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Sihie vr oW HEALCU
ENERGY AND MINERALS DEPARTMENT
OIL CONSLRVATION DIVISION

CASE NO, 6852
Order No, R-6388

IN THE MATTER O THE YEARING

CALLFD BY THE OIl, CONSERVATION

DIVISION ON ITS O MOTION TO

CONGIDER SPECIAL RULES AND

PROCLOURES FOR THE DESIGHNATION

OF “TIGHT FORMATIONS™ UNDER THE

NATURAL GAS POLICY ACT OF 1978,

ORDER OF THE DIVISION

BY THE pIvISIOMNl:

This cause came on for hearing at 9 a.m. on April 9, 1980,
at Santa Fe, New liexico, before Examiner Paniel S. Nutter.

ROM, on this 30th _day of June, 1980, the Division
Director, having Sonsidered the testimony, the record, and the
reccrmendations of the Examiner, and being fully advised in the
Premises, . :

EItDS:

(1} That due public notica having been given as required

- by law. the Nivieian has jurisdiction of this cause and the

subject matter thereof,

(2} That the 9Sth Congress of the United States rassed
the latural Gas Policy Act of 1978 (NGPA), P.L. 95-621, 92
Stat, L. 3350,

(3) That said Act was enacted on November 9, 1978, and
went into effect on December 1, 1978.

(4) That pursuant to said Act, the Federal Enerqy Regu-~
latory Commission (FERC), on February 20, 1980, issued interim
regulations under Section 107 of the NGPA providing that the
appropriate agency in each state may recommend formations within
that state which meet FERC specifications and which may be eli~-
gible for designation by the FERC as "tight formation."

(5) That natural gas produced from said “tight formations”
slould receive a reasonable incentive price. .
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{6} That the 0il Conservation Division and the Of{ice of
the United Statns Geological Burvey in Albugquergue, liew liexico,
are the agencics in the State of New Mexico which may rccommend
formations within the State oi New Mexico for tight formation
designations,

(7) That the 0il Conservation Division and the Office of
the' United States Geological Survey in Albuguerque, New Mexico,
have agreed that the 0il Conservation Division shall receive
and rule on all applications for tight formation designations
in the State of New Mexico irrespective of the nature of land
ownership.

(8) That the 0Oil Conservation Division should adopt
special rules of procedure for accepting applications for the
tight formation designations, . .

{9) That said special rules should regquire the filing of
geographical, geological, and engineering information sufficient
to support findings for an order recomasending a tight formation
designation.

(10} That said special rules should be in the form and con-
tent. prescribed in Exhibit A, attached hereto and made a part
hereof, .

" TT TS THEREFORE ORDERED:

(1) That the "Special Rules and Procedures for Tight Form-
ation Designations Under Section 107 of the Natural Gas Policy
Act of 1978," attached hereto as Exhibit A, are hereby adopted
effective immediately,

. (2) That jurisdiction of this cause is retained for the
entry of such further orders as the Division may deem necessary.

DONE at Santa Fe, New Mexico, on the day and year herein-
above desigriated.

STATE OF NEW MEXICO

Director

SEAL
fa/




SPECIAL RULLES AND PRUCLUUKLS rUR
TIGHT FORMATION DESIGHATIONS UNDER SECTION
107 OF THE NATURAL GAS POLICY ACT OF 1378

A, Gencral

Applications for tight formation desiynations under Scction
107 of the NLGPA and applicable PERC rules and regulations shall
be accepted by the Division at its Santa Fe, New Mexico office
after_ dune 30 , 1980, These special rules apply only
to tight formation desigrations and do not apply to individuval
well £iling requirements for price category determination.

B. Definitions

1. T"Crude 0il™ means a mixture of hydrocarbons that exists
in the liquid phase in patural underground reservoirs
and remains liquid at atmospheric pressure after
passing thrvugh surface separation facilities,

2, "Division" means the 0il Conservation Division of the‘
Energy and Minerals Department of the State of New
Mexico.

3. "FERC" means the Federal Energy Regqulatory Commission,

4, "USGS" means the office of the United States Geological
Survey in ARlbuquerque, New Mexico,

S, "Formation® means any geological formation or portion
thereof described by geological as well as geographical
paranctits whizh fe the subiect of a tight formation

degigpakion, application,-
¢ “EFETC

C. " Procedure

1. To the extent that the pivision's general rules of pro-
cedure for public hearings are not altered or amended by
these special rules, such general rules of procedure
shall be applicable and are incorporated herein by
reference,

2, All applications for tight formation designation in the
State of New Mexico, in which Federal, Indian, state,
or fee lands, or any combination thereof, are involved,
shall be filed with the Division.

3. All applicatjons for tight formation designation shall
be set for public hearing,

Case No, 6852
Order No. R-6388
Exhibit A
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: &. A complete set of exhibits which an applicant proposes
to offer or introducc at a hecaring, together with a
; statement of the meaning and purpose of each exhibit,
shall be submitted to the Division (and to the USGS
when federal or Indian lands are involved) when the
. application is filed or at least 15 days prior to a
Y hearing. These exhikits shall cover all aspects of
the required evidentiary data described in Section D
below, One additional complete set of such exhibits
and statements, enclosed in an unsealed postage-paid
| ’ packet, shall also accompany the application or be
presented at the hearing; this packet and its contents
will bo forwvarded to the FERC by the Division after
the hearing, together with the Divisiovn order rouvon-
mending disposition of the application,

S. Where practicable, applications may be consolidated
for hearing at the discretion of the Director of the
- Division,

6. Within 15 days after its issuvance, any order promul-
gated by the Division pursuant to these special rulcs
shall be submitted by the Division tu the FERC in
accordance with Section 271,705 of the FERC rules and

. regulations applicable to NGPA for approval or dis-
appicvil =€ a riaght formation designation,

P, Evidence

1. ;videncé offered by an applicant at a hearing shall
include: : .

a. a map and geographical and geological descriptions
of the area and formation for which the designa-
ticn is sought; and

b. geological and engineering data to support the
application; and

a map or list which clearly locates or describes
wells which have produced oil or gas, or both,
from the formation within the geographical area
of the application; and

e i i A AT e = i




3= .

Case No, 6852
Order No. R-6388
Exhibit A

d, a report of the extent to which an applicant be- '

i LN lieves existing State and Federal regulations
ale <~ . will assure that developrment of the formation
A Sl will not adversely affect or impair any fresh
AT AL A water aquifers that are being used or are expected
29 Y Jra= to be used in the foreseeable future for domestic
N : or agricultural water supplies; and

1
. ¢&,1L— - P fw.‘ any other .infong\tmn which the Divisior} may
yu/'&o:ﬁ{,w- *{ _ reguire, /24’),“‘74 2 Q 1, 1/ }0 /)/, )[‘; 3

AVENS e /3)‘72. tvidence shiall be bascdon cach of the followxng geo-
r){ 4) (SO logical and ecngineering guidelines:
2 a, The estimated average 1n situ gas permeability,
. throughout the pay section, is expected to be 0,1
: millidarcy or less.
3 . ' (1) Permcability may be established and demonstrated
P by any customary or acceptable methcds, tech-
nigues, or testing acceptable in the oil and
= gas industry.

. : b. The stabilized production rate, vither at atmos-
pheric pressure or clonlatad acainst atmospheric
pressure, of wells completed for production ir the

. formation, without stimulation, is not expected to
. ' exceed the production rate determined in accordance
with the following table:
If the average depth to The maximum allowable
the top of the formation p:oductlon rate (in Mcf/day)
{in feet): - ) max not exceed:
but does not
exceeds: - exceed:
Q 1000 : 44
1000 1500 R 51
1500 2000 : 59
2000 2500 68
2500 3000 19
. 3000 3500 91 -
3500 . 4000 105
—— 4000 .- 4500 122
,, 4500 .5600 . 141
/ . .
\
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)
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Case No, 6852
Order No, R-6388

Exhibit A
If the average depth to The maxirum allowable
the top of the formation production rate (in Mcf/day)
(in fectj: may not exceed:
but does not
exceeds: excced:
5000 $500 163
5500 6000 . 188
6000 6500 217
6500 . 7000 251
7000 7500 290
75300 20040 336
8000 8500 k-3
8500 9000 . 449
5000 9500 } si9
9500 10000 : 600
1cgo0 10500 - 693
10500 11600 802
11000 11500 . 927
11500 12000 1071
12000 12500 1238
12500 13000 1432 .
13000 13500 : 1655
13500 14000 1913
14000 145uv 2212
14500 15000 2557

{6. No well drilled into the reccmmended tight forma-

;>pb{jéiliiofil<~s tion is expected to produce more than five barrels

’

-

of crude oil per day prior to application of

-<?, 3 { stinulation techniques or processes.

Tz,

4, If an application meets the guidelines contained
in subparagraphs 2 b and 2 ¢ above, but dogs not
meet the guideline contained in subparagraph 2 a, =
an applicant may, in the alternative, show that

the formation exhibits low permeability charac-
teristics and that the incentive price is necessary
to provide reasonable incentive for production of
the natural gas from the formation due to extra-~
ordinary risks or costs associated with such
productiecn.

Coye

(1} An applicaticn based on the guideline outlined
in subparagraph 2 d above shall include data
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.a-,‘_-,-_wu_,_ov—l.__

to support the contention that the guide-
lines contained in pa:agtaph 2 pband 2 € above
are met, and in addition thereto, shall con~

taint

{a}

(b)

(c)

the types and extent of erhanced produc~
tion techniques which are expected to be
necessarye and

the estimated expenditures necessary fox
employing those techniques, an

an estimate of the degree of increase

jn production gxom use of such techniques
together with engineering and qeologlcal
data to support that estimate.
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AMENDMENTS T0 SPECIAL RULES AND PR

PROCEDURES FOR TIGHT FORMATION A

DESIGNATION UNDER SECTION 107 OF Vi

THE NATURAL GAS POLICY ACT OF 1978. 11\5'

b S

Definitions: Vi

l. Add a new subsection 6. ;i !

6. "Infill drilling"” means any drilling in a \

Iy
i\ 1 g
substantially developed formation {vor a } i

poriion thereof) subject to requirements \g

‘»-»--l--.-—.,,- - - e
rccpecting well-spacing or proration units

which were amended by the Division or the
0il Conservation Commission after the
formation (or portion thereof) was suﬁstan—
tially developed and which were adopted for
the purpose of more effective and efficient
drainage of the reservoirs in such formation.
Such amendment may provide for the establish-
‘ment of smaller drilling or production units

ar may permit the drilling of additional wells

on the original units.
Evidence:

1.

Delete D(1){(¢) in its entirety and insert in lieu
thereof: ‘

a map or list which clearly locates or describes

wells which are currently producing oil or gas,

or both, from the formation within the geographical
area of the formation, and




2. Delete (D)(1)(d) in its entirety and insert in

b lieu thereof:

L d. a report of the extent to which an applicant
»

believes existing'State and Federal regula-
tions will assure that development of the
formation will not adversely affect or
impair any fresh water aquifers (during both
hydraulic fracturing and waste disposal
operations) that are being used or are expected
to be used in the forseeable future for domestic
or agricultural water supplies; and
3. Delete (D)(1){(e) in its entirety and add in lieu
thereof: |
e. if the formation has beenr authorized to be
developed by infill drilling prior to the date
of recommendation, information and data demonstra-
‘ting that the formation cannot be developed
witnhout the incentive price established in
18 CFR §271.703(a).
4. Re-number former sub-section (e) as (f).
f. any other information which the Division may
require. .
5. Delete (D)(2)(c) in its entirety and insert in lieu
thereof:
c. No wgll drilled into the recommended tight

- formation is expected tc produce, without

et 3




stimulation, more than five barrels of
g;_ crude 0il per day.
. 6. Add a new subsection (D)(2)(e): )
e. Where a formation has been authorized to be
developed by infill drilling prieor to the
date:%ecommendation, the Division shall
exclude from its recommendation any portion
of such formation which, in its judgment, can

be developed without the incentive price

specified in 18 CFR §271.703(a).

</

AR s S e e

RS I




P e Wale el T oem b - 7
3 B " s

T g R ' .

i . 1
A auczHiese § .
i\\ e e ¢ :

OlL CONS"R\!‘ATiON D AGAEN A

SANTA FE  yuzTeD STATES OF AMERICA
FEDERAL ENERGY REGULATORY COMMISSION

Docket No. RM79-76 -2 -

price provide an incentive during the period before the NGPA

Before Commisszioners: Charles B, Curtis, Chairman;

deregulation inning in 1985. The Xey question addressed by
Georgiana Sheldon, and George R. Hall. *d bed 9 Y

the Commission in this rulemaking {s what incentive price bast

R meets the statutory standard of a “"necessary” incentive during
High~Cost Natural Gas

Produced From Tight
. yYormations

Docket No, RM79-76

-

the transitionai period between issuance of. this rule and 1985.

ORDER NO., 99 In addition to specifying an incentive price, the regulations
FINAL RULE also provide guidelines for formally designating tight formations
(Issued August 15, 1980} and for determining which wells drilled into such formations will

I. INTRODUCTION qualify for the incentive price. Under the rule, most new wells

The Federal Energy Regulatory Commission (Commisaion) firmly and recompleted wells producing from designated tight formations

supports the national policy to encourage production of natural will be eligible for the incentive price.

gas from unconventional sources that can be put into groduction

II. BACKGROUND
only at extraordinary risk or cost. One such source of gas is a -

fairly common geclogical featurs known as a “tight formation" or A “tight formation® is a sedimentary layer of rock ceaented
I “tight 3sand™ that is described in detail belo;. By the final B together in a manner that greatly hinders the flow of any gas .
regulations promulgated in this order the Commission establishes through the rock. A/ Decause such a formation.ia characterized by ?
an 1pécntive price ceiling for certain natural gas produced from low permeability, wells drilled into gas-bearing formations of
tight formations. this kind usually produce at very low rates.
This rule implements the Congressional authorization to To stimulate producticon from these formations, producers must :
. the Commissicn in section 107(b) of tiie Natural Gas Policy Act use expensive enhanced recovery techniques. The techaique usually i
of 1978 (NGPA) (15 U.$.C. § 3317), to set a "special price” which é
is “necessary to provida reasonable incentiv#s for the production i/ ?:zg::m:::;:E Y:st;:n;:::;glzh;; :E: E:::i;;izglsze;:;du:: or3
) ¢f . . . high-cost natural gas.” 1In exercising this authority, ::feﬁgﬁgetﬁg ;z%gg:uoinltzfgi:;eggt ;gégig:bigitgizfr:;: gg:: :
2 the Commission has been concerned that any section 107 special 22,';iih;a:agggé;ce§h§z§:13u2§§§;1§geti;::"%éi;agiégg.availabli |
3
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applied to tight formations involves massive hydrautic fracturing,
which creates a system of cracks pearmitting trapped gas to flow
more sasily into a wellbore.

It is estimated that hetween 200 and 700 trillion cubic feet
{Tcf) of natural gas ls trapped in tight formations within the
United States. Depeanding upon tho'applicablc price incentive, {t
is estimated that the gas recoverable in tight formations might
equal the amount of proven domestic conventional gas reserves.

