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citric acid limitation set forth in 27 CFR 
5.23(a)(3)(11) by T.D. ATF-306. T.D. 
ATF-311 WM issued in response to a 
petition from Heublein, hc., for the 
reconsideration of T.D. ATF-306. 
Heublein's petition WM based on a 
re resentation that new sdentific 

available had come to the attention 
concerning d u m  levels for the use 
of citric add in vodka. 
Notice No. 716 

On April 26,1991, ATF issued Notice 
No. 716,56 FR 19623, to gather 
additional information by inviting 
comments from the public and industry 
as to whether the 150 pm citric acid 

should be retained or revised. During 
the comment period, ATF secured an 
outside testing flrm to conduct 
inde endent testing on sensory 
thres\old levels for citric acid addition 
to vodka, In response to Notice No. 716, 
ATF received ten comments. All of the 
coxrments were opposed to setting a 
maximum limitation M low as 150 pm 
for the addition of citric acid to vo&. 
The only commenter submittrig sensory 
test data from independent contractors 
was Heublein, Inc. An evaluation of the 
test data by ATF revealed a dis arity 
between the Heublein inde enzent 

test results from the outside firm 
secured by ATF. Therefore, the 
compliance data of December 4,1991, 
set forth in T.D. ATF-311, was deferred 
until September 3,1992, by T.D. ATF- 
317 in order to allow time to resolve the 
dis arity in test results. 

pr in P ormation and data not reviously 

limitation set forth in F .D. ATF-306 

contractom' test results an ip the sensory 

~ui ia ry  28,1892, the President 

initiatives that would eliminate any 
unnecessary regulatory burden or 
otherwise promote economic growth. 
Subsequently, the president's Qo-day 
moratorium on new regulations was 

forth in 27 CFR 5.23(a)(3)(ii) until 
Se tember 3,1003. 

krmntly, a notice of proposed 
ru1emak;ing (NpRM) is being prepamd 
announcing the results of the 
independent tests conducted by the 
outside testing firm discussed in Notice 
No. 716. Therefore, ATF is deferring the 

rompliance date with res ct to the 

5,23(a)(3)(ii) in order to allow time to 
publish a notice in the F d e n l  Rq#ster 
announcing the results of the 
inde dent lab teatm rn sensory thdr old levels for dtric add addition 
to vodka and to make the material 
available for public comment. 
Notice and Public Procedure 

dtric add limitation set p" orth in 27 CFR 

Because this 5 a l  rule merely 

need for guidance to the industry with 
respect to compliance with this 
provision in T.D. ATF-306, it is found 
to be impractical and contrary to the 
public interest to issue this rule with 
noticeand ublic rocedureunder5 
U.S.C. 553& or su\ject to the effective 
date limitation of 5 U.S.C. 553(d). 
Regulatory Flaxibility Act 
The rovisions of the -latory 

Flexibhty Act relating to a 5 a l  
regulatory flexibilit analysis (5 U.S.C. 
604) am not applicfile to this final d e  
because the agency WM not required to 
publish a general notice of proposed 
rulemaking under 5 U.S.C. 553 or any 
other law, 
Exscutiw Order 12291 

In compliance with Executive Order 
12291, ATF has determined that this 
5 a l  rule k not a "major rule'' since it 
d m  not result in: 

(a) An annual effect on the economy 
of $100 million or more; 
01) Major increases in costs or prices 

for consumers, individual industries, 
Federal, State, or local government 
agencies, or geogra hic re ions; 

(c) Significant aBvelse e%ectn on 
com etition, employment, investment, 
pro%uctivity, innovation, or on the 
ability of United States-based 
ente rises to compete with foreign 
base 'g enterprises in domestic or export 
markets, 
Papemark Reduction Act 

The provisions of the Pa erwork 
Reduction Act of 1Q80, Pu f lic Law 96- 
511,44 U.S.C. chapter 35, and its 
implementing tion~,5CFR art 
1320, do not app T y to thin h a 1  ru P e 
because no requirement to collect 

Dircl- 
Copies of Heublein's petition, the 

notices, the Treasury decisions, and dl 
comments are available for public 
inspection during normal business 

information k imposed. 

hours at: ATF Reading Room, room 
6300,650 Messachusetts Avenue NW., 
Washiqton, DC. 
Dntting Infbraution 

is David W. Brokaw, Wine and Beer 
B r a d ,  Bureau of ~COholD Tobacco, 
and Firearms. 

Therefore, p m t  to the authority 
set forth in 27 U.S.C. 205(e), ATF k 
further postpon@ the compliance date 
with respect to the dtric add limitation 
set forth in 27 CFR 5,23(a)(3)(ii) by T.D. 
ATF-306. The compliance date fs 
August 28,1095. 

The prindpal author of this document 

Signed: July 8,1993. 
SWh=&Wd-,  
D M O E  

Redd Y. N o ~ ~ o ,  
Appmved August 19,1993. 

h l r f o n t  secretory (EnfmementJ. 
[pR Doc. 93-20830 Filed 8-2-3; & I S  aml 
llLurm COOI 4810314 

DEPARTMENT OF THE INTERIOR 

MInenlr Management Sarvlw 

SOCFR Put 218 

RIN 1010-AB84 

Amondmont of Production Accounting 
Rogulrtlonr 
ACICNCV: M i n d  Management Service, 
Interior. 
ACTK))I(: h d  d e .  

8uuyARy: The Minerals Management 
service (MMS) is amen 

tim at 30 Management proSram 
CFR part 216 to reflect a strative 
changes due to the transfer of 
responsibility for productian accounting 
related to onshore Federal and Indian 
oil and gas leases from the Bureau of 
Land Management (BLM) to MMS. The 
amendments clarify operator 
responsibilities for reporting 
information to MMS. 
VRCrrm DATE: A- 27,1993, 
P o R W R T t I E R ~ W N C O N T A c T :  
David S. Guz~, Chief, Rules and 
Procedures Staff, Minerals Management 
Service, Royalty Management Program, 
Mail Sto 3901, P.O. Box 25165, 

telephone (303) 231-3432. 
8uppuYEHTARv #foRyATKw(: The 
prindpal author of this 5 a l  rulemaking 
is Marvin D. Shaver of the Ruler and 

Management Program. 

its Royalty % 

Denver, &l lorado 80225-0165, 

m d m s  Staff, MMS, Royalty 
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I. Background 

Production Accounting and Auditing 
System ( P M S )  which is an int 
system of manual and automate 
processes for minerals production 
reporting, accounting, and auditing. 
Based upon production reports 
submitted by reporters, the P M S  will 
track oil, gas, and solid minerals 
produced from or allocated to Federal 
and Indian leases, including the OCS, 
from the source of production to the 
point of disposition with emphasis on 
the point of royalty determination, or 
point of sale, whichever is a plicable. 

Initialk on off ore On leases and certain onshore 
leases was submitted to PAAS. 

At the Secretary of the Interior's 
request, a study was performed within 
the Department of the Interior (DOI) to 

The MMS maintains a computerized 

yted 

ly production in P ormation 

Management Advisory Committee 
(Rh4AC) propose recommendations on 
the issue. The DO1 study, called the 
"Mneral Lease Information Study" 
(MLIS), concluded in a September 1988 
report that onshore implementation of 
PAAS would be 5 d l y  attractive to the 
Government and would offer several 
advantages to lease and royalty 
man ement rograms. However, there 
wou# be a su\stantial increase in 
industry's costs of reporting. The RMAC 
panel recommended that Do1 
computerize the existing production 
report (Form BLM 3160-6) submitted to 
the BLM and use data from this form to 
effect systematic production/sales 
comparisons, 

Because of the RMAC panel's 
recommendations, the Secretary 
directed, in March 1987, that an 
addendum to the MLIS report be 
com leted to analyze various options of 
impimenting the panel's 
recommendations. This addendum 
concluded that automation of a slightly 
modi5ed version of the existing form 
should occur and that MMS should 
become responsible for the receipt, edit/ 
error correction, and distribution of the 
data to BLM, the Bureau of Indian 
Affairs, States, and Indian Mbes. Based 
on these studies, the Secretary decided 
in June 1987 that: 

t ransfed  from BLM to MMS. 

onshore oil and gas leases should 
continue to report production data on 
the existing production report which 

Responsibilit for receipt and 

0 Operators of the Federal and Indian 

processing of pro i uction data should be 

wi l l  be sli tly modified and 

0 the MMS should distribute 
production data to all users. 
On Mny 9,1988, MMS published a 

Notice of Final Rulemaking in the 
Federal Register (53 FR 16408) to 
amend its regulations at 30 CFR part 216 
to provide instructions to lease 
operatom during the transfen of 
accounting responsibili from BLM. A 

