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INTERIM REPORT OF
 NATIONAL PETROLEUM COUNCIL'S COMMITTEE ON
GOVERNMENT ROYALTY OIL REGULATIONS
to
THE NATIONAL PETROLEUM COUNCIL

AIn accordance with the conclusions reached at a meeting of
your committee held in Cody, Wyoming, on June 18 and 19,>1948, the

following tentative conclusions and recommendations are'respectfully

submitted for your consideration:

1. The committee concludes that 1t wae not the intention of
Congress in passing the Act of July 13, 1946, 'relating to the sale of

government royalty oll that small refineries should pay more for

government royalty oll than the prevailing market price for which the

oil is currently being purchased, and 1t 1s therefore recommended

that the regulations be amended accordingly to_eliminate'the require-

ment of competitive bidding among the parties entitled under the act
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to a preference to the oil.

2. The commlttee accepts the pr1n01ple expressed in Section
225.3, Title 30 of the department's regulations issued September 13,

1946, that an applicant for government royalty oll is not disquali-

fied from obtaining a preference merely'becanse the applicant seeks

to purchasge t for use in making an exchange;/é:;e;er:‘;ne_—**
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commlttee is not ready at thig time to recommend whether or not ex-

changes should be restricted to exchanges within certain areas and,
if so, what the definition of the areas should be.

3. The commlttee recommends that Section 225.4, Title 30, of
the regulations lssued September 13, 1946, specifylng the showing

that should be filed by preference right bidders, be retalned in its
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present form, and that Sectilon 225;6'of theﬁDepartment of the
Interior's rough draft of proposed regulations setting forth four
specific'requirements for qualification not be used. A copy of both
of sald abo?e referred to regulations 1is éttached hereto. |

4,  The committee recommends that no sale of governmenﬁ royal-
ty o1l be made when the government 1s currently receiving the pre-
valling market price for such oll and the sale thereof would have
the effect of depriving any ﬁarty,»who could qualify for a preference
to»purchase government royalty oil, of an equlvalent amount of such
party's present supply of oil. The.committee suggests that this be
accompllshed by the Depértment, prior to advertising any oll for sale,
notifying the bperator or operators whose oll 1s to be sold and giv¥
ing such operators, or any party qualified for a preference, an
opportunity to show that the sale of,the‘oil would directly or in-
directly have the effect of depriving any party qualified for a
preference of an equivalent amount of oil, royalty or otherwise,
from the same or other flelds. |

5. The committee recommends, as a tentative measure until
further study can be given to the matter, that the Secretary of thé
Interior in awarding 0ll among two or more éarties qualified for a
preference first attempf to determine whether the oll can logically
be prorated,upon the basis of the relative neéds of the qualified
A preference applicants and, 1f so, award the oll on such basis, but 
1f no such determination can be made, that'the Secretary permit the
qualified preference applicants to négotiate an agreement among them-
selves with respect fo the prorating of the oil and that, if the
partlies are unable to agree, then the Secretary determine the awafd of

- the oil among the qualified preference applicants by public drawing.
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Your committee contemplates giving further consideration to
several polnts requlring considerable study, and hopes to be able to.
submit 1ts final report and recommendations bybthe next meeting of

the National Petroleum Council, following the submission of this

feport.

/s/ L. F. McCollum
Chairman
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CODE OF FEDERAL REGULATIONS Y
TITLE 30--MINERAL RESOURCES
 CHAPTER II
GEOLOGICAL SURVEY, DEPARTMENT OF THE INTERIOR

PART 225--DISPOSAL OF GOVERNMENT ROYALTY OIL

Sec.

225.1 Statutory authority.

225,2 Policy. o

205,3 Notice of offer of sale of oil.

225,4 Who may submit applications to purchase and
priority of applicants.

225.5 ’Applicatidﬁs; contents.