The estimated amount of tight formation gas includes forma-
tions that zre presently being developed as weall as formations
that are known but undeveloped. This ruls will provide an incen-
tive price for production of gas produced from several types of
drilling programs: (1) infill wells drilied into certain developed
tight formations: (2) recompletion of wells that are already pro-
ducing from formations vertically situated in relatiocnship to the
designated tight formations; and (3) new wells drilled and. com-
pleted in undeveloped tight formations. Most of the first gas to
be praduced from tight formations under this incentive program
i{s likely to be gas produced through recompleted wells. Some of
these welles cin be brought intn production without any additional
drilling by completing existing wells in tight formations.

The Commission issued a Notice of Inquiry (Docket No. RM79-44,

44 Fed. Reg. 34969, June 18, 1979) regarding high-cost gas. The
public responss to the notice generally recommended that tight

formation gas be considered for qualification as a high-coat

.
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gas. President Carter, in his energy address to the nation on
July L€, 1979, also urged the Commission to set a price Llncentive
for tight formztion gas.

A Notice of Proposed Rulemaking was issued by the Commission
on August 29, 1979 (Docket No. RM73-76, 44 FPed. Reg. 52255,
September 7, 1979), proposing an incentivo/;rico ceiling for tight
formation gas. Public hearings were held in Washington, D. C. on
September 24th and in Denver, Colorado, on Septembsr 27th.
Numerocus written comments were received. The Commission encouraged
State agencies that would be affected by these regulations to
participate in the rulemaking process.

Interim zregulations ware developed from the proposed regula-
tions taking into acccunt the suggsations submitted during the
public proceedings. The interim regulations were issued on
February 20, 1980, along with newly proposed regulations
for recompletion tight formation gas. The Commission requested
comments on both the interim regulations and the proposed
regulations.

The Commigsion has been persuaded by the final serles of

comments to adjust upward cthe incentive price ceiling for new

*tight formation gas, to incorporate an incentive price ceiling

for recompletion tight formation gas, and to refine further the
designation and well category determination procedurss of the
interim ruls.

o et e
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IIZ. SUMMARY OF THE RULE

A. Price

These regulations establish an incentive price ceiling for
new and recompletion tight formation gas produced from designated
tight formations (see § 271.703(Dd)(2) and (3)). The maximum
lawful price for both categoriss is the effective negotiated
contract price (see § 271.703(a)) between the buyer and seller or

200 percent of the maximum lawful price for saction 103 gas,
[ whichever is lower.

3 B. Negotiated Contract Price Requirement

Tha incentive price established in this rule is only a
cailing price. Once gas is found to qualify as new or recom-
pletion tight formation gas, the seller can collect a price
higher than the otherwisze applicable maximum lawful price up
to the ceiling if thc‘contract contains an effective negotiated
contract price. .

As defined in § 271.702 of this rule an effective negotiated
contract price is one that either is establisred by reference to
the incentive pricing authority of the Commission under section 167
of the NGPA or is established by a fixed rate or fixed escalator
clause, i.e. a claulc»thac changes the price for the gas by a

specified amount on a specified dates.

Docket .. RM79-76 -6 -~

C. Designation of Tight Formations

As provided in the interim rule, the price incentives in the
final rule are available only for gas produced from tight forma-
tions that are designated in accordance with the procedures set
forth in the rule. The designatior procedure begins with the
jurisdictional agency. The jurisdictional agency will establish
procedures and conduct investigations to ldentify tight formations
that meet the guidelines sat forth in § 271.703(c). The jurisdic-
tional agency will then recommend to the Commission that lpocific
formations or portions thereof be designated as tight focrmations.

The guidelines for identifying tight formations contain
standards regarding permeability, gas productivity, and production
of associated oil. In addition, if infill driiling had been
approved for the formation prior to the date of recommendation,
the guidelines require an exclusion for any portions of the

formation for which an incentive price is not warranted.

1. Permeability Standard

The Commission has established a permeability limit of
0.1 millidarcy. Pursuant to this limitation the averagse
permeability throughout tﬂe "pay* or gas-producing section of
ths recommended formation may not exceed 0.1 millidarcy. If the
formatioa does not meet the 0.1 millidarcy permeability standard,
the jurisdictional agency may still recommend the formation under

the alternative guideline contained in § 271.703(c)(2)(ii}. Under
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this guideline, the jurisdictional agency must make an adequate
showing that the formation exhibits low permeability character-
istics and must find that, due to extracrdinary costs, the

incentive price is necessary for production.

2. Gas Productivity Standard

The guidelines also impose a gas productivity standard.
According to this standard production expected from the recom-
mended formation, without stimulation. may not exceed a certain .
rate. The standard applicable to a given formation depends upon
the averaée depth from the surface locaticon to the top of the
formation. The cost of drilling and completing gas wells increases
exponentially with the depth of the well, so deeper wells must
produce more to be gconomical- We have provided this productivity
scale to allow a greater production rate for the deoport more

expensive wells.

3. Associated 0il Productivity Standard

A well in a dgsignated tight formation may not be expected
to'produca more than five bar:el; of crude oil per day. The
definition of crude o0il includes only hydrocarbons that exist in
the liquid phﬁse in underground reservoirs and remain liquid at
atmospheric pressure after passing through surface separating

fecilities. The five-barrel 1imit has been inmposed because the

Docket No. RM79-~76 -8 -

value of 0il in greater quantities should, by itself, provide
the necessary incentive for the development of the formation,

obviating the need for addicional incsntives.

4. Infill Drilling Standard

A guideline has been added in § 271.703(ec) (2)(i) (D}
concsrning infill drilling that was authorized prior to the date
of recommandation. Under this guideline the jurisdictional agency
should exclude that portion of the formation it determines can be

developed without the incentive price.

D. Recommendationrn and Designation of Tight Formations

Section 271.703(c)(3) of the ruie also provides that a
jurisdictional agency's recommenda*ion must be acccmpanied by
engineering, geoclogical, geographic, and other information
identifying the characteristics of the formation. Upon receipt
of a recommendation the Commission will publish it in the Federal
Register, will accept written comments on the recommendation,
and will provide an opportunity for public hearing. After tha
comments have been reviewed, the Commission will prescribe & rule
approving.vdinapproving} or modifying the recommendation. No
mcdification will be made until the jurisdictional agency has been
consulted. If the formation is approved, the Commission will list
the qualifying formation in new § 271.703(d) of the rsgulations.

e r g
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E. Well Determinations

. m— ——

IV. COMMENT ANALYSIS

once a recommended formation has been approved by the

.Commission, a well category determination can be made regarding A. Price
the eligibility of the gas as sither new tight formation gas or Under § 271.702 of the interim rule, an incentive price
recompletion tight formation gas. To qualify for one of these ceiling of 150 percent of the section 103 price was available .
categories, the gas must meet the definitional criteria set for "new tight formation gas,” defined in § 271.703 as jas:
forth in the definitions of new or recompletion tight formation (1) ::icﬁniﬁo::"pgzgﬁﬁzioﬁ‘:;1Tf gas produced through a
gas in } 271.703(b)(2) and (3}, respectively. ) rough s Tait tne motan iriyngead tisht foraticn
Section 274.20% of the rule also provides two sets of filing (3) ::r°:h:f;::.i“:§l:5;tlaziéha:dnggot1‘t.d contract
requirements for well determinations: one for new tight formation price is effective.
gas and the other for recompletion tight formation gas. In the At tie time the interim rule issued, the Commission proposed
case of new gas, the requirements are designed to elicit the the following definition for tight formation gas produced through
following information: first, whether such gas has bean produced recompleted wells: '
from a designated tight formation; second, whether the surface 22; ;ﬁ;zgmf:0;tgguzﬁgh:r::r:asigggg:::di:i;;:uzzin:::;n
- drilling of the well was begun on or after July 16, 1979; and gggaxgge;o::1§&15h2670i§;;7 2;1:téggw:§1u::shn::l
third, whether the gas quaiifies as new natural gas or is produced g:?gi:tgglgoisftig;g:i::dtrcm such formation
through a new onshore production well. In the case of recom- (23 ;:;c:h:.figzzc::i:.Of which a negotiated contract
pletion gas, the application must show that the gas is produced and proposed a maximum price as toilowa; :
from a designated tight formation through a well which was (2) . Recompletion tight formation gas. The maximum lawful !
.not completed for production from the designatad tight formation EEEE;.bgo:hfﬂfgzé‘gongccompletion tight formation gas
before July 16, 1379. Eii) ::: ::gzgt:t;:H§3£t;:f:ep:;:;ifg:d for the Subpart C

of Part 271 in Table I of § 271.101{a) [saction 103].

':I ‘};’ < ,'/
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In this final rule, the Commiasion has increased the interim
celling price for new tight formation gas and has also made the
incentive price appiicable to recompletion tight formation gas.
Modi{fications to the above-quoted definitions were made and are
described in ; separats discussion below.

The ceiling price for new tight fosmation gas provided in
the interim rule was considered by the Commission to be a sub-
stantial inccntive at 150 percent of the section 103 price. g/
Howaver, the Commission was open to suggestions recommending
a higher incentive price but requayted that such recommendations
be supported by data.

The Commission's reluctance to adopt a higher price also
reflectsd a concern that a higher price might create perverse
incentives, that is, manpower and material resources would be
shifted from the production of other types of gas to less
productive but higher priced tight formation gas with the
consequencs being a decrease in the nation‘'s total production of
natural gas. Because thn interim record was punctuated with
legal and n»ractical questions, the Commission set a moderate
interim price and invited further comment and submission of

information on the need for a higher price.

2/ Regarding incentive prices, the Conference Report stated
that the price need not be cost-justified. H. Rep. No.
95-1752, 95th Cong., 24 Seas., &B (1978).

Docket No. RM79-76 - 12 -

The next rocund of comments submitted in responae to the
interim rule presented for the most part conclusions unsubstan-
tiated with data or empirica) information, sven though the
Commission strongly urged that such supporting information be
submitted on the price issue. The Commissicn particularly
requested that additional information be submitted to enable it
to make the requisite statutory findings that a higher incentive
price i{s "necessary to provide reasonadle incentives.” Despite
this appeal, most of the commenters asserted without substantiating
information that a higher price is necessary and that the price
should be indexed to a commodity value of gas.

Commenters can be divided into three groups. Some suggested
a commodity value based upon the marginal value of gas supplies
such as ‘mported gas. Others suggested a Btu-equivalent price
based upon oil products with which gas would competa. The third
but smaller group of commenters supported prices ln line with the
interim price. .

Comments filed on behalf of several members of the U. S.
Senate, producers, and governmantal agencies supported a Btu-
eguivalent price for new tight formation gas. Some suggested
using daecontrolled domestic oil, while others suggested imported

oil. Utilizing an oil price as an index would probably require

PSR,
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a ceiling price around 250 percent of the section 103 price as
of August, 1980.

Others suggested pricing new tight formation gas at the border
price of imported Mexican or Canadian gas, which is approximately
200 percent of the section 103 price as of August, 1980.

Numerous arguments wers offered in support of the higher
incentive price. Several commenters argued that production'cost-
for gas from tight formations are approximately twice as high as
production costs from conventional formations. The greater cost’
of tight formation production, they contended, is attributable to
the massive hydrauiic €fracturing that is required to enable gas
to flow at a producibic rate to a wellbore.

Commenters stated that gas production from tight formations
is also sccompanied by a slow rate of production that extends the
payback period to approximately twice what would be expected for
a conventional well. The commenters contended that together, the
increased costs and the extended payback period require the price
of tight formation gas to be approximately four times greater than
the price for conventional gas in order to provide an incentive
for thre development and production of tight'formation gas.

A comquity price was further supported by the commenters'
argument that tight formation reserves can be added to the
nation's total gas reserve potential only if investment dollars

are attracted to tight formation development. If the incentive

N . :
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price is high enough, investment dollars will be attracted to

the development of tight formation gas recerves. The anticipated

return on capital investment in a tight formation will be compared,

however, to other investment opportunities. The commenters argued

that energy investment dollars will not flow to tight formation
development if the price for such gas is not, at least, comparable

to the free market value of the gas.
Commenters argued that the statute permits a commodity value

price if that price is necessary to provide reasonable incentives

for production of high~cost gas. They also emphasize that the

Confersnce Report suggasts that the price need not be cost-based

or require cost justification. 3/ They argued that a cost compari-
son betwean tight formation drilling and conventlonal drilling
indicates that tight formation gas must be priced at least twice

ae high as conventional gas to provide an fncentive that exceeds
the cost basis. It is asserted by these commenters that the
Commission is free to boost the incentive to reflect a commodity
value price for this gas if the Commission £inds that the price

will provide reasonz®le incentives.

Several Senators further arguad that this statutory interpre-

tation is supported by the legislative history. The House Ad Hoc

Committee of Energy stated that the incentive price is extended

3/ H. Rep. No. 95-1952, 95th Cong. 24 Sess., 88 (1978).
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to provide the “fullest practicable development™ of our 7Jas
reserves. 4/ This can be accomplished by extending & commodity
value price so as to make development of tight formations competi-
tive with other energy sources. In this way, tight formations
can successfully compete with other energy sources for investment
dollars.

The interim price was supported by Northwest Pipeline, the
Public Service Commission of New York, and Southern California
Gas Company. Texas Oil and Gas Company suggested a variation of
the interim price, i.e. 150 pctcont of the otherwise applicable
maximum lawful price, either the section 103 or 1Q2 price.
Professor Dorfman from the University of Texas and the Interstats
0il Compact Commission suggested a graduated price based on the
depth of a well. Under this last approach a shallow well would
qualify for a price approximately at the interim price hut a
deep well would qualify for a higher price approaching the Btu-
equivalent price of oil.

Some commenters maintained that a higher price would result
in a windfall to producers and not necessarily result in increased

production from tight formations.

They asharsd the concern about

perverse incentives exprassad ny the Commission in iiwe interim rule,

that even if increased production from tight formations occurred,

4/ &. Rep. No. 95-543 (Vol. I), 95 Cong., lst Sess., 46 (1977).
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drilling rigs would be diverted from conventional wells to tight

formations. They argued that because the drilling rig industry

would be unable to meet the increase in the total demand for new
rigs there would be less activity in other, more productive forma-

tions. Their conclusion was that the nation's total gas production

would decline because of the shift of investment dollars and 4arilling

activity from conventional sources to tight formations that have
lowar rates of productivity.

Commenters further argued that actual delivary of gas
produced from tight formations would be deferred because of a
lack of pipeline capacity to handle increased production from
many tight formations.

On statutory grounds, these commenters argued that price
treatment under section 107 does not warrant a Btu-equivalent or
a commodity-value price. 1Indexing the price of tight formation
gas to a commodity value effectively deregulates the price bacause
the auggested commodities, imported oil, domestic decontrolled oil,
and imported Canadian or Mexican gas, are free of price controls.

In support of this argument, the c:mmentor-‘stated that
Congresa's explicit deregulation of certain categories of gas,
including for example high~cost gas, section 107(c)(1) through
{4), did not mean that other categories can or should be
dersgulatsd. Although the Commission was given discretion over

determination of additional categories of high-cost gas under
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section 107(c}(5) and establishment of a ceiling price for these
additional categories under section 107(b), they contended that
the Commission does not have the authority to deregulate the price
of auch gas.