Pollowed to accomplish the transfer of 
production reporting from BLM to 
MMS. The transfer (conversion) of 
responsibility from BLM to the MMS 
automated system has been completed. 
Therefore, MMS is amending its 
regulations to remove the instructions 
applicable during the conversion 
period. We are also amending our 
regulations to clad& operator 
responsibilities for reporting operations 
information to MMS. 
II. Summary of Find Rule 
The amendments included in this 

rulemaking are discussed below by 
section. Many sections in part 216 are 
not being amended by this rulemaking. 
Section 21 6.2 Scope 
This section is amended to remove 

instructions to reporters for submitting 
production reports during the 
conversion period. 
Section 216.6 Definitions 
This section is amended to remove 

the de5ition of '*Conversion period" at 
paragraph (e). We cue also amending 
this section to remove the alphabetical 
designation (i.e., (a), @I, (c), etc.) 
assigned to each definition for 
organizational consistency with other 
h4MS regulations. 
Section 21 6.20 AppJimbility 
This section is amended to remove 

the applicability of 30 CFR part 216 to 
operators during the conversion period. 
Section 21 6.50 Monthly Report of 
Operutions 
This section is amended to remove 

paragraph [a] which made the re orting 
requirements of S 216.50 apphca 1 le to 
operators durin the conversion period. 
parqwpb M (e) am 
redesignated as paragraphs (a) through 
(d), respectively. We are also amending 
the new aragraph (a), formerly 
paragrap E (b), to clarify operator 
responsibilities for reporting operations 
information on this report (Form MMS- 
3160). The cross reference in the new 
am aph(d)(3),fonnerl pamgm h 

p B ) ( 3 f i S  changed from (et21 to (d)r2). 

automate C V  ,and 

hased conversion sch 3 ule was 

Section 216.51 Facility and 
Measurement hfonnation Form and 
Supplement 
This section is amended to remove 

language relating to the conversion 
period. Tbis section is also amended to 
remove the reportin requirements 

h4MS-4051 Su plement), which is no 
longer qd The title of S 216.51 is 
also amended to remove reference to the 
supplement. 
Section 21 6.54 Oil and Cos Opemtions 
Report 
This section is amended to clarify the 

responsibilities of operators who elect to 
report production on the Oil and Gas 
Operation Report (Form MMS-4054) 
instead of the Monthly Report of 
Operations (Form MMS-3180). 
Section 21 6.55 c45 Analysis Report 

Under the existing regulations, this 
report (Form MMs-1055) is uired to 
be submitted by onshore and%ore 
operators by the 15th day of the second 
month following the production month. 
Because MMS no lon er requires the 
information from o ns% ore operators on 
a monthly basis, we m amending 
S 216.55. The amended S 216.55 requires 
that Form MMS-4055 be submitted by 
offshore o erators on a semi-annual 
basis and tl y onshore operators upon 
ques t .  
Section 21 6.56 Gas Plant Opemtions 
RepH 

Under the existing regulations, this 
report (Form MMS4056) is re uired to 
bo submitted by onshore and o If shore 
operators by the 15th day of the second 
month following the production month. 
Because MMS no 1 
i n h a t i o n  from o x o r e  operators on 
a monthly basis, we am amending 
$ 216.56. The amended $216.56 requires 
that Form MMS-4056 be submitted by 
the 15th day of the second month 
following the production month by 
offshore operators unless the plant no 
longer processes gas and has not 
processed said gas for 6 months or more. 
The amended section requires onshore 
operators to submit Form MMS-4056 
only upon request by MMS in order to 
veri& the com osition of a gas stream 

Section 21 6.58 Production Allocation 
Schedule Repod 

Under the existing regulations, this 
report (Form MMs-1058) is uired to 
be aubmitted by onshore and%-shore 
operatom of any fadlity or measurement 
device. B e c a w  MMS no longer requires 
the information from onshore operators, 
we are amending S 216.58. The 

relative to the "aupp 1 ement form*, (Form 

er requires the 

which is trans E rred to a gas plant. 
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amended 5 216.58 requires that Form 
MMs-1058 be submitted only by off- 
shore operators b the 15th day of the 
second month foiowing the production 
month. 
Procedural Matterr 
Administrative Procedure Act 

rulemaking are administrative only and 
are not substantive changes. 
Accordin ly, ursuant to 5 U.S.C. 
553(b), it %as &mn determined that it is 
unnecessary to issue proposed 
regulations before the issuance of this 
final rule. For the same reason, i t  has 
been determined that in accordance 
with 5 U.S.C. 553(d), there is good cause 
to make this lation effective upon 
the date of p u r a t i o n  in the Federal 
Register. 
Executive Order 12291 and the 
Regulatory Flexibility Act 

Because the changes are 
administrative only with no additional 
requirements or burden placed on small 
business entities, the Department of the 
Interior (Department) has determined 
that this document is not a major rule 
under Executive Order 12291 and 
certifies that this rulemaking will not 
have a significant economic effect on a 
substantial number of small entities 
under the Regulatory Flexibility Act (5 
U.S.C. 601 et seq.). 
Executive Order 12778 

The Department has certified to the 
Office of Man ement and Budget that 
these final d a t i o n 8  meet the 
applicable standards rovided in 
sections 2(a) and 2(b)r2) of Executive 
Order 12778. 
Papexwork Reduction Act of 1980 

requirements contained in this rule have 

The changes included in this 

The information collection 

National Environmental Policy Act of 
1969 

I t  is hereby determined that this 
rulemaking does not constitute a major 
Federal action significantly affecting the 
quality of the human environment and 
a detailed statement pursuant to 
paragra h (2)(C) of section 102 of the 

1969 (42 U.S.C. 4332(2)(C)) is not 
required. 
Lbt of Subjecta in 30 CFR P u t  216 

Coal, Continental shelf, Geothermal 
energy, Government contmct~~, Indian 
lands, Mineral royalties, Natural gas, 

Nationa P Environmental Policy Act of 

Penalties, Petroleum, Public lands- 
mineral resouras, Reporting and 
recordkeeping requirements. 

Bob Amstma& 
AulEt4nt Secnitar)h..l[nnd andMineds 
Management 

preamble, 30 CFR part 216 is amended 
as follows: 
PART 2lbPRODUCTK)N 
ACCOUNTINQ 

1. The authority citation for part 216 
is revised to read as follows: 

AuU~odty 6 U.S.C. 301 et seq.; 25 U.S.C. 
396 et q.: 25 U.S.C. 396a et reg.; 25 U.S.C. 
2101 et q.: 30 U.S.C. 181 et reg.: 30 U.S.C. 
351 et seq.; 30 U.S.C. 1001 et seq.; 30 U.S.C. 
1701 et q.; 31 U.S.C. 3716; 31 U.S.C 
3720A; 31 U.S.C. 9701; 43 U.S.C. 1301 et 
seq.; 43 U.S.C. 1331 et req.: and 43 U.S.C. 
1801 et reg. 

2. Section 216.2 under Sub art A- 

follows: 
8216.2 SOOPO. 
This art governs the reporting of oil, 

information on Federal and Indian 
leases or federallyapproved agreements 
including leases or agreements on the 
OCS. This part also governs the 

in?ormation associated with production 
from Federal and Indian leases or 
federallyapproved agreements when 
such operations occur prior to the point 
of sale or royalty determination, 
whichever is applicable. Reporters are 
required to submit certain production 

$218.8 [&nondadl 
3. Section 216.6, “Definitions” under 

Subpart A-General Provisions is 
amended to remove the alphabetic 
paragraph designation of each definition 
and to remove the definition of 
“Conversion period”. 

4. Section 216.20 under Subpart A- 
General Provisions, is revised to read as 
follows: 
8216.20 Applbbl#ty. 
The requirements of this part shall 

apply to all oil, gas, and solid mineral 
operators reporting information on 
Federal and Indian leases or federally 
approved agreements, including leases 
or agreements on the OCS. 

5. Section 216.50, under Subpart B- 
Oil and Gas, General, is amended by 
removing paragraph (a) and 
redesi ating paragraph 011, (c), (dl, 
and (e P u new paragraph (a) thra 
(dl, respectively. The new paragrap (a) 

Dated: July 23,1993. 

For the reasons set out in the 

General Provisions, i s  revise (P to read as 

gas, an B solid minerals operations 

re orting of other operational 

reports to MMS 0 8et forth in this part. 

Y? 

(former1 aragraph (b)) is revised to 

8218.50 Monthly nport d o p m t l ~ ~ ~ .  
(a) Each operator of each onshore 

Federal or Indian lease or agreement 
containing at least one well not 
permanently plugged and abandoned 
shall 5le a Monthly Report of 
Operations (Form MMS-3160) unless 
production data is authorhd to be 
reported on Form MMS-4054. This 
requirement does not apply to reporting 
of operations of gas storage agreements, 
which must continue to be reported to 
the appro riate BLM offlce. A 
complete~Form MMS-3160 shall be 
filed for each calendar month, beginning 
with the month in which drilling 
operations are initiated, on or before the 
15th day of the second month following 
the month being reported until the lease 
or agreement is terminated, or the last 
well is approved as permanently 
plugged or abandoned by BLM and all 
inventory is disposed of, or until 
monthly omission of the report is 
authorized by MMS. The MMS may 
grant time extensions for 5 Form 
MMS-3160 on a case-bya%s upon 
written request to MMS. 

6. The new paragraph (dl(31 of 
5 216.50 (formerly paragraph (el(3)) is 
amended to change the moss reference 
in that paragraph from ” aragraph 
(eI(2)” to “paragraph (d)& 

7. Section 216.51, under &b art B- 
Oil and Cas, General, is revisecfto read 
as follows: 

lntonnrtknform. 

