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sussecT:  Report on U.S. Department of Energy Naval Petroleum Reserve Number 1,
Quarterly Financial Statements, March 31, 1997 and 1996 (WR-FC-97-08)

T0:  Deputy Assistant Secretary for Naval Petroleum and Qil Shale Reserves (FE-60)

The attached report presents the results of the independent certified public accountants’
review of the Department of Energy’s Naval Petroleum Reserve Number 1 interim
financial statements as of March 31, 1997 and 1996. The review was done in accordance
with Statements on Standards for Accounting and Review Services issued by the
American Institute of Certified Public Accountants. A review of interim financial
statements consist principally of inquires of NPR-1 personnel and analytical procedures
applied to financial data. It is substantially less in scope than an audit in accordance with
generally accepted auditing standards, the objective of which is the expression of an
opinion regarding the financial statements taken as a whole. Accordingly, the certified
public accountants do not express such an opinion.

The auditors have stated that, except for the omission of certain disclosures, they are not
aware of any material modifications that should be made to the financial statements in
order for them to be in conformity with the other comprehensive basis of accounting
described in Note 1 to the financial statements.

The review was conducted at the request of the Office of Naval Petroleum and Oil Shale
Reserves. To fulfill our responsibilities, we contracted with the independent public
accounting firm of KPMG Peat Marwick LLP to conduct the review for us, subject to our
review of their work.

Since this report does not contain any recommendations, a formal response is not
required. In accordance with Department Order 2320.2B, “Establishment of
Departmental Position on Inspector General Reports,” as amended by the

October 11, 1994, memorandum on “Implementing Guidelines for Streamlining Pilot,” no
further action is needed because the report does not contain any recommendations.

We appreciate the cooperation of your staff throughout this review. E%Wf,% ﬁ;—.\% S? E %
Lawrence R. Ackerl.y,%g/iéaﬁ\jéager

Western Regional Audit Office
Office of Inspector General
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DISCLAIMER

This report was prepared as an account of work sponsored by an agency of the United
States Government. Neither the United States Government nor any agency thereof, nor
any of their employees, make any warranty, express or implied, or assumes any legal liabili-
ty or responsibility for the accuracy, completeness, or usefulness of any information, appa-
ratus, product, or process disclosed, or represents that its use would not infringe privately
owned rights. Reference herein to any specific commercial product, process, or service by
trade name, trademark, manufacturer, or otherwise does not necessarily constitute or
imply its endorsement, recommendation, or favoring by the United States Government or
any agency thereof. The views and opinions of authors expressed herein do not necessar-
ily state or reflect those of the United States Government or any agency thereof.
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KPMG-Peat Marwick LLp

60 East South Temple
Suite 900
Salt Lake City, UT 84111

Independent Accountants’ Review Report

Deputy Assistant Secretary
Naval Petroleum and Oil Shale Reserves
United States Department of Energy:

We have reviewed the accompanying statement of financial position of the U.S. Department of Energy
(DOE) Naval Petroleum Reserve Number 1 (NPR-1) as of March 31, 1997 and the related statements of
operations and changes in net position, and cash flows for the three-month and six-month periods
ended March 31, 1997 and 1996, in accordance with Statements on Standards for Accounting and
Review Services issued by the American Institute of Certified Public Accountants. All information
included in these financial statements is the responsibility of the management of NPR-1.

A review of interim financial statements consists principally of inquiries of NPR-1 personnel and
analytical procedures applied to financial data. It is substantially less in scope than an audit in
accordance with generally accepted auditing standards, the objective of which is the expression of an
opinion regarding the financial statements taken as a whole. Accordingly, we do not express such an
opinion.

As described in Note 1, the financial statements were prepared in conformity with the hierarchy of
accounting principles and standards defined in the U.S. Office of Management and Budget Bulletin No.
94-01, Form and Content of Agency Financial Statements. This hierarchy is a comprehensive basis of
accounting other than generally accepted accounting principles.

Based on our review, with the exception of the matter described in the following paragraph, we are not
aware of any material modifications that should be made to the accompanying financial statements in
order for them to be in conformity with the other comprehensive basis of accounting, as described in
Note 1.

Management has elected to omit certain disclosures required by the comprehensive basis of accounting
other than generally accepted accounting principles, as described in Note 1. If the omitted disclosures
were included in the financial statements, they might influence the user’s conclusions about NPR-1’s
financial position, results of operations, and cash flows. Accordingly, these financial statements are not
designed for those who are not informed about such matters.

