designated warning areas, the Lessee shall coordinate and comply
with instructions from the Commander, Western Space and Miszsile
Center (WSMC) or other appropriate military agency. such
control and instruction will provide for positive control of
boats and aircraft -operating in the warning areas at all times.

(b) Recognizing that mineral exploration,
exploitation and recovery operations on the leased lands can
impede tactical military operations, the Lessee acknowledges and
agrees that the United States reserves and has the right to
suspend temporarily lease operations in the interest of national
security requirements., Such temporary suspension of operations,
including the evacuation of persaennel and appropriate sheltering
of personnel not evacuated (an appropriate shelter shall mean
the protection of all personnel engaged in operations on the
lease for the duration of any Department of Defense activity
from flying or falling objects or substances), will become
effective upon the order of the Commander, WSMC, other
appropriate military agency or higher authority when national
security interests necessirate such action. Any ‘temporary
suspension of operations for national security may not exceed
seventy-two (72) hours, provided that any such suspension may be
extended by order of the appropriate authority. Equipment may
remain i:: mlace during periods of suspension.

(c) The Lessee shall control its own electromagnetic
emissions and those of 1its agents, emplovees, invitees,
independent contractors and subcontractors emanating £rom
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individual, designated defense warning areas in accordance with
requirements specified by the Commander, WSMC or other
appropriate military agency, to the degree necessary to prevent
damage to, or unacceptable interference with, Department of
pDefense flight, testing or operational activities conducted
within individual, designated warning areas. Necessary
monitoring, control and ccordination with the Lessee, its
agents, employees, invitees, indepzndent contractors and
subcontractors, will be effected by the Commander of the
appropriate onshore military installation conducting
operations in the particular warning are:, provided that
control of such elecromagnetic emissions shall permit at least
one (1) continuous channel of communication between the
Lessee, its agents, employees, invitees, independent

contractors or subcontractors, and onshore facilities.

8. ASSUMPTION OF RISX AND HOLD HARMLESS:

Whether or not compensation for damage or injury
might be due under a theory of strict or absolute liability or

otherwise, the Lessee assumes all risks of injury or damage to

persons or property which occurs in, on or above the leased

lands to any person or any property of any person who is an
agent, employee or invitee cf the Lessee, or 1its agents,
independent contractors or subcontrctors, in connecticn with
any activities being performed by or for the Lessee in, on or

above the leased lands, if such injury or damage to such

person
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property occurs by reason of the activities of any agency of the
United States, its contractors or subcontracto:s, or any of
their officers, agents or employees, being conducted as a part
©f, or in connection with, the programs and activities of the
WSMC or other appropriate military agency. Notwirhstandzng any
limitations of the Lessee's liability in this lease, the Lessee
assumes the risk whether such injury or damage is caused in
whole or in part 'by any act or omission, regardless of
negligence or fault, of the United States, its contractors or
subcontractors, or any of their officers, agents or employees,

The Lessee shall 1ndemn1fy and save harmless the United States
against all claims for loss, damage or injury to the Lessee and

to the agents, employees and invitees of the Lessee, its agents,

independent contractors and subcontrctors, in connection with

the programs and activities of the aforementioned military
installations and agencies, whether the same be caused in whole
or in part by the negligence or fault of the Unitegd States, its
contractors or subcontractors, Oor any of their officers, agents
or employees, and whether such claims might be sustained under

theories or strict or absolute llabllxtv or otherwise,

9. LABOR REQUIREMENT:

(&) During exploration, development ang production
activities on the leased lands, all vessels, rigs, Platforms ang
other vehicles or structures under the contrel of the Lessee
must be operated by citizens of the United states or aliens
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lawfully admitted to the United States for permanent residence.

() The requirements of subparagraph (a) do not apply
if the Lessee files with the State and the Department of
Industrial Relations a report, deemad adequate by these

agencies, showing that there is an insufficient number of

qualified citizens of the United States, or aliens lawfully

admitted to the United States for permanent residence, available

for such work.

10. DRILLING MUDS AND CUrTINGS

Notwithstanding the provisions of Section 6873 (b) of
the Public Resources Code, or any other section of State law or
this lease, the discharge of drilling muds and cuttings into the
marine environment is expressly prohibited. Such prohibition
shall remain in effect until the Commission indicates in writing
that it is satisfied with the results of appropriate studies
showing that the prohibition is no longer warranted. The State
Lands Commission may require any additional studies that it

deems appropriate to assist it in making such a decision.

11. OIL SPILL RESPONSE CAPABILITY

(a) Lessees shall supply and maintain a dedicated

spill control vessel, comparable to Mr. Clean II operated by
Clean Seas, Inc., and equipped with the most effective eguipment
available. The vessel must be capable of being on location in

the project area within 2 hours of notification that a spill has
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occurred. such vessel shall be available for use in the
proposed lease area prior to the consideration and approval of
any drilling activities on any lease within the area. Initial

capital cost for the vessel and equipment shall not exceed

$1,000,000.

Annual costs of operation, including such
amounts as needed for a sinking fund to replace eguipment, shall
not exceed $1,000,000, adjusted for inflation. The annual cost
limitation shall be cumulative and at any point in time shall
not exceed, but may equal, $1,000,000 (adjusted for inflation)
times the number of years the lease has been in effect.

(b) Lessees shall fund semi~annual oil spill
response training of the members of the State Interagency Oil
3pill Committee (SIOSC) as directed by the Chairman of the SIOSC
for the period of the lease. These costs shall not exceed
$300,000 per year adjusted for inflation.

(c) The lessees shall fund the establishment,
staffing, maintenance, and operation of an open-water oil-spill
containment and recovery system capability equivalent to that
available from the U.S. Coast Guard Pacific Strike Team, but
with the added capability of response time tc any part of the
jease area of no more than 4 hours. Such capability shall be
demonstrated on at least a semi-annual basis by participation in
drills conducted under the direction of the State Operating
Authoritv as defined in the California oil spill contingency
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plan. This funding shall also include amounts necessary to

finance monitoring activities of the State Lands Commission and

the Department of Fish and Game. Initial capital cost shall not

exceed $10,000,000.

Annual costs of operation, including such amounts as
needed for a sinking fund to replace equipment, shall not exceed
$1,000,000, adjusted for inflation. The annual cost limitation
shall be cumulative and at any point in time shall not exceed,
but may equal, $1,000,000 (adjusted for inflation) times the

number of years the leasé has been in effect.

12. SPECIAL STUDIES

(a) When directed by . . State Lands Commission,
Lessees shall fund studies under the direction and control of
the California Department of Fish and Game to provide a
biological inventory of the proposed lease area for a full
year cycle. Costs for these studies shall not exceed a total
of $700,000.

(b) When directed by the State Lands Commission,
lessees shall fund a study or studies under the direction and
control of the Department of Fish and Game to determine the
chronic effect of oil, oil dispersants and a combination of
oil and oil dispersants on marine biota, excluding marine

birds and mammals. Costs for these studies shall not exceed a

total of $300,000.
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13. OCEAN FLOOR OBSTRUCTIONS

The Lessee shall provide to the Commission and, upon
request, to any member of the public, a map of the exact
location of any under sea obstruction on the lease premises
either in place at the time of the lease award or placed
deliberately or accidentally by the Lessee or its agents on

the lease. This map shall be updated at the discretion of the

Commission.