Information Form (Form MMs-1051) 
must be filed for each facilit or 
measurement device which L d l e s  
roduction from any Federal or Indian r-, or federallya roved agreement, 

through the oint oRrst sale or the 
point of roy s ty computation, whichever 
is later. The completed form must be 
5led by any operator (reporting 
production on a Form MM!M054) of an 
onshore Facility Measurement Point 
(Fh4P) that handles production from any 
Federal or Indian lease or federally- 
approved agreement prior to, or at the 
point of ro alty determination, or any 

that is m n t l y  reporting to the PMS.  
The report must be filed no later than 
30 days after the establishment of a new 
facility or measurement device, or 30 
days after a change is made to an 
existing facility or measurement device. 

8. Section 216.54 under Sub art B- 
Oil and GM, General, IB n v i ~ d l t a  nad 
as follows: 

readas YS o ows: 

. . .  e .  

g2iasi F ~ I ~ Q  urd yI.r-t 

A Facility and Measurement 

operator w i o acquires an onshore Fh4P 
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S216.54 Oil and 011 Opomtionr Roport. 
Eve operator of an OCS lease or 

tedera&approved offshore agreement 
and any o erator of an onshore Federal 

agreement that has electe to report 
production on an Oil and Gas 
Operations Report (Form MMS-4054) 
instead of the Form MMS-3160 (see 
5 216.50(~)(2)) must 5le a Form MMS- 
4054 each month as long as there exists 
at least one well that is not permanently 
plugged and abandoned. A com leted 

calendar month, ning with the 

initiated, on or befare the 15th day of 
the second month following the month 
being reported, until the lease or 
agreement is terminated, or the last well 
i s  permanently pl ed or abandoned 
and all inventory 3 is sposed of, or until 
omission of the report is authorized by 
MMS. 

9, Section S 216.55, under Subpart 
M i l  and Gas, General, is revised to 
read as follows: 

dl'" orIndian P morfederal l  pproved 

Form MMS-IO54 must be Bled P or each 

month in which dri T ling operations am 

3 216JM a 8  AMbk RIport 
Any operator of an OCS lease or 

federal1 pproved agreement and, upon 

onshore Federal or Indian lease or 
federally-approved agreement, from 
which gas is sold or is transferred for 
processing prior to the point of ro alty 

Report (Form MMS-4055) for each sales 
or transfer meter. The form is due at 
least twice a year; once in the first 6 
months of the calendar ear, and once 

year, but ma be submitted monthly, or 
as specified i: y the gas sales contract 
terms, and must be submitted on or 
before the 15th day of the second month 
following the end of the reporting 
period to which the information applies. 
All re orts must be submitted by August 
15th Por any sales/transfers occurring in 
the first 6 months of the calendar year 
and February 15th of the following year 
for any saledtransfera occurring in the 
second 6 months of the calendar year. 

10. Section 216.56, under Subpart B- 
Oil and Gas, General, is revised to read 
as follows: 

request r y MMS, any operator of an 

computation, must 5le a Gas Ana r ysis 

in the last 6 months of t i  e calendar 

# 216.58 a 8  Pknt OpW8th8 R~por t  
The operator of each gas plant that 

processes gas that originates from an 
OCS !ease or federally-approved 
agreement and, upon request by MMS, 
the operator of a gas plant that processes 
as from an onshore Federal or Indian 

fease or federally-a proved agreement, 

computation, must 5le a Gas Plant 
Operations Report (Form MMs-1056) 

prior to the point o P royalty 

for each calendar month, begidng with 
the month in which processing of gas is 
initiated, on or betore the 15th day of 
the second month following the month 
being reported. The report must show 
100 percent of the gas. If a plant no 
longer processes gas that originated 
&om a Federal or Indian lease, or 
federally-approved agreement, prior to 
the point of royalty computation and 
has not processed such gas for 6 months 
or more, the operator of the gas plant is 
not required to file a Gas Plant 
Operations Report until the plant again 
produces such gas. The operator of the 
gas plant must notify MMS, in writing, 
when such gas has not been processed 
for 6 months or longer. 

Oil and Gas, General, is revised to read 
as follows: 
S216.58 Produdon Alloedon 8oh.dulo 
R- 

(a) Any operator of an off&ore 
Facility Measurement Point (FMP) 
handling production from a Federal 
lease or federally-approved agrwment 
that is commingled (with approval] with 
production from any other source prior 
to measurement for royalty 
determination must 51e a Production 
Allocation Schedule Report (Form 
MMs-4058). This report is not required 
whenever all of the following conditions 
are met: 

(1) All leases involved am Federal 
leases; 

(2) All leases have the same 5xed 
royalty rate; 

(3) All leases are operated by the same 
operator; 

(4) The facility measurement device is 
operated by the same person M the 
leasedagreementx 

(5) Production has not been 
previously measured for royalty 
determination; and 

(6) The production is not 
subsequently commingled and 
measured for royalty determination at 
an FMP for which Form MMS4058 is 
required under this part. 

(b) A com leted Form MMS-4058 

beginning with the month in which 
handling of production covered by this 
section is initiated, and must be Bled on 
or before the 15th day of the second 
month following the month being 
reported. 
[FR Doc. 93-20759 Filed 8-2693; 8:45 rm) 
-co#4¶1= 

11. Sectlon 216.58 under Subpart B- 

must be 51e x for each calendar month, 

ao CFR put 2w 

FUN 101048SB 

Suroty Bond Cowago tot Lwrlng of 
Sulphur or 011 and -8 In tha Outer 
Contlnontal Show (OCS) 
A-Y: Minerals Management Service, 
Interior. 

SUUMAFW This final rule amends the 
ACTION: rule. 

address lease abandonment and cleanup 
on producing leases in shallow water 
from 0 to 200 feet. The level of bond 
coverage required on the remainin 
leases will be addressed on a case- y- 
case basis ursuant to 5 256.61, 
Additionafbonds, This rule is being 
promulgated to mure that lessees have 
the finandal capadty to carry out their 
obligations, e.g., to properly plug and 
abandon wells, remove platforms, and 
clear the well or platform site of 
obstruction e. 
EFFECTIVE DATE: November 26,1993. 
WCI PWITHLER HFOW" CONTACT: 
Gerald D. Rhodes, telephone (703) 787- 
1600. 
WPPLEYEHTARY lNFoI?MAnoN: This 5 a l  
rule establishes a thrw-tier a proach to 
bond coverage mfrementa kr OCS oil 
and as leases an postlease operations 

of ro osed rulemaking (NPR) that WM 

2388). This approach provides a 
transition period for implementation of 
the new bond requirements by retaining 
the m n t  level of bond coverage for 
leases until such time M then, is a 
change in lease activity or ownership. 
The ln~rea~ed bond coverage will be 
required when an Exploration Plan (EP) 
or a signi5cant revision to an approved 
EP, a Development and Production Plan 
(DPP) or a significant revision to an 
approved DPP, a Development 
Operations Coordination Document 
@OCD), or a signi5cant revision to an 
approved DOCD, or a request for 
assignment of a lease is submitted to the 
Minerals Man ement Service (MMS) 

a lessee or operator to submit a bond in 
an amount less than the amount 
rescribed by the rule for individual 
eases when the authorized of5cer 

s with the lessee's (operator's) 
r * g  that well abandonment, 
platform ~ ~ L u O V ~ ,  and site c l e m c e  
costa for the lease will be less than the 
amount of the lease bond coverage 

% 

simi f ar to the one proposed in the notice 

pu ! A  li ed on January 24,1990 (55 FR 

for approval. 3 e 5 a l  rule also allows 

P 
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($200,000 to $500,000) speci5ed in this 
The title of art 256 has been changed 

to Leasing of fulphur or Oil and Gas in 
the Outer Continental Shelf to reflect 
the subject matter contained therein. 
Part 256 no longer addresses dghts-of- 
way, and the leasing of OCS minerals 
other than oil, gas, and the sulphur is 
governed b the provision of 30 CFR 
part 281. danger, have also been made 
iu the text of the rule, as issued, to 
clarify the intent of the new rule and to 
retain certain aspects of the current rule 
that were omitted from the roposed 
rule (e.g., the 5 a 1  d e  r e d s  the 
provision that permits a lessee to 
maintain a $300,000 areawide bond if it 
only holds leases that have had no 
exploration or development and 
production activity proposed). 
ProVISona of the Fhd Rule 

5 a l  Nle. 

The ob ective of this rulemakin is to 

e should reflect an 

identify B e appropriate level(s) o P bond 

appropriate ba ? ance between 

cover e required of OCS lessees. The 
level 8 cove 

encouraging the maximum economic 
recovery of natural gas and oil from 
Federal offshore leases while providing 
the Federal Government with an 
adequate level of protection in the event 
lessees default in their obli ations to 

platforms and other structures, and clear 
the seafloor around the well and 
platform site of debris and other 
obstructions to alternate uses. 
The 1985 Marine Board of the 

National Research Council study 
entitled "Disposal of Offihore 
Platforms," estimated the removal costs 
for structures in 20 feet or less of water 
(includes some older structures in up to 
50 feet of water) to range from S50,OOO 
to $400,000 while the costs of removing 
structures in water depths between 20 
feet (in some instances 50 feet) and 100 
feet were estimated to range between 
$600,000 and $1.3 million. The removal 
costs of structures in water de the of 
100 to 200 feet were estimate c f  to range 
between $1 million and $2.5 million. 

