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Explanation, Example 2

1. Property production rate of 23 BOPD per
well (for the August 1, 1990-July 31, 1991,
qualifying period prior to the effective date
of the program) is greater than the 15 BOPD
which qualifies a property for a royalty rate
reduction. Therefore, the property is not en-
titled to a royalty rate reduction for the
first year of the program.
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2. Property royalty rate for the first year
is the rate as stated in the lease.

3. Production rate for the first year is 8
BOPD.

4. Using the formula, the royalty rate is
calculated to be 6.9 percent for the second
year. This rate is also the maximum royalty
rate for the life of the program.

6.9%=0.5+(0.8x8)
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5. Production rate for the second year is 12
BOPD.

6. Using the formula, the royalty rate is
calculated at 10.1 percent. Since the 6.9 per-
cent second year royalty rate is less than
10.1 percent, the applicable royalty rate for
third year is 6.9 percent.

10.1%=0.5+(0.8x12)

7. Production rate third year is 7 BOPD.

8. Using the formula, the royalty rate is
calculated at 6.1 percent. Since the 6.1 per-
cent third year royalty rate is less than the
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qualifying (maximum) rate of 6.9 percent,
the royalty rate for the fourth year is 6.1
percent.

6.196=0.5+(0.8x7)

9. Production rate for the fourth year is 15
BOPD.

10. Since the production is at the 15 BOPD
threshold, the royalty rate would be the
lease royalty rate. However, since the 6.9
percent second year royalty rate is less than
the lease rate, the royalty rate for the fifth
year is 6.9 percent.
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