§256.54

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

(2) You may satisfy the Regional Di-
rector’s demand for additional security
by increasing the amount of your exist-
ing bond or by providing a supple-
mental bond or bonds.

(e) The Regional Director will deter-
mine the amount of supplemental bond
required to guarantee compliance. The
Regional Director will consider poten-
tial underpayment of royalty and cu-
mulative obligations to abandon wells,
remove platforms and facilities, and
clear the seafloor of obstructions in the
Regional Director’s case-specific anal-
ysis.

(f) If your cumulative potential obli-
gations and liabilities either increase
or decrease, the Regional Director may
adjust the amount of supplemental
bond required.

(1) If the Regional Director proposes
an adjustment, the Regional Director
will:

(i) Notify you and the surety of any
proposed adjustment to the amount of
bond required; and

(if) Give you an opportunity to sub-
mit written or oral comment on the ad-
justment.

(2) If you request a reduction of the
amount of supplemental bond required,
you must submit evidence to the Re-
gional Director demonstrating that the
projected amount of royalties due the
Government and the estimated costs of
lease abandonment and cleanup are
less than the required bond amount. If
the Regional Director finds that the
evidence you submit is convincing, he/
she may reduce the amount of supple-
mental bond required.

[58 FR 45262, Aug. 27, 1993. Redesignated and
amended at 62 FR 27956, May 22, 1997]

§256.54 General
bonds.

(a) Any bond or other security that
you, as lessee or operator, provide
under this part must:

(1) Be payable upon demand to the
Regional Director;

(2) Guarantee compliance with all of
your obligations under the lease and
regulations in this chapter; and

(3) Guarantee compliance with the
obligations of all lessees, operating

requirements for
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rights owners and operators on the
lease.

(b) All bonds and pledges you furnish
under this part must be on a form or in
a form approved by the Associate Di-
rector for Offshore Minerals Manage-
ment. Surety bonds must be issued by
a surety that the Treasury certifies as
an acceptable surety on Federal bonds
and that is listed in the current Treas-
ury Circular No. 570. You may obtain a
copy of the current Treasury Circular
No. 570 from the Surety Bond Branch,
Financial Management Service, De-
partment of the Treasury, East-West
Highway, Hyattsville, MD 20782.

(c) You and a qualified surety must
execute your bond. When either party
is a corporation, an authorized official
for the party must sign the bond and
attest to it by an imprint of the cor-
porate seal.

(d) Bonds must be noncancellable, ex-
cept as provided in §256.58 of this part.
Bonds must continue in full force and
effect even though an event occurs that
could diminish, terminate, or cancel a
surety obligation under State surety
law.

(e) Lease bonds must be:

(1) A surety bond;

(2) Treasury securities as provided in
§256.52(f);

(3) Another form of security approved
by the Regional Director; or

(4) A combination of these security
methods.

(f) You may submit a bond to the Re-
gional Director executed on a form ap-
proved under paragraph (b) of this sec-
tion that you have reproduced or gen-
erated by use of a computer. If you do
this, and if the document omits terms
or conditions contained on the form ap-
proved by the Associate Director for
Offshore Minerals Management the
bond you submit will be deemed to con-
tain the omitted terms and conditions.

[62 FR 27956, May 22, 1997]

§256.55 Lapse of bond.

(a) If your surety becomes bankrupt,
insolvent, or has its charter or license
suspended or revoked, any bond cov-
erage from that surety terminates im-
mediately. In that event, you must
promptly provide a new bond in the
amount required under §§256.52 and
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256.53 of this part to the Regional Di-
rector and advise the Regional Director
of the lapse in your previous bond.

(b) You must notify the Regional Di-
rector of any action filed alleging that
you, your surety, or guarantor are in-
solvent or bankrupt. You must notify
the Regional Director within 72 hours
of learning of such an action. All bonds
must require the surety to provide this
information to you and directly to
MMS.

[62 FR 27957, May 22, 1997]

§256.56 Lease-specific abandonment

accounts.

(a) The Regional Director may au-
thorize you to establish a lease-specific
abandonment account in a federally in-
sured institution in lieu of the bond re-
quired under §256.53(d). The account
must provide that, except as provided
in paragraph (a)(3) of this section,
funds may not be withdrawn without
the written approval of the Regional
Director.

(1) Funds in a lease-specific abandon-
ment account must be payable upon de-
mand to MMS and pledged to meet the
lessee’s obligations under §250.700 of
this chapter.

(2) You must fully fund the lease-spe-
cific abandonment account to cover all
the costs of lease abandonment and
site clearance as estimated by MMS
within the timeframe the Regional Di-
rector prescribes.

(3) You must provide binding instruc-
tions under which the institution man-
aging the account is to purchase Treas-
ury securities pledged to MMS under
paragraph (d) of this section.

(b) Any interest paid on funds in a
lease-specific abandonment account
will be treated as other funds in the ac-
count unless the Regional Director au-
thorizes in writing the payment of in-
terest to the party who deposits the
funds.

(c) The Regional Director may allow
you to pledge Treasury securities that
are made payable upon demand to the
Regional Director to satisfy your obli-
gation to make payments into a lease-
specific abandonment account.

(d) Before the amount of funds in a
lease-specific abandonment account
equals the maximum insurable amount
as determined by the Federal Deposit

§256.57

Insurance Corporation or the Federal
Savings and Loan Insurance Corpora-
tion, the institution managing the ac-
count must use the funds in the ac-
count to purchase Treasury securities
pledged to MMS under paragraph (c) of
this section. The institution managing
the lease specific-abandonment ac-
count will join with the Regional Di-
rector to establish a Federal Reserve
Circular 154 account to hold these
Treasury securities, unless the Re-
gional Director authorizes the man-
aging institution to retain the pledged
Treasury securities in a separate trust
account. You may obtain a copy of the
current Treasury Circular No. 154 from
the Surety Bond Branch, Financial
Management Service, Department of
the Treasury, East-West Highway, Hy-
attsville, MD 20782.

(e) The Regional Director may re-
quire you to create an overriding roy-
alty or production payment obligation
for the benefit of a lease-specific ac-
count pledged for the abandonment and
clearance of a lease. The required obli-
gation may be associated with oil and
gas or sulphur production from a lease
other than the lease bonded through
the lease-specific abandonment ac-
count.

[62 FR 27957, May 22, 1997; 64 FR 9066, Feb. 24,
1999]

§256.57 Using a third-party guarantee
instead of a bond.

(a) When the Regional Director may ac-
cept a third-party guarantee. The Re-
gional Director may accept a third-
party guarantee instead of an addi-
tional bond under §256.53(d) if:

(1) The guarantee meets the criteria
in paragraph (c) of this section;

(2) The guarantee includes the terms
specified in paragraph (d) of this sec-
tion;

(3) The guarantor’s total outstanding
and proposed guarantees do not exceed
25 percent of its unencumbered net
worth in the United States; and

(4) The guarantor submits an indem-
nity agreement meeting the criteria in
paragraph (e) of this section.

(b) What to do if your guarantor be-
comes ungualified. If, during the life of
your third-party guarantee, your guar-
antor no longer meets the criteria of
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