225.6 Refineries entitled to preference,

225.7 Exchange agreements. |

225.8 Action by the Geological Survey.

225.9 Award of oll,

225.10 Right reserved by Secretary. v |
AUTHORITY: Act of July 13, 1946 (Public Law 506, 79fh Cong.,

2d Sess.): sec, 36, 41 Stat. 451, 30 U. s. C. 192,

VSec. 225.1 Statutory'authority. The act of July 13, 1946 (Public

Law 506, 79th Cong., 2 Sess.), provides that in order to assist small
business enterprise by encouraging the operation of oil refilneries not
having an adequate supply of crude oll, the Secretary of the Interior |
is authorilzed and directed to grant a preference to sﬁch refineries in
the sale of Government royalty oll accruing from public land oil and
gas leases for-processing or use 1n such refinerles and not for resale
in kind, when he determlnes that sufficlent supplies of crude oll are

not avallable to such refineries 1n the open market.




Sec. 225.2 folicz.. Whehever practicable, royalty oil accruing fO'
the Unlted States and aQailableAfor disposal'pursuant tb the act_will
be offered for sale, aftef-notice'by publication, by public drawing to
applicants entitled to a‘preference under the act, or, 1f there are no
applicants for a préference, by competitive bidding to the highest-

Abidders, all in accordance wlth the procedure prescribed in secs,
225.4 to 225.9, 1nclusive.

The announcement_of'the saie of royalty will contéin such inform-

ation, terms, and conditions as are deémed necessary to effectuafe the

_purposes of the act,

Sec. 225.3 Notice of offer of sale of oil. Where the Secretary
elects to offer royalty oll for sale, the oil will be adveftised for -
sale in designated newspapers or_periodicals of general circulation

- for such period of time as may be specified. Such notice will set the
day and hdur’on which applications to purchase will be recéived in the
office of the Director, Geological Survey, will cbntain general
information as to the terms and conditions of the sale, and will give
the names and addresses of the officés where detailed specifications
and information can be'obtained. The notice will be published at the
expense of the Government; |

Sec. 225.4 Who may submit appllications to purchase and priority of

applicants. Applicatiohs to purchase may be submitted regardless of

whether or not a preference 1ls asserted pursuant to the act of" July 13,
1946, Where such a preferehce is not asserted the application to pur-
chase must be accompanied by a premium bid in accordanée with the
specifications governing the offer for sale. Where such a prefefence
is aséerted, the applicatlon purchase must be aécompanied_by the in-
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formation and sho&ing required under sections 225.3 and.225.4thereef.
Applicants aSserting a preference and fOﬁnd properly entitled thereto
will recelve priority over applicants to purchase who have‘no preﬁer—
ence where the applieations to purchase are for the same royalty oil;

. Sec., 225.5 Application: contents. A refiner unable to purchase in

the open market an adequate supply of crude>oil to meet the needs of
his existing refinery capacity may file an application with the —
' Director of the Geological Survey, Washingtoh, D.C. Such application
shall be filed in triplicate and muetvbe accompanied by a detailled
?statement contalning the following informatioﬁ: (

(a) The full name and address of the applicant; the location of
his refinery cor refinefies; a complete disclosure‘of applicant's
affiliation or assoclation with any other refiner of oli if such
relattenship exists; and reasons for believing that applicaht Is
entitled to a preference under the act of July 13, 1946, includ-
ing a full showing of efforts made to purchase~thé needed oil in
the open market. |

(b) The capacity of the refinery to be supplied and the amount,.
source, and grade of all crude oil cﬁrrently available to the
applicant refiner from his own production or by purchase, includ-
ing a statement of the amounts of crude oil purchased under firm
contracts,; the dates of expiration of such contracts, and the
amounts purchased under day-to-day, spot-buys, or other temporary
arraﬁgements subject to termination on not more than 30 days'
notice. Gilve eomplete information on any cﬁrrent sales of crude
0il. (The names of persons or companies from whom purchases are
made shall be reported by separate attachment, and such information

will be treated as confidential by the Department).
-3 -




(c) The minimum amount and grade ofrégditional crude oil
needed to meet existing refinery caéﬁcity, or exlsting comﬁié—
ments, if.smaller; the field or fields which thevrefinerAbef
lieves offer a poﬁential source of crude-oll supply because of -
proiimity to the refinéry; and ﬁhe available tranéportation
‘-facilitiles which”thé refiner proposes to utilize. _
(a) A tabulation for the preceding 12 months or. for ﬁhe last
12 months. 6f opefation of the amount and grade of crude oill B
_refined each month, and the kind and amount of the principal

finished products. .
Applicants are warned.that 18 U. S. C. sec. 18, makes 1t a crime