We have previously audited, in accordance with generally accepted auditing standards, the balance
sheet of NPR-1 as of September 30, 1996 and the related statements of operations and changes in net
position, and cash flows for the year then ended (not presented herein); and in our report dated
November 15, 1996, we expressed an unqualified opinion on those financial statements, but we have
not performed any auditing procedures since that date.

APMe. ﬁ.éﬂ(a«wé L

April 17, 1997
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U.S. DEPARTMENT OF ENERGY

NAVAL PETROLEUM RESERVE NUMBER 1

Statements of Financial Position

March 31, 1997 and September 30, 1996

Assets

Current assets:
Fund balance with U.S. Treasury and cash
Accounts receivable

Inventories:
Materials and supplies, net
Product inventories held for sale
Advances and prepayments, net

Total current assets

Property, plant, and equipment:
Drilling and development
Production facilities
Gas plants
General property

Less joint owner share

Less accumulated depreciation

Construction in process, net
Net property and equipment

Total assets

Current liabilities:
Accounts payable
Accrued liabilities

Total current liabilities
Unfunded liabilities, net

Total liabilities

Net Position
Net position

Total liabilities and net position

Unaudited - see accountants’ review report.

. D)
- T ST

March 31, September 30,
1997 1996
$ 498,352,843 516,149,393
41,302,200 39,757,706
2,953,582 2,893,002
2,215,420 1,891,318
4,608 101,765
544,828,653 560,793,184
783,554,340 783,105,521
377,908,101 378,543,893
166,329,294 167,881,233
30,179,344 30,082,240
280,036,663 280,156,692
1,078,434,416  1,079,456,195
602,538,089 584,287,797
475,896,327 495,168,398
19,624,455 7,127,991
495,520,782 502,296,389
$ 1,040,349,435 1,063,089,573
$ 14,515,253 21,504,989
48,686,169 47,100,086
63,201,422 68,605,075
66,789,901 58,587,701
129,991,323 127,192,776
910,358,112 935,896,797
$ 1,040,349,435 1,063,089,573




U.S. DEPARTMENT OF ENERGY

NAVAL PETROLEUM RESERVE NUMBER 1

Statements of Operations and Changes in Net Position

Product revenues:
Crude

Dry gas

Natural gasoline
Propane

Butane
Isobutane

Total product revenues

Other revenues:
Cogeneration
Pipeline tariff
Other

Total other revenues

Total revenues

Expenses (note 2):
Operating expenses
General and administrative

Total gross operating expenses
Less joint owner interest

Net expenses
Depreciation
Unfunded expenses

Total expenses
Net income before appropriations and transfers
Appropriations
Transferred to U.S. Treasury

Shortage of net income and
appropriations under transfers

Net position:
Net position, beginning balance, as
previously stated
Adjustment (note 3)
Net position, beginning balance, as restated

Shortage of net income and
appropriations under transfers

Net position, ending balance

Unaudited - see accountants’ review report.

Three-months ended

Six-months ended

March 31, March 31,
1997 1996 1997 1996

$ 87,318,879 74,932,960 179,933,399 142,435,982

30,496,007 7,772,697 54,348,007 16,318,232

4,933,091 3,734,461 10,415,737 7,303,574

7,807,113 5,463,987 14,809,568 10,169,605

4,144,580 3,321,695 7,711,775 5,776,452

1,259,692 1,058,086 2,528,457 2,160,429
135,959,362 96,283,886 269,746,943 184,164,274
1,222,323 408,231 1,992,253 905,064
76,498 96,605 169,256 196,775
35,805 27,191 74,851 44,780
1,334,626 532,027 2,236,360 1,146,619
137,293,988 96,815,913 271,983,303 185,310,893
19,912,888 17,881,918 37,512,240 35,189,154
8,721,023 7,362,763 17,258,376 15,353,189
28,633,911 25,244,681 54,770,616 50,542,343
4,449,201 4,952,953 9,322,446 10,043,002
24,184,710 20,291,728 45,448,170 40,499,341
10,748,576 9,117,328 21,276,639 18,188,570
4,101,200 3,291,349 8,202,200 6,582,698
39,034,486 32,700,405 74,927,009 65,270,609
98,259,502 64,115,508 197,056,294 120,040,284
30,762,500 32,346,500 61,525,000 64,693,000
(141,730,147)  (102,348,895)  (284,119,979)  (198,428,178)
$ (12,708,145) (5,886,887) (25,538,685) (13,694,894)
$ 923,066,257 966,462,458 935,896,797 996,158,643
- - - (21,888,178)