The total costs for platform removal, 
well abandonment, and site clearance 
can vary significantl among individual 

number of structures, number and depth 
of wells, water depth, and other factors, 
The MMS estimates the average cost for 
removing all structures and clearing 
entire lease sites in shallow water (0 to 
200 feet) in the Gulf of Mexico (COM) 
to be: (0 to 50 feetH3.2 million, (51 to 
100 feet)-$2.6 million, (101 to 200 
feetkS3.Q million. The MMS estimates 
the m e  work in deep water (more than 
201 feet) to be (201 to 400 feet)--S8.8 

properly abandon lease we fl 8, remove 

leases because of di f!e rences in the 

million, (more than 401 feet)--S21 to 
over $90 million. 
The surety bond requirements of this 

rule balance the Government's need for 
a greater degree of protection against the 
costs and dinincentives to additional 
production that higher surety bonds 
would impose. The requirements do not 
seek to quire surety bond levels that 
would cover each individual lease's full 
liabilities in all cases, since it is 
expected that in many cases the wells 
and associated structures on a lease 
would not all stop being economically 
produdble at the same time. Thus, it is 
expected that the lessee typically will 
have some funds available to cover part 
or all of its potential liability. The MMS 
regulations at 30 CFR part 250, subparts 
G and X, and other MMS requirements 
make it clear that lessees are responsible 
for all removal, plugging and 
abandonment, and site clearance costs- 
the level of bond coverage does not 
provide a ceiling for lessee obligations 
and res onsibilities. 
The &dings of the National Research 

Council study combined with more 
recent lessee provided information 
concerning actual well-abandonment 
costs and site cleanup costs provided 
general guidelines for revisin the levels 

causing an unnecessary burden on 
offshore lessees and o erators. 
The new, basic sure! bond amounts 

established b this 5 Y  rule will 
provide an e&ctive mechanism to give 
greater assurance of the financial 
capabilit of OCS lessees and operators, 
without hdering the capability of 
those lessees and operators to undertake 
OCS exploration and development 
operations. 

Under the approach retained b this 
final rule, prior to the issuance o r a 
lease, a successful bidder must submit 
and maintain a S50,OOO surety bond 
conditioned upon compliance with all 
the terms and conditions of the lease. 
The successful bidder is not required to 
submit an individual SS0,OOO surety 
bond if the bidder already maintains or 
furnishes an areawide surety bond in 
any of the amounts specified in the rule 
( $ 3 0 0 , ~ 0 ,  $1 million, or $3 million) 
that is conditioned u on compliance 

OCS oil and gas and SUI hur leases held 
by the bidder in the d a m  in which 
the lease that i s  to be i m e d  is located. 

When a lessee proposes to initiate 
exploratory activitiea on a lease, or 
roposes to assign the record title in a 

ream that has an approved Ep, a suret 
bond in the amount of $200,000 mustL 
submitted with the EP unlm the 
authorized officer, for good cause, 
permits the lessee to aubmit the 

of bond coverage required wi i l  out 

with all the terms an B conditions of 

$200,000 bond after the submission of 
the EP but prior to the ap roval of 
drill@ activities under &e EP. A lesoee 
need not submit a $200,000 lease 
exploration bond with its EP if the 
lesaee already maintains or furnishes a 
$500,000 lease development bond or M 
areawide surety bond in the llum of $1 
million or $3 million that is conditioned 
upon compliance with all the terms and 
conditions of the OCS oil and gas and 
sulphur leases held by the lessee in the 
OCS area in which the lease is located. 

At the development and production 
stage, or where a lessee pro oses to 
asaign the record title in a &eloped 
lease, this 5 a l  rule requires the 
submission of a S500,OOo lease bond 
unless the lessee already maintains or 
furnishes an areawide bond in the 
amount of $3 million that is conditioned 
upon compliance with all  the terms and 
conditions of OCS oil and gas and 
sulphur leases in the OCS area in which 
the lease is located. 
As noted in the preamble to the 

proposed rule and proposed S 250.62, 
these hi er bond amounts are also 

lessees of record title interests in a lease 
with an approved EP, DPP, or DOCD 
consistent With the requhments of 30 
CFR 258.84(c). 
This 5 a l  rule retains the provision 

under which an operator's bond in an 
equal amount ma be substituted for a 
lessee's bond. I t  &odd be noted that 
the substitution of an operator's bond 
for a lessee's bond does not relieve the 
Iemeds) of the obligation to comply 
with all the terms and conditions of the 
lease. 
This 5 a l  rule also retains the 

provision under which the authorized 
officer may require additional security 
in the form of a supplemental bond or 
bonQ or require an incntasein the 
coverage of an exi bond when 

(30 CFR 258.81, Additional bor 3s). 
Thus, the authorized officer may, on a 
case-by-case basis, require a lessee to 
increase its level of bond coverage to the 
level necessary to ensure resent and 
future compliance with d lease 
obligatuns. Section 256.8l(d) expands 
upon current f 256.81 to include 
examples of factors similar to those 
currently being examined by authorized 
officers to help detemhe the need for 
additional or sup lemental security. 

limited to, 5 a n d a l  ability, record of 
meettag obligations, and projected 
5ancial strength. Inclusion of such 
examplea informs the public of the 
kinds of considerations that have been 
and will be evaluated in determining 

require P when there is M assignment by 

additional security 9 is eemed necessary 

Those factors inc f ude, but are not 
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the need for an incmase in the bond 
cover e roquired on a lease. ~ ~ 3 s  not a substantive change from 
the kinds of facton MMS currently 
examines. 

This rule also requires that bonds be 
issued by a surety certified b the US. 

Treasury). US. Treasury securities ( U S  
Bonds or Notes) may be submitted in 
lieu of a bond should the lessee or 
o erator so choose. In addition, the rule 

forms of financial assurance in lieu of 
suret bonds if certain criteria are met 
and J e  authorized of5cer approves the 
substitution. For example, latten of 
credit might be rovided in lieu of the 

the Government are sufflcientl 
protected, and the letter of cre t 4  it is not 
revocable. 

provision of proposed 256.62(e) which 
would have excused an assignee from 
furnishing bond if the assi or 
furnished bond and agreego liability 
for the assignee's performance, because 
it is unnecessary. An existing regulation 
at 5 256.64(c) permits an assignor and 
assignee agreement joint principals 
on a bond. Further, nvrent rules at 
5 256.62(d) provide that assignors 
remain "liable for all obligations under 
the lease accruing prior to the approval 
of the assignment." These obligations, 
accrued but not yet due for 
performance, include those of sealin 
wells, removing platforms, and clear!& 
the ocean of obstructions. These 
obligations accrue when a well is drilled 
or used, a platform is installed or used, 
or an obstruction is created and remain 
until the procedures specified in 
subpart G of part 250 are followed. The 
assi nor continues to be joint1 liable 
for &e performance of these o g ligations 
with respect to wells or structures in 
existence and not plugged or removed at 
the time of the assignment.1 

1 A lotter datod ]uno 6.1W8, to a ringlo rodumr 
from tho Dlrsctor of M)ds rtrtod lbrt IntAor would 
not procoed o@mt tho origlnrll.urwulgnor to 
perform p l u m  urd ohndolrmart appurntly on 
tho m n w u  p d r  thu tho mgdaUoar dld not 
contemploto urlgnon rm.lnln. ruponrlblo for 
M obll alloar for whIch tho urlgnr w u  
obEgrto! undu 30 CFR 258.62(0). Tho lottor w u  
mlrhkar in oppuatly ammhq only ono puty 
could bo lloblo for ury dwn obl@Uon. Tho MMS 
Ir not dono in holdlly M w@or Jolntly lirblo 

rccrulng bofon tho wlgnmat rad whlch 
continuer to bo duo der  tho urlgnmmt In tho 
common law, ur 
prrformmn of a p n u  cownurta of tho leao. 
together with tho wlgnw. r h t  an a p m  rolsur 
by tho lruor  in rho lwu or drmhur. Soo. 
genardy. auk ConUnud llrbfllty of r Sollar 
ARsr I Sal8 of Roduclng Pmprrtlra, 41 brut on Oil 
and Cu L urd T u b  W (1090). Slmlluly, cmdu 

Department of the Treasury ( E .S. 

a f lows the substitution of alternate 

re uired surety 1 ond if the authorized 
of 1: cer determines that the interests of 

The MMS is not ado ting that 

4th UrigUOO for p W f O ? d q  M obllgrtlon 

1- nmdnr lloblo lor 

T y p i d y  an assignment agreement 
between an assignor and ami ee will 

performance bond or indemnity 
agreement to rotect the assignor from 
potential UabRty to the lessor or the 
regulatory body for their erformance. 

the assi or's perceived need for 
demangg bond for the same liability 
as bonded for MMS, MMS will accept, 
under 5 256.64(c), a joint bond from an 
assignor and assignee in the amount 
sped5ed in this d e .  The Re@onal 
Director ma also em loy the authority 
under new 8256,58&$to accept 
alternative security instnunents. or the 
implicit authorit to phase in the 

under new 5 256.61(d). This should 
facilities assignee bonding at a suf5dent 
level to eliminate the assignor's 
perceived need for a second bond not 
pa able to the United States. 