14, SEA OTTER STIPULATION

Lessees shall fund (1) studies to determine better
the potential effects of oil and gas exploration and

production on the sea otter and (2) measures to mitigate the

adverse effects of o0il and gas exploration and production on

the sea otter population.

Content, timing and implementation of those studies

and measures shall be determined by the Director of the

California Department of Fish and Game, in consultation with
the U.S. Fish and Wildlife Service and appropriate members of
the public and scientific community. Such studies shall be
made available to the public and used by the State Lands
Commission in their consideration of subsequent activities
undertaken pursuant to this lease. These studies and measures
shall include development of an oil spill contingency plan,

b

including stockpiling of equipment and supplies, designed ¢

Ce s 119
minimize CALENDAR PAGE

MINUTZ PAGE




otter mortality and impacts on otter habitat., Measures to be
considered and evaluated include: how (or should) otters be

captured, herded, contained, transported, cleaned and

rehabilitated,

Funds for these studies and measures (not to exceed a
total of five million dollars) shall be deposited, as needed, in
a separate account with the Department of Fish and Game at the

direction of the State Lands Commissior, upon acceptance of the

study contractors bids by the Commission.

Critical operations during exploratory drilling
shall not be permitted between December 1 and April 1 when the
State Lands Commission, acting on its  own, on the
recommendation of the Department of Fish and Game (who shall
consult with the U.s. Fish and wildlife Service) or the
public, and pursuant to the Commission's own rules and
regulations, determines that the risk of oil spills from such

operations is sufficient to damage significantly the sea otter

population.

15. ALL SEASON OCEAN CURRENT AND METEOROIOGIC STUDIES

The lessees shall fund a continuing study of
oceanographic and meteorologic conditions in the lease area.
Such study should include, but not be limited to, the
placement of the nNecessary instrumentation to obtain high-

quality measuremelr.s of wave, wind, current, and temperature.
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performed will be by a contractor and in a manner satisfactory

to the State Lands Commission and will consider all work
currently underway by others. Costs for these studies shall not

exceed $1,000,000 per year, adjusted for inflation, for the life

of the lease.
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EXHIBIT "H" -
ACCOUNTING PROCEDURES FOR DETERMING NET PROFIT SHARE
PAYMENT FOR STATE OIL AND GAS LEASFES

Purpose and Scope

(a) These accounting procedures establish methods
for determining the Nut Profit Share base ang calculating Net
Profit Share Payments due the state for production from State
leases,

(b) These procedures apply to the lease issued by
the State under a net profit share bidding system established

by Division 6 of the pPublic Resiources code.

102, Definitions

For purposes of these accounting procedures:

"Allowance for Investment Recovery" neans the amount
of interest calculated according to procedures specified in
Section 120, This amount allows the lessee 2 returnp on the
Costs advanced for +he development of the NPSL until
recoupment is made from the Produrtion Revenue Account,

"Compensated Personal Absence" mazns any absence
from work for ililness, vacation, hcl:days, jur duey, military
training, disability benefits and other custemary allowance,
for which the lessee Pays compensation directly =0 an employee
under an existing paln of the lessee,

"Controllable Material® means

.

time of inventory is so

i ‘-
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2
Classification Manual as most recently recommended by the

Council of Petroleum Accountants Societies (COPAS) .
"Cost" means an expenditure incurred by a lessee in

conducting NPSL Operations.
"Cost Pool" means a grouping of incurred Costs

identified with more than one lease, w 1ether the leases are

NPSL's or other types of leases.
"Credit" means a payment, rebate, or reimbursement

to a lessee, exclusive of Production Revenue, in the courss of
NPSL operations.

"Direct Costs" means any Cost listed in Section III
that benefits NpsL Operafions; or if the NPSL is subject to an
operating agreement in which at least one wprking interest
owner is a third party to a lessee, then the direct operating
costs for tha NPSIL are direct charges that are incurred by the
Operator in operating that NpSL that are reimbursable to the

Operator by the 1lessee under terms of that operating

agreement.

"Executive Officer" means the Executive Officer of
the State Lands Commission, or authorized delegate,

"Field Employee" means an employee below a first
level supervisor who is directly employed in the NPSL Project

area in a field operating capacity.

"First Level Ssupervisor” means an employee whose
primary function in NPSL Operations is the direct supervisicn
of other employees and/or contract labor directl- emploved on

the NPSL project area in a field operating capacity,




-

">&G" means geological, geophysical, geotechnical
and geochemical examinations and other such investigations on
or adjacent to the NPSL relating to operations on the NPSL.

"Joint Cost" means any cost 1listed in 3Zection IxI
vhat benefits NPSL operations and one or more other operations
¢f the lessee or outside party.

"Lessee" means a persca authorized by & State lease,
or an approved assignment thereof, to develop and produce oil
and gas, including all parties holding such authority by or

through the lessee, and the person designated %o conduct the

-

NPSL operations.

"Material" means equipment, apparatus, and supplies
acquired eor neld for use in NPSL operations.

"Net Profit Share Base" means tha end of the month

credit bhalance in the Development Account. The Net Profit

ghare Base is the credit balance remaining after subtracting

a1l allowable <costs and adding all =allowable credits
iincluding production revenue) in accordance with  the
procedures established by these accounting pgocedures.

"Net Prcfit Share Payment" means the portion of the
net profit share base payable to the State.

"Net Profit Share Rate" means the £fixed percentage
share of the net profit share base payable to the State.

"NPSL" means a non profit share lease, which is a
State lease that provides for payment to the State of a share
of the profits for production of oil and gas Irum the tract,

"NPSL Operations"” means all aciivii:ies subseguent

|
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4
issuance of the NPSL necessary and proper for the exploration,

development, maintenance, operation, dismantlement,
abandonment, and restoration of the NPSL Property acecording to
law or regulation. If 2ll or part of a NPSL is included in a
participating area of a unit, a cooperative drilling
agreement, or other similar arrangement, such that production
(in kind or in value) or L:irect Costs are attributed to the
NPSL for activities of the unit, the Fformula or method of
governing the attribution of net production or direct cost to
the NPSL Tract shall be according to the Unit Agreement which
is approved by the State:

"NPSL Project Area" means the NPSL Tract, Offshore
Facilities, shore base production facilities, Shore Base
Facilities, shore base support facilities, pipelines, and any
other such facilities so designated by the Executive Cfficer
~hich may be necessary and essential to the NPSL Operations.

"NPSL Property" means the NPLS Tract, material and
facilities acquired for use in NPSL Operations and that are
installed and/or used on the NPSL Tract and any other such
property in the HPSL Project Area which may be necessary and
esstential to NPSL Operations and the Costs thereof are Direct
Costs to NPSIL Operations.

"NPSL Tract" means a tract subject to a NPSL.

"State Lease" means a State lease for oil and gas
issued by the Stzte Lands Commission.

"State Lease Sale" means the proceeding Lty which

leases for certain State tracts are offered for sale by
1
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5
competitive bidding and during which Dbids are received,

announced, and recorded.

"o ffshore Facilities" means platform and support
systems located offshore and that are necessary to conduct
NPSL Operations, €.9., oil and gas handling facilities, living
quarters, offices, shops, cranes, electrical supply equipment
and systems, fuel and water storage ané piping, heliport,
marine docking installations, communication facilities, and
navigation aids.

