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product (GPM) content of the gas
stream;

(ii) Second, calculate the theoretical
volumes of residue gas and of gas plant
products delivered from all leases by
summing the theoretical volumes of
residue gas and of gas plant products
delivered from each lease; and

(iii) Third, calculate the theoretical
quantities of net plant output of res-
idue gas and of gas plant products at-
tributable to each lease by multiplying
the net plant output of residue gas, or
gas plant products, by the ratio in
which the theoretical volumes of res-
idue gas, or gas plant products, is the
numerator and the theoretical volume
of residue gas, or gas plant products,
delivered from all leases is the denomi-
nator.

(4) You may request MMS approval of
other methods for determining the
quantity of residue gas and gas plant
products allocable to each lease. If
MMS approves a different method, it
will be applicable to all gas production
from your Indian leases that is proc-
essed in the same plant.

(e) You may not take any deductions
from the royalty volume or royalty
value for actual or theoretical losses.
Any actual loss of unprocessed gas in-
curred prior to the facility measure-
ment point will not be subject to roy-
alty if BLM determines that the loss
was unavoidable.

§ 206.176 How do I perform accounting
for comparison?

(a) This section applies if the gas pro-
duced from your Indian lease is proc-
essed and that Indian lease requires ac-
counting for comparison (also referred
to as actual dual accounting). Except
as provided in paragraphs (b) and (c) of
this section, the actual dual account-
ing value, for royalty purposes, is the
greater of the following two values:

(1) The combined value of the fol-
lowing products:

(i) The residue gas and gas plant
products resulting from processing the
gas determined under either § 206.172 or
§ 206.174, less any applicable allowances;
and

(ii) Any drip condensate associated
with the processed gas recovered down-
stream of the point of royalty settle-
ment without resorting to processing

determined under § 206.52, less applica-
ble allowances.

(2) The value of the gas prior to proc-
essing determined under either § 206.172
or § 206.174, including any applicable al-
lowances.

(b) If you are required to account for
comparison, you may elect to use the
alternative dual accounting method-
ology provided for in § 206.173 instead of
the provisions in paragraph (a) of this
section.

(c) Accounting for comparison is not
required for gas if no gas from the lease
is processed until after the gas flows
into a pipeline with an index located in
an index zone or into a mainline pipe-
line not in an index zone. If you do not
perform dual accounting, you must cer-
tify to MMS that gas flows into such a
pipeline before it is processed.

(d) Except as provided in paragraph
(e) of this section, if you value any gas
production from a lease for a month
using the dual accounting provisions of
this section or the alternative dual ac-
counting methodology of § 206.173, then
the value of that gas is the minimum
value for any other gas production
from that lease for that month flowing
through the same facility measure-
ment point.

(e) If the weighted-average Btu qual-
ity for your lease is less than 1,000
Btu’s per cubic foot, see
§ 206.173(b)(4)(ii) to determine if you
must perform a dual accounting cal-
culation.

TRANSPORTATION ALLOWANCES

§ 206.177 What general requirements
regarding transportation allow-
ances apply to me?

(a) When you value gas under § 206.174
at a point off the lease, unit, or
communitized area (for example, sales
point or point of value determination),
you may deduct from value a transpor-
tation allowance to reflect the value,
for royalty purposes, at the lease, unit,
or communitized area. The allowance
is based on the reasonable actual costs
you incurred to transport unprocessed
gas, residue gas, or gas plant products
from a lease to a point off the lease,
unit, or communitized area. This would
include, if appropriate, transportation
from the lease to a gas processing plant
off the lease, unit, or communitized
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area and from the plant to a point
away from the plant. You may not de-
duct any allowance for gathering costs.

(b) You must allocate transportation
costs among all products you produce
and transport as provided in § 206.178.

(c)(1) Except as provided in para-
graphs (c)(2) and (3) of this section,
your transportation allowance deduc-
tion for each selling arrangement may
not exceed 50 percent of the value of
the unprocessed gas, residue gas, or gas
plant product. For purposes of this sec-
tion, natural gas liquids are considered
one product.

(2) If you ask MMS, MMS may ap-
prove a transportation allowance de-
duction in excess of the limitations in
paragraph (c)(1) of this section. To re-
ceive this approval, you must dem-
onstrate that the transportation costs
incurred in excess of the limitations in
paragraph (c)(1) of this section were
reasonable, actual, and necessary.
Under no circumstances may an allow-
ance reduce the value for royalty pur-
poses under any selling arrangement to
zero.

(3) Your application for exception
(using Form MMS–4393, Request to Ex-
ceed Regulatory Allowance Limita-
tion) must contain all relevant and
supporting documentation necessary
for MMS to make a determination.

(d) If MMS conducts a review or audit
and determines that you have improp-
erly determined a transportation al-
lowance authorized by this subpart,
then you will be required to pay any
additional royalties, plus interest de-
termined in accordance with 30 CFR
218.54. Alternatively, you may be enti-
tled to a credit, but you will not re-
ceive any interest on your overpay-
ment.

§ 206.178 How do I determine a trans-
portation allowance?

(a) Determining a transportation allow-
ance under an arm’s-length contract. (1)
This paragraph explains how to deter-
mine your allowance if you have an
arm’s-length transportation contract.

(i) If you have an arm’s-length con-
tract for transportation of your pro-
duction, the transportation allowance
is the reasonable, actual costs you
incur for transporting the unprocessed
gas, residue gas and/or gas plant prod-

ucts under that contract. Paragraphs
(a)(1)(ii) and (iii) of this section provide
a limited exception. You have the bur-
den of demonstrating that your con-
tract is arm’s-length. Your allowances
also are subject to paragraph (e) of this
section. You are required to submit to
MMS a copy of your arm’s-length
transportation contract(s) and all sub-
sequent amendments to the contract(s)
within 2 months of the date MMS re-
ceives your report which claims the al-
lowance on the Form MMS–2014.

(ii) When either MMS or a tribe con-
ducts reviews and audits, they will ex-
amine whether or not the contract re-
flects more than the consideration ac-
tually transferred either directly or in-
directly from you to the transporter of
the transportation. If the contract re-
flects more than the total consider-
ation, then MMS may require that the
transportation allowance be deter-
mined under paragraph (b) of this sec-
tion.

(iii) If MMS determines that the con-
sideration paid under an arm’s-length
transportation contract does not re-
flect the value of the transportation
because of misconduct by or between
the contracting parties, or because you
otherwise have breached your duty to
the lessor to market the production for
the mutual benefit of you and the les-
sor, then MMS will require that the
transportation allowance be deter-
mined under paragraph (b) of this sec-
tion. In these circumstances, MMS will
notify you and give you an opportunity
to provide written information justi-
fying your transportation costs.

(2) This paragraph explains how to al-
locate the costs to each product if your
arm’s-length transportation contract
includes more than one product in a
gaseous phase and the transportation
costs attributable to each product can-
not be determined from the contract.

(i) If your arm’s-length transpor-
tation contract includes more than one
product in a gaseous phase and the
transportation costs attributable to
each product cannot be determined
from the contract, the total transpor-
tation costs must be allocated in a con-
sistent and equitable manner to each of
the products transported. To make this
allocation, use the same proportion as
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