923,066,257 966,462,458 935,896,797 974,270,465
(12,708,145) (5,886,887) (25,538,685) (13,694,894)

$ 910,358,112 960,575,571 910,358,112 960,575,571




U.S. DEPARTMENT OF ENERGY
NAVAL PETROLEUM RESERVE NUMBER 1

Statements of Cash Flows

Three-months ended

Six-months ended

March 31, March 31,
1997 1996 1997 1996
Cash flows from operating activities:
Net income before appropriations
and transfers $ 98,259,502 64,115,508 197,056,294 120,040,284
Adjustments affecting cash flow:
Depreciation 10,748,576 9,117,328 21,276,639 18,188,570
Change in inventory obsolescence (125,000) - (125,000) -
Increase in unfunded environmental
restoration liabilities 3,545,500 2,844,500 7,089,500 5,689,000
Increase in unfunded pension, other
retirement benefits, and accrued
annual leave 555,700 452,283 1,112,700 899,132
Decrease (increase) in accounts receivable 8,278,963 (3,273,306) (1,544,494) (16,056,918)
Decrease (increase) in inventories 574,653 108,212 (259,682) 12,019
Decrease (increase) in advances
and prepayments 3,142 (2,265) 97,157 89,419
Increase (decrease) in accounts payable (325,554) 694,845 (6,989,736) (5,341,012)
Increase (decrease) in accrued liabilities (8,589,072) 2,153,319 1,586,083 37,002,947
Net cash provided by operating
activities 112,926,410 76,210,424 219,299,461 160,523,441
Cash flows from investing activities -
purchases of property and equipment (7,324,588) (6,603,069) (14,501,032) (13,363,776)
Cash flows from financing activities:
Appropriations 30,762,500 32,346,500 61,525,000 64,693,000
Adjustment (note 3) - - - (21,888,178)
Transferred to U.S. Treasury (141,730,147)  (102,348,895) (284,119,979) (198,428,178)
Net cash used in financing activities (110,967,647) (70,002,395)  (222,594,979)  (155,623,356)
Net cash used in operating, investing,
and financing activities (5,365,825) (395,040) (17,796,550) (8,463,691)
Fund balance with U.S. Treasury and
cash, beginning of period 503,718,668 527,051,552 516,149,393 535,120,203
Fund balance with U.S. Treasury and
cash, end of period $ 498,352,843 526,656,512 498,352,843 526,656,512

Unaudited - see accountants’ review report.
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U.S. DEPARTMENT OF ENERGY
NAVAL PETROLEUM RESERVE NUMBER 1

Notes to Financial Statements

Summary of Significant A ccounting Policies

(a) Basis of Presentation

These financial statements for the three-month and six-month periods ended March 31, 1997
and 1996 have been prepared to report the financial position and results of operations and
changes in net position of the Naval Petroleum Reserve Number 1 (NPR-1). They have been
prepared from the books and records of NPR-1 based on a comprehensive basis of accounting
other than generally accepted accounting principles. The hierarchy of accounting principles is
defined in OMB Bulletin No. 94-01, Form and Content of Agency Financial Statements, and
consists of individual standards agreed to and published by the Joint Financial Management
Improvement Program principals; form and content requirements included in OMB Bulletin
94-01; accounting standards contained in Department of Energy (DOE) accounting policy,
procedures manuals, and related guidance; and accounting principles published by
authoritative standard setting bodies and other authoritative sources in the absence of other
guidance in the first three parts of this hierarchy and if the use of such accounting principles
improves the meaningfulness of the financial statements.

Primary differences between the comprehensive basis of accounting used by NPR-1 and
generally accepted accounting principles include certain form and content changes to the
financial statements, and certain other disclosures. For example, the financial statements of
NPR-1 include transactions with the U.S. Treasury that would not occur in the commercial
sector.

The NPR-1 financial statements also do not follow all of the form and content requirements
of OMB Bulletin No. 94-01. For example, they do not distinguish between intragovernmental
and governmental assets and liabilities in the statement of financial position.