"outside Party” means any person who is not a

"Qutside Substances" means all substances obtained
from any source other than the NPSL &tract and used for
purposes ©of production, pressure maintenance, secondary
recovery, or other recovery programs that may be employed in
the NPSL Operation.

"person®™ means a natural person and includes, in
addition to a natural person an association, a State or a
private, public or muricipal corporation.

"personal Sxpenses" means travel and
rcasonable reimbursable expenses of lessee's euployees.

"production” means all oil, cas and other
hydrocarbon products produced, removed, saved and sold <rom
the NPSL DProperty except sO much ther=o® as used in the
conduct of NpSL Operations; the roduction produced,
removed, saved and sold which is allocated to the NPSL Tract

in accordance with ‘tne Jnit Agreemenc, when applicable.

CALZENDAR PAGE

IMINUTE PAGE




6 A
Production does not include o0il or gas lost as a result of .

venting or flaring, spills and line leaks except as causged by
the gross negligence or willful misconduct of a Lessee.

A "Production Revenue" means the value of all oil and
gas Produced saved, removed and sold attributable to an NPSL

o 2

Property, or, if the tract is unitized, the value of all oil

and gas produced saved, removed and sold and credited to the

tract under a unitization formula, during a month, which value

is determined in accordance with Section 121(a) (2).

"Railway Recediving Point" or "Recognized Barge

Terminal” means the location that a vendor would use in

determining the sale price to the lessee of new material to be

delivered to the NPSL Project Area.

"Shore Base Facilities" iweans onshore facilities

necessary feor NPSL Operations including:

(a) Shore base support facilities and piers, e.q.,

a receiving and transshipment point for material,

staging area for shuttling personnel to and from the

NPSL Tract, a communication, scheduling and

dispatching center; and

(b) Shore base production facilitins to include,

but not 1limited to, pumps, gathering systems,

pipelines, separating facilities, gas plants,

compression facilities, cleaning and dehydration

facilities and tankage for production from or

allocated to the NPSL Tract.

"State" means State Lands Commission.

] R
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7
"Technical Employees" means those employees having

special and specific engineering, geological or other
professional skills, and whose primary function in NPSL
Operations is the handling and resolution of specific

operating conditions and problems for the benefit of NPSL

Operations.

"Tract” means land located in the State that is
offered for lease through a State lease sale and that is

identified by a leasing map or an official protraction diagram

prepared by the State,

"Unit Agreement" means unit agreements, cooperative

drilling agreements, operating agreements or other similar

agreements for the operation of all or any portion of the NPSL

Property with all or any portion of any adjoining Properties.

Profit share accounts.

(a) For each NPSL Tract, three accounts shall be

established and maintained by

Operations, as follows:

{1) Development account.
This account shall include (i) the direct
allocable joint Costs and Credits incurred
the exploration and development of the NPSL
until Production is no longer obtained and
there is a cessation of NPSL Operations, (ii)

allowance for investment recovery con direct a
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8
in Section , (iil) overhead allowances as

specified in Section 1l2. Exploration and

development shall include but not be limited to

the following opertions:

(1) geological, geophysical, geotechnical and
geochemical examinations and other
investigations on or adjacent to the NPSL
as provided by the lease;
cost of design of construction projects,
as dgfined in an approved NPSL Development
Plan;
accumulated Cost of capital work in
progress, on or adjacent to the NPSL or on
a contractor's premises;
rentals and other payments directly
attributable to the NPSL such as lease
rental (except rental payable on or before
the fourib anniversary date of the lease),
licenses or permits, renewal or extension

fees, and other similar payments required

and made to maintain the interest of the

lessee in the NPSL;
drilling costs for wells botteomed on the
NPSL, under an approved Exploration Plan
or Development Plan;
Costs to acguire, construct and/or install

facilities and equipment on or in support
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9
of the NPSL that directly result in or are

necessary for continued or enhanced
production from the NPSL, under an
approved Development Plan;

before the commencement of Production, ad
valorem tax paid to the state (net of all
credits and refunds for municipal ad

valorem taxes on the same property) for

property used in the drilling described in

(5) -of this subsection on for property
described in (6) of this subsection, that
is 1installed or constructed before the
commencement of Production and ad valorem
and other taxes paid to one or more
municipalities that were incurred directly
as the result of, and in the course of,
the drilling described in (5) of this
subsection and/or the acquisition,
installation or construction of property
described in (6) of this subsection before
the commencement of Production but
excluding any franchise, ¢r income taxes.
Production Revenue Account.
The Production Revanue Account shall include
Credits reflecting the value of Production
from the NPSL Tract or which is allocated to

the NPSL Tract under a Unit_Acr2ement, du.ing

N RES TS
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(b)

10
a month in which wvalue 1is determined in

accordance with Section 121. The account shall
be debited with Direct Costs for the operation,
maintenance, dismantlement, abandonment and
restoration of the NPSL Property, and the
overhead allowance specified in Section 112.

Net profit Share Payment Account,

The Net Profit Share Payment Account shall

include the amounts of Net Profit Share Base.

NPSL accounts shall be kept on a cash basis.

Costs shall include but are not limited to:

(1)

Financial obligations for commitments to major
projects in progress.

Cash advance payments to contractors or others
for which accounting is not yet provided.
Working funds advanced to outsi¢ parties for
NPSL Operations.

Fixed obligations for return of contractor's
equipment.

Payments or obligations required by 1law for

environn antal, safety or other regulatory

purposes.
Contractor retentions.

Mobilization and demobilization of contractors!
personnel, drilling vessels, drilling rigs and
other such equipment and services.

Any other Costs incurred or attributabls to the
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11
NPSL which are necessarv for the exploration,

developnsnt, maintenance, operation
dismantling, abandonment, and restoration of
the NPSL Property according to law or
regulation.

Abandonment costs.

111. Schedule of Allowable Direct and Allocable Costs and

Credits,

The Costs and Credits specified in the following

paragraphs of this section may be charged direct, or allocated

to NPSL Operations, as appropriate in accordance with Section

114,
(a)

Lease rental. All lease rental except those

lease rentals for the first four years of the

lease,

Labor.

(1) (i) salaries and wages of field employees,
First Level Supervisors and Technical Employees
employed in the NPSL Project Area in NPSL
Operations, if such Costs are not charged under
subparagraph (g} of this section. (ii)
Salaries and wages of Technical Employees who
are either temporarily or permanently assigned
to, and ¢irectly emploved n the NpPSL

Operations. Such labor shall be charged

CALENDAR pAGE
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12
basis of time reports and hours worked directly

benefiting the NPSL 'ract.

(2) The cost of compensated personal absence
paid to employees whose salaries and wages are
caargeable to NPSL Operations under
subparagraph (b) (1) of this section,

(3) Expenditures of contributions made
pursuant to assessments imposed by governmental
authority that are applicable to lessee's costs
chargeable to NPSL Operations under
subparagraphs (b) (1) and {b) (2) of this
section.

(4) Reasonable Personal Expenses, including
relocation cost of employres whose salaries and
wages are chargeable to NPSL Operations under
subparagrpah (b) (1) and (b)(2) of this section
and that are paid for which are reimbursed
under lessee's normal practice.