~‘for any person knowingly and wilfully to submlt or cause to be sub-
mitted to any agency of the United States any false or fraudulent
statemen*s or representations as to any matter within its'jurisdiction;

Sec, 225.6 Refineries not entitled to preference. A refinery (1)

with é dqily total crude bil capacity rating of move than 10,000
barrels, or (2) having a source of crude oil suppiy‘émounting to 75
per cent of 1ts capacity, either its own or controlled production or

" under firm éonﬁraéts running six months or more, after the closing '
date of the offer, or (3) not equipped to fefine crude oil of the
guality offered, or (4) not in the area that regularly and customarily
receives crude oil from the fields in which the royalty oll offered

1f produced, will;be regarded as not entitled to a preference. For
the purposes of this section two or more refineries with or under the
same or substantially the same’ownership or control will be treated

as one refinery,.




Sec. 225.7 Exchange agreements. The act of July 13, 1946, re-

quiresvrefiners granted a preference to process or use in such re-
fineries and not resell in kind royalty oil purchased thereunder.‘
Agreements providing for the exchange of crude oil purchased dnder the
act for other crude oil on a volume 5} eﬁuivalent value pasis will not
be ccnstrued as constituting resale 1n‘kind prohibited by the act.
Where an exchange'agreement has been entered into or is contemplatedv
with regard to royalty oill available for sale, full information rela-
tive thereto must be furnished elther at the time of fiiing application
to purchase royalty oil or with the submission of a bid. ‘

m

Sec. 225.8 Action by the Geological Survey. The Geological Survey

shall examine each application filed pursuant to these regulations_and'
where 1t fipds that the showing submitted 1s inadequate or unsatis-
factory, such additlonal showing shall be required as may be deemed
necessary. Thereafter, the Geological Survey will make approprlate--
:recommendation to the Secretary as to appllcations to purchase, appll—
cations for preference, any premium bids, applicants regarded as en-
titled to a preference, and the date and hour of the drawing 1f more
than one applicant is entitled to a preference for the same royalty

cil,

Sec, 225.9'Award‘g£ Qil. In no case will royalty cil be sold
for less than/the market price, and except in unusual cilrcumstances,
no award will be made which will iucrease a refinery's supply to more
than 85 per cent of 1ts capacity.

(a) 1If none of the applicants to purchase the royalty oil has

filed an appllication for preference,‘the oll will be awarded to

the qualified applicant, offering the highest‘price therefor in
-5 - ' I




accordance wlth the specifications governing the offer for sale;
(b) If one or more of thé applicants has filed an appliéation
for preference but none is found to be entitlé& to a preference,_
all appllications to purchase wili be rejected and no award of
the roYalty 01l will be made under the offer, The royalty oll
may be reoffered at a later date or may be sold in accordance

. with the right reserved to the Secretary hereinafter, which-
ever he may‘deem appropfiate.4 |
(¢) If two or more applicants to purchase have filed appli-
cations for preference and are found entitled to a preference,

~ a date and hour for a public drawing will be fixed and all .
applicants to purchase will'be notified of the time so fixed.
The drawing‘will be conducted by the Directqr of the GeolOgif
cal survey or his designated representative and will be in
the manner pfescribed in 43 C.F.R. 295.8 (R.S. 453, 2478; 43
U.S.C. 2, 1201; G.L.O., now B.L.M., Circular 324, May 22,
1914, 43 L.D. 254). 1In the event bnly one applicant to purchase
is found entitled to a preference no drawing.will be necessary.