The financial information at March 31, 1997 and for the three-month and six month periods
ended March 31, 1997 and 1996 is unaudited but includes all adjustments (consisting only of
normal recurring adjustments) which NPR-1 considers necessary for a fair presentation of the
financial position at such date and the operating results and cash flows for those periods.
Results of the period ending March 31, 1997 are not necessarily indicative of the results for the
entire year ending September 30, 1997.

Certain information and footnote disclosures normally included in financial statements
prepared in accordance with the comprehensive basis of accounting principals described above
have been condensed or omitted. It is suggested that these financial statements be read in
conjunction with the most recent audited financial statements for the fiscal year ended
September 30, 1996.
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U.S. DEPARTMENT OF ENERGY
NAVAL PETROLEUM RESERVE NUMBER 1

Notes to Financial Statements

Description of Reporting Entity

NPR-1 consists of the DOE’s interest in petroleum reserves in California, excluding DOE's
interest in Naval Petroleum Reserve No. 2. The principal interests are minerals under the
surface lands in Kern County, California. The DOE's interest in NPR-1 is managed by the DOE
through DOE's headquarters office in Washington, D.C. In addition to the headquarters office,
DOE has a site office located in Elk Hills, California, that is responsible for contractor oversight
functions. Day-to-day operations are conducted under contract by a management and
operating contractor. NPR-1 also contracts for certain services with other DOE field offices.

Except for certain limited acreage, NPR-1 is operated as a unit in accordance with a Unit Plan
Contract (UPC) executed June 19, 1944, and amended December 22, 1948, by the United States
of America and Standard Oil Company of California (Standard). Standard transferred its
interest in the UPC to its wholly-owned subsidiary, Chevron USA, Inc. (Chevron), effective
January 1, 1977. The UPC enables the unit participants to develop the field on a reservoir basis
rather than a parcel-by-parcel basis. Under the UPC, each participant shares in the unit costs
and production of petroleum in proportion to the acre-feet of commercially productive oil
and gas formations (zones) underlying their respective surface lands as of November 20, 1942.

Based on the most recent equity determination studies agreed upon by the two parties, it is
estimated that approximately 22 percent of the commercially productive formations within
the unit is owned by Chevron. Chevron's share of NPR-1 production is delivered in kind. In
addition, Chevron may purchase crude oil and natural gas via a competitive bid process open
to the public.

The accompanying financial statements of NPR-1 include the accounts of all funds under
NPR-1 control.

i) NPOSR - Headquarters

The Secretary of DOE has delegated the overall responsibility for achieving the mission
and goal of the Naval Petroleum and Oil Shale Reserves (NPOSR) to the Assistant
Secretary for Fossil Energy. Under the Assistant Secretary’s direction, the Deputy
Assistant Secretary for NPOSR is responsible for programmatic and operational
management of NPOSR. The NPOSR headquarters office provides staff support to the
Assistant Secretary and Deputy Assistant Secretary. Consequently, certain headquarters
expenses including payroll, travel, office equipment purchases, and other
administrative services and supplies expense are incurred in support of NPOSR.
Headquarters expenses are not allocated to the individual units comprising NPOSR and
therefore no headquarter expenses are reflected in the NPR-1 financial statements.

(ii) DOE - Site Offjce

The DOE site office is responsible for monitoring day-to-day operations, and performing
contractor oversight functions. The site office reports directly to NPOSR headquarters.
Expenses incurred primarily include payroll, certain subcontract costs, travel, and other
administrative costs.
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(d)

U.S. DEPARTMENT OF ENERGY
NAVAL PETROLEUM RESERVE NUMBER 1

Notes to Financial Statements

(iii) Management and Operating Contractor

Bechtel Petroleum Operations, Inc. (Bechtel) is the management and operating
contractor performing operations, maintenance, logistics support, engineering,
technical, and administrative services. In return, DOE reimburses all allowable costs
under the contract, pays award fees, and provides the property, plant, and equipment
necessary for the operations of NPR-1. Bechtel has served as the management and
operating contractor for NPR-1 in accordance with DOE contract (No. DE-ACO1-
85FE60520) since July 31, 1985. As authorized by the Defense Authorization Act (Public
Law 104-106), the Bechtel contract has been extended through September 30, 1997.