Kdditional revisions for technical 
accuracy not affecting the substance of 
the rule were also made. 
Commenta axid PecommendaUonr of 
Rerpondenb 

In order to alert the otentially 
impacted parties, MM mailed copies of 
the Federal Rqhter NPR directly to 
some 272 lessees and o rators who are 
currently active in the &. ~ h f s  final 
rule incorporates, to the degree 
practicable, the comments and 
recommendations received in response 
to the NPR while roviding a mora 
acceptable level o P incrtmed protection 
for the environment. 

A total of 60 timely comments were 
received. Fifty-three of these were from 
companies and individuals in the 
offshore oil and gas industry. Of the 53, 
30 were from lessees and o erators and 
15 from companies and ind[;viduals in 
the oil and gas support services 
industry. The opposition to the 
proposed increases in bond coverage 
expressed in them comments WM based 
upon the view that the United States 
should accept ms ondbility for lease 

resulting from a dehult by a 1- or 
operator either directly or through a 
fund established for that purpose. 
Federal and State agencies either 

uire the ami ee to meet tr ese "ti ob gations, an CY to provide a 

However, as one means o P minimizing 

increase in supp r emental bond required 

abandonment an a clearance liabilities 

tho Loulrhm Mlnerd a d o ,  ur auigurr kcornu 
mpooriblo dhct ly  to tho lossor for tho 
parfornunco of tho l w u  obllgrtioar, but tho 
urlgnor Ir not nl10~0d of Itr obllg.lloar unlrrr tho 
lruor dlrchugr, dt wbor a 1 1 y  md In 
wrlUng. & Rov. Stat 31:126 UI 129. 

compliance with lease abandonment 
and cleanu requirements. 

insurance sad nvety business were 
mixed with one generally su porting 
the proposed rule, two favor/& 
alternate ap roaches, and two providing 

&mment: A frequently stated 
comment was that the proposed $3 
million areawide bond is much greater 
than the costs of site clearance in 
shallow water depths and exceeds the 
costs actually experienced by the 
smaller companies which do not operate 
in deeper water. Several respondents 
nqgested that the proposed 
requirements apply only to fa litier in 
water depths ater than 300 feet. 

argument that the proposed bond 
coverage was too high by citing the 
Cate ory I cost estimate of $400,000 for 

MarineBoardstu y. 
Response: The estimated costs of 

$400,000 for removing Category I lease 
structures WM for small structures in 
water de ths of less than 20 feet (and 

feet of water) and did not include costs 
associated with well abandonment and 
seafloor clearance. I t  should be noted 
that leases in shallow water support 
mom structures on average than do 
leases in dee er water. 

cMunent:!Aany of the respondents 
opposed the proposed rule on the 
grounds that the record does not show 
a oigni5cant level of default by OCS 
lesseea 

Res nse: The m r d  ahow that 

well (lease) abandonment and cleanup 
obligations am a relatively new but 
growing phenomenon. The development 
of this new phenomenon has focused 
attention on the hazards to safety of 
operations and potential environmental 
damage faced in this situation. The 
MMS does not have the appro riation 
authorit required to assume i e  

operator who defaults on its obligations 
to abandon lease wells, remove 
rtructurer and clear the worksite. Thus, 
MMS would be remiss in its 
responsibility for protection of the 
environment and safety of operations in 
the OCS if it waits the develo ment of 
a record of a more si i5cant P eve1 of 

taking action. 

bein decommissioned was relatively 

removed from the Gulf of Mexico OCS. 
This i8 up from the 32 that were 
removed in 1985. The number of 

CommenL from five companies in the 

on1 genera P comments. 

F bond 

These respon r ents supported their 

c r  
plat B orm removal resented in the 1085 

some 01 B er structures in less than 50 

defau p" ts by OCS leraoes in meeting their 

financi Y liabilities of even one lessee or 

defaults by offahore rl essees before 

smal f . In 108% 100 platforms were 

Prior to 1085, the number of platforms 
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platforms expected to be removed in 
199s is 148. As thew greater numbers of 
platforms must be abandoned and 
removed, the potential for damage due 
to lessees’ failure to perform required 
lease abandonment and clearance 
operations becomes signi5cantly 
greater. 

failed to carry out OCS well 
abandonments or to timely meet 
requirements for restoring production 
through OCS well re airs, after 

expired. The lessee lacked the finandal 
capability to c ~ y  out its lease 
abandonment responsibilities and other 
obligations. The wells were subject to 
numerous liens. The MMS offered the 
tract for lease, subject to the successful 
bidder accepting responsibilit for 

The M M S  was fortunate to be able to 
lease the tract subject to these 
conditions and the outstanding liens. 
The M M S  would not have been so 
fortunate had the resources of the tract 
been depleted. 

Comment: Another reason cited for 
opposition to the proposed increase in 
the required level of bond coverage was 
the view that coverage at the higher 
amounts would be extreme1 difficult if 

operators reported that they are required 
to fully collateralize the surety bonds 
that they obtain. This requirement of 
bonding companies ties up assets which 
lessees and operators feel could be 
better used for their leasehold 

In a recent instance, in which a lessee 

numerous demands E y MMS, the lease 

eventual1 plugging and aban dr oning 
those we1 r s even if it never used them. 

not impossible for some to o i tain. Many 

requirement 
of the higher bond would eliminate 
many smaller o erators who want to 

the OCS. 
Response: Entities that engage in 

offshore activities (Le., activities in the 
OCS) must have access to high levels of 
technical and 5nandal resources in 
order to properly and rafely conduct 
offshore activities. In neral, such 

The Mh4S recognizer that the increased 
levels of bond coverage represent higher 
costs for OCS lessees and operators. It 
does not necessarily follow that 
competent smaller operators or 
producers will be eliminated from 
conducting o erations in the OCS or 
that competiion will be affected. The 
Mh4S is aware of a number of smaller 
operators who are providing much 
higher levels of surety protectlon to the 

participate in o R and gas operations in 

entities are not consi d ered to be small. 

current lesms of OCS leases which 
they (the smaller operators) hope to 
obtain through farm-in or other means. 
It should be noted that the re lations 
require only one bond for eaglease. 
Where there are two or more lessees, 
only one needs to maintain the bond for 
that lease in as much as each lessee is 
responsible for the full performance of 
lease obligations. Lessees may continue 
to hold leasehold interests in OCS leases 
covered by bonds provided by other 
lessees without providing bond 
coverage. (It should be noted that the 
m n t  level of bond coverage is 

rease and pipeline right-of-way 
interests.) However, when operators 
become sole lessees, they must provide 
an appro riate level of bond coverage 
prior to tge approval of the lease 
assignment. 

Comment: A number of commenters 
claimed that the pro osed rule would 
eliminate many am ar  1 operators from the 
OCS and reduce competition. 

response, M M S  doer not believe that 
this rule will adversely affect a 
substantial number of small entities. 
Safe conduct of activities, such M 
exploration in the OCS and the 
development and production of OCS oil 
and as properties, requires access to 
high? evels of e erience together with 
high levels of t&cal and financial 
resources. The inherent costs and nature 
of these activities, rather than any 
discretionary rulem action on the 

ve barriers 
to the participation of substantial 
numbers of small entities in OCS 
activities. 

Comment: One commenter 
recommended a “phase-in” of the 
proposed increased bonding 
requirements rather than a sin le 

operators, who currentl have bonds, to 

increase their bond coverage until a new 
activity is commenced. The “phase-in” 
approach will allow sureties to 
underwrite the additional bonds over a 
period of time rather than be faced with 
a mass effort just belore a prescribed 
date for all leueer to briq their bond 
coverage into compliance with the 
increased levels. Another commenter 
recommended that MMS include a 
specific provision for review and 
adjustment of the bond coverage for 
existing offihore leases and structures. 
That commenter felt that m n t  lessees 
should be required to post supplemental 
bonds or inmase their coverage to the 
level mandated under the new 
regulations, when finallzed. 

rovided by 25 per#mt of the owners of 

Response: As noted in the preceding 

part of MMS, establish % e 

compliance date in order to a1 f ow 

continue operations wi 3: out having to 

Response: The M M S  recognizes the 
need to “phnsut-in” the increase in 
bondin requirements contained in this 
5nal N f e and, therefore, is not requiring 
additional bonds from all lessees 
simultaneously but is requiring 
additional security in most cases only at 

deadline for the postin of supplemental 

experienced exploration or development 
and roduction activities under EP’s, 
Do& ‘8, or DPP’s approved prior to the 
effective date of this rule. Theae leases, 
of course, remain subject to the 
supplemental bonding rule at 30 CFR 
250.01. 

Alternate Appmacher 
One alternate approach suggested to 

MMS by an insurancdbonding 
consultant includes an arrangement 
under which the lease bond would be 
collateralized by payments from 
leasehold production into an escrow 
account (trust fund) established by 
lessees with a 5 a n d a l  institution 
serving as trustee. Initially, the 

surety bond coverage would FGxed by the finandal institution. 
As payments are made into a trust fund 
(e.g., quarterly payments derived from 
“overrides” on roduction], the trust 
fund would reprace collaterabtion for 
the bond. Once the amount de osited in 
the trust fund reaches the leverof the 
required bond C O V W R ~ ,  the d e s  in 

deposit a U.S. Tmnsury security 
purchased with the proceeds from the 
escrow account with MMS, or the 
parties could continue to maintain the 
surety bond on a fully collateralized 
basis. 