(5) Lessee's current Costs of established
plans for employee's group life insurance,
hospitalizaticen, pension, retirement, stock
purchase, dental, thrift, bonds, and other
benefit plans of a like nature thet are made
available to all employees on ar equitable
basis, apolicable .o lessee's labor cosk
chargeable to NPSL Operations urder

subparagraph (b) (1) and (b) (2) shall be
CT-313
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13
lessee's actual c¢ost not to exceed the percent

currently recymmended by the Council of
Petroleum Accourants Societies (COPAS).

{6) Charges for axpenses incurred under
subparagraphs (b) (2)and(b) (5) of this section
may be made to WPSL accounts on 4 "when and as
paid" basis or a percentage assessment method.
If th: percentage assessment method is used, it

shall be based updn actual cost expzrience for

the preceeding pear expressed as percentage of

costs chargeably under subparagraph (b)(lL) and
(b) (2) of this gsection, and adjustments shall
be mac. =t by &and of each fiscal year to
balance total pharges made to NPSL accounts
during the yeaf with the actual costs for the
year. Under elither method the «cost of
zdministering tle plan and paying the salaries
and benefits de¥ined in this paragraph shall oe
exvluded. In Qaterming actual cost experience
of any emplove\ benefit plan, any divided or
refunds receiv&& applicable to insurance of
annuity policiey Shall be used to reduce

cost of such polijcies,

Mate+-ial.

(1) Material pufphased or furnished by a lessee

as NPSL Property shall be charged or credited

J\JI
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(d)

14
at amount specified in Section 115. The

purchase and inventorying of material are

subject to conditions =nd provisions in Section

132.

Credit for salvage or returned material shall

be made to the NPSL account originally charged.

Transportation. Transportation of employees

and material necessarv for NPSL Operations, to,from

and within the NPSL Project Area, but subject to the

following limitations:

(=)

If material is moved to the NPSL Project Area,
no charge shall be made to NPSL Opertions for a
distance greater than the distance from the
nearest reliable supply store, recognized barge
terminal, or railway receiving point where like
naterial is normally available, unless agreed
to by the BExec: tive Officer.

If surplus material is moved £from the NPSL
Project Area, no charge shall be made to NPSL
Operations for a distance greater than the
distance to the nearest reliable supply store,
recognized barge termianal, or Railway Receiving
Point unless agreed to by the Executive
Officer. No charge shall be made to NPSL
Operations for meving material to other

properties owred by or under the control

‘CALENDAQ@,;E
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15
lessee, unless agreed to by the Executive

Officer.

In the application of subparagraph (1) and (2)
of this paragraph, there shall be no
equalization of actual gross trucking costs of

$400 or less, excluding accessorijal charges,

(e) Contract services. Except when excluded by
paragraph (f£) of this section and/or Section 113(d),
the cost of services and utilities provided under

contract by outside parties and which constitute

proper and necessary YpSL Operatic s or support for

NPSL Operations, and rental charges paid to outside
parties for the rental of equipment used in the NPSL
Project Aarea in support of NPSL Operatiens, may be

charged to NPsSL Operations,

(£) Legal expenses. Expense of handling,
investigating and settling litigation or claims,
discharging of liens, pavments of judgments ang
amoun:s paid for settlement of claims incurred in or
resulting from NpSL Operations, or necessary to
protect or rescover the NPSL Properiyv are allowable,
except those costs listed in  Zecti 1i3(g) as
unallowable. This includes the

of lessee's legal staff ang expanse

attorneys who are assigned
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this paragraph if supported by adequated time

records showing the nature of the matter, its direct
relationship to NPSL Operations, and the hours spent
on the matter.

(g) Rental of equipment and facilities furnished by
lessee.

(1) (1) The NPSL accounts shall be charged for the
use of egquipment and facilities owned by a lessee

that are proper and necessary for NPSL Operations,

including shore base and offshore facilites and

pipelines from the tract to shore base production
facilities, and that are noi NZSL Property. Rental
charges shall be made at rates based upon actual
Costs of acquisition, construction, and Operations.
Such rates may include labor, the Cost of setting up
and dismant'ing equipment, maintenance, repairs,
other. operating expenses, insurance, taxes,
depreciation ({calculated using a method consistent
with generally accepted accounting piinciples,
consistently applied) and a return on the remaining
undepreciated basis not to exceed ten percent (10%)
per year except that the Executive Officer may from
time to time establish a different maximum
percentage. Any Cost of acquiring real property in
excess of that reasonably required to support the
facilities furnished for NPSL Operations shall not

be included in +ie Cost used to establish these
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rates. Rates charged shall not exceed &verage o

Rates charged shall not cxceed v

commercial rates.

averaye commercial rates for equipment and

facilities of similar nature and capability P

in the vicinity of the ¥NPSL

currently prevailing

Project Aresx.

e (ii) The term "equipment and facilities" is used in

the brvad sense to include eguipment that may be

mobile or semimobile and also installations that may &)

B be semipermanent oOr permanent in nature, Such

equipment and facilities 1listed below shall be 4

charged on the basis indicated.

Racis of charge

Ecuipment/facilities

A. Mobile equipment:
Hour »..“{ :

aircraft
Automobiles Mile or hour f’&
Trucks Mile or hour
Tractors dour
i sulldozers Bour
. Mobile crares Hour
Trailer-mounted test separators Jour
Hour

pruck-mounted cement mixers
Boats Day or hour 5

House Day

Semimobile equipment:

prill Rigs
@ Workover rigs jour
pulling units Hour

Toot or day

=
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Derricks
Vrilling tender
Barges

Semipermanent installations:
Skid-mounted separators volume
Skid-mounted compressors volume

Permanent installations:
Compressor staticns Volume
Saltwater disposal wells Volume or wells
Source water wells and

supply systems Volume
Roads Wells
Production/drilling platform Volume or wells
Canals Wells
Dock Wells
0il storage and loading

facilities volume
Gathering systems and

pipelines Volume
ACT systems Volume
Laboratory services (excluding

researcin work Hour or
Shore base production

facilieses Volume
Shore base support

facilities Wells

Miscellaneous:

Drill pipe Foot or day
Casing setting tools Day

Well testing equipment Day

CALENDAR paGE
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Equipment and facilities that are not listed shall be chargead

on a basis. consistent with the naturce of the use. ‘
(2) In lieu of charges in paragraph (g) (1) of this !
secticn, the lessee may elect to wuse avaerage
commercial rates prevailing in the vicinity of the

NPSL Project Area less 20 percent. For equipment

b

for which no commercial rate exists, the lessee

shall submit the basis for determining such costs to

the Executive Officer for approval.

(h} Damages a;d losses to NPSL Property. All Costs .
necessary for the repair or replacement of NPSL
Property made necessary because of damages or losses
incurred by fire, flood, storm, theft, accident, or

other causes not covered by insurance, except those
resulting from lessee's gross negligence or willful e
misconduct. Any settlement received from an
insurance carrier should be credited to NPSL iN

Operations when received.