After these comments were received, the Commission held a
hearing on June 10, 1980, to discuss the commenters' suggestions
regarding the interim rule. This marting provided an opportunity
for a frank exchange between interested parties and the Commission
regarding, among other issues, the price issue. Since the majority
of participants at this hearing urged a price higher than the *
interim price, the discussion centered around the economic basis

for a higher price and the policy that would be furthered by a
higher price.

V. PRICE ANALYSIS

The Commission is in a unique position in implementing
section 107. Congress established a pricing scheme in Title I
of the NGPA and mandated prices which it belisved provided appro-
priate incentives for all categories of gas, except for categories
of high-cost gas under section 107(c){(5). Thus, in sharp contrast
to other categories of gas under the NGPA, Congress left unanswered
the gqueation of what incentive price should be set for high-cost

gas and granted to the Commission the discretionary authority to
egtabiish the appropriate incentive price.
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In establishing prices for high~cost gas, the Commission must
be sensitive not to undermine Congress's overall pricing scheme.
S-cglon 107(c) (5) prices must not create psrverse incentives but
must be in harmony with the overall Congressional scheme.

In addition, the Canmi--idn must balance the competing
interests of suppliaers and consumers. On the supply side, gas
producers must make long term resource committments for the
developnent of tfght formations. It ia in the nation's interest
that they view development of tight formation gas as an attractive
investment. The higher the incentive price, the more attractivs
it will be to develop this resuource. The price should provide an
incentive for producers to begin such development now. Absent
thi; additional incentive, some producers may Cecide to defer
production cfforks until decontrol, which begins in 1985. On
the other hand, consumers should not be required to pay a price
higher than thc'otherwise applicable NGPA price unlesa there is
a reasonable basis for assuming that a higher price is necessary
and will result in an increased supply of gas.

Kesping in mind the needs of producers and c9nlumora. the
focus of our pricing inguiry is to determine the negesasary incen-
tive fos the transition period bhetween now and 1985. It is our
intention to establish a price that will stimulate production of
gas from tight formations during the transition period.

. The Commission has developed and applied two different

approaches in determining the necessary and appropriate incentive
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2rice for this transition period. One approach is value-related,
while the other is cost-related. The valus-related approach
attempts to index the price of tight formation gaes to that of

other energy forms. The cost-related approach looks instead to
the costs and risks associsted with tight formation gas production.
Taken together, the ¢wo approachas define a range of reasonable-
ness for the incentive price which would seam to be fully

consistent with the statutory mandate.

A, Value-Related Price Approach

Congress, in enacting the NGPA, stated that natural gas prices
should no longer be set on a utility-type, cost-based approach as
nad been the practice under the Natural Gas Act (NGA). In connec-
tion with this change from cost~based prices to incentive prices,
Congress realized that the NGA prices discouraged producers from
producing expensive, unconventional resourcesz. The incentive
prices established by Congress are not based upon a strict
commodity-value concept because the NGPA price ceilings do not
explicitly track any alternativae fuel price. But it seems that
the Congress intended a pricing scheme that related incentive
prices to iho price of competing fuels rather than just tn the
coat of producing gas.

Many cammenters who urged a commodity-value approach for tight
formation gas would have the Comaission adopt an incentive price

tied explicitly to the price of some other fuel. The fuelis wost
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commonly suggested were crude oil and fuel oil. These commenters,
concluded, on the basis of current prices, that the price for
tight formation gas should ba $6.00 or more.

The commodity value of gas is tied to end-user costs of
competing or alternative fuels. The value of each additional '
unit of gas to the end user will depend upon the alternative fuel
capability of that user. Over the near term (0-5 vears),
additional or "marginal®™ gas supplies will tend to be used in
industrial or electric utility applications. For these uses, the
principle competing fuel will be ¥N&. 6 (residual) or No. 2
(distillate) fuel oil. Few, if any, of these applications can be
served by curning unrefined crude oil. So the appropriate basis
for measuring the end-use market value of tight formation gas is
fuel o0il. Therefore, the Commission believes that a properly
designed commodity-value approach must ctilize fuel oil rather than
crude oil as the point of refsrencs.

The appropriate maximum lawful first sale (wellhead) price
of tight formation gas can be derived using this approach by
subtracting from the end-use market value of fuel oil the average
cost of moving gas from wellhead to industrial and utility
custoners. .It should be apparent that the comments of those
who rscommended a wellhead price for tight formation gas

based on Btu equivalence with imported crude o0il do not present

a logically consistent model. The Commission cannot adopt the
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suggestion to derive the first sale price ceiling of tight formation
gas by reference to the price of imported fuel oil. There can be no
assurance that these two prices would result in comparable values
at the point of and use, which is the best traasactional point for
measuring value of fuel because no further value f{s added to the
fuel when it i» burned.

Having established that tha preferred method of implementing

a commodity-value approach is by reference to the price of fuel
oil, the Commission must next doeld;twhich grade of fuel oil is
most appropriate. Because the Commiseion seeks tc sgtablish a
favorable incentive for tight formation gas, it has chosen to use

No. 2 fuel oll, which is ganerally the ncra expensive.

The most recently avaiiable Btu-equivalent price based on the
delivered price for No. 2 fuel oil to electric utility facilities was
$5.78 S/ effective April, 1980 as reported by the Energy Informetion
Agency (EBIA). 6/ Prices of No. 6 residual fuel oil were lower by

$2.00 or more.

S/ 1In quoting prices throughout the discussion of the price
analysis, the Comnissiun elirminated in most instances
references to unit measures, of Mcf (thousand cubic feet)
and MMBtu {(million British thermal units). For the purpose
of this discussion, the terms are interchangeable because an
average Mcf contains approximately one MMBtu.

6/ The Energy Information Agency publishes monthly a report
entitled Energy Data Report, FPC Porm No. 423.
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Using this Btu-equivalent delivered price, the imputad value

of tight formation gas at the wellhead can be obtained by subtracting !

the average cost of transporting gas from the wellhead to the user.
Transportation costs will vary derunding primarily upon the distance
of the industrial or utility uaer from the tight formation source.

However, referring to the EIA's Monthly Energy Review for March,

1980, the average transportation and distribution costs for gas
appear to be roughly $1.00 for industrial and utility customers.
Reducing the Btu-egquivalent delivered prics, $5.78, by this $1.00
average transportation cost resulte in a “net back” wellhead value
of aqual to $4.78 for marginal supplies of gas. As measured by
this method, we believe a price around $4.78 reflects the upper
bound on the wellhead value of gas to the economy for additional
domestic production as defined by the commodity-value or the
Btu-equivalent apprcach using No. 2 fuel oil as an index. Zj
This price is sharply lower than the $6.00 price advocated by
proponents of a simple imported crude oil equivalent price for

tight formation gas.

1/ The extensive record on incremental pricing developed in

connection with the Commision's Title XII implementation
activities forcefully suggests that high sulfur residual
fuel oil shculd be used to define a commodity value.
However, because the Btu-equivalent price for ¥No. 6 oil

is now in the range of $2.50 to $§3.75 even before sub-
tracting $1.00 of transportation charges, the Commission
is of the opinion that despite the logic and strong record
linking the gas produced from tight Zormations to residual
fuel oil, indexing the prices for tight formation gas to
this fuel would not provide adequate incentive.

[ U ———
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Another commodity-value approach that the Commission
coneiders to be of merit would relate the maximum lawful price
for tight formation gas to the price of imported gas rather

than to fuel oil. At present, the border price for Canadian
and Mexican gas is $4.47.

B. Cost-Related Approaches

A "necessary” price within the meaning of the statute must
at a minimum cover reasonabie production costs and provide a
reasonable profit. While the Commission need not establish a
cost-justified price, estimates regarding the costs of produc-
tion do provide one vital source of information for judging the
adequacy of an incentive price. The Comm! ssion has considered
two cost - related approaches, a supply-response approach, and a
relative~costs approach that compares costs of tight formation

production to the costs of other NGPA production.

1. Supply-Response Approach

At the time this rulemaking was initiated, the National
Petroleum Council (NPC) had begun an extensive study of the

resource base and production potential of domestic gas reserves
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.

N

e ok e S ey AR 45 e N e

Docket No. RM79-76 - 24 -

in undeveloped tight formations. 8/ The Commission has analyzed
the NPC data to sstimate potential supply responses to price
increases. 9/

The available NPC data indicate that prices higher than the
otherwise applicable maximum lawful prices under secticns 102 or
103 of the NGPA will produce increases in supply. A significant
supply response occurs in the $3.50-5$4.00 price range. Beyond thi
range, however, additional increases in price produced smaller
increases in supply. Analyesis of the NPC data also indicates
that beyond the $3.50-$4.00 price range, the effective cost of
the additional supply response hly be 28 high as § 7.54. There-
fore, the NPC data would support a price of $4.00 on the basis

of economically efficient increases in supply. ig/

8/ The National Petroleum Council is a Federal advisory commit:e

= to the Sacretary of Energy. The sole purpose of the NPC is
to advise, inform, and make recommendations to the Secretary
of Energy on any matter requested by the Secretary relating
to petroleum or the petroleum industry. The Commission
encouraged its staff to contact the NPC regarding an exchange
of information which the NPC has collacted on this topic.

9/ A subsidiary problem is to estimate the time pattern of

response. To know that eventually the response to a price
of X dollars will be ¥ Tcf's is of only limited assistance
if the price of X dollars will be in effect for only a few
years and then a different and deregulated price will apply.

10/ Commission staff noted that the NPC estimates were based on

=  certain assumptions regarding the availability of capital,
manpower, equipment, and pipeline capacity. Staff believes
+hat the NPC assumptions were somewhat optimistic and that
thase factors will actually restrain the supply-reaponse.
Aowever, staff was not able to quantify the affect these
_factors would have on the supply response and therefore did
not account for thsm in their supply-response analysis.
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2. Relative-Incentive Approach

A second cost-related approach would relate the ceiling price
‘for tight formation gas to the prices Congress established in
the NGPA tc provide incentives for developing conventicnal gas.
The measure of & necessary prics for high-cost gas under this
approach would be derived from consideration of the relative cost,
yield, and risk of production from tight formations as compared

with conventional gas production.

Relative Cost

Several commenters argued without providing subastantiating
data that the average total cost of drilling and completing a
tight formation well is roughly twice as great as the cost of
bringing a comparably deep conventional well into production.
This is because the cost of fracturing can be as great as the
cost of drilling a well. All other things being equal, this means
that a producer will require an inceﬁtive price at least twice
as high for tight formation production as for zonventional
production in order for the expected financial return from the
two production categories to be equal.

CLQirly. this two-fold ratio wiil not hold for every tight
formation well. Some production has a sufficiently low relative

cost that it enjoys a positive incentive relative to current con-

ventional development opportunities esven at existing NGPA prices.
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But:. on the average, {f the relative cost of tight formation
drilling is higher, then logic implies that such gas should be
afforded a relatively high incentive price for production from

this source to be a ccamparably attractive investment.

Relative Yislds

A second prong of this approach is to examine the relative
ylelds of tiyht formation wells compared to conventional wells.
This is more difficult to analyze because upon fracturing, the
production rate of a tight formation well may be comparable to
or even exceed production from a céhsventional well during its
first year or two. After that point in time, however, produc-
tion usuvally falls off dramaticaily and continues at a relatively
low rate for 15 to 20 Years or more.
of conventional wells tend to be relatively high for a period
typically betwsen 5 to 7 years, but then drop off dramatically.

In that 5 to 7 year period a conventional well typically will have
produced as much gas as the tight formation well will produce over
its 15 to 20 year 1licfe. )

Commenters argued that the the discounted present.value of
the revenues expected from tight formation wells tends to be much
lower than the discounted present value of the revenues expacted
from wells drilled in conventional formations. However, it is
difficult to define and to quﬁntify “"typical™ production profiles

In contrast, production rates
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for tight formation wells and conventional wells, making it
impossible to consider lower yields, by themselves, a basis for

a higher tight fcrmation gas incentive price.

Relative Risks

The “ulrd step !n determining a price using the relative
incentive approach is to examine relative risks of production.
Section 107{c)(5) refers to production “"under such conditions as
the Commission determines to present extraordinary risks or costs®
{emphasis added). The record identifies two types of risks involved

in tight formation gas production. One is the normal drilling risk

of failing to find a gas bearing formation. The second risk
especially pertinent to tight formation development is that of a
partially or totally unsuccessful fracturing job. This second
elemeant of risk exposure provides a basis for arguing that tight
formation production is more risky than conventional gas production.
N¥either the record nor staff's analysis has yielded an acceptable
quantitative estimate of the extent to which the risk exposure of
tight formation drilling exceeds conventional activities.

in summary, a “necessary” price can be viewed as the price
necessary to create a2n equal or positive relative incentive as
compared with the KGPA incentive for typical conventional

drillind. Other NGPA categories, especially sections 102 and 103,

provide & new incentive environment to producers. The premise
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underlying the relative incentive approach {s that the price under
section 107(c)(S) must be necessary to create a “"reasonable” . E
incentive in comparison with other NGPA categories. The record
indicates that the Commission can reasnnably determina that the
combined factors of risk, comt, and yield warrant a relative
incentive price for tight formation gas that is at least twice as
high as would otherwise be available under Title I {generally the
NGPA section 103 or 102 price). Tnis two-fold ratio would indi-
cate a current price of about §4.50 in the case of section 103
(development) wells and about $5.00 in the case of scction 102

(new gas).

C. Conclusion - Price Issue

Applied collectively to the information gathered on the racord
in this proceeding, the value-related and cost-related approaches
yield a $3.50-$5.60 zone of prices that can be considered
reasonibly necesuary to create an incentive for tight formation yas
production.

As a basis for narrowing this range, the Commission acknowl-
edges that the cost of producing tight formation gas will vary
considerably among formations and among specific drilling pro-
jects. Virtually any incentive celling price that the COnmi-uloQ
establishes for tight formation gag will provide a more than ample

return on some wells and an insufficient return on other wells.
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Indeed, the same c<an be said of the present NGPA ceiling prices
for which new tight formation production would otherwioce qualify.
1f the Commission choosea the low end of the $3.50 to $5.00
range, its action would tend to minimize any unnecessary
windfalls sssociated with this rulemaking. On the other hand,

a low price will cperate to discourage producers from drilling
more difficult formations and could retard the development of
costly, but promising, fracturing and rascovery techniques.

The Commission seeks to resolve this difficult issue in favor
of providing as graat a production incentive as can be supported
by both cost-related and commodity-value concepts. From the stand-
point of energy policy, economic policy, and environmental policy.
enhanced production of natural gas is in the nation's interest.

On the basis of these policy coneiderations, the Commission rejects
the low end of the $3.50 to $5.00 range because it seeks to create
a truly favorable drilling environment for tight formation
producers.

On the other hand, the Commission rejects the high end of
the price range (above $4.78) on the ground that such prices are
not supported by asseasmunts of the commodity value ~¥ marginal
gas supplies. 1In seeking to provide a high price, but one
capable of being supported by both commodity-related and
cost-related concepts, the Commission is drawn to the $4.50 to
$4.78 range. » ‘
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A final policy consideration for selecting a specific ceiling
price for tight formation gas focuses on the price nf imported natural
gas, the fuel most likely to be directly displaced by increased
tight formation production. On policy grounds, a strong argumént caa
be made that domestic producers of high-cost gas should be permitted
to receive at least the $4.47 border price paid by U.S. pipelines
for imported gas.

