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R-FACTOR: ROYALTY RATE:

0<R<1.0

15% Hu

1L.0<R<15 20%
1L.5<R<¢2.0 25%

R» 2.0

35%

in the US Gulf of Mexico, the royalty rate is a sliding scale based on the water
depth in which the well is drilled:

0G€" 200 meter - 16.7% royalty

200 GE“ 400 meter - 16.7% royalty with a royalty holiday on the first 17.5 MMboe
400 - 800 meter - 12.5% royalty with a royalty holiday on the first 52.5 MMboe free
over 800 meter - 12.5% royalty with a royalty holiday on the first 87.5 MMboe free
The logic of this royalty structure is that the costs of drilling are higher in
progressively deeper water, so the royalty needs to reduce to compensate for the
increased cost.



Per Barrel Fee

EXAMPLE: Iraq's Ministry of Oil has successfully awarded a series of risk service
contracts in four bid rounds (called Technical Service Contracts, Development and
Production Service Contracts or Exploration and Production Service Contract,
depending on the round) which pays the contractor a fee per barrel of oil
produced. These fees were as low as $1.15 per barrel to as high as $7.50 per barrel,
which is remarkably low.

However, the fields on offer in the first three rounds were all discovered areas,
some of which were supergiant fields with over five billion barrels of oil reserves.
The fees were further reduced by a 25% fully carried state participation and a 35%
income tax; the government take for these contracts was as high as 99% in some
cases. Also, the per barrel fee is reduced by up to 70% as the R factor increases
from zero to 2.0, which further reduces the IOC take. The I10C fees are converted to

barrels of oil which is delivered at an Iraqi export point. |0C costs are recovered
out of 50% of incremental oil production.
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MIDDLE EAST THEATRE OF WAR
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