(1) Taxes. All taxes, except income :taxes, fedsral
windfall profit taxes, profit shars pavments, and
taxes based upon income, that are assessed or levied
upon or in connection with NPSL Operations and which
nave beer paid by the lessee. Allowed caxes shalil
include, but are not limited to, production

severance, State of California windfall profit taxes

n 5
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applicable to total production, excise,

advalorem, and mineral taxes. Federat windfall

profit taxes are allowabl wuntil net profit paym.ats

to the State commence.

(3)
(1)

(k)

Insurance, Bonds and Letters of Credit.
Net premiums paid for insurance required to be
carried and costs of bonds and letters of

credit required to be obtained for NPSL

Operations. For NPSL Operations in which the

lessee may act as self-insurer for Worker's
Compensation and Employer's Liability, the
lessee may include +the risk under its self-
insurance program in providing coveruye under
State and federal laws and charge NPSL
Operations at lessee's : to exceed

manual rates.

NPSL Operations shall be credited for

reimbursements for costs of damage to NPSL
Froperty or personal injury. Reimbursements
for damaged NPSL Property shail be credited to
the NPSL account charged for the cost of

replacement or repair of the damaged NPSL

Property.

Communications. Costs of 1leasing, acquiring,

installing, operating, repairing and maintaining

U
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communications systems, including radio, microwave

facilities and computer production controls for the
NpPSL Operations. If communication facilities
systems serving the NPSL Tract serve Operations
and/or facilities cutside the NPSL Project Area,
charges to NPSL Operations shall be made as provided
in paragraph (9) of this section or shall be

allocated to NPSL Operations in accordance with

Section 114.

(1) Ecological and environmental. Costs incurred
in the \iPSL Project Area as a result of reqguirements
for archaeological and geophysical surveys relative
to identification and protection of cultural
resources, mandatory bionlogical and marine mammal
resources, fisheries training programs, and other

environmental ecological surveys or training

programs required by the: state or the federal

government or other regulatory authority, may be
charged to the NPSL accounts. 4lso, the Costs
allocated to the NPSL to provide or have available
pollution containment and removal

including payments *o organizations

which provide equipment and/or assistance in
event of oil spills or other environmental damage
are allowable. The Costs of actual control and

cleanup of oil spills and resulting res

CALENDAR 2AGx
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required by law or regulation, applicable laws and

regulations are allowable, except that a charge
shall not be allowed for any such Costs attributable

to the 1lessee's Qgross negligence or willful

misconduct.

{m) Costs of temporary platforms, feasibility
design studies and simi.ar marine projects, for the
NPSL groject Area or WPSL Property incurred in
compliance wiéh applicable laws, regulations, cr
plan or develcpment approved by the Executive

Officex.

(n) Standby costs incurred while NPSL Operations
are deferred, suspended or curtailed by reason of
force majeure, law, rule, requlation, or di-ection
of the Executive Officer or tne Commander, western
Space and Missile Center (WSMC) or other appropriate
military agency. Costs of evacuation of personnel
and appropriate sheltering of personnel not
evacuated, are an allowable charge when ordered by

the Commander (WSMC), or other appropriate military

agency or other authority.

(o) Cost of compliance, or training programs for

NPSI, personnel, for applicable state, <federal, or

(_C;LENDD.S waSE
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governmental agency laws, regulations or dirsctives

that are related to the NPSL Operations in effect at
the date of the lease agreement or later enacted or

adopted.

(p) Dry or bottom hole contributions +o wells —
drilled by others within 1,489 feet of the exterior
boundary of the NPSL for infcrmation relative to the W PN

exploration o development of the NPSL,

. i

(g) Costs of permits and licenses for the NPSL oy

Operation in the Project area. / o

(r) Costs of Outside Substances, less cos

cr

. . . . Y
recoverles, used as injection for production, j
Yol '
repressuring, pressure maintenance, cycling or other

primary, secondary or tertiary recovery purposes.

(s} Costs of required work commitment for &the NPSL.

(t) <C..arges for cleaning, dehvdration, AT
desulphurization, compression, etc., for making the

oroduction marketable.

(u) Dismantling, Aabandonment and Restoration Cos:s

Of NPSL Property.




24
Following commencement of production, estimated

dismantling, abandonment ang rewoval costs of
wells and facilities charged as Nps, Property
and restoration of the NPSL Project Area may be
included as a direct operating cosfw, and, if
included, must be amortized on g4 unit-of-
production basis., fThe init armour.t amortized
fer Btu equivalent equals the estinated real
cost (i.e., without regard to raflation)
determined in accordance with generally
accepted accounting Principles a3 of the
commencement of production for tne NPGL,
divided by the number of Btu eguivalents
represented by the proved reserves of t£ie NPSL
as determined under Financial Accounting
Standard Board rules as of that time, The
amount amortized per Btu equivalent may be
redetermined, not more often than once every

two ,ears at the commencemant of the lessee's

fiscal year or later than five years prior to

the estimated date of final abandonment of the
NPSL Tract, uy dividing the number of Bty
equivalents represented by the proved reserves
of the NPSL as of the time O©f redetermination
into the difference between the then-estimated
real cost for abandonment of the wells

facilities on or in support of the NPSi, and

CALENDAR 24, 7
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cummulative amortization already charged as of

that time for the NPSL Property. The amount of

dismantling, abandonment and removal costs
charged as a direct operating cost and
amortized hereunder shall be invested in an
interest bearing fund account as a cash reserve
for the purpose of paying the final cost of
abandonment of the NPSL Project Area, The
Lessee and the State shall have the privilege
of withdrawing its proportionate net profit
percentag; share of the earped interest on the
anniversary date of the fund account. rhe
selection of the savings inskitution the
pericdic interest rates, and withdrawal of

funds for the intended purpose shall be

approved by the Executive Officer.

If, upon abandonment  of all wells
facilities for the NPSL and restoration of
NPSL Project Area, the actual costs there
less salvage value (if any) are iess than
total amount amortized for such purposes ifor
NPSL Preperty, the excess amorcization Zfunded
be included in :he Production Revenue
for the purposes of determining a
lessee's Net Profit share Base, I£, upon

abandonment of all. wells and Zfzcilicies on the
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NPSL and restorafion of the NPSL, the actual

costs thereof, less salvage value (if any),
exceeds the total amount amortized and funded
for such purposes on that NPSL, the difference
may neither be included as a Direct Cost or
included as development and production cost for
the purposes oL determining a lessee's Net

Profit Share Base.

(v) Other Costs. Any other Costs ot covered in
the preceeding- paragraphs of this section and not
prohibited by Section 113 that are incurred by the
Lessee in the necessary and proper conduct of NPSL
Operations and are approved by the Executive
Officer.

(w) Other credits. Ccredits shall be given to the
Development or Revenue Production Accounts,
depending on when incurred, for NPSL Property leased
or used in non-NPSL Operations, and for the sale of
information derived from test wells and GiG and for

ary and all amounts earned or otherwise due a Lessee

as a result of NPSL Operations.

Overhead Allowance

(a) The Development Account and Production Revenue

Account shall be charged the respective

overhead allowance for Direct Costs and

CALENDAR
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allocable joint costs on the following

percentage basis.

1. Development Account: Four percent (4%)

2. Production Revenue Account: Ten percent
{10%)

Application »f Overhead. Except as provided in

subparagraph (c) below, Development Account

overhead shall be charged on all bDirect Costs
which are included as allowable charges in the

Development Account and Production Revenue

Account overhead shall be charged on all Direct

Costs which are :included as allowable charges

in the Prdduction Revenue Account.