The Commission hereby adopts a price ceiling for tight formation
gas at 200 percant of the NGPA section 103 price. For the month
of August, 1980, the maximum price is $4.548. Puture tight
formztion gas prices will escalate each month as the section 103
price escalates. For September and October, 1980, the maximum
price of tight formation gas will be $4.586 and $4.624,
respectively. Maximum prices for subsequent months will be
includaed in ths Coamission's quarcterly ceiling price publications.

A final point of emphaais on the issue of prices for tight
formation gas is that the Commission by this rule is sastabliashing
ceiling prices only. A producer of tight formation gas does not
have authority to charga these ceiling prices unless the producer’
has the regquisite contractual authority. 1If the contr;ct entared
by the producer and the purchaser includes a negotiated contract
price as described in this rule, the producer can coliect the
contract price even if it exceeds the otherwise applicable NGPA
price, but the producer cannot collezt a price which exceeds
tha ceiling price astablished by this rule. The concect of

negotiated contract price is discussed mors extensively below.
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D. Recompletion Tight Pormation Gas

At the time the interim rule was issued, the Commission
proposed establishing an incentive price for gas produced from
ixilting wells which were not campleted for production in a
designated tight formatlon before July 16, 1979. Tha proposed
incentive price for such gas was the rection 103 price.

Most commenters agreed that gas produced from recompleted
wells should quallfy for an incentive on par with the price
afforded new tight formation gas. The commenters generally
justified their recommendation on the basis that costs of pro-
ducing from a racompleted well are comparable to coats of pro-
ducing from a new well (even though drilling costs are lower or
are not incurred at all) because a producer would atill incur the

completion costs that represent a significant portion of the cost

of production from a tight formation.

Another factor that argues in favor of an increased incen-
tive price is that rscompletion gas ia the most readily accessible
tight formation gas. The Commission’'s goal is to encourage pro-
ducers to employ the most cost efficient and least time consuming
programs for recovering tight formation gas. A price discrepancy
between ngv gas and recompletion gas, may cause producers to embark
upon new well drilling programs with a iaq time up to 3 years from
inception to delivery in order to receive the higher incentive price

for new gas rather than institute more cost-efficient recompletion

prograns.
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To encourage producsrs to bring tight formation gas into

production as soon as possible, the Commission is, therefores,

o —— e et -

establishing the same lncentive price for both categories of gas. i
The maximum lawful price for recompletion tight formation gas under

the final rule is 200 percent of the saction 103 price. :

E. Other Considerations

The price set in the interim rule at 150 percent of the
section 103 price was significantly grounded on a concern that a
higher price woul.! create perverse incentives that could result
in less, rather than more gas supply on a national basis. A key
concern was the predicted inability of the 4drilling rig industry
to meet the increased demand for rigs to drill in tight formations
while meeting tha demand for rigs for other conventional formations.
The NPC study has concluded and has convinced the Commiasion that
the drilling rig industry has the capability to respond to likely
increased demand that may result from this rule. If recompletion
tight formation qas is the first to be placed into production, we
believe this rule, in the short run, will place a smaller demand
on the drilling rig industry than originally predicted.

Similarly, we find the arguments that have been raised - :
regarding the adequacy of currently available pipelln..capacity
near tight formations to be a minor matter. Customarily, arrange-
ments regarding transportation are made in advance of gas produc- 2
tion. In the case of tight formation development, such large

capital investments must ba committed that it is reasonable to
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assume that a producer will negotiate with a pipeline for capacity

long before the gas begins to flow. We believe that nipelines will

‘make every effort to provide transportation capacity to satlaty
the needes of the production industry.

A third concern, not ascribed to by many commenters, is
the potential inadequacy of capital to invest in tight formation
development. We éannot predict how much capital will be avail-
able in the future for tight formation development. It is reason-
able howaver to expect that a good investment will attract capital

vegardless of the economic environment. If tight formation gas
is priced appropriately high, such development will successfully

compete for investment capital. .

P. Negotiated Contract Price

The negotiated contract price requirement appeared in the
interim rule definition of "naw tight formation gas" and :he
proposed definition of “recompletion tight formation gas." The
negotiated contract price requirement was also reflected in the
maximum lawful prices for new and recompletion tight formation
gas.

The interim definitions of “"negotiated contract price” and
“fixed rate or fixed escalator clause” have been adopted in the

final ruls. Thus, as defined in § 271.702(a)(1l) the term “nego-

tiated contract price" means any price establishsd by a contract
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which either references the incentive pricing authority of the

Commission under section 107 of the NGPA or contains a fixed rate
or fixed escalator clause. Fixed rate or fixed escalator clause '
defined in § 271.702(a)(2) means a provision in a contract )
for the first sale of natural gas which changes the price for
gas by a.spacified amount on a specified date.

In the interim rule, the Commission stated that negotiated

contract requirement was added to insure that the {ncentive maxi-

cm et

mum lawful price is extended as an incentive for the production

of additional new tight formaticn gas, rather than as a windfall

to the sellers. The same rationale would apply to recompleted
tight formation gas. The Commission noted that contracts which do

not péesently contain a negotiated contract price may be amended

to permit collection of the incentive price. In addition the

Commission clarified that the iiegotiated contract prics require-

ment in no way constitutes an interpretation of an area rate clause.

The overwhelming majority of cocmments opposed the negotiated

contract requirement on legal and policy grounds and urged that it
be deleted. Many comments stated that thae COnnil-{on is without i
authority under the NGFA or NGA to require that specific contract
language be employed as a condition precedent to collecting the .
maximun lawful price. The comments asserted that the statiutorly
scheme of the NGPA and the NGA in view of the Mobile Sierra line

of cases grants parties to gas sales contracts an absoluts right

it?
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to pay or to collect any price they may agree upon, subject only
to price ceilings lawfully imposed by a governmental authority.
In particular, paragraphs 101(b)(5) and (9) of Lhe NGPA permit
parties to sell gas at the applicable highest maximum lawful
price not in excess of the contract price. It is argued that the
éo-nilcion lacks authority to impose a requirement that contracts
be renegotiated before the maximum lawful price can be collected.

Certain commentars asserted that contracts sntered into
pPost-NGPA, specifically reference the NGPA in order to permit
the collection of higher prices and that the requirement to
specifically reference section 107 could not possibly have
been foresesen. Therefore, it is claimed that the rule opsrates
unfairly to preclude sellers, who renegotiated their contracts
in contemplation of NGPA prices and who undertoock development
of tiaht formations in anticipation of the Commission's action,
from collecting the incentive price.

Under section 107, it i3 contended that the Commission's
authority goes to establishing tight formation gas as high-cost
natural gas and establishing an incentive price for its develop-
ment ard production. While it ia.agroed that the Commission has
the Adiscretion to establish the parameters for classification, it
is submitted that the Ccunisqion doeas not have the authority to

condition a well Jdetsrmination upcn the presence of specific
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contract language. Rather, it is claimed that the NGPA provides
that once an incentive price is established the producer must
have contractual authority to collect the price (a8 contract that
references the NGPA established price is sufficient to pernit
collection of the incentive price).

In addition, it is submitted that if the Commission's purpose
in issuing this rule is to encourage the dsvelopment and produc-
tion of tight formation gas the negotiated contract roqultcaoqé
will not advance this purpose.

Still other commenters submitted that market forces will
operate to set prices at an appropriate levei only for those
tight formations yet to be developad. It is asserted that most
tight formatjons are already identified and are located near
conventional gas which i{s already being produced or is dedicated
to pipelines. For these reasons, it is argued that the negotiated
contract requirement will place pipelines in superior bargaining
positions and they will either refuse to ranegotiate contracts up
to the incentive price or will requirs additional consideration.

In both cases the requirement will operate as a disincentive to
production. '

Thim arqument led some commsntsrs Lo request that purchasers
be precluded from demanding additional consideration for existing
contracts. 1If a purchaser refuses to amend his contract he should

be required to release the seller from existing contractual
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obligations. It is also proposed that the Cammission should
permit producers to file pstitions for exceptional éollot in cir~
cuastances in which the pipeline is being arbitrary and capriclous
in not offering the requirad amendment, and in which the producer
petitioner can demcnstrate that the full incentive price is neces-
sary for further development and.productlon of tight formation
gas.

7he Commission reaffirms the position taken in Zhe interim
rule that it must limit the availability of the incentive price‘
ceailing to those contracts which specifically refer to it {(or to
the extent peramitted under a fixed rate or fixed escaiator clause)
because 1(3 pricing authority is limited to setting incontive
prices “"necessary” to encourage additional production. Thereforas,
the negotiated cuntract price requirsment has been retained in
§ 271.703(a) of the final ruls which sets forth the maximum lawful
ptlco for both categories of tight formation gaa. However, the
Commission agrees that an effective negotiated contract price
is not a necessary incldent to obtaining a well determination and
has deleted the requirsment from the definitions of new and recom-
pletion tight formation gas.

The Coamission beiieves that the price ceiling if applied
to all tight formation gas may operate as a windfall to sellers
rather than an incentive to increase production of tight forma-

tion gas. This occurs in any case in which one incentive prics
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is established to cover a broad range of production costs and
riske. This ie especially true where both partics to the con-
tract did not contenmplate the availability of an incentive price.
The Commission believes that the imposition of the negotiated
contract price requirement is therefore necessary to insure that
a purch:ser is given an opportunity to bargain for increased pro-
duction of tight formation gas before he agrees to pay a price
higher than the otherwise applicable maximum lawful price.” In
this regard, the negotiated contract price requirement will
operate as part of the ceiling price which the Commisaion is
establishing under secticn 107{(b). Thus, in the Commission's
view a "necessary” price for tight formation gas is one that is
contracﬁﬁally agreed upan either at or helow the ceiling price.
The statutory scheme of the NGPA or the NGA and the
Mobile-Sierra line of cases do not compel a different con-
clusion. As we stated in the interim rule, parties to gas
sales contracts are free to enter into or amend their contracts
to permit the collection of the incentive maximum lawful price.
Existing contracts that spacifically reference the Commission's
incentive pricing authority under section 107 of the NGPA or that
contain fixed rate or fixed escalator clauses are suffjicient to
permit collection of any price up to the ceiling price of
200 percent of the 103 pr;cc.
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1V. DEFINITIONS FOR NEW AND RECOMPLETION TIGHT PORMATION GAS

Under § 271.703{b)(1) of the interim rule, gas qualifies as

"new tight formation gas" is natural gas: (1) which
is either new natural gas or gas produced through a
new cnshore production well; (2} which is produced
from a designated tight formation through a well the
surface drilling of which began on or after July 16,
1979; and (3) for the first sale of which a nego-
tiated contract price is effective.

In addition, the Commission requested comments on the
proposed definition of “recompletion tight formation gas."™ Under
this proposal, gas quaiifies as

“recompletion tight formation gas® is natural gas:

()) which is produced from a designated tight forma-
tion through a well the surface drilling of which was
begun on or before July 16, 1979, if such well was not
completed for production from such formation before
July 16, 1979; and (2} for the first sale of which

a negotiated contract price ls effective.

A. Negotiated Contract Price

As stated in the previcus section, the negotiated contract
price requirement has been deleted from the daflnitiocns of nsw
and recompletion tight formation gas, but has been retained in
] 271.703 that estsblishes the maximum lawful price.

8. Spud Date

Only a few comments discussed the requirement that to
qualify as new tight formation gas, the gas had to be produced
from a well the surface drilling of which began on or after

July 16, 1979. One comment suggested that the spud date should bse
. .
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changed to “the date defore which a well was not being commercially

produced.”

Another comnmenter suggested that February 19, 1977, be adopted

as the spud dats, for both categories of gas, since it is thse
pivotal date in the wellhead pricing scheme under the NGPA. This
comrenter argued that producers who comnenced drilling into tight
formations prior to July 16, 1979, did so with the sxpectation
that the Cammission adopt the suggestion in the Conirence Report
that gas produced from tight formations should bhe eligible for
incantive price treatment.

Compents of a similar nature wers made prior to the adoptioa
of the interim rule. The £first suggestion that the cut-off date
apply to the date on which gac was first commercially procduced
from the well has been uat least partially accommodated since the
incentive price is now available for reiompletion gas. 1In effect,
80 long as the well was not completed for production in the tight
formation prior to July 16, 1979, the gas may qualify for the
incentive price. The date of July 16, 1979, (as a spud date) was
chosen in the interim rule in recognition of the fact that this
rule was- undertaken to give effect to a policy initiated by the
President's July 16, 1979, speech. This date then, is consistent
with the Conference Report, at pags 88, which indicates that the
pivotal date for section 107(c)}(5) gas is the date the Commission
The Commission
ia not free to make available special prices for gas vhose

exercises its authority under section 107(c)(5).
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dsvelopment was sncouraged by previously availadble prices.
Therefore. July 16, 1979, will remain as a spud date for new tight
formation gas, and as a completion date, for recomplation tight

formation gas.

C. <Conclusion

The definitions of new and recompletion tight formation gas
appear in § 171.703(b)(2) and (3) of the rule. Gas qualifies
as new tight formation gas if it is produced from a designated
tight formation through a well which was spudded on or after
July 16, 1979, and it is either new natural gas (as defined in
section 102(¢) or (4) of the NGPA), or gas produced through a
nsw cnshore production well, (as dsfined in section 103(c)). To
qualify as recompletion tight formation gas, the natural gas must
be produced from a d_olignatod tight formation through a well which
was spudded before July 16, 1979, but not completed for ;_u:oductlon

from guch formation before July 16. 1979.

VIXI. PROCEDURE POR DESIGNATING TIGHT PORMATIONS

A. Procedure in General

The procedurs for d.-ignatix;g tight formations was contained
in i 271.705 of the interim rule. That caction set forth guide-
lines for identifying f.lght formations and established procedures
whereby a jurisdictional agency msay recommend the designation of a
tight formation. Upon the receipt of a jurisdictional -agency

s

\
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reccmmendation, the Commiesion will publish it in the Pederal

[o——

Register and will accept comments on the recommendation. After

a review of the comments the Commission will prescribs a rule

approving or disapproving the designation of the recommended tight
formation. *

Several comments and proposals concerning the designation
procedurs in general were received. Some commenters urged tho.
Commission to "predesignate” or at a minimum to take the lead in
designating formations that have been studied by the Department
of Energy (DOE) and the United States Geological Survey (USGS).
Another suggestion was that there be automatic approval of jurie~
dictional agency or the USGS recommendations that meet the
permeability. gas productivity, and crude cil prdduction guide-
lines, reserving for Commissicon action recommendations made under
the alternate permeability guidelines. Other commentars stated that
the jurisdicticnal agency process combined with the Commission
process will be lengthy, unnecessarily burdansome and will cause
a substantial delay in the production of gas from tight formatione.
Thegse commentsrs suggest ‘that the time periods and standard of
review set forth in section 503(a) and (b) ba utilized.

The Commission is not persuadad that a modification to the
designated procedure is warranted. As stated in the interim rule
the Commiasion does not have the information needed to accurately

LN
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identify qualifying tight formations. 11/ The interim rule's
designation procedure was sstablished to enable the Commission
to fully utilize the information and expertise available to
jurisdictional agencies and to thereby prevent undue delay in
the identification of tight formations. To the extent that
other Federal agencies have studied certain tight formations,
we expect this information will bBe available to jurisdictional
agencies and will fecilitate the jurisdictional agency process.