Bechtel integrates their accounting system with DOE through the use of reciprocal
accounts. Bechtel is required under provisions of its contract to maintain a separate set
of accounts and records for recording and reporting all financial related transactions in
accordance with DOE accounting practices and procedures.

Basis of Accounting

Transactions are recorded on an accrual basis of accounting. Under the accrual method,
revenues are recognized when earned and expenses are recognized when a lability is
incurred, without regard to receipt or payment of cash.

The statements of financial position exclude Chevron's interests in NPR-1 for the respective
asset and liability amounts, except for current liabilities. Current liabilities are presented gross
with an offsetting receivable for Chevron’s interest. Joint interest reimbursements billed to
Chevron for its respective share of the costs incurred to operate NPR-1 are presented in the
accompanying statements of operations and changes in net position; however, such
reimbursements are not a component of net income.

NPR-1 includes primarily lands withdrawn from public sale initially in 1912, with additional
withdrawals in 1942. The Secretary of the Navy was granted authority to take possession of all
properties within NPR-1 for the sole control and use of the United States. Therefore, no
value is shown for crude oil and gas reserves underlying these lands.

Appropriations and Revenues

Congress annually adopts a budget appropriation providing NPR-1 with funding to meet
operating and capital expense requirements.

Crude oil, natural gas, and liquid gas products are sold under contracts to public customers at
bid prices. Gross revenue is recorded at the time the product is delivered to the customer at
the pipeline or truck terminal. Proceeds from sales at NPR-1 are deposited into the U.S.
Treasury as required by the Production Act of 1976. Revenues included in the statements of
operations and changes in net position are net of Chevron’s interest.

e e v - -
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U.S. DEPARTMENT OF ENERGY
NAVAL PETROLEUM RESERVE NUMBER 1

Notes to Financial Statements

Funds with the U.S. Treasury

NPR-1’s fund balance with the U.S. Treasury is the aggregate amount of appropriated funds in
NPR-1’s accounts with the U.S. Treasury for which NPR-1 is authorized to make expenditures
and pay liabilities. Fund balance with the U.S. Treasury is an intragovernmental asset; that is,
it is a claim of a federal entity against another federal entity. From the NPR-1’s perspective, a
fund balance with U.S. Treasury is an asset because it represents NPR-1’s claim to the federal
Government’s resources. However, from the perspective of the federal government as a
whole, it is not an asset; and while it represents a commitment to make resources available to
federal departments, agencies, programs and other entities, it is not a lability.

Revenues from the sale of petroleum products are deposited in the U.S. Treasury’s
Miscellaneous Receipts account and are not available for expenditure by NPR-1.

Inventories

NPR-1 inventories held for sale consist primarily of crude oil in the pipeline that is valued at
the current market price. NPR-1 operating materials and supplies consist of inventories that
will be consumed in future operations. The consumable inventory is stated at the lower of
cost, using the weighted-average method, or estimated realizable value. Recorded values for
consumable inventory are adjusted for the results of physical inventories taken periodically
in accordance with a cyclical counting plan.

Property, Plant, and Equipment

Costs for real property with an expected life in excess of two years, and costs for personal
property with an expected life in excess of two years and an initial cost of at least $25,000, are
capitalized. Costs of major additions, improvements, and replacement of equipment are
capitalized. Costs of maintenance and repairs are charged to expense as-incurred. Costs and
accumulated depreciation of equipment retired, abandoned, or otherwise disposed of are
removed from the accounts upon disposal, and any resulting gain or loss is included in
operations in the year of disposition.

Exploration and development operations are accounted for by the successful-efforts method,
in accordance with Statement of Financial Accounting Standards No. 19 of the Financial
Accounting Standards Board. Tangible and intangible costs of drilling and equipping
development wells and development-type stratigraphic test wells are capitalized, whether or
not the wells are productive. Costs of drilling exploratory wells are initially capitalized
pending determination of whether or not such wells have found proven reserves. If such
wells do not find proven reserves, the costs, net of any salvage value, are charged to
exploratory expenses.

Depreciation is computed on DOE's interest in drilling and development costs, well
equipment, and production facilities based on the units-of-production method. Depreciation
of gas plant, buildings, structures, office, and other equipment is computed on the straight-
line method over the estimated useful lives, which range from 6 to 30 years. Depreciation on
used plant, consisting of plant and equipment temporarily out of service, is computed on the
straight-line method over the estimated useful lives, which range from 5 to 50 years.