Overhead shall not be charged on the value of:

1. Legal expenses (Section 111(£));

2. Ad Valorem Taxes on personal property or
mining rights rerndered for NPSL Property;
Qutside Substances charged to +the NPSL
(Saction 111 (s));

Credits for material charged under Section
11l1l(c) that are salvaged, returned, or
used for the benefit of non-NPSL

Operations.

Unallowable Costs.

mhe following costs shall not be charced as direc:

or joint costs to NPSL Operations: l

C—\LEHDAQ A0
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(a) Bonus payments to the State and lease rentals

for the first four 7ears of the lease;

(b) Interest (éxcept as permitted under
111(g) and 120;
Depreciation, depletion, amortization o any
other charge for investment Lecovery, except as
explicitly provided by the Aliowance For
Investment Recovery calculated according to
Section 120, for material charged to gz NPSL
account uqder Section 111 (c);
Research and development costs except that this
type of cost shall not be construed o cover
the resoluion of specific technical problems
confronting NPSL Operations, specific
engineering design problems related to
equipment or facilities required for Npsy,
Operations, or services required to comply with
any federal or state, laws, rules or

regulations;

The following legal expenses:

(1) The costs of litigation against the State;

(2) Fines or penalties levied by
governmental agency except when
actions subject to fine or benaity are
performed at the order or direckion of
applicable law, rule Or regulation cr by

order of the Executive Officer,
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Settlement of claims or other 1lit:gation

resulting from violation of regulatory
requirements or gross negiigence or-
willful misconduct; and
The costs of the Lessee's legal starf or
expense of outside attorneys except
allowed according to Section 111 (f)
when approved by Executive Officer.

(€) The Lessee's own cost of administering employee

benefit plans;

(g) The cost of acquiring or constructing Shoré
Base Facilities and real property improvements
supporting NPSL COperations that are chargeable

as Costs under Section 1lll(g).
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Allocation of Jcint Costs and Credits.
(2} Joint Costs shall be grouped in Costs Pools for
allocation to NPSL and non-NPSL Operations in
reas-zuable proportion to the beneficial or causal
relationships which exist between a specific Cost
pool and the operations. That portion of a joint
Cost Pool that may be allocated to NPSL Operations
is called an allocable Joint Cost.
(b) The following allocation principles apply in
allocating Joint Costs: ‘
() G & G. G & G except as conducted solely for
the benefit of the NPSL, shall be allocated on
a line mile per tract basis.
Compensated personal absence, payroll taxes and
personal expenses. These items shall be
allocated on the same basis as wages and
salaries.
Transportation Costs. Transportation Costs fox
employees that are not charged direct shall be
aliocated on the same basis as their salaries
and wagas.

(c) Joint Credits shall be allocated in the same

manner as Joint Costs.

(d) when tne NPSL is made a part of a unit, the

allowed Costs shall be charged to the NPSL accounts

on the basis specified in the _unit _operating

1
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agreemenz as approved by the Executive Officer.
Revenues and other credits shall be made to the NPSL
Accounts on the same basis as séecified in the
approved operating agreement. Joint Costs of an
NPSL and a non-NPSL Tract that are adjacent to one
another and are on the same structure shall be

allocated on a basis approved by the Executive

Officer.

115. Pricing of Material Purcha-es; Transfers, and

Dispositions:

Q (a) (1) purchased Material. Except as provided in

paragraph (a) (2) (B) (i) of this section, Material

purchased for use in NPSL Operations shall be

charged to NPSL Operations at the price paid, after

deduction of any discounts received. Should any

purchased Material be defective or returned to a

vendor for other reasons, the credit shail be made

to NPSL Operations when received by the Lessee in

accordance with Section 1ll{(c) (3).

(2) Material transferred within the NPSL Ope

or furnished from Lessee's warehouse Or

properties.

(A) Material required for NPSL Opevation shall be
purchased for direct charge whenever practical;

however, if the NPSL Operation is in a lecation

!CaLENOARPAG£
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where Material needed for operations may be not
be generz.ly available, the most practical
location for obtaining such Material may be
from other points in the Continental United
States where Material is readily available and
the Lessee has necessary facilities and
personnel to forward Materials to the NPSL

Operations. Therefore, under circumstances

where it is economically beneficial to the NPSL

for Lessee to furnish Materials from Lessee's
warehouse or other properties located at other
points in the Continental United States, such
Material movements are subject to the
conditions in subparagraphs (i) and (ii) below,
except that the pricing and transportation
origination point of suck Material shall be
provided under this Section 115 FOB a reputable
supply store or Railway Receiving Point nearest

such Lessee storehouse from which the Material

.

is furnished.

(i) New Material (Condition "A").
(a) Tubular goods, except line pipe,
shall be priced on a maximum carload
and/or barge load weight basis regardless
of quantity transferred and eqgualized to

the lowest prevailing price FOB Railway

14 R Tt
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Receiving point or ' »cognized  barge
terminal nearest the NP, Property where
such  Material is normally  available
effective at date of transfer,

v

Line pipe shall be Priced at the currant

replacement cost effective at gate of

transfer from a reliahle Supply store
nearest the NpsL Proeprty yhere such
Material is normally available if the
movemént is less than 30,000 pounds,

the movement is 30,000 pounds or more,
shall be priced on the same basis
casing and tubing under Subparagraph (a)
of this Pacagraph 2B of this Section 115,
Other Material shall be priced at the
Current replacement cost of the same kind
of Material, effective at date of movement
and FOB the Supply store or Railway
Receiving Point nearess the NpsL Property
where Material of the same xind is
normally available,

Used Material (Condition "B" and "c")
Material in sound and sarviceable
condition and sujitable E.. reuse without
reconditioning, shall Fe classified as

Condition "3" apg priced at seventy-£five
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percent (75%) of the current price of new

Material.

Material which 1s not suitable for its

original function until after

reconditioning shall ve transferred under
one of the two methods (efined below:

(1) Classified as Conditicn ngn and
priced at seventy-five percent (75%)
of the current price of new Material,
The cost of reconditioning shall be
absorbed by the transferor.

Classified as Condition "C" and
priced at fifty percent (50%) of
current price of new Material. The
cost of reconditioning zlso shall be
charged to the transieree, provided
condition "C" wvalue, plus cost of
reconditioning, does not exceed

Conditicn "B" value.

Obsolete Material or Materizl which cannot
be classified as Condition ngh or
Condition "C" shall be oriced at a value
commensurate with its rse. Material no
longer suitable for its original purpose

but usable for some other purpose, shall

CALENDAR PAQE U1.335
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be priced ca a basis comparable with that
of items normally used for such other
purpose.
Material involving erection Costs shall be
charged at applizable percentage of the
current knocked~down price of new
Material.
Transferred and disposed material which cannot
be priced. according to Section 1ll5(a)(2) shall
be disposed of by offer for division in kind or
sale to outsiders.
Pricing conditions.
Loading and unloading Costs shall be charged at

a rate of twenty-five cents ($.25) per hundred

weight, or such other rate as may be set by the

Executive Officer, on all tubular ¢oods
movements, in lieu of loading/unloading (osts
sustained, when the actual hauling Costs of
such tubular goods is egqualized under
provisions of Section 111(2).