Still another commenter submitted that there are not
snough procedural safeguards in the interim rule. The rule
doeas not provide producers an opportunity to seek review
of a jurisdictional agency's refusal to make a recommendaticn.
Commenters suggested a procedure to allow review in such
& case.

Jurisdictional agenices are not obligated to recommend
tight formations. The Commission believes the review procedure
suggssted is unneceésuty and would constitute an unwarranted
intrusion into the state jurisdictional agency ptocess..

Proposals respecting interim collection authority were
also received. One commenter urged that producers be permitted
to make interim collections prior to designation of a formation

after it has submitted information and certified to the

11/ The Commission adopted this procedure in response to

comments which suggested that the Commission should rely
on the jurisdictional agencies' information and expertise
in designating tight formations.
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jurisdictional agency that the formation meets the criteria

set forth {n the guidelines. Pursuant to this proposal, interim
collections would by allowed pending jurisdictional agency
designation recommendation and final Commission approval, Another
comment requested clarification of whethar interim collection
authority will be permitted prior to designation cf the formation
upon filing of an application for a well determiration.

As discussed above, the procedure in the final rule provides
for the expeditious designation of tight formations. The Commission
balieves that interim collectlon of the i{ncentive price prior to '
designation of tha formation is inappropriate. BHuwever, the .
Commission in § 273.204 has provided for retroactive collection
for gas produced from qualifying wells in designated tight

formations.

TI*. ‘UIDELINES

The interim rule provided that the Commission would approve

the designation of any formaticn rescmmsndsd by 2 lurisdictional
agency if it met tha three guidelines relating to permeability,
gaa production, and oil production. Certain of the comments

were directed to these guidelines. The Coxmission has added

a guideline that will be discussed Lelow ~oncerning formations
or portions thereof which have been authorized to bs daveloped by
in£ill drilling programs.
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The interim rule also provided that {f a formation met tha
gas productivity and oil production guidalines dbut did not meet
the perweability standard, then the Commission would consider,
the recomrmendation if the jurisdictional agency made an adequate
showing that ths formation exhibited low permeability character-
istics and that an incentive price would be necessary. No comments
specifically addressed this provision, and it has been adopted

.

without change in § 271.7C¢3(c)(2)(44) of the finel rule.

A. Permeability Standard

The {nterim rule required that the estimated in situ gas
'pom‘ahillty. throughout the pay saction be 0.1 millidarcy or

less. A few commenters suggested that this atandard is still
unduly restrictive and will disqualify many formations that
should be comideroa “tight.” Higher standards ranglng'from
G.15 millidarcy to 0.5 millidarcy were siggested. 12/

Several arguments were presentesd in support of a greater
permeability threshold. Pirst, average permeability depends on
the number of wells drilied and .their location in the formation.
Since most tight formations have not been developed axtensively.
the average permsability of a small number of wells would pro-

bably not be representative of the formation as a whole. Thus,

12/ The NPC study and “various DOE reports™ are cited for the
= proposition that a formation may be "tight" if it has a
permeability of 1.0 millidarcy.

N
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the amount of necessary preliminary drilling and the greatsr
expense and time involved in in situ permeability testing
requires a millidarcy standard that is flexible anocugh to
warrant the increased costs.

Some comments urged that the permeability standard be
sliminated. One commenter asserted that a permeability
determination of 0.1 millidarcy requires an expansive drawn °
down and build up test. It was proposed that a 30-day floﬁ
test based upon the depth criteria set forth in the iaterin
rule be the sole factor in determining if a zone is tight.

Another alternative presentsd was that the designation
by the jurisidictional agency should be basad solely on
production rates from newly drilled wells that had been
teated in accordance with the procedures set forth by the
United Stataes Burcau of Mines Monograph No. 7. This commenter
stated that the gas productivity standard should be retained
until such time as information based on the testing of actual
wells indicates that a revision would be appropriate.

The Commisasion remains cognizant of the difficulties
inherent in adopting a permeability gquideline. However,
the objective of the rule iz to identify and provide incen-

tives for the development of tight formations, not to
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provide incentives to develop all formations with low
pre-stinulation production rates. The Commission still
believes that the problem presented by formations of
extremely variable characteristics is not present in many
tight formations and that estimates of average permeabllity
may reasonably represent the pctdoablllty that will be
encountered fraom one location to the next. However, if the
average permeability cannot be reascnably estimated or if tha
average permeability does not fall within the 0.1 millidarcy *
guideline, then under the alternate guideline the formation

may still be recommended for designation if the jurisdictional
agency maiol an adequate showing that the inceative price

is necessary for production of gas from the formation because
the formation is high-risk and high-cost znd has low

permeability churncg-risticc.

B. Gas Production Standazid

Tha interim rule set forth maximum allowable production
rates. One comménter suggested that the gas productivity
standard should only be applied to formatlions from zero to
two thousand feet in depth -inc; the costs of drilling and
complating deeper wells multiply at a rate disproportionate
to those for shallower driliing. If the standards for deeper

wells are retained, the commenter urgcq a 35 percent higher

price.

e
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A similar arqument was made that the straight payout of
original drilling, completion, and equipping costs over a more
feasible period than is indicated by the present gas productivicty
standard would be more appropriate for these high-risk venturas.
This commenter proposed that in the event a Btu-equivalent price
is not allowed, then the maximum allowable production rate should
be increased.

The Commission believes that the higher incentive maximum
lawful price provided in this rule will be adequate to covor'
the increased costs of aquipping and completing deepear wells.
Therefore, a ravision to the gas productivity formula is unneces-

sary.

C. Production of Cruda il

The interim rule provided that no well drilled into the

recommendad tight formation should be sxpected to produce more

than f£ive barrsles of crude cil por day. This rsguirsmsnt

added to ensure that the gas is not produced with any more than

a de minimus amount of oil. The production of more than five
barrels of oil per day would, in itself, create an incentive for
the develoﬁment of the formation. One commenter claims that thil
limitation is unclear since “"cil® is undefined and questioned

whethar it would include “"condensate" from gas wells.
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The interim rule and § 271.702(a)(3) of the final rule refers
to the definition of "crude oil” contained in § 270.102(b){5) of
our regulations. Thus, as défined, crude oil includes any mix-
tures of hydrocarbons that are liquid in underground formations
and remain liquid at atmospheric pressure.

Another ¢commenter suggested that this guideline should be
modified to pruvide that:

« s+ o DO w‘ll drilled into the recommended tight for-
mation is expected to producse, without stimulation,
more than five barrels of crude oll per day . . .

.

The commentsr asserted that the additlon of the phrase "without
stimulation™ appears in the gas productivity standard and
should be tracked here to remove any anblguity. We agree.

Section 271.703(c)(2)(1)(C) has heen 80 modified in the final rule.

B. Infill Drilling

In the preamble to the interim rule, the Commission stated
that its objective in establishing the incentive program

"consist[s] of identifying and including tight

formations that could not be ccmmercia}ly developed

abzent application of enhanced p:qductxoa tech-

niques, and excluding the types of development

activities that could occur under thu otherwise

applicable maximum lawful prices.” (mimeo at p.24).
The Commission did not adopt any of the several altsrnatives
considered which would have mechanically excluded infill or

developed portions of an otherwise tight formation.
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The Commiesion chose instead to rely on the skill and judgment of
the jurisdictional agencies to identify and exclude the portions
of a formation which would otherwise qualify as a tight formation
but which could be developed without the {ncentive price. The

following guidance wag provided to jurisdictional agencies:

While new infill wells are not excluded from
qualification under this rule, jurisdictional
agencies should be sensitive to the fact that
some portions of tight formations have been
developed to such an extent as to indicate that
the incentive maximum iawful price is not neces-
sary to encourage full production of that portion
of the formation. If the agency haa information
which 'indicates such portions can be develouped
without the incentive price, such portions should

be excluded from the jurisdictional agency's
recommentation {mimeo at p.27).

'Sub-equent to the adoption of the interim rule, it has
come to the Commiaaion'l attention that there is some uncsrtainty
regarding the appropriateness of recommending formations or por-
tions of formations that are currenily being developed by infill

drilling programs. To clarify this uncertainty and tc give effect

to the policy enunciated in the interim rule, the Commission has
added a new guideline, at § 271.703(c)(2)(i)(D). Under this

guideline, if a formation or pertion thereof was autforized to
ba developed by an infill driiling program prior to the date of

recommendation and the jurisdictional agency has information

which in its judgment indicates that such formation or portion

subject to infill drilling can be further developed without the
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incentive price eatahlished in § 271.703(a), then the jurisdictional

agency may nct include such formation or portion therecf in its
' recomaendation. ‘

Two aspects of thie guideline warrant clarification. The
gulideline has been added to focus jurisidictional agency attention
on only those formations (or portions thereof) where development
by infill drilling has been authorized prior to the date of
recommendation. In this situatlon-developnont of such formation
may have been economical at previously available prices and there-
fore may indicate that the full development could occur absent the
incentive price. If information available to the jutioidictional‘
agcncy indicates that this is the case, it should not recommend
the formation or should sxclude that portion of the formation from
its rocomm.ddation. Secondly, it should be emphasized that once
a formation has been approved by the Commission as a designated
tight Zormation, future infill wells will be aligible to receive
the incentive price.

"A definition of “infill drilling® has been added in
$ 271.703(b)(6). As defined. "infil) Ariliinz™ mgans any driliing

that occurs in a substantially developed formation or portion
thereof that is subject to rogquirements raspecting well-spacing
or proration unite which were amended by the jurisdictional agency

after the formation or portion thersof was substantially developad
and which were adopted for the purpose of promoting mwore affective

et § -
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and efficient drainage of the reservoirs in such formation. Such
amendment way provide for the establishiunt of smaller d4rilling
or production units or may permit the drilling of additional
wells on the original units.

The Commission wishes to emphasize that the infill drilling
must have taken place in a substantially developed formation or
portion of a formation after a jurisdictional agency amendment to
well-spacing or proration unit requirements. In some situations,
field or spacing rules are in effect and applicable to undeveloped
portions of a2 field and these rules are amended prior to sub-

stantial development in order to permit the drilling of wealls at

closer spacing than permitted by the original rules. Wwhere the
original units had not been drilled prior to the creation of the
smallar units or prior to the adoption of amended :ules which
permit the drilling of an additional well on the oriqinal unit,
drilling in such clircumstances would not be covered under this

definition.

IX. CONTENTS QOF RECOMMENDATIONS

The interim rule prescribed information that is required to
accompany the jurisdictional agency's recommandation that a for-
mation be designated as a tight formation. The comments criticized

the requirement that a jurisdictional agency must submit a map or
list locating all wells “which have produced” natural gas from

the recommended tight formation. The comments argued that this

requiremsnt is unnacsssary, burdensomes, and may bs impossible to
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meet in cases whare records on these wells were either never
compiled, were lost, or were destroyed over the years. One
comment suggests that the vequirement be limited to the
{identification of wells producing on or after January 1,
1980. Another proposal is that the requirement be retained
for c.aly those formations that did not meet the 0.1 millidarcy
permeability standard and are being recommended under the
alternative standard.

In response to thess comments we have reduced the burden ~hy
menhing § 271.703¢c)(3)(iil) of the final rule to reguire juris-
dictional agencies to submit either a map or list which locates

wells which are currently producing from the recommended tight

formation. We have retained the requiresment, as amended, 80 that
the Commission can have information indicating how much the for-
mation was developed prior to its being recommended as a tight

formation.

X. ENVIRONMENTAL IMPACT

As stated in the interim rule, staff completad au environ-
mental assessment of this rule in which staff concluded that
establishing an incentive price would not constitute a major
Faderal action significantly affecting the quality of ths human
environment.

The Commission will continue to investigate tho possible

effects of the tiyht formations program and will make a finai
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determination as to environmental impact at such time as the
jurisdictional agencies submit their recommendations for tight
formations. The information of the jurisdictional agencies
when they make their recommendations includes information re-
garding the identification and location of fresh water aquifers

which nay ke affected by davelopment of the formation.

XI. RETROACTIVE COLLECTIONS

Some coamenters quastioned whether interim collection
authority under §§ 273.202 and 273.203 would be permitted
prior to final designation of a formation as a tight formation.
As previously stated the Commission ie not providing interim
collection authority prior to final designation of the forma-
tion. However, the retroactive collection provisions contained
in § 273.204(a)(1){ii) of the Commission's regulations are
applicable to new and recompletion tight formation gas that
qualifies under § 271.703(b) to receive the incentive maximum
lawful price set forth im § 271.703(a).

XII. EFPPECTIVE DATE

These rules shall .become effective as final regulations

September 22, 1980.

;Dgpglttmc:t of En-tgcy; 01 %;z‘:;";.dmﬁ 42 Ués-c.
. « 0. « Reg.
Bataosi Seapiilcy act of'178, 150 5701 §45%531-3432.)
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Subpart B of Part 273, and Subpart B of Part 274, of

1. Part 271 is amended in Table of Contents under Subpart G
Subchapter H, Chapter I, Title 18, Code of Federal Regulations,

to read as follows:
are revised as set forth helow, effective as final rules on

September 22, 1980. SUBPART G =~ HIGH~COST NATURAL GAS .
By tha Commisgsion. 4 Sec.
271.701 Applicability.
({SEAL) 271.702 General rules.
‘M‘ a F M 271.703 Tignt formations. .
Kenneth F. Plumb, : 2. Subpart G of Part 271 is revised to read as follows:
Secretary.

SUBPART G ~~ HIGH-COST NATURAL GAS

§ 271.70) Applicability

This subpart implements section 107(b) and (c) of the NGPA
and applies to the first sale of natural gas which a juris-
dictional agency determines is:

(a) Tight formation gas for which there is a negotiated

contract price.

(b) [Reserved]
§ 271.702 General rules.

(a) Definitions. - For purposes of this subpart:

(1) "Negotiated contract price" means any price established
by a contract which either specifically references the incentive

pricing authority of the Comnission under section 107 of the NGPA

or tontains a tixed rate or a fixed escalator clause.
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{2) A "fixed escalator clause"™ is a provision in a contract
for the first sale of natural gas which changes the price for the
gas by a epecified amount on a specified date.

{3} For the definition of “crude oil,” see $270.102(Db)(S).

{b) Cross reference. For special rules applicable to

high-cost natural gas retroactive collections, see §273.204.

§ 272.703 Tight formations.

(a) Maximum lawful price for tight formation gas. The

maximum lawful price, per MMBtu, for the first sale of tight
formation gas for which there is a negotiated contract price
shall be the lesaer of:

(1) the negotiated contract price; or

(ii) 200 percent of the maximum lawful price specified
for Subpart C of Part 271 in Table Y of § 271.101(a).

. (b) pefinitions.

{1) "Tight formation gas” means new tight formation.gas
or recompletion tight formation gas.

(2) "New tight formation gas” is natural gas:

(1) which is new natural gas, (as defined in section 102(c)),
certain OCS gas qualifying for the new natural gas ceiling price
(as defined in section 102(d)), or gas produced through a new on-

shore production well (as defined in section 103(c)}); and
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{if) which is produced from a designated tight formation
through a well the surface drilling of which began on or after
July 16, 1979,

(3} "Recompletion tight formation gas" is natural gae
which is produced from a designated tight formation through a
well, the surface drilling of which was begun before July 16,
1979, if such well was not completed for production from such
designated formation before July 16, 1979.