Sec, 225.10 Right reserved by the Secretary. In cohnection with

any sale of royalty oil under the act of July 13, 1946, the Seére—
tary of the Interilor reserves the right to prorate the oii among the
~applicants to purchase in such aﬁounts as he deems equitable, or, if
it 1s not practicable to prorate the oil, to reject all applications
to purchase the oll and sell 1t or any portion thereof af private sale
to any refinery entitled to a preference or to others, if no_refinefy
is entitled to a preference, at not less than the market price when-

ever In his Judgment the spirit and intent of the act will be sub-
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served thereby. The Secretary also_fesefﬁés the fight to terminate
any agreement fdr the sale of foyalty oil if and when‘hé determines
the purchaser under such contract is no 1dnger eligible, oﬁ-accbunt;bf
changes in ownership 6r contrél of the purchaser company or the acqul-
sition of adequate crude oil supplies_from otherVSOurcés, to receive
the oil under the acf'of July 13, 1946, (80 Stat. 533) and these
regulations.

| _ Acting Director

Appfoved: Secretary of the Interior

-
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CODE OF FEDERAL REGULATIONS " P

- TITLE 30--MINERAL RESOURCES Y

' CHAPTER 1II .
GEOLOGICAL SURVEY, DEPARTMENT OF THE INTERIOR

PART 225--DISPOSAL OF GOVERNMENT ROYALTY OIL

Sec. . '

225.1 Statutory Authority.

225,2 Policy. ' '

'225,3 Exchange Agreements.

225,4 Application; contents.

225.5 Action by the Geological Survey.

225.6 Notlce of offer of sale of oil.

225.7 Who may submit bids and priority of bldders.
225.8 Award of oil.

{0 AUTHORITY: Act of July 13, 1946 (Public Law 506 79th COng., 2nd
Sess.); Sec. 36, 41 Stat. 451, 30 U.S.C. 192,

Sec. 225.1 Statutory authority. The act of July 13, 1946 (Publlc
Law 506, 79th Cong., 2d Sess.), provides that in order to asslist small
business enterprise by encouraging the operation of oll refineries not
having an adequate supply of crude oll, the Secretary of the Interior
1s authorized and directed to grant a preference to such refineries in
the sale of Government royalty oll accrulng from public land oll and
gas leases for processing or use in such refineries and not for resale
in kind, when he determines that suffilclent supplies of crude oll are
not avallable to such refineries in the open market.

/
Sec., 225.2 Policy. Whenever practicable, Government royalty oil

avallable for disposal pursuant to the act wlll be offered for sale by
competitive biddding after notice by publication under sealed bids to
the highest bidder entltled to a preference 1n accordance with the pro-
cedure prescribed in secs. 225.4--225.8 inclusive.  The amount of the
bond,; the place of delivery of the oll, the volume measurements, the
gravity determinations, and such other requirements or condltions of the
sale as may be deemed necessary to effectuate the purposes of the act
wlll be incorporated in the call for bids when royalty oll 1is offerﬂd
for sale. . .

Sec, 225.3 Exchange agreements. The act of July 13, 1946 requires
refiners granted a preference to process or use in such refineries and
not resell in kind royalty oll purchased thereunder. Agreements pro-
viding for the exchange of crude oll purchased under the act for other .
crude o1l on a volume or equivalent value basis wlll not be construed
as constituting a resale in kind prohibited by the act. Where an
exchange agreement has been entered into or is contemplated with re-
gard to royalty oll available for sale, full informatlon relative there-
to must be furnlshed elther at the tlme of filing appllcation to pur-
chase royalty oil or wlth the submission of a bid.