Material involving erection Costs shall be
charged at the applicable percentage of the
current knocked-down price of new material.

{b) Pricing conditions.

{c) When Material subject to subparagraphs

{(a) (2)(B) (ii) of this section
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trans.-erred, the c¢ost of reconditxoniqg
shall be borne by the receiving property.

Transshipment Costs. Costs for 1labor,
payroll burden and employece penefits,
material, supplies, transportation and
other related «costs, incurred by the
Lessee in connection with the
accumulation, packing, crating and

preparing Material and equipment for

transshipment to the NPSL Property shall

be a Direct Charge to the NESL Operations.

120. Calculation of 1Interest on Developmen: Account
Balance,

(a) The Allowance for Investment Recovery shall be
calculated monthly for any month in which the
absolute balance in the develovmen:t account is
a debit balance after considering all Credits
since that balance represents the unrecovered
investment at the end of that month.

The amount of interest to be applied shall be
calculated monthly at one-twelfth of the
weighted average annual prime rate interest in
effect for the month for Bank of America, San
Francisco; Security Pacific Bank, Los Angeles;

and the First Interstate Bank, Los Angeles or
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their successors.

The base for applying the interest rate is the
amount equal to one~balf of the !absolute
valuel of the sum of the account beginning

month's balance and the preliminary ending

account bal 1ce (before adding interest) for

the month.

The interest rate calculated in subparagraph
(b) above is to be applied to the average
account b;lance determined in subparagraph (c)
above to determine the dollar amount to be
debited to the development account as the
monthly Allowance for Investment Recovery,.

The amount of interest determined
subparagraph (4) above is debited to

development account as a Direct Cost for

month.

Determination of the Net Profit Share Base.

a. During each month of the lease term:
(1) The development account shall
with allowable direct costs, overhead and
Allowance for Investment Recovery, according ¢t
the wvaluation specified in subparagraph 2

below, Sections ’ ’ and

credited with allowable Credits.
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(2) The debit or credit ‘balance of the
production revenue account shall be determined
by considering differences between the
allowable direct costs, and overhead and

credited with an amount reflecting the

productiorn revenues for the month, calculated

in accordance with the value basis as follows:

The value basis £feor determining the actual
value of . all hydrocarbon Production and for
purposes of computing net profits in accordance
with the bidding system shall be the current
market price as determined by the State and
shall include any premium or bonus paid for the
hydrocarbon shipments. For oil shipments, the
current market price never shall he less than
the highest price in the nearest field at which
oil of 1like gravity and quality is being sold
in substantial quantities. ¥or non-oil
shipments, which consist of dry gas, natural
gasoline, and other products extracted and
saved from the gas produceéd £rom the NPSL
Tract, the current market price never shall be

less than the higher of the highest price in

the nearest field at which non-oil production
of 1like quality is being sclé in substantial

quantities or the net proceeds or exchange

071.330
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value derived by the Lessee from the non-o0il
production removed or sold from the NPSL Tract,
If the State elects to take in kind part or all
of the share or shares of o051 or non-oil
production which the State is authorized to
take in kind, the value of the hydrocarbons
delivered to the State in lieu of money net
profits shall be included as a credit to the
NPSL development account and shall be deducted
from the State's share of the net profits due
for the period when such hydrocarbons were
taken in kind or produced. The value of such
hydrocarbons shall be determined by the state

and shall be the same as that of other like

hydrocarbons produced during the same month,

If the account balance is a debit halance, that
balance is carried forward as the beginning
balance of the production revenus account for
the succeeding month. If the account balance
is a credit balance the credit amount shall be
cleared to the development account bv debiting
the production revenue account and crediting

the development account,

(3) 1f as a result £ the accounting

transactions described in his Section 1 1

there is a debit balance in &zhe develoggen+
) O R Y
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account this debit balance is the preliminary

ending balance for the calculation of interest
for the Allowance For Investment Recovery.

(4) If, as a result of ‘the accounting
transactions described in this Section 121
there is a credit balence in the development
account, after the calculation of interest for
the Allowance for Investment Recovery on any
remaining debit balance, this credi%t balance is

the Net Profits Share Base for the month.

122, Calculation of the State's Net Profit Share Payment

and Lessee's net profit share.

(a) The State's Net Profit Share Payment due shall
be calculated by multiplying the Net Profit
Share base calculated i.n accordance 1ith
Section 121 by the Net Profit Share Rate.

The Lessee's net profit share shall be
calculated by subtracting the net profit share
payment due the State from the net profit share

base.

At the end of each month during the period
which a Profit Share Base is calculated,
following transactions shall be made in

NPSL accounts.

(1) Debit the development account by

07.34
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profit Share Base for the month.
credit the net profit share payment
account by the Net Profit Share Base for
the month.
pebit the net profit share payments
account by the net profit share payment tc
the state.
Debit the Lessee's net profit share
payment account by the Lessee's net profit
share for the month.
The net profit share payment due the State
shall be paid to the State in accordance
with the provisions of Section 131.
Maintenance of Records
(a) The Lessee shall establish and maintain such
records as are necessary to determine for each

NPSL:

(1) The volume and disposition of all oil and
gas production saved, removed or sold for
each month;

(2) The value of all oil and gas production
saved, removed or sold for esach month;

(3) The amount and description of costs and

credits to the NPSL development account;

(4) The amount and description of all costs of

acguisition, construction, and operation ©Of

1.342
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equipment angd facilities furnished by the
Lessee and charged to the NPSL, development
account under Section 11l (qg), Such records
shall include worksheets or Other documents
that indicate the method used to calculate the
amount of each charge made under Section
111(qg);

(5) The cumulative balance of C(osts and

Credits to the NPSL development account; and

(6) The inventory of material,

The ledger cards showing the charges ang
Credits to the NPSL development account shall
be maintained untj-: twenty-four months after
the cessation of NPSL Operations by the Lessee.
All other documents, journals ang records shall
be maintained for twenty-four months from the
due date or date ~f mailing of the statement of
account on an NPSL, whichever comes later,
except that nothing in these Procedures shall
limit the time for investigation or the need o
produce records when Prima facie savidence of
fraud or willful misconduct igs obtained with
respect to the State's interest in the NPSL

Tract.

Reporting and Payment Requirements
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Each Lessee subject to this part shall file an
annual report during the period from issuance
of the NPSL until the first month in which
production revenues are credited to the NPSL
accounts. such report shall 1list ‘~he cost
incurred, including allowances applied, credits
received, and the balances of the NPSL
accounts. Not later than 30 days after the end
of the first month in which production revenues
are credited to the NPSL accounts, a final
report relating to the period shall be £iled.

Beginning with the first month in which

production revenues  are credited to the

producticn revenue account, the Lessee shall

file a report for each NPSL not later than 30
days following the and of each month,
containing the £following information £for the
month for which the report is filed:

(1) volume and disposition of all oil and
production saved, removed or sold;
productica Revenue;
amount and description of
credits to the NPSL accounts;

balances of the NPSL development

account the production cevenue

account;
CALENDAFR PAGE
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The net profit share base and Net Profit
Share Payment due the State and the
monthly profit share of the Lessee.
The Lessee shall submit, together with the
report required by paragvaph (b) of this
section, any net profit share payment due the
State for the period covered by the report.
The Lessee shall file a report not later than
90 days after each inventory is taken,

reporting the controllable material on hand,

acquired, transferred or used.