{4) "Formation" means any geolcgical formation, or portion
thereof described by geological as well as geographical para-
meters.

{5) A "designated tight fcrmation" is a natural gas
formation which is designated a tight formation by the
Commisgion pursuant to paragraph (c) of this section.

(6) ™"Infill drilling" means any drilling in a substantially
developed formation (or a portion thereof) subject to requirements
respecting well-spacing or proration units which were amended by

the jurisdictional agency after the formation (or portion thereof)

was substantially developed and which were adopted for the purpota.

of more effective aid efficient drainage of the reservoirs in such
formation. Such amendment may provide for the establishment of
smaller driliing or production units or may permit the drilling

of additional wells on the original units.
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(c) Designation of tight formatione. ::.f—:;pl;:r:g: :;s;:t;-:n ;:;a 32212“:‘“&3"'{2:% £/ 8ap) ’
(1) General. Upon the written recommendation by a juris- (in feet) may not exceed: ?
diceionul agency, submitted in accordance with the rsquirements exceeds: buteig:;d?O‘ .
of this section, the Commission may approve a recommendation -;;;::-. -_-—;;;;———- 251
that a natural gas formation be designated as a tiqht‘totmation. ;ggg ;ggg ggg
(2) Guidelines. (i) The Commission will approve the gggg gggg :23
designation of any formation recommended by a jurisdictional gggg 13338 gég *
agency if the formation meets each of the following guidelines: igggg i?ggg ggg
(A) The estimated average in situ gas permeability, iiggg i;ggg _ 1331
throughout the pay section, is expected to be 0.1 millidarcy igggg iiggg iigg
or less. igggg i:ggg igig -
{B) The stabilized production rate, against atmospheric i:ggg i;ggg ;g;;

pressure, of wells completed for production in the formation, (C) No well drilled into the rec ended tight formaticn
without stimulation, is not expected to exceed the production {s expected to produce, without stimulation, more than five

rate determined in accordancs with the following table: barrels of crude oil per day.

If the average depth to The maximum allowable .
the top of the formation production rate {in Mcf/day) (D) If the formation or any portion thereof was authorized
(in feet) - .may not °’°‘°9‘ to be developad by infill driiling prior to the date of recom-
exceeds: bft,;;::d?°t mendation and the jurisdictional agency has information which in
0 1000 44 its judgment indicates that such formation or portion subject to
1000 1500 . 51 %
1509 2000 50 infill drilling can be develoved absent the incentive price -
gggg "gggg . gg established in paragraph (a) of this section then the jurisdic-
gggg 2383 18; tional agency shall not ianclude such formation or portion thereof
4000 4500 122
4500 5000 _ 141 in its recommendation.
5000 5500 163
$500 6000 188
6000 6500 217
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(11) The Commission will coneider and may -pproQ. or
disapriove a recommendation by a jurisdictional agency to
designate as a tight formation any formation which mects the
guidelines contained in subparagraph (2)(£)(B) and (C), but
does not meet the guideline contained in subparagraph (2){(i)(A),
{f the jurisdictional agency makes an adequate showing that
the formation exhibits low permeability characteristics and
the price established in paragraph (a) of this section is neces-
sary to provide reasonable incentives for production of the
natural gas from tne recommended formation due to the extra-
ordinary costs associated with such production.

(3) Content of racommendations. A recommendation that a

formation should qualify as a designated tight formation shall
contain the following information:

‘(1) geological aﬁd aeographical descriptions of the got-
mation which is recommended for classification as & tight
formation:

(11i) geological and engineering data to support the recom-
mendation and the source of-that data;

({iii) a map which clearly locates wells which are currently
producing from the recommended tight formation or a list locating
all wells which are currently producing natural gas from the

recommended tight formation:;

pocket No. RM79=76 - 62 -

(iv) a report of the extent to which existing State and
Federal regulations will assure development of the recomme¢nded
tight formation will not adversely affect any fresh water aguifers
(during both hydraulic fracturing and waste disposal operations)
that are or are expected to be used as & 4omestic or agricultural
water supply:? ’

{v) if the formation is roéunmondcd under para- *
graph (e)(2)(4i) of this section, the types and extent of
enhanced production techniques which are expected to be nsces-~
sary and the ustinated expenditures necessary for employing
those techniques; and the degree of increase in production to
be expected from use of such techniques and engineering and
geological data to support that estimate;

{vi) any otlier information which the jurisdictional agency
deems relevant; and

{vii) any other information requested by the Commisaion.

{(4) Commission review of recommendations. Upon receipt of

a recommendation submitted in accordance with this ssction, the

Commission shall publish in the Federal Register, a notice of

proposed rulemaking containing such recommendation. After review
of ahy comments, the Commisgion will prescribe a rule approving

or disapproving ths recommendation.

SSI—




- v F

Docket No. RM79-76 - 63 ~

(d) Designrted tight formations. [Reserved].

3. Section 273.204(a)(l) is amended by deleting "; and" in
clause (i) and inserting in lieu thereof a period at the end of
clause (i), and by deleting "new™ in clause (ii) and by deleting

the semi-colon and inserting in lieu thereof a pericd at the end
of clause (ii).

4. Section 274.205 is amended by revising paragraph {e)

to read as follows:

§ 274.20% High-cost natural gas.

{(e) Ratural gas produced from desiqnated tight formations.

(1) New tight formation gas. A person sseking a determination

for purposes of Subpart G of Part 271 that natural gas i; new tight
totﬁation gas shall file with the jurisdictiocnal agency an applica-~
tion vhich contains the following items:

{(1)(A) If the gas is produced from a well which qualifies
as a new, onshore production well, all information required in
§ 274.204 {axcept for the item specified in paragraph (d)(l) of
that section): or

» (B) if the gas qualifies for the new natural gas price, the

information required in ¢ 274.202 or § 274.203;

- ¥ -
’ 5 e o
i Z
‘? .
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(11) a map which locates and identifies the well for which

the determination is sought as being within the designated tight

formation;

(iii) the heading and sertinent portions of the well log,

or a drilling report identifying the designated tight formation;

and

{iv) a statement by the applicant, under cath, that:

(A) the surface drilling of the well for which a deter-

mination is sought was begun on or after July 16, 1979:

(B) the gas is being produced from a designated tight

formation: and

(C) the applicant has no knowledge of any other information

not described in the application which is inconsistent with his

cenclusions.

{2) Recompietion tight formation gas.

A person seeXing

a determination for purposes of Subpart G of Part 271 that

natural gas is recompletion tight formation gas shall file with

the jurisdictional agency an application which contains the

following items: . '
SR FER Form Nb 1
(g)kté' the well completion report;

QFQ%**? a map which locates and identifies the well for which

the determination is sought as being within the designated tight

formation:

i A . Tt S SHREB L ad  hartee n




(W)¢£itr the heading and pertinent portions of the well log,
or a drilling report identifying the designated tight forma-
tion; and
CO vy a statement by the applicant, under oath, that: .
(A) the gas is being produced from a designated tight
formation;
(B) al

designa t bt frrmatiom priey h bely e 19779;
quan::z:eﬂg”-n o o ;; .

+6+—1979; and

He was wot Crmpleted €oy productim m Hee
.

{C) the applicant has no knowledge of any other information
not described in the application which is inconsistent with

his conclusions.

S R e —_———_ A o 75 e P [N . - . B . - B S R




STATE OF NEW MEXICOD :
ENERGY AND MINERALS DEPARTMENT
0It CONSERVAYION DIVISION - :

CASE ND. 7029
Order No. R-6388-A

IN THE MATTER OF THE HEARING CALLED ‘
BY THE OIL CONSERVATION DIVISION ON ITS

OWN MOTION TO CONSIDER AMENDMENTS YO ITS
SPECIAL RULES AND PROCEDURES FOR THE
DESIGNATION OF "TIGHY FORMATION,"

. PROMULGATED BY DIVISION ORDER NO. R-6388

TO COMPLY WITH FERC GRDER NO. 99, ISSUED

AUGUST 15, 1980, PROMULGATING FINAL REGULATIONS
WITH RESPECT TO SECTION 107 OF THE NGPA.

ORDER GF THE DIVISION

BY THE DIVISION:

This cause came on for hearing at 9 a.m. on October 1,
1380, at Santa Fe, New Mexico, before Examiner Daniel S. Nutter.

i NOW, on this day of Fsbruary, 1981, the Division
‘Director, having céﬁgihered the testimony, the record, and
tha recommendations of the Examiner, and being fully advissad
:in the premises,

bt =

; FINDS:
: (1) That -‘ue public notice having been given as required E
iby law, the Division has jurisdiction of this cause and the i
i Smnk m—-&l-a- | N SO
O R RSNy uuctwuln

(2) That by its Order No. R-6338, dated June 3C, 1980, ; {
ithe New Mexico 0il Conservation Div1sion promulgated its :

i "9pecial Rules and Procedures for Tight Formation Designation
‘Under Section 107 of the Natural Gas Policy Act of 1978."

ﬁ (3) That the rules and procedures adopted by said order
;were predicated upon the interim requlations issued February 20,
1980 by the Federal Energy Requlatory Commission (FERC) and
iwere intended to be amended should the final regulations )
promulqated by the FERC differ substantially from the afore- i

»S&ld interim regulations.

(4) That by its Order No. 99, issued Auqust 15, 1980, the
FERC promulgated its final rules on high-cost natural gas
»produced from tight formations, said rules to become effective
,September 22, 1980,
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‘Case No. 7029
:Order No. R-6388-A

ﬁ {(5) That said final rules differ in certain respects from

iirules and procedures as promulgatec by Order No. R-6388 are
therefore necessary, to wit:

i (6) That Section B, Definiticns, should be amended by the
addition of the following definitiant

6. "Infill drilling" means any drilling in a
substantially developed formation (or a
portion thereof) subject to requirements
respecting well-spacing or proration units
which were smended by the Division or the
0il Conservation Commission after the
formation (or portion thereof) was substan-
tially developed and which were adopted for
the purpose of more effective and efficient
dreinage of the reservoirs in such formation.
Such amendment may provide for the estsblish-
ment of smaller drilling or prcduction units or
may permit the drilling of additional wells on

i the original units.

; (7) That subparagraph c of subsection 1, Section D,
%Evidence, should be amended to read in its entirety as follows:

i "c. a map or list which clearly locates or describes

: wells which are currently producing oil or gas,

;! or both, from the formation wichin the geographical
4 area of the formation, and”

ﬁ (8) That subparagraph d of subsection 1, Section D,
:iEvidence, should be amended to read in its entirety as follows:

| “d, a report of the extent to which an applicant

i believes existing State and Federal regqulations

g will assure that development of the formation

§ will not adversely affect or impair any fresh

: water aquifers (during beth hydraulic fracturing

j and waste disposal operations) that are being

! used or are sxpscted to be used in the foresecable
i future for domestic or agricultural water

i supplies; and"

! (9) That old subparagraph e of subsection 1, Section D,
‘Evidence, reading "any other information. . . . " should be
irenumbered “f" and read in its entirety as follows:

ithe interim requlations, and certain amendments to the Division's




-3
‘Case No. 7029
9rder No. R-6388-A

'
B
!
-1

i
1
i
H
:
!
'
f
5
i
|
ﬁ

. any other information which the Division may
require,"

(10) That a new subparagreph e of subsection 1, Sectian D,

{Evidence, should be added, reading in its entirety as follows:

"e. 1f the formation has been authorized to be
developed by infill drilling prior to the date
of recommendation, information and data demonstra-
ting that the formation cannot be developed
without the incentive price sstablished in
18 CFR §271.703(a)."

(11) That subparagraph c of subsection 2, Section D,
Evidence, should be amended to read in its entirety as follows:

"c. No well drilled into the recommended tight
formation is expected to produce, without
stimulation, more than five barrels of cyude
oil per day."

(12) That a new subparagraph e shculd be added to

isubsection 2, Section D, Evidence, reading in its entirety as

follows:

*a, If the formation or anv portion thereof was
authorized to be developed by infill drilling
prior to the date of recommsendation and the
Division has information which in its judgment

indicates that such formation or portion subject

P
tn infill drilling can be devoloped avssiu whie

incentive price established in 18 CFR §271.703(a),
then the Division shall not includa such formation
or portion thereof in ita recommendation.”

(13) That the "Special Rules and Procedures for Tight

EFormation Designations Under Section 107 of the Natursel Gas
Policy Act of 1978," promulgated June 30, 1980, by Order
iNo. R-6388, and amended as described above, should be

M

ire-promulgated reading in their entirety as depicted on

Exhibit A, attached hereto and made a part hereof.

i
i

Lk
o1

1T IS THEREFORE ORDERED:

(1) That the "Special Rules and Procedures For Tight

‘Formation Designations Under Section 107 of the Natural Gas
‘Policy Act of 1978," as depicted by Exhibit A attached hereto
.and made a part hereof, are hereby adopted by the New Mexico
‘Bil Conservation Division, effective immediately.
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(2) That jurisdiction of this cause is rstained for the
entry of such further orders as the Division may deem
necessary.

j DGNE at Santa Fe, New Mexico, on the day and year herein-
! above designated.

i
i
!
i
§

STATE OF NEW MEXICO
ORL CONSERVAT DIVISION

/I0E D. RAM

Director

ok :

SEAL

o3

: iAé, Hdr/




STATE OF NEW MEXICO
ENERGY AND MINERALS DEPARTMENT
OIL CONSERVATION DIVISION

P. 0. Box 2088
SANTA FE, NEW MEXICO 87501

SPECIAL RULES AND PROCEDURES FOR

TIGHT FORMATION DESIGNATIONS UNDER SECTION

107 OF THE NATURAL GAS POLICY ACY OF 1978

Amended 2-1-81

A. Genaral

Applications for tight formation designations under Section
107 of the NGPA and applicable FERC rules and regulations shall
be accepted by the Diviasion at its Santa Fe, New Mexico office
after June 30, 1980. These special rules apply only to
tight formation designations and do not apply to individusl
well filing requirements for price cateqgory determination.

8. Dsfinitions

1.

3.

4.

"Crude 0il" means a mixture of hydrocarbons that
exists in the liquid phase in natural underground
reservoirs and remains liquid at atmospheric
pressure after passing through surface separation
facilities.

"Division” means the 0il Conservation Division of the
Energy and Minerals Departmant of the State cf New
Mexico.

"FERC" means the Federal Energy Regulatory Commission.

"USGS" maans the office af the linited States Geological
Survey in Albugquerque, New Mexico.

"Formation" meane any geological formation or portion
thereof described by geological as well as geographical
parameters which is the subject of a tight formation
designation application.

"Infill drilling®” means any drilling in =
substantially developed formation (or a portion
thereof) subject to requirements respecting well-
aparing or proration units which were amended by

the Division or the 0il Conservation Commission after
the formation (or portion thereof) was substantfally

Order No. R-6388-A
Exhibit A
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developed and which were adopted for the
purpose of more effective and efficient
drainage of the reservoirs in such formation.
Such amendment may provide for the establish-
ment of smaller drilling or production units
or may parmit the driiling of additional wells
on the original units. '

Procedure

1.

