, March 07, 2005 8:20 AM

To:  MRMAQSC

Cc: Etchart, Patrick

Subject: FW: Federal Gas Valuation Publication Date

FYI

Waming: This message is intended only for use of the individual or entity to which it is addressed and may
contain information that is privileged or confidential and exempt from disclosure under applicable law. If the
reader of this message is not the intended recipient or the employee or agent responsible for delivering this
message o the intended recipient, you are hereby notified that any dissemination, distribution, or copying of this
communication is strictly prohibited. If you have received this communication in error, please notify the sender
immediafely by return e-mail.

From: Lawyer, Mark

Sent: Monday, March 07, 2005 9:46 AM A

To: Wright, Joe; Adamski, Richard; Bajusz, Arlene; Chalker, Howard; Cruickshank, Waiter; Dozier, Angela;
Fleming, Julie; Gebhardt, Sharron; Gonzales-Evans, Anita; Hager, Eric; Hamilton, Cathy; Herdt, Lyn; Johnson,
Marilyn; Messer, Nancy; Minor, Ruby; Paige, Glenda; Phipps, Becky; Querques Denett, Lucy; Russo, John;
Southall, Armand; Strickland, Hyla; Therkildsen, Janet; Thrasher, Sandra Jo; Triebsch, George

Subject: Federal Gas Valuation Publication Date

ADO5, Federal Gas Valuation, Final Rule, will publish in the Federal Register on Thursday, March 10, 2005.

Mark Lawyer

Regulatory Liaison Officer

Policy and Appeals Division

Policy and Management Improvement
Minerals Management Service
Department of the Interior

1849 C Street, NW

Washington, DC 20240
202-208-3976

8/26/2005
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