The Lessee shall file a final report, not later

than 30 days following the cessation of
Production, together with the appropriate Net
Profit Share Payment, indicating the remaining
balance and Costs and Credits to the NPSL
accounts for the period.

Reports required by this Section shall be filed
with the Executive Officer either separately or
as part of the reports that are currently
filed.

Interest shall be calculated at the respective
rates established wunder Section 120(b) in
effect for the period or periods over which the
Net Profit Share Payment is owed, compounded

monthly, on the amount of a Net Profit Share
JT 745
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payment, from the due date 30 days following
the end of each month for which the payment was
due of a Net Proft Share FPpayment until such

payment is received by the State.

Inventories

(a)

The Lessee is responsible for NPSL Material and
shall make proper and timely Cost and Credit

notations for all Material movements affecting

NPSL Property. The Lessee shall provide only

such Material as may be required for immediate
use or is consistent with practical, efficient,
and economical operations. The accumulation of
surplus stocks shall be avoided by proper
material control, inventory and purchasing.
The Lessee shall make timely disposition of
idle and surplus Matecial through sale.

At reasonable intervals consistent with
accepted industry practice on the west coast,
inventories of Controllable Material shall be
taken by the Lessee. Written notice of
intention to take inventory shall he given by
the Lessee at least 30 days before any
inventory is to be taken soO that the Executive
Officer may be represented at the taking of

inventory. Failure of the zxecutive 0fficer to
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be represented at an inventory shall bind the ;
Executive Officer to accept the inventory taken
by the Lessee, except in the case of wilfull
i;* misrepresentation or fraud.

(c) 1Inventory shall be valued with any generally
Fi’ accepted accounting method used by the Lessee ;é%pw
to value the same Material for financial or 7y

income tax reporting purposes, provided that R

the metho? is consistently applied throughout ,l
i,, the life of the Material. : .t
?QT (d) Reconciliaticn shall be made of a physical 3
m 0 inventory with the NPSL development account DY
| the Lessee, and a list of overages and %é

shortages shall be available to the Executive
Officer for audit as provided in S=ction 133.

2 Inventory adjustments of Controllable Material

f_ shall be made by the Lessee to thea Development
Account for overages and shortages but Lesseeg
shall be held accountable only for shortages
due to lack of reasonable diligence.
Controllable Material removed £rom physical #15"
inventory that has not been credited to NPSL .
Operations under Section 115(a)(2) shall be
credit to NPSL Operations at its original
value, except that when the cost of the

material originally qualified for an Allowance
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for Investment Recovery in Section 120, the

Credit shall be calculated pursuant to Section

121 (a) (3).

Audits

(a)

The accounts of an NPSL Lessee or of a
contractor of the Lessee which are related to
NPSL Operations shall be :ubject te audit by
the sState or its appointed agent. Where
possible, the auditor for the State shall

coordinate audit efforts with other
nonoperaters, if any. The State shall have the
right to initiate an audit 'any time wihtin
twenty-four months of the Aue date of the
monthly statement that is téabe audited or the
date that the statement was mailed, whichever
is later, provided, however(w that audits may

R

not be conducted any more frequently than once

every year except upon a showing of fraud or

willfull misrepresenc:ation.

(b) (1) When nonoperators of an NPSL call an

in accordance with *fhe

operating agree AL, the

shall be notifi
call in the same mannes<w

notified. The State
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auditor with the audit team specified by
the nonoperators in lieu of calling for a
separate audit by the State.

(2) If the State determines to call for

an audit, the State shall notify the

Lessee of its audit call and set a time
and place for the audit. Such a notice
shall be sent at least thirty days before
the suggested time for the audit to allow
the nonoperators to join in the State's
audit in 1lieu of calling for their own
audit. The place for the audit will
normally be the place where the Lessee
maintains its records pertaining to the
NPSL lease. The Lessee shall send copies
of the notice to the nonoperators on the
lease. The Lessee shall use reasonabie
effort to  notify all operators, but
failure to inclade one or more
nonoperators in the notification shall not
void the notice.
When the State calls for an audit, the State
may suggest the date and time when :the audit
may commence. The estimated duration of the
audit may be mentioned to the Lessee as well as

to the other nonoperators who may elect to
Ul.34

v
A
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supply an auditor for their own audit purposes.
The Lessee's office where the audit will be
held may be named or, if not known, inquired
about. If a visit to a field plant or field
office is contemplated by the State auditor,
such a field trip may be mentioned. If the
State expresses a desire to review a period on
which the twenty-four mon:h time limitation has
expired, "it 1is the Lessee's perrogative to
allow the review or to request that the State

adhere to the time 1limitation specified in

these regulations.

(c) (1) Exceptions to the acounting by the

Lessee, whether in favor of the State or
the Lessee, shall be noted in a report to
the Lessee. The Lessee shall have 60 days
from the mailing of a notice of exceptions
to agree to the adjustments proposed by
the State auditor or to object to che
proposed adjustments. If the Lessee
accepts the proposed adjusiments, the
adjustment shall be booked in the month in
which the Lessee agrees to the adjuscment,
except where such adjustment would have
resulted in a change in anv Net »Profit

Share Payment due the L3
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case, there shall be a redetermination of
the NPSL accounts pursuant to Section 134.
1f the Lessee disagrees with the
adjustment, the Lessee shall have the
right to éppeal the adjustment to the
Executive Officer.

Upon receipt of an agreement by the State
auditor that there are no reguired audit
adjustments, upon final determination with
respect to any audit adjustment proposed
by the State auditor, or upon the lapse of
twenty-four months from the due date or
date of mailing of the statement of
account on an NPSL lease, whichever comes
later, the books shall be closed for audit
adjustment purposes, except upon a showing
of fraud or willful misrepresentation.
Records required to be kept under Section
130¢(a) shall be made available for
inspection by &ny authorized agent of the
State at any time during normal business

hours upon the request of the Executvie

Officer or other authorized official,

Redetermination and Judicial Review

(a) If, as a result of an inspection of records or
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an audit under Section 133, the EBxecutive
Officer determines that there is an error in

the NPSL Accounts or an errer in calculating

the Net Profit Share Payment, .whether in favor

of the state or the Lessee, the Executive
Officer shall redetermine the Net Profit Share
Base and recalculate the Net Profit Share
payment due the State and notify the Lessee of
the recalculation.

The Lesgee shall pay any additional amount of
Net Profit Share Payment owed plus interest,
compounded monthly, from the date that the
payment was due until the date it is actually
paid. Interest shall be calculated at the rate
established under Section 120(b) in effect for
the period or periods over which the payment is
owed.

If the recalculated Net Profit Share Payment is
less than the amount paid the State, the Lessee
shall apply such overpayment &o the Net Profit
Share Payment, plus interest as calculateé in
+he same manner as provided in subparagraph (b)
above not to exceed the amount(s) due
payable under item (b) above.

izhin 30 days after recelving notice of
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this Section, the Lessee may seek appropriate

judicial review of the decision of the

Executive Officer.
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