_ Sec., 225.4 Application; contents. A refiner unable to purchase in
the open market an adequate supply of crude oll to meet the needs of .
his existing refinery capacity may file an application with the Director
of the Geologlcal Survey. Washington, D. C. Such application shall be
filed in triplicate and must be accompanied by a detalled statement con--
taining the following Information: _

- (a) The full name and address of the applicant; the
location of his refinery or refilneries; a complete dis-
closure of applicant's affiliation or asgsociation with
any other refiner of oll if such relationship exists;
and reasons for believing that applicant 1s entitled to

a preference under the act of July 13, 1946, including
a full showing of efforts made to purchase the needed 011
in the open market. :

(b) The capaclity of the refinery to be supplied and
the amount, source, and grade of all crude oil currently
avallable to the applicant refinery from his own production
or by purchase.

(¢c) The minimum amount and grade of additional crude .
oll needed to meet existing refinery commltments or
exlsting refinery capaclty, the fleld or filelds which
the refiner believes offer a potential source of crude-
oil supply because. of proximity to the refinery, and the
avallable transportation facilities which the refiner
proposes to utilize.

(da) A tabulation for the preceding 12 months or for
" the last 12 months of operatlon of the amount and grade .
of crude o0ll refined each month, and the kind and amount
of the princlpal flnished products.

Sec., 225.5 Action by the Geological Survey. The Geological Survey
shall examine each application filed pursuant to these regulations and
where 1t finds that the showing submitted is inadequate or unsatisfact-
ory, such additional showing shall be requlred as may be deemed neces-
sary. Thereafter, the Geological Survey shall make appropriate recom-
mendation to the Secretary as to the Government royalty oil to be
sold, 1f any, and the terms and conditions to govern the sale,

Sec. 225.6 Notice of:offer of sale of oil. Where the Secretary
elects to offer royalty oil for sale, the oil will be advertised for
sale 1in deslgnated newspapers or perlodlcals of general cilrculation
for such period of time as may be specifled. Such notice will set
the day and hour on which sealed bids will be received 1in the office
of the Director, Geologlcal Survey, and will contain the terms and
conditions of the sale, The notice will be published at the expense
of the Government. All bidders are warned against violation of the
provisions of sec. 59 of the United States Criminal Code, approved
March 4, 1909, prohibiting unlawful combination or intimidation of
biaders.
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Sec. 225 7 Who may submilt bilds and prioritfy of bidders. Bids may
be submitted regardless of whether or not a preference 1is asserted
pursuant to *the act of July 13, 1946, Where such a preference is as-
serted, bilds must be accompanied by the showing required by sec. 225.4
hereof. Bidders asserting a preference and found properly entitled
thereto will receive priorlty over bidders who have no preference
where blds are made for the same royalty oil.

: Sec. 225.8 Award of oil. The @Geologlcal Survey shall conslider all
bids submltted for Government royalty oll and make appropriate recom-
mendation to the Secretary of the Intericr in accordance with the
general principles stated in this section. In no case will Government
royalty oil be sold for less than the market price, Where none of the
bidders for the same royalty oil 1is found to be entitled to a pre---
ferehce, the oil will be awarded to the qualifled bldder offering the
highest price therefor in accordance with the specifications governing
the sale. Where two or more bidders for the same royalty oil are prop-
erly entitled to a preference, the oll will be awarded to the bidder
offerlng the highest price therefor in accordance with the specifica-
tions governing the sale. In case two or more 1ldentical bids are :
recelved for the same royalty oil from bidders properly entitled to a
preference, the Secretary of the Interlor reserves the right to pro- .
" rate the oil among such bldders in such amounts as he deems equitable
or, if 1t is not practicable to prorate the oil, to award it to one

of such bidders by public drawing after notice to the bildders who sub-
mitted the identical bids. In connection with any sale or soyalty

01l under ~the act of July 13, 1946, the Secretary of the Interior re-
serves the right to reject all bids .nd sell the oil or any portion
therecof at private sdgle to any refinery entitled to a preference at
not less than the market price whenever in his Jjudgment the splrit

and Intent of the act will be subserved thereby.

/s/  Jullan D. Sears
Acting Director.

Approved: September 13, 1946,

/s/ Oscar L, Chapman
Acting Secretary of the Interlor. -