U.S. DEPARTMENT OF ENERGY
NAVAL PETROLEUM RESERVE NUMBER 1

Notes to Financial Statements

(h) Advances and Prepayments

@)

G

k)

M

Payments in advance of the receipt of goods and services are recorded as prepaid charges at the
time of prepayment and recognized as expenses when the related goods or services are
received.

Liabilities

Liabilities represent the amount of monies or other resources that are likely to be paid by
NPR-1 as the result of a transaction or event that has already occurred. However, no liability
can be paid by NPR-1 absent an appropriation. Liabilities for which an appropriation has not
been enacted are, therefore, classified as unfunded liabilities, and there is no certainty that the
appropriations will be enacted. Also, liabilities of NPR-1 arising from other than contracts can
be abrogated by the Government, acting in its sovereign capacity.

Accrued Annual Leave

Annual leave is accrued as it is earned, and the accrual is reduced as leave is taken. Each year,
the accrued annual leave balance is adjusted to reflect current pay rates. To the extent that
current or prior year appropriations are not available to fund annual leave earned but not
taken, funding will be obtained from future financing sources. Sick leave and other types of
nonvested leave are expended as leave is taken.

Retirement Plans

NPR-1 personnel, as employees of either DOE or Bechtel, may be participants in certain benefit
plans. Bechtel sponsors a defined-benefit pension plan and a defined-benefit health care plan
for certain retirees and employees. DOE does not report plan assets, accumulated plan
benefits, or unfunded liabilities, if any, applicable to its employees. Reporting such amounts
is the responsibility of the Office of Personnel Management and the Federal Employees
Retirement System.

Statement of Federal Financial Accounting Standards (SFFAS) No. 4, Managerial Cost
Accounting Concepts and Standards for the Federal Government, directs the full cost
reporting of employment benefits by employing entity. Under this concept, NPR-1 will be
required to accrue the costs to the Federal government of providing pension, life, health, and
other post-employment benefits (severance payments, counseling and training, workers’
compensation benefits, etc.) “regardless of whether the benefits are funded by the reporting
entity or by direct appropriations to the trust funds.” SFFAS No. 4 is effective for fiscal years
beginning after September 30, 1996. SFFAS No. 4 has not been implemented as of
March 31, 1997; however management anticipates implementing SFFAS No. 4 for the fiscal
year ending September 30, 1997.

Use of Estimates

NPR-1 management has made certain estimates and assumptions relating to the reporting of
assets, liabilities, revenues and expenses and the disclosure of contingent assets and liabilities
to prepare these financial statements. Actual results could differ from these estimates.




U.S. DEPARTMENT OF ENERGY

NAVAL PETROLEUM RESERVE NUMBER 1

Notes to Financial Statements

(2) Expenses

DOE and Chevron share all unit expenses, excluding DOE direct expenses, in accordance with the
Unit Plan Contract. Depreciation and unfunded expenses shown here are net of Chevron’s share.
Unit expenses included the following during the three-month and six-month periods ended

March 31, 1997 and 1996:

Operating expenses (includes
Chevron’s share):

Oil and gas production:
Wages and benefits
Subcontract services
Materials and supplies
Other

Gas gathering and processing;:
Wages and benefits
Subcontract services
Materials and supplies
Other

Cogeneration:
Wages and benefits
Subcontract services
Materials and supplies
Other

Environmental:
Wages and benefits
Subcontract services
Materials and supplies
Other

Total operating expenses

Three-months ended

Six-months ended

_March 31, March 31,

1997 1996 1997 1996
$ 4,532,848 4,928,145 8,553,099 9,265,169
7,540,231 5,604,415 14,100461 10,863,986
2,253,980 2,059,338 4,279,734 4,209,088
1,333,060 1,265,770 2,492,322 3,080,250
15,660,119 13,857,668 29,425,616 27,418,493
1,556,457 1,411,162 2,737,585 2,597,510
1,070,857 571,499 2,032,255 1,264,685
967,346 1,048,811 1,915,993 2,433,539
87,484 70,549 133,416 142,522
3,682,144 3,102,021 6,819,249 6,438,256
147,046 124,761 227,146 199,720
24,043 264,475 247,910 296,221
92,149 158,714 170,528 237,861
12,987 13,988 17,510 35,841
276,225 561,938 663,094 769,643
138,629 121,241 273,203 239,413
114,185 126,613 156,574 133,579
1,892 685 3,722 2,464
39,694 111,752 170,782 187,306
294,400 360,291 604,281 562,762
19,912,888 17,881,918 37,512,240 35,189,154
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U.S. DEPARTMENT OF ENERGY
NAVAL PETROLEUM RESERVE NUMBER 1