In two recent bankruptcies, MMS has 
d to accept the establishment of 

E d o n m e n t  accounts or trust funds 
with significant initial deposits to be 
followed by payments at a speci5ed rate 
from futum production, assured by the 
grantofanoverri royalt orthe 

reserves. The use of trust fun s is cited 
here only as an ewmple of the kinds of 
innovative arrangements that have been 
developed between offihore lease 
assignors and assignees. The 5nal rvle 
permits lessws to create a wide variety 
of new arrangements and mechanisms 
for compliance with the new minimum 
bonding requirements, as long as the 
requirements of new 5 250.58 (0 or (gl 
are met. 

alternative ap roaches for ensuring 

operations and the protection of the 

bonds for leases which ?I ave 

interest could retire the bon a and 

pledge or mortgage 9 o prov d l r o d u l n g  

The January 1990 NPR described two 

adequate leve P s in the safety of OCS 
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environment from lessee defaults in 
obli ations for well abandonment, 
plat f orm removal, site clearance, or 
other lessee requirements. The NPR 
asked for comments on these alternative 
approaches as well M suggestions and 
comments on any other ap roaches 
which respondents wish J to submit for 
consideration as alternatives to the 
current bonding requirements and MMS 
proposed changes. 

Respondents suggested a variety of 
alternate a proaches. We have 
evaluated SI ese proposals in terms of 
the degree to which each meets the 
ob ectives to: 
11) Assure lessees' financial capacity 

to erform lease obli ations: 
&I Protect the envkonment from 

threat of harm which might result from 
a lessee's failure to timely carry out 
proper well abandonment and site 
clearance operations on a lease: 

(3) Achieve a reasonable degree of 
protection at a minimum increase in 
costs to lessees and operators: and 

(4) Select a method of attaining these 
goals which impacts equitabl on all 
parties who would be affectei, 

The following alternative approaches 
have been considered: 

Variable bonds-This ap roach was 

M M S  in the NPR. Specifically, 
comments were requested on the 
conce t of a level of bond coverage that 

investment in e loration or 

one of the alternatives put P orward by 

woul c f  increase as a percent of the total 

develo ment an T production structures 
onthe P ease. 

Several variations of this concept 
were supported by 17 respondents, 
Specific su estions were: 
(1) To s e s e  level of bond coverage 

on the basis of water depth (greater or 
less than 300 feet): 
(2) To establish the level of bond 

coverage on a case-by-case basia 
according to the site; 
(31 To establish sliding d e  levels of 

bond coverage for operators based on 
their activities; and 

(4) To establish the level of bond 
coverage by scaling it to each individual 
pro erty, 

Afthou these suggested alternatives 

all variations on the alternative of 
establishing the level of bond coverage 
on a nonstandard basis. That is, in 
contrast to MMS's pro osal, each of 

establishment of the level of bond 
coverage for each lease individually on 
the basis of the determining factor(s) 
such as water depth, level of leasehold 
activity, or percent of total investment. 

level of bond coverage required on a 

differ in P etail &om each other, they are 

these approaches wou P d require the 

These approaches would establish the 

case-by-case basis accordin to 

abandonment, platform removal, and 
site clearance costs. The establishment 
of the amount of bond coverage required 
based on a case-by-case evaluation of 
the actual e ected costs of dte 

result in much higher costs to lessees 
and operators than the proposed or 5nal 
rule. 
The tiered approach established by 

this 5 a l  rule is, to some degree, a 
variable level of bond coverage in that 
the minimum level of bond coven e 
required is tied to the activity leve f on 
the lease. Increased levels of bond 
coverage are required as leasehold 
activity increases (1) upon the approval 
of an EP authorizing the conduct of 
exploration activities and (2) u on the 
approval of a DPP or DOCD augorizing 
development and production activities. 

Alternative ap roaches callin for 
variable levels o P bond coverage%ased 
on other determinin factors (Le., 
investment level, sli ! Ing scale based on 
the level of leasehold operations, etc.) 
would require a much higher degree of 
anal sis and evaluation of the amount of 
bongcove.w to be required for each 
lease. It wo d d also be n m m  
recalculate and update the leve of bond 
coverage for each lease as investment 
levels increase or the type and level of 
operations change. These individual 
lease activity analyses would require 
M M S  and OCS lessees and operators to 
dedicate many more administrative and 
management resources to the 
establishment and maintenance of the 
appropriate levels of lease surety bond 
coverage. 

Alternate Forms of Securities-The 
second alternative for which M M S  
requested comments and 
recommendations WM that of roviding 
alternate forms of ~ ~ n v i t y  ag&st a 
lessee's default in its obli ations in lieu 
of rovidingasuret bon % . he final rule males it clear that 
MMS will accept, In lieu of a surety 
bond, U.S. Treasury instruments with a 
negotiable value at the time of submittal 
equal to tho amount of the m t y  bond 
that would be required for the particular 
activities and lease in question. 
In addition, the final rule rovides 

that application may be ma ff e to the 
authorized officer for approval of other 
substitute security instruments, Such 
approval may be given if the a plicant 
can show that the interests of 8l e 
Government would be suffidently 

rotected by the submission of another 
Form of collateral or alternative financial 
instrument. 

Comment: Respondents to MMS's 
request for commenta on the submission 

estimates of anticipated we B 

clearance an ? abandonment would 

7 to 

of alternate forms of securities favored 
MMS's acceptance of cash deposits, 
financial statements, bank letters of 
credit, and "self suretyship." One 
respondent proposed the use of A 

company's "net worth', test in which a 
letter of credit or a suret bond would 
be posted with M M S  on& if a 
company's assets fell below the 
estimated amount that would be needed 
to fund lease abandonment and cleanup. 
Three respondents opposed the concept 
of substitute security instruments in lieu 
of the surety bond. They contended that 
the surety bonding procedures result in 
surety companies performing a 5ancial 
screening function. Alternate security 
instruments may not provide a 
comparable screening process. 

Response: The 5nandal screening 
performed by surety companies E recognized as important seervice. 

Under existing regulations, when a 
substitute suret instrument i s  provided 
in the form of ds. 
hstn'ments, there is no 5andal 
acreming by a third party. The MMS 
e q  rcts only a few lessees to propose 
dtulaate forms of security. la those 
instnnces, the burden is on the lessee to 
demonstrate its financial capabilities to 
MMS'S satisfaction. Thus, in those 
i n s t a ~ ~ ~ ,  MMS conducts its O W ~  
screening process. 

"he support for alternative forms of 
d WM sped5cally for acceptance 

credit on the bads that these are more 
easily obtainable at a lower cost to the 
lessee or operator than bonds and would 
tie up less capital and fm funds for use 
in conducting leasehold operations. The 
MMS recognizes that letters of credit 
and liability insurance would cost 
lessees less than suret bonds and has 
added a provision to J e  final rule to 
allow for alternative security 
instruments to be substituted for the 

TBBnfornrtely, them alternative 
d t y  instruments usually fail to 
provide an irrevocable and 
noncancellable assurance by the 

arantor that the required actions will 
Egerformwi in the event a lessee 
de ulb. Letters of credit and insurance 
policies are operative for specified 
periods of time and must be renewed 

eriodically (often annually) by the 
rmuing financial institution. If these 
barriers can be removed or overcome to 
the satisfaction off e:? authorized 
officers, these alternatives may be 
accepted. 

Creation of a Trust Fund-An 
alternative means of providin funds to 

abandonment and clearance in cases of 
default by lessees or operaton in the 

of liabi % ty insurance and bank letters of 

uired bond if certain criteria are met. 

assume the responsibility for f ease 
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OCS could be provided by the 
enactment of 1 islation to crente e Well 
Abandonment3latform Removal, and 
Site Clearance Trust Fund to be 
subscribed to by all OCS oil and gas 
lessees. 

this issue rupportd the idea. This 

Comment: Twentysi t of the 32 
respondents who speci PP cally addressed 

concept ~ ~ - 6 f e d  to also as an 
“Abandonment Trust” or a 
“Contingency Fund.” Most supporters 
suggested that it be funded by 
surcharges on production or 
assessments against each lease. One 
respondent suggested that surcharges be 
assessed differently for properties in 
waters less than 300 feet than for 

roperties in waters of more than 300 
Feet. Another suggested that a trust fund 
be created by a service charge on 
drilling and development activities. 
Three respondents recommended a 
system similar to the US. Coast Guard’s 
(USCG) Offshore Oil Pollution 
Compensation Fund. One res ondent 

the basis that it would not prevent 
losses because there is no 
prequalification of participants such as 
there is in the bonding process. Another 
response in o position to the idea of a 

establishment of a fund on the basis that 
responsible and financial1 capable 

re uired to “underwrite lessees who 
degault in their obli ations.” 

Response: The &S does not 
presently have the authority to establish 
a Well Abandonment, Platform 
Removal, and Site Clearance Trust 
Fund. The MMS will continue to look 
into the advisability of seeking 
legislation authorizing the use of a trust 
fund as a sup lement to the increased 
levels of bontfcoveqe provided by this 
rule. 

Comment: One suggestion related to 

opposed the establishment o P a fund on 

contingency R nd objected to the 

lessees and operators wou T d in effect be 

fie provisions in former title m of the 
OCS Lands Act Amendments of 1878, 
that require ownen or o erators of 
offshore facilities to esta!lish and 
maintain evidence of financial 
responsibility in the amount of their 
liability under the law, could be 
satisfied by providing evidence of 
liability insurance in the required 
amount. The commenters suggested that 
M M S  acce t the m e  evidence in lieu 
of the bon B requirement. 