To ths extent that ths Division's general rules
uf procedure for public hearings are not altered
or amended by these special rules, such general
rules of procedure shall be applicable and are
incorporated herein by reference.

All applications for tight formation designation in
the State of New Mexico, in which Federal, Indian,
state, or fee lands, or any combination thereof,
are involved, shall be filed with the Division.

All applications for tight formation designatiocn
shall be set for public hearing.

A complete set of exhibits which an applicant
proposes to offer aor introduce at a hearing,
together with a statement of the meaning and
purpose of each exhibit, shall be submitted to the
Division (and to the USGS when federal or Indian
lands are inveolved) when the application is filed
or at least 15 days prior to a hearing. These
exhibits shall cover all aspects of the required
evidentiary data described in Section D belcow.
Three additional complete sets of such exhibits
and statements, encloged in an unsealed postage-
paid packet, shsll alsc accompany the application
or be presented at the hearing; this packet and
its contents will be forwarded to the FERC by the
Division after the hearing, together with the
Division order recommending disposition of the
application.

Where practicable, applications may be cornsolidated
for hearing at the discretion of the Director of
the Division.

Within 15 days after its issuance, any order promul-
gated by the Division pursuant to these spscial rules
shall be submitted by the Division to the FERC in
accordance with Section 271,705 of the FERC rules




and regulations applicable to NGPA for spproval
or disappraval of a tight formation designation.

‘De Evidence

1.

Evidence offered by an applicant at a hearing shall
include:

a. a map and geographical and geological descriptions
of the ares and formation for which the designa-
tion is sought; and

b. geclogical and engineering data to support the
application; and

c. a map or list which clearly locates or describes
wells which are currently producing oil or gas,
or both, from the formation within the geographical
area of the formation, and

d. =a report of the extent to which an applicant
believes exiating State and Federal regula-
tions will assure that development of the
formation will not adversely affect or
impair any fresh water aquifers (during both
hydrauvlic fracturing and waste disposal
operations) that are being used or are expected
to be vsed in the forseeable future for domestic
or agricultural water supplies; and

e. if the formation has been authorized to be
developed by infill drilling prior to the date
of recommendation, information and dats
demonstrating that the formation cannot be
developed without the incentive price established
in 18 CFR §271.703(a).

f. any other information which the Division may
require.

Evidence shall be based on sach of the following
geclogical and engineering guidelinses:

a. The estimated average in situ gas permeability,
throughout the pay section, 1s expected to be 0.1
millidarcy or less.

(1) Permsability may be established and
demonstrated by any customary or acceptable
methods, techniques, or testing acce; *able
in the o0il and gas industry.




: b. The stabilized production rate, either at §

atmospheric pressurs or calculated against
' atmospheric pressure, of wells completed for
i production in ths formation, without stimulation,
| is not expected to exceed the production rate
: determined in accordance with the following
2 f table:
! i If the averages depth to The maximum allowable
e § tha top of the formation production rate (in Hef/
: : (in feet): day) may not excead:
3 R j but does not
e ; exceeds: exceed:
: 0 1000 a4
| 1000 1500 51
e R ! 1500 2000 59
1 | 2000 2500 68
P § 2500 3000 79
| 3000 ' 3500 91
i 3500 4000 105
2 4000 4500 122
: 4500 5000 lal
% 5000 5500 163
£h i : 5500 6000 183
5 6000 6500 217
6500 7000 251
e 7000 7500 290
7500 8000 336
8000 8500 388
: 8500 9000 449
By : 9000 9500 519
B 3 i 9500 10000 600 . !
i 10000 10500 693
£ g 10500 11000 802
: : 11000 il500 927
) ; 11500 12000 1071
e ; 12000 12500 1238
! 12500 13000 1432
% 13000 13500 1655
: 13500 14000 1913
E 14000 14500 2212
B ; 14500 15000 2557
% c. No well drilled into the recommended tight
i formation is expected to produca, without
5 stimulation, more than five barrels of crude
! oil per day.
if
| ,




de If an application meete the guidelines conteined
in subparsgraphs 2 b and 2 ¢ above, but does

. not meet the guidelines contained in subparagraph
E 2 a, an applicant may, in the alternative, show
that the Tormation exhibiits low permeability
characteristics and that the incentive price 1=
neceasary to provide reasonable incentivec for
production of the natural gas fraom the formation
| due to extraordinary riske or coats associated
i with such productioen.

: (1) An application based on the gquidelines

; outlined in subparagraph 2 d above shall
; include data to support the contention

; that the guidelines contained in para-
graph 2 b and 2 ¢ above are met, and in
addition thereto, shall contain:

(a) the types and extent of enhanced
production techniques which are
expected to be necessary, and

(b) the eatimated expenditures nescessary
for employing those techniques, and

(e) an estimate of the degree of increase
in production from use of such techniques
togethsr with engineering and geological
data to support that estimete.

e. If the formation or any portion thereof was
authorized to be developed by infill drilling
prior to the date of recommendation and the

i Division has information which in its judqgment

indicates that such formation or portion subject

to infiil drilling can be developed absent the

incentive price establishad in 18 CFR §271.703(a),

then the Division shall not include such formaticn

or portion thersof in its recommendation.

A T L 2
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EXAMINER HLEARING
; 5
6 )
IN THE MATTER OF: )
7 )
The hearing called by the 0il Conser- ) CASE
8 vation Divsion on its own motion to ) 7029
consider amendments to its special )
9 rules and procedures for the desig- )
. nation of "tight formation", pro- )
5 - 10 mulgated by Division Order No. R-6388 )
o Eg to comply witn FERC Order No. 99, is- )
g‘gga n sued August 15, 1980, promulgating )
o :Eé final regulations with respect to )
- LR Section 107 of the NGPA. )
F i} )
: ’ )
"3
b The hearing called by the 0il Conser- ) CASE
vation Division on its own motion to ) 7030
15 consider amendments to its SPECIAL )
RULES FOR APPLICATIONS FOPR WELLHEAD |E
18 PRICE CEILING CATEGORY DETERMINATIONS )
as promulgated by Division Order )
17 R-5878, as amended, )
)
B | e —— e e o e 1t e e e e . o e e o o e Y e e
¥ | BEFORE: Daniei S. Nutter
20
21 TRANSCRIPT OF HEARING
2
2 APPEARANCES
o 2 For the 0il Conservation Ernest L. Padilla, Esqg.
Division: : Legal Counsel to the Division
2% State Land Office Bldg.
Santa Fe, New Mexico 87501

VARSI i o B2 e . - - o . it
A g D L N R e e e . R e L e e A St




Page 2
1
INDEX
2 i
3 i
PRESENTATION BY MR. PADILLA 2
4
Questions by Mr. Nutter 11
5
Questions by Mr. Stamets - 13
6
Questions by Mr. Nutter 13
?
Questions by Mr. Thompson 17
8
Questions by Mr. Little 10
9
Questions by Ms, Teschendorf 20
5 = 10 ‘
P §§ Questions by Mr. Strand 21
aogs 1
s %gﬁ Questions by Mr. Balmer 22
m s 12
g TRy
a5
; ,‘;“ 13
«
«» "
15
18
17
18
19
20
A
2
23
24
%

AR G T P N 55 L s et BN i byiet b e L et il e et o w0 v e RS e e e S




SALLY W. BOYD, C.S.R.

S

Rt. 1 Box 193-B
Santa Fe, New Mexico 87501

Phone (505) 455-7409

N

10

"

-b
[}

13

15

16

17

18

19

8

21

24

Page L3

MR, NUTTER: The hearinag will come to
order, please.

mha
PSR R+

first
will be Case Numbeyr 7029, which is in the matter of the
hearing ~alled by the OCD on its own motion to consicder
amendments to its special rules and procedures for the desig-
nation of tight formatiorn promulgated by Order No. R-6388,
complying with FERC Order No. 99, issued August 1i5th, 1980,
promulgating final regulations with respect tc Section 107
of the HGPA,

I'll call for appearances in this case.

MR. PADILLA: Mr, BExaminer, Frnest L.
Padilla on behalf of the 0il Conservatiorn Division, and I
suppose that I'll be the witness today, as well. o

MR. NUTTER: Are there other appearances?

MS. TESCHENDORF: Lynn Teschendorf for
Consolidated 0il and Gas. I've ijust got some comments.

MR. THOMPSOii: Bod Thompson, Amoco
Production Company, and I may have some comments, also.

MR. BURLESON: David Burleson with El
Paso Matural Gas Company.

MR. NUTTER: Ernie, are the subject
matter of Cases 7029 and 7030 similar enough that we could

~sonsolidate tham for testimony, or would you rather have

them conducted separately?
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MR, PADILLA: T would prefer that they be
consolidated. T think that I will, however, sneak to each
one individually -~ separately.

MR, NUTTIR:  But you c%n handle them
consolidated.

MR. PADILLA: Yes,

MR, NUTTER: UWe'll call now Casc Mumber
7030, which is in the matter of the hearing called by the
OCD on its own motion to consider amendments to its special
rules for applications for wellhead price ceiling category
determinations, as promulgated by Division Crder No. R-5878,
as amended,

For purpose of testimony we will conso-
lidate Case Number 7029 with Case 7030, although separate
orders will be issued.

Would vou proceed, Mr. Padilla.

MR. PADILL2: Mr. Examiner, initialliy I

~ e luna ha Al
o AL Lides sl wee

-

-~
= — R -

beliave evervons hag -~ therse are scome amendment
of the room and anyone that didn't get any, we can make somne
more, but there should be sufficient forms.

If anyone didn't get any, I think maybe

]

U

1 should tell my secretary to start rolling the presses right
now.,
MR. NUTTER: Were there sufficient

copies that everyone that's interested in having a copy of

[

B s S I e R
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thease proposed amendments has one, or do we need some more
copies?

ayone that needs extra copies, raise
their hand, please.

Mr. Padilla, would you proceed? Please
start by stating your position for the record and what the
purpose of the amendment is?

MR, PADILLA: Mr. Examiner, my name is
Ernest L. Padilla. I'm thie attorney for the 0il Conservation
Division.

The purpose for this hearing is to make
certain amendments by virtue of FERC Order No. 992 that was
issued by the FERC relative to tight formation designations
under the Natural Gas Policy RBct of 1978.

Mr. Examiner, you may recall that on the
30th day of June, 1980, the Division issued special rules
for designating tight formations in the State of New Mexico.
And those rules provide for quide -~- or provide guidelines
and the procedures whereby producers may come to the Division
and apply for tight formation designation.

MR. NUTTER: And those were promulgated
by Order No. R-6388,

MR, PADILLA: That's correct.

MR. NUTTEER: And were based on the in-

terim reqgulations for tight sands, which had been promulgated

L Y5 Y B P S W Y e T . FEEE ‘ i
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by the FERC.

MR. PADILLA: Correct,.

MR, NUTTER: &and rnow finnl recas have heen
promulyated by FERC, 50 you want te updatne R-6388 rules to
comply with the fin2l regs of the FIRC.

MR. PADILLA: Yes, sir.

MR. NUTTER: Okavy.

MR, PADILLA: Let me go through what I
have proposed to the Division in the way of admendments.

First of all, as far as definitions are
concerned, I have added a new definition, and that is the
definition for infill drillino.

BPasically what I have done is copied al-
most verbatim the rule -- the definition that the FERC has
given to infill drilling. That woull, of course, bs added
to tiie definition section of Order No. 6388.

The next thing, as far as evidence is
conceryned. T have deletea what is now subparagraph D (1) (c)
in that a requirement is made for submittal of a map or a

list showing all wells that are currently producing from that

formation or a portion of the formation. Previously the rule,

I believe, stated that ~- something to the effect that the
map or list would list all wells that have produced from the
formation.

That has been changed to say that only

RN
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wells that are currently producing necd to be shown.

™he next rule change, and that would he
on page two, which is not shown as page two, but nevertheless,
it's the second page, I delete subparagraph D (1) (d) in its
entirety and insert in lieu thereof a report concerning
potential impact to fresh water aquifers throuoh develovment
of the tight formation. |

The only thing that has been added to that
is new lanouage that the FERC has inserted in their require-

ments indicating that this impact would only -- is limited

during hydraulic fracturing and waste disposal opexrations.

I think that diminishes to some extent the impact of the in-
terim rule.

MR. NUTTER: Well, you don't mean to imply
that it's all right to i.pair fresh water other times than
when you're hydraulically fracturing or disposing of the --

MR, PADILLA: WNo, but I think what --

£ L
..... reognirLaey

what t+he FIRC —- what that means

B

e that ths TERC
that generally any contamination would occur basically during
salt water disposal operations or during injection of -~

MR. NUTTER: These are times when you have
to be especially careful.

MR. PADILLA: Yes.

MR. NUTTER: Okay.

MR. PADILIA: I have deleted, also, sub-
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paragraph D (1) (e) and added in licu thereof a paraqgraph

concerning -- or where we weuld roguest inforimation or data

+

deronstrating that the formation cannot be commercially de-

4]
p

veloped without the incontive price and, of course, 4“is goes
back to the definition of infill drilling and also to a new
guideline which has becn added in the FERC regulations. I
believe we may have comments on that, but let's hold that till
later.

Essentially what this says, thouagh, is tha
where that formation is being substantially developed under
the 103 price, or under any other price, we would like in-
formation demonstrating that, say, the Section 103 price of
the NGPA is not adecquate and therefor you need the 107 price
as an incentive oxr an inducement to produce that portion of
the formation.

I've renumbered the -- or going on to
number 4, I've renumbered former subsection {e) as (f) and
that is just a catchall. Any other information which the
Division may require, and that would generally occur at z
hearing concerning‘an application for tight formation desig-
nation or recommendation where it occurs at the hearing that
we would want to have some other information, not only to
help the Division, but probably to i:21p the FERC understand
what -- what the proceedings before the Division had been.

In number 5 I've deleted where it was

e

s
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formerly subparagraph D (2) (¢} in its entirety, and inserted
there in lieu -- in lieu thereof, no well drilled into the
recommended tight formation is expected to produce without
stimulation more than fivo barrels of erude oil ver day,

All this is is a -- is different language
meaning the same thing. so I've essentially ccpied the new
FERC lanquage and I've added probably the most important ad-
dition here, other than the definition of tight ~- or infill
drilling, is the item numbered number 6, which is -- which is
now b (2) (e), and I'll rea that in its entirety.

It says, where a formation has been
authorized to be developed by infill drilling prior to the
date of recormendation -~ I've left out the "of" -- of recom-
mendation, the Division shall exclude from its recommendation
any portion of such formation which in its judoment can be
developed without the incentive price specified in 18 CFR
Section 271.703(a).

This addition goes to the essence of the
new guideline essentially. Wwhat I think it means is that
formation is currently being developed under the Section 103
price, then the Division shall exclude from ite recommenda-
tion that portion of the formation.

And that is basiczlly all I have on Case
Number 7023.

Let me go on now +o Cazc 7030 and this
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\ the Natural Gas Policy Act and it applies to the filing re-

|
\

Page 1

is a much simplier thing. This acain concerns ceetion 107 of

R

|

quirements for section 107.

Now, going to rule TT,Iwhich concerns \
Section 107, I've deleted paragraph 17 (2) (4) in its entirety\
and inserted in jieu thereof -- d

MR. NUTTER: Mr. padilia, do you have an \
exhibit on this? \

MR. PADILLA: It should be sitting right -
right there.