Notes to Financial Statements

(2) Expenses (continued)

Three-months ended Six-months ended
March 31, March 31,
1997 1996 1997 1996
General and administrative:
Bechtel expenses (includes
Chevron'’s share):
Wages and benefits $ 1,603,725 1,515,839 4,192,410 3,909,113
Contract operator award fee 1,278,000 1,479,000 2,573,250 2,894,200
Subcontract services 67,328 68,729 134,379 124,183
Materials and supplies 55,798 91,980 127,360 161,501
Other 1,742,491 1,774,320 3,929,407 3,865,976
4,747,342 4,929,868 10,956,806 10,954,973
DOE direct expenses:
Wages and benefits 866,541 871,677 1,675,354 1,684,053
Subcontract services 2,693,064 1,382,900 4,240,446 2,637,946
Other 414,076 178,318 385,770 76,217

3,973,681 2,432,895 6,301,570 4,398,216

Total general and

administrative 8,721,023 7,362,763 17,258,376 15,353,189

Gross expenses 28,633,911 25244681 54,770,616 50,542,343

Less joint owner share 4,449,201 4,952,953 9,322,446 10,043,002

Net expenses 24,184,710 20,291,728 45,448,170 40,499,341

Depreciation:

Wells and production

equipment 9,110,057 7,436,285 17,806,554 14,879,157

Gas gathering and processing 1,333,817 1,352,091 2,904,086 2,697,704

Other 304,702 328,952 565,999 611,709

10,748,576 9,117,328 21,276,639 18,188,570

Unfunded expenses:

Pension expense 224,700 204,464 449,700 408,928
Postretirement other than

pension 331,000 242,385 663,000 484,770

Environmental restoration 3,545,500 2,844,500 7,089,500 5,689,000

4,101,200 3,291,349 8,202,200 6,582,698

Total expenses $39,034,486 32,700,405 74,927,009 65,270,609
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U.S. DEPARTMENT OF ENERGY
NAVAL PETROLEUM RESERVE NUMBER 1

Notes to Financial Statements

Expenses (continued)

The oil and gas production expenses for the three-month and six-month periods ending March 31,
1997 and 1996 include exploration costs and dry hole costs, contained primarily in the subcontract
services line, as follows:

Three-months ended Six-months ended
March 31, March 31,
1997 1996 1997 1996
Exploration $ 1,100,969 187,578 2,728,023 328,663
Dry hole 693,436 288,330 693,436 919,015

$ 1,794,405 475,908 3,421,459 1,247,678

Change in Recording Liabilities to the U.S. Treasury

Effective October 1, 1995, NPR-1 adopted DOE Accounting Handbook (Handbook), Chapter 13,
paragraph 10, Miscellaneous Receipts. The Handbook requires that miscellaneous receipts be
recorded in conformity with account codes as defined in the United States Government Standard
General Ledger (SGL) chart of accounts. The SGL requires that certain miscellaneous receipts,
which pursuant to law are required to be remitted to the U.S. Treasury, be accrued as a liability to
the U. S. Treasury at the time the miscellaneous receipt receivable is established. As of October 1,
1995, NPOSR established a liability and reduced fund balance for the amount of miscellaneous
receipts receivable at that date. This resulted in an adjustment to beginning fund balance of
$21,888,178.

Divestment of Naval Petroleum Reserve Number1

The Defense Authorization Act for fiscal year 1996 (Act), which authorizes and outlines the process
for the sale of NPR-1, was approved by Congress and signed into law by President Clinton on
February 10, 1996. The Act requires that the sale be completed within two years from the date of
enactment, or February 10, 1998. As outlined in the Act, DOE must contract the services of a team
of divestment advisors to administer the sale, prepare a reserve report, finalize equity with
Chevron, and establish a minimum acceptable price for the Government’s approximate 78 percent
share of the Elk Hills field. Solicitation of offers should be issued in May 1997, with purchase
proposals due in September 1997. Sale of the Government’s interest in the Elk Hills field could be
the largest sale of a single federal asset since the privatization of Conrail in 1987.