Response: Section 256.58[el of this 
final rule authorizes the authorized 
officer to approve the submission of 
alternate t es of securities or collateral 
in lieu of required rurety bond. The 
authorized officer may accept an 

e of security when (1) the 
authorize alternate ’dp officer determlner that the 
interests of the Government am 

rotected to the m e  extent that these 
fkmwta would be rotected by a surety 
bond and (2) the ru!atitute aecurity 
instmnent is not limited in its term and 
is not revocable. 
Summary of Need for Increued Bond 
Coverage 

The M M S  is particularly concerned 
about the demonstrated potential for the 
failure of lessees of older leasehold 
operatims in shallow waters (0 to 200 
bet) to rotect the environment by 

abandonment, platform removal, and 
site clearance opemtioncr. These 
activities are very hi tvst o erations 
and am obligations &t must%e carried 
out at a time when the lessee’s interest 
in a property is low because of the 
drilling of a “dry hole” or because the 
property has been depleted of its 

Securing timely payment of royalt 
due the United States is also one of 3: e 
functions of a lease bond. However, the 
risk of a lessee’r default in maktng 
royalty ayments is low during the early 
stages o P production. Late payment 
charges and civil enalties, together 
with the fact that L u r e  revenues from 
a lease comprise assets which can be 
attached to cover unpaid royalty 
obligations plus interest, combine to 
protect against the nonpayment of 
royalty. Where there have been no 
drillin activities on a lease, the only 

~OSS of income due from default in the 
making of rental ayments. 

Therefore, the hAS has focused ita 
attention on the safety of operations and 
protection of the environment from the 
damage that could result from a lessee’s 
failure to lug and abandon wells, 

clear the seafloor. 
Recent failures of lessees and 

operaton to perform well abandonment 
or well repain and restoration of 
roduction in a time1 manner have 

magnitude of the existing unfunded 
financial liabilities of lessees and 
operators. 

The current $~oDooo lease surety bond 
or $300,000 areawide bond was 
established in A ~ g ~ 8 t  1989. Clearly, this 
level of bond coven e no lonser can 

expedi tr ous and proper well 

reSOurcB8. 

risk is f n the form of a relatively minor 

remove p Q atforms and facilities, and 

forced MMS to more il lly identify the 

provide auumnw o f safety in OCS 

operations and etfectiva protection to 
the environment. 

Given the potential environmental 
and safety hazards posed by a lessee’s 
failure to promptl and properly 

the end of their useful life, it is 
incumbent upon MMS to ensure that 
lessees assum erformance through the 

which more near1 ensures that the 

lessee become 5andally unable to 
meet its obligations. 

coverage required in this 5 a l  rule is 
based generally upon the range in 
estimated costs for OCS well 
abandonment, platform (structure) 
removal, and site clearance in relatively 
shallow water (0 to 200 feet). 

The most com,mhensive work 
regarding latform removal costs is 
found in J e  1885 study by the Marine 
Board of the National Research Council 
entitled “Dis osal of Offihore 
Platforms.” &is study was funded by 
the De artment of the Interior WI). It 

removal by categorizing structures based 
on the complexity or type of structure, 
weight of the structure, and water dee cost estimates contained in the 
Marine Board study cover only removal 
costs of individual latforms, They do 
not include the ad ti! tional5ancial 
obligations of OCS lessees to plug and 
abandon wells and clear the leasehold 
of obstructions. Typically, it ma cost 

oil and gas well. The cost per well may 
be somewhat less where a number of 
wells are abandoned as one o eration. 

and clearance costs for a typical 
developed OCS lease in less than 200 
feet of water range from $3.2 million for 
leases in 0 to 50 feet of water to $3.8 
million for leases in 101 to 200 feet of 
water. 

These am average costs, not minimum 
costs. Actual costs vary significantly 
between leases because of differences in 
the number of structures, number and 
depth of wells, water de th, and other 

level of flnancial responsibility which a 
lessee will need to out the end-of- 

structure removal, and seafloor 
clearance required under OCS lease 
terms. These requirements include 
considerations of international law and 
national security requirements 
urociated with rurface or rubsurface 
navigation. 

abandon wells an i remove structures at 

Submission of ! onds in an amout 

responsi n-sY le guarantors g. ould an OCS 
work All be rformed by the 

As previously noted, the level of bond 

derive B cost estimates for platform 

over $100,000 to abandon a sing T e OCS 

Combined end-of-lease aban (P onment 

factors uni ue to indivi cp ual leases. 
These cost 8 ata illustrate the minimum 

lease oil and gas well ”2: a andonments, 
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The new levels of bond rotection 

an8 production activities will provide a 
greater level of protection where that 
protection is most needed without 
adding an undue burden to OCS lessees 
and o eraton. The h4MS will continue 
to exp I; ore alternate means to assure that 
lessees meet their obligations for well 
abandonment and cleanup costs when 
producing OCS oil and as leases cease 

cleared of obstructions for o ' h r  uses. 
Author 

B. McDonald, John V. Mirabella, and 
Gerald D. Rhodes, Engineering and 
Technology Division, MMS. 
Executive Order (13.0.) 13291 

The DO1 has determined that this rule 
does not meet MY of the criteria for a 
major rule under E.O. 12291, and 
therefore, a regulatory impact analysis i s  
not required. 
Regulatory Flexibility Act 

The DO1 has determined that this 
document will not have a significant 
effect on a substantial number of small 
entities because, in general, the entities 
that engage in activities offshore are not 
considered small due to the technical 
and financial resources and experience 
necessary to safely conduct such 
activities. 
Paperwork Reduction Act 

This final rule does not contain new 
information collection requirements 
which require approval by the Office of 
Mana ement and Bu et (OM) under 

collection requirements under 30 CFR 
part 256 are approved by OMB under 
project No. 1010-0006, 
Takings Implication Assessment 

not re resent a Government action 
capabk of interference with 
constitutionally rotected roperty 

assessment has not been repared 
pursuant to E.O. 12630, i5 vernment 
Action and Interference with 
Constitutionally Protected Property 
Rights. 
8.0.12778 

re uired for exploration, B evelopment, 

to produce, and the sea li oor must be 

This document was prepared by Mary 

44 u,~.c .  501 et seq. % T e information 

The DO1 certifies that the rule does 

rights. Thus, a t  a E P  ngs imp ication 

The DO1 has certified to OMB that 
this final regulation meets the 
aDDlicable civil lustice reform standards 
pkhded in s tdons  2(a) and 2(b)(2) of ~ 

E.O. 12778. 
National Envimnrnental Policy Act 
The DO1 determined that this 

rulemaking does not constitute a major 

Federal action significantly a m  the 
uality of the human environment., 

%ere fore, an Environmental bpact  
Statement 11 not required. 
Lirt ofSubw'~ Ln 3OCFRPut 256 

A W o t m t i v e  practice and 
procedure, Continental shelf, 
Government contracts, Incorporation by 
reference, Oil and gas exploration, 
Public landtimineral resourms, 
Reporting and recordkeepinR 
requirements, Surety bonds. 

Dated: July I, 1993. 
Bob =ng, 
Assistant Secretary, Land and MinemJs 
Management. 

256 of title 30 of the Code of Federal 
Regulations is amended a8 follows: 
PART 2SbLEASINQ OF SULPHUR OR 
OIL AND QAS IN THE OUTER 
CONTINENTAL SHELF 

i s  revised to read M follows: 

For the reasons set forth above, part 

1. The authority citation for part 256 

Authority 43 U.S.C 1331 et 8sg. 

2. The heading of part 256 is rev!sed 
as set forth above. 

3. The heading for subpart A is 
revised to read as follows: 

Subpart A 4 u t e r  Contlmnbl Shelt 
Oil, 088, and Sulphur Management, 
Gemnl 

follows: 
$256.0 Authorfty for lntomutlon 
colloatlon. 
The collections of Informati an 

contained in art 256 have been 
approved by %e Office of Management 
and Budget under 44 U,S.C. 3501 et seq, 
and assigned OMB control number 
1010-0006. The information will be 
used to determine if the applicant filing 
for a lease on the Outer Contlnental 
Shelf (OCS) is qualified to hold such a 
lease. Response is required to obtain a 
bene5t in accordance with 43 U.S.C. 
1331 et seq. Public reportin burden for 

1.8 h o w  per response, including the 
Ume for reviewing instmctionr, 
searching existing data murces, 
gathering and maintaining the data 
needed, and completing and reviewing 
the collection of information. Send 
commenta regarding this burden 
estimate or any other aspect of thio 
collection of informatfon, including 
su estions for reducing the burden, to 
th3nformation Collection clearance 
Officer; Minerals Man ement Service, 
Mail Stop 2300; 381 Even Street; 
Herndon, Virginia 220704817, and the 

4. Section 256.0 is revised to read as 

this information is estimate !I to average 

Office of Man ement and Budget; 

0006; Washington, DC 20503. 
5. In f 256.56, the section heading is 

revised; paragraphs (a), (c), and (e) are 

l s p t z d  n e w m p h s  !fJ 

$M6.68 Aoorptrbkbondrhm 
uorlrnylnrtrunrrrrtr. 

issuance of an oil and gas or sulphur 
lease, shall furnish the authorized 
otRcer a surety bond in the amount of 
$50,000 conditioned on compliance 
with all the terms and conditions of the 
lease. A $50,000 lease surety bond need 
not be submitted and maintained if the 
bidder furnishes and maintains an 
areawide bond in the sum of $300,000 
issued by a qualified surety and 
conditioned on compliance with all the 
terms and conditions of oil and gas and 
sulphur leases held b the bidder on the 
ocs for the m a  in wLch the lease to 
be issued in situated, furnishes and 
maintains an areawide bond under 
S 256.61 (a)(2) or (b)(2) of thls part, or 
submits a substitute security instrument 
in accordance with paragraphs (Q and 
(SI of this section. 

Paperwork Re T uction Project 1010- 

ph (Q is redesignated as 

amaddedtorea M llows* 

(a) The successful bidder, prior to the 

* * e . .  
(c)(l) A lessee shall rovide a separate 

maintained pursuant to paragraph (a) of 
this section, or 5 256.61 of this part, or 
a separate areawide alternate security 
instrument furnished ursuant to 

obligation to com ly with all the terms 

areas identified in paragraph (b) of this 
section in which leases are held. 
(2) An opemtor'r bond in the same 

amount as the lease bond required 
under paragraph (a) of this section, or 
f 256.61 of this part, or alternate 
security instruments of the same 
amount as rovided for in paragraphs (1) 

substituted at MY time for the 
uivalent lessee's bond. The "b su stitution of an operator's bond or 

alternate security instrument for a 
lessee's bond shall not relieve the lessee 
of its obligation to com 1 with the 
terms and conditions or& lease. 

(e) If any bond has been reduced by 
an amount a8 the result of payment for 

in at least the amount of the ortgfnal 
face value of the reduced bond within 
8 months or such rhorter period of time 
as the authorized officer may direct after 
a default. If the reduced bond is an 
individual lease bond, the lessee or 

areawide surety bond L ished and 

paragra ha (Q or (8) o P this section, to 
secure t!i e performance of lessee's 

and conditlons a P leases in each of the 

and 0 of tL s section, may be 

* * * * e  

de r ault, the lessee must post a new bond 
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operator may replace it with an 
areawide bond M provided in paragraph 
(a) of this d o n  or 5 256.61 (a)(2) or 
(b)(2) of t h i s r  Failure to post such 
a new bond all, at the discretion of 
the authorized officer, be the basis of 
cancellation of the lease(s) covered by 
the defaulted bond. 
(0 U.S. Department of the Treas 

(US. Treasury) securities (U.S. Bon s or 
Notes) may be submitted in lieu of a 
bond, provided the US, Treasury 
instrument or legal tender submitted is 
negotiable at the time of submission for 
an amount of cash equal to the value of 

th?g% e authorized officer may 
approve the submission of alternate 
t pes of securities or collateral in lieu of 
L e  surety bonds required by this 

Y 

uired bond. 

section if: 
(1) The authorized officer determines 

that the interests of the Government are 
protected to the same extent that these 
interests would be protected by a surety 
bond, and 
(2) The substitute security instrument 

is not limited in its term and is not 
revocable. 
e . . . .  

6. Section 256.58 is revised to read as 
follows: 
$256.59 Bond form. 

in a form, approved by the Director, 
Bonds re uired by this part and 

be issued by a qualified surety company 
certified by the U.S. Treasury as an 
acce table surety on Federal bonds and 

Circular No. 570 which is available from 
Surety Bond Branch, Financial 
Management Service, Department of the 

Washington, DC 20227. 
7. Section 256.61 is revised to read as 

follows: 
8 256.61 Addltlonrl bond& 

(a)(l) A suret bond in the amount of 

and conditioned on compliance wi all 
the terms and conditions of the lease, 
shall be furnished to the authorized 
officer with a pro osed Exploration Plan 

with an approved EP submitted for 
approval on or after November 26,1883. 
Approval of the EP or assignment shall 
be conditioned upon receipt of a lease 
surety bond in the amount of $200,000, 
unless the authorized ofkwr, for good 
cause, authorizes the submission of the 
$200,000 lease e loration bond after 
the submission o?the Ep but prior to 
approval of drilling activities under the 

All bonds furnished b a bidder, 
lessee, or operator shall i: e on a form, or 

submitte 8 after November 26,1883 shall 

liste B in the cumnt U.S. Treasury 

TrY)BSUr)'s 401 14th Street, SW.8 

t i  
$200,000 issue dl by a qualified suret , 

(EP) or a propose s assignment of a lease 

approved EP. This bond coverage may 
be provided b increasing the bond 

5 256.56(a) of this part, 

pursuant to ara aph (a% of this 

maintained if the lessee either: 
(i) Furnishes and maintains an 

areawide bond in the sum of $1 million 
issued by a qualified surety and 
conditioned on compliance with all the 
terms and conditions of oil and gas and 
sulphur leases held b the lease on the 

for the area in w L  the lessee is 

coverage pro J ded pwuant to 

section n J f  not e submitted and 

(2) A $200,000 lease e loration bond 

situated: or 
fiil Furnishes and maintains a bond 

p\;s;ant to paragraph (b)(2) of this 
section. 

(b)(l) A m t  bond in the amount of 

and conditioned on compliance wi all 
the terms and conditions of the lease 
shall be furnished to the authorired 
officer with a pro osed Development 

Development Operations Coordination 
Document (DOCD), or a proposed 
assignment of a lease with an approved 
DPP or DOCD submitted for approval on 
or after November 26,1883. Approval of 
a DPP, DOQ), or assignment of a lease 
with an approved DPP or DOQ) shall be 
conditioned on receipt of a lease surety 
bond in the amount of $S00,000, unless 
the authorized offlcer, for good cause, 
authorizes the submission of the 
$500,000 lease develo ment bond after 

rior to the approval of platform 
fhallatlon or drilling activities under 
the approved DPP or DOCD. The lessee 
may provide this additional bond by 
submission of a new bond or by 
increasing the lease bond coverage of 
$200,000 provided under paragraph (a) 
of this section, 
(2) The lessee need not submit and 

maintain a $500,000 lease develo ment 
bond pursuant to paragraph [b)(lf)of this 
section if the lessee furnishes and 
maintains an areawide bond in the sum 
of $3 million issued by a qualified 
surety and conditioned on compliance 
with all the terms and conditions of oil 
and gas and rul hur leases held by the 
lessee on the Oes for the area in which 
the lease is situated. 

(c) When a lessee can demonstrate to 
the satisfaction of the authorized officer 
that wells and latfonns can be 
abandoned ancfremoved and the 
drilling and platform sites cleared of 
obstructions for less than the amount of 
lease bond covera e required under 

authorized officer may accept a lease 
surety bond in an amount less than the 
prescribed amount but not less than the 

t i  
$soo,000 issue d' by a qualified suret 

and Production P P an (DPP), 

the submission of the b PP or DOCD but 

paragraph (b)(l) o f this d o n ,  the 

amount of the cost for well 
abandonment, platform removal, and 
site clearance. 

additional wcurlty (L.s., d t y  over 
and above the amounts prescribed in 
f f  256.58(a) and 256.61 (a), [b), and (cl 
of this part) in the form of a 
supplemental bond or bonds or 
increased amount of coverage of an 
existing surety bond if the authorized 
officer deems such additional security 
necessary to cover royalty due the 
Government or costs and liabilities of 
the lessee for regulatory compliance, 
e.g., abandonment of wells, removal of 
platforms, and clearance of equipment 
and facilities from the lease once 
production ceases and the lease expires. 
The authorized officer shall base the 
decision on an evaluation of the ability 
of the lessee to carry out its prerent and 
future finandal obligations, M 
demonstrated by factors ruch M: 

(1) Financial capadty of the lessee 
substantial1 in excess of existlng and 

(including but not limited to we 1 
abandonment, latform removal, and 

evidenced by audited finandal 
statements includin auditor's 

(d) The authorized officer may require 

\ anticipated T ease and other obli ations 

royalty due to & e Government) as 

certificate, balance A eet, and profit and 

pro a uctionvaluedsi ificantl in 

or in the oil and gas L dustry: 

shall upon request h i s  "g a list of the 

1068 Ohbeet; 
(2) Projected financial strength as 

evidenced by existing OCS production 
and roven reserves of future 

excess of existing an future o ligations; 
(3) Business stability as evidenced by 

years of successful o eration in the OCS 

(4) Reliability in meeting obligations 
as evidenced by credit ratings and trade 
rehrences (for which p om a lessee 

names and addresses of lessees, drill@ 
contractors, and suppliers with whom i t  
has dealt); and 

(5) Record of compliance with laws, 
regulations, and lease terms. 

8, In 5 256.62, paragraph (e) is revised 
to read M follows: 
$266.62 Autgnmant of krmw of Intwost8 
thUOIlL 

P i  

. . . . e  

(e) The assignee shall be liable for all 
obligations under the lease subsequent 
to the effective date of an assignment, 
and shall com ly with all regulations 
issued under 8 e  act includin the 

specified in OCS leases and f S  256.58 

[FR Doc. 93-20194 Filed 8-26-93; 8:45 am] 
~ c o o I U l w l c y  

requirement to fumish surety % onds as 

M d  256861 Of this part, 