MR, NUTTER: okay, thank you.

MR. PADILLA: Ooriginally I -— VW€ had in
there 2 réference jdentifying the nivision and FERC orders
which recommended and designated respectively the tight forma\
tion in which the well is completed. The FERC has changed
that, or I think originally we added this thing because we

a '

which locates ana identifics Fha W

thought it was necessary. NOW the FERC has required a map '
c11 for which the determinaj
tion is sought as being within the designated tight formationﬂ
1 think it's ba=ically the same thing, so 1've just changed
that to add the FERC language., and I think probably it may be
easier to show -~ to show the map rather than try to remember
what the order numbex jdentifying the tight formation was.

And item number two there is I've qot an

!
|
entirely new gubsection to take care of the recompletion \
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1 tight formation gas. Essentimlly this is nothing but what the|
2 FERC reguires now under its rule -- its filing requirements
3 in Section 274.205, I believe that's (e)(2), which applies to
4 | recompletion tight formation, The only thing that we've really
5 added there is from what is in the FERC rules as Subsection B,
8 which is the Division Form 132 and the required attachments.
7 And that, also, that means also that we
8 would have to change our Form C-132 to include this new Rule
9 17 (3) for recompletion tight gas.
§E 3 10 And I ~-- that's about all I have on this
g;%g n case, and I'l)l answer any questions, that you may have, or
;éf% 12 anyone else may have, or attempt to answer the questions.
g 5" B MR. NUTTER: Are there any questions of
1 Mr. padilla?
1%
¥ | QUESTIONS BY MR. NUTTER:
v Q. Mr. Padilla, in \eliminating Section 17 -~
» 17 {23 {3Q) would we have any idea which order designated that
e formation if you just substituted a map there? Shouldn't
2 there be some identification as to the formation and the ordexT‘
2 number authorizing it?
= A I think it might be beneficial but I
= don't know that there'd be that many tight formations vwhere
“ we'd be that concerned about which formation it's golng to be
® in.

[ e i
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0 We have to know that it has been a desig-
nated tight formation, though, don't we?

A Yes.

¢ Is that included in any of the other
data that is submitted?

A Not really, I don't think. Not that I
can recall.

0 I would think we could keep 17(2) (d) and
add this regquirement for the map.

A The map.

Q To locate the specific well we're talking
about. We have to Know that 1t is in an approved designated
tight formation, I believe.

A Well, the thing, I think after the FERC
publishes the Division's recommendation on any new -- on any
tight formation, that recommendation or that designation will

eventually become an FERC rule, so concexrning that particular

formation and the limits of tha formation. In that respect
I think maybe it may not be necessary; it wonld be a matter
of FERC rule.

0 It's not possible to get an individual

well approved as a tight formation well without having that
formation previously designated and approved, is it?

A Yes, that's correct.

Q It can't be done. Okay. Are there any

ey, . . -
e Rl 1 e i o, Bl W A . 8 o S W = i
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“urther cuestions of Mr. nadilia?  Ur. aharels.

OUECTICNS 1Y AR, CTANTEE

1

¢ Mr. Pacdilla, on a replacement well in an W
- A 4 13 l
area that has been desicnated as richt formation, i8S that welll
eligible for the tight sand incentive price? \
A T believe it would pe becaust if all \
|

|
that's required in tight formations is whether it's been =~ \
the spud date for new tight formation gas; the spud date wouldl
pa July 16th, 1279 recorpletion tight gas would -- this -~
the spudding would occur prier to July l0th, 1979, but not

completed for prcduction prior to July 16th, 1972,

o would there ke any requirerent that the

operator justify why the oriainal well was plugged?

A possibly under Section 103 put not under
tight formation, once +hat formation had been designated a
tight formation.

MR. STAMETS: That's all.

et
e

QUESTIONS BY MR. NUTTER:
Q. Referring to your proposed gection -—- New

subsection p(2) (e) for R-6388, how would the pivision be able

to determine in i{ts judgrment that a portion of the formation K

could be developed without the incentive price? You're

talking about the infill drilling program.
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1 r Yes., That'as why I've added this item

2 number three on the second prage, which is D(1) {(¢), and that
“ 3 regquires an applicant to give the Division information or data
4 | demonstrating that, where infill drilling has been authorized.
5 That requires the apnlicant to dermonstrate that the formation
6 could not be developed under the 103 price, or absent, with-

7 | out the incentive price.

8 Q 80 if the formation -~
-] A In other words, part of the evidence, or
5 _ 10 part of the submittal fox where infill drilling is occurring
- g
O <
=;2§§ 1 has to include information and data concerning the necessity
> REQ
O ==Z
@™ ZEE 12 | of the incentive price.
2ast
E E“ 13 0 S0 really this D(1l) (e) is saying that if
<
@ 14 the formation has been authorized to be developed by infill
15 drilling prior to the date of recormendation, they would sub-
16 mit information and data demonstrating that the portion of
17 the formation where they're goinag -- where the well is that
18 they are seeking this determination, cannot be developed with-
¥ | out the incentive price.
20 A Well, no. I think that this concerns the
n formation that is being applied for for designation. It
2 doesn't concern any one particular well. It concerns the
. |
= subject matter which would be the formation that the applicant |
— 24 . . .
is seeking to have derignated a tight formation.
25

Q Okay. This is for the format;on.

AUy 1 e T\l 2 et T e
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A Rioht. I{ docsan't apply to the individual

well filing under the filing reguirements, simply because we
would have already decided, or the TERC would have already
aprroved our recommendations on --

Q . Okay., 8o Section D(2)(e), then, is for a
given area of that formation and if that -- if that area is
deleted from the tight sand provision, then there wouldn't
be any point in anyone applying for a well in that portion
that's been deleted,

A right.

Q. Say we've got the infill program approved
for, let's just take as an example, the Blanco-Mesaverde,
and we nad a tight formation hearing and designated all excepd
the Fairway to be a tight formation, then no one would apply
for a tight formation designation for an individual well in
the Fairway.

A Correct.

Q But on the outskirts, where it was desig-
nated a tight formation, they could apply.

A Right.

o , And there would be no further proof, then
for an individual well required.

A No. Well, they couldn't apply under 107
if that portion was excluded from our recommendation.

Now, I didan't mean that we may be -- that

"
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they may -~ tihat the FFERC would agree with us, either. We
may exclude something and T think the FERC could sav, now,
you shouldn't have d2loted that portion of that.

0. And is there any implication in the FERC

regs that once a tight formation, or a portion -~ once a form-

[+

ght

[

tion or a po:ti*n of a formation is designated as a t
formation, that that couldn't be amended later by another
reconmendation and designation? 1Is any implication in FERC
that that can't be done?

A I don't know. It seems to me that once
it's designated, I think that the only way that it could be
altered is to include it in -- as a tight formation, but I
don't think.you, once it's.designated a tight formation that
you could come back and say, no, that shouldn't be a tight
formation. But you could go the other wa§ and say someone
may apply for a portion of the formation that has been exclude

and say this should@ have been inciluded in tight --

Q - +this should have been includecd.

A -~ formation.

11 So it could be amended and expanded, posg-
sibly.

A Expanded.

Q Okay.

MR. HUTTER: Are there any further ques-

tions? Yes, sir.

e ST 8 L i e M BTN YA R A TN et
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, ) 1
5
9 :. 2 || QUESTIONS BY MR, THOMPSON :
: 3 0. Bob Thompson, Amoco Production Company.
i 4 Again referring to this D(1l) (e}, I'm cuncerned that it's much
5 broader than it needs to lLe to accomplish the objectives out-
6 lined in Order %9 of the FLRC,
7 It avpears to me that an operator who want#
s an area designated would have to show the entire formation, '
° the incentive price would be needed for the entire formation,
§ g 10 and the order itself only would require that type of showing
g'§§§ " for arcas of the formation, or portions of the formation,
) ; 25% 12 which have not been substantially developed, and correlate,‘
3 gm b for example, in Basin Dakota, where you have 320 units, winich
¢ " had not been drilled as of June, 1979, those should be excluded
» from the necessary showing.
18 S8c I think based on this D{1l} (e) and
v D{2) (e), those considerations should be taken into account,
* as far as the definition goes, and as far as Mr. Padilla's
* interpretatior that he felt like the infill drilling program
» would only apply to areas within the wvarious formations which
“ were being developed at the 103 price, I think that should --
or some language indicating that intent, should also be in-
cluded in there because of the way it’'s currently written,
-
“ every well in the entire formaticn would have to be justified
® on an economic basis.

A e it ik .
Ao Bt s atort, n i ca e e [OOSR e
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- 1 A That's a comment or --

gi;' ‘ 2 0 That's a comment.

; i
f 3 A Okay. If you, if I may ask, if you have

4 any lanouaace or anyway of saying this the way you would like
5 I for it to read --

6 0 I could certainly send you a letter in

7 || writing indicating how we might be able to refine the rules
8 to at least not -- so they won't be overly broad, would more

9 closely corport with the Order 99. Certainly it would have

1

o«
4 3 0 | to be FERC's intent that we only have to show that the incentipe
3] S8
§ §§§ N | price is necessary in areas that were substantially developed,
R;a
3 §%§ 12 and it's going to be -- it's going to be impossible, a burden,
-
> T
E 51 13 to show the entire formation that we nced the incentive price,
@
7

and I also acknowledge some of the arcas in the Basin Dakota

15 Leae
can be developed at -leaststhan the incentive price, but many

18 of the other: areas, we would have to have the incentive price
v in order to develop them, so thai needs to be recoonized, I
18 thought; in this definition of infill drilling, and also the
1 requirements that the producer has to show in order to get a
20 formation designated.
= MR. PADILLA: Mr. Examiner, if I may make
a suggestion, I think that it would be appropriate to leave
= the record open for a period of tirme so that people who are
2 present here would have an opportunity to corment on this --
p.

on these rules and possibly suggest other language. I'm not

R B N L T P
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tied to tiis lanouage. This is just a proposal.

ey v e e

RETS Ly e rreremey 4y .4 o cma LA, e
MR, HUTTRR: I was just thirking of leaving

the record open.

Are thore any other questions of Mr,
Padilla? Now's your chance to ask questions. If you have
corments, vou can send them in by mail; we're going to leave
the record open. If you have any questions of him, though,
now's the time.

Yes, sir, Mr. Little.

QUESTIONS BY MR. LITTLL:

o Are these applications suoposed to be prioj
or after a well is drilled?

A ¥7ell, I think if vou've already drilled
wells that have been spudded that qualify for either tight
formation, new éight formation gas, in other words, the well
was spudded aftgr July 1l6th, 1979, or if it gualifies for re-
cormletion tyre gas with a spud date prior to July 16th, 1979,
but not completed for production prior to July 16th, 1979,
you could still gualify the well.

So you don't haye to -- if the well meets
that requirement I don't see why you couldn't collect where
there is a provision for retroactive collection back to that
time. So it's not necessary that you designate the formation

prior to drilling the well. If the well gualifies under the

TR bt [
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—~
e 1 spud date requiremant. .
2 MR, NUTTLR: Ms. Yeschendorf?
' 3
: 4 || QUESTIONS RY MS. TESCHENDORY:
5 0 Mr., Padilla, I believe you said in effect
6 that if the formation is currently being developed at the
7 || section 103 price, then the Division would not want to qualify
8 it as a tight formation, but I think you might want to include
% I something in your rules, and though I'll acknowledge, as Mr.
§ 3 1o Thompson has, that a large portion of the Basin Dakota is
g;gg " | being developed with Section 103 prices, but I think the sec-
; Si% 12 tions that are being developed are the high grade sections,
3 ,%i 13 the ones that have the highest success ratios, the ones that
» a7
are most likely to succeed.
As time goes on, inflation is going up,
e costs are going up, the fringe areas are going to be developed)
v and we're going to be lookinag at economics for a formation, !(
® and I think we should be looking at forecasts, too, future
9 forecasts, too, an estimate of what it's going to cost in
2 these areas, taking into account inflation and higher costs
& in the poorer areas.
2 A I can't disagree with that. I think that
= it's -- the pfoblem i3 going to be decidi‘ng what is being -
= substantiaily developed now under Section 163 prices;: prices
® which are the highest prices available for ~-- other than the

L T R S e ] - . NN - - - St e
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107 price.

Q. ¥hat I'n saying Zs, you know, a drilling
program micght stop next ronth bocause right now the wells
that are currently being drilled are economical as Scoction
103's. Next month they nmight not be, and I think somewhere
in your rules you need to take that into account.
you to do that, and demonstrate that -- that -~ on the second
page, that the formation cannot be developed: that doesa't
restrict it to now. T think that you czn say that in the
future the formation cannot be developed without the incentiv&
pPrice.

MR. THOMPSOM: While you're on that phraseq
wouldn't it be better to say the formation, or a portion of
the formation, cannot be developed?

MR. PADILLA: I've defined formation as

including a portion of the formation, so that's why I left it

ag farmation. The formation, I believe Ma. Teschendorf caughty

that the last time around, and she suggested that we have my
definition of formation not include or a portion thereof.
MR. NUTTER: Are there any other questionﬂ

of Mr. Padilla? Yes, sir, Mr. Strand.

QUESTIONS BY MR. STRAND:

e 3 ARG e T e e AT S o 6 o

A Well, I think that item number three alloqf
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0, Bob Btrand, Narvey E. Yates Company.
Ernie, I got here a little late so we may have to go back
over this, but you're tallina about the Division making a
judagrent as to whether the incentlive orice should be allowed
where -- where an area is being adequately developed under the
103 price. Now you're talking solely about infill areas, are
you not?

8 That's correct,

Q And you do not intend to make any econo-
mic judgment as to other arsas that may be applied for for
the tight formation status?

I, I don't think that fourth gquideline, that
new guideline, would price anything but infill d&rilling.

MR. NUTTER: Any other guestions? Yes,
sir.
MR. BALMER: Don Balmer, El Paso Natural

Gas Company.

QUESTIONS BY MR, BALMER:

o Ernie, are you speaking for the USGS also,
or does the OCD, will they designate tight formations with
regard to Federal lands, also, or will the USGS make that de-
signation themselves?

A The way we're curreintly doing that is all

hearings for tight formation designation come through the
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—

1 Division and they will then -- later on ithey will ratify our

2 order or -- well, ratify or disagrec with our order, depending
En - i ;
B 3 on how --- but from the standpoint of uniform application of

4 the rules, the FERC rules, the USGS and the Division have
5 agreed that all designations -~ or all hearings will be held
6 | by the Division, so we wouldn't be applyiny different inter-

7 || pretations to the FERC quidelines.

8 n, They would r rely ratlify them or disagree
9 | with them and then later on if vou had an individual well det-
« . . . . .
4 3 10 ermination, it would go to the appropr_ate hearing.
Q'm%§ 11 e
Qzin A, night., The current one that we now have
233
- gt3%§ 12 . . .  os
3 -3 is in order to submit everytaing to the FERC, we are waiting
& 8
> af :
= 5& 3 for the USGS' ratification and if they -~ or whatever action
<
h
" they want to take on that, on our ordexr, "ud then to save time
5 . , . . .
! we'll just submit their ratification together with all the
16 information and data that we have in the file.
i h Thank you,
1R
o MR, NUTTER: Are there other guestions?
19 . R
Ve'll take the Case Number 7030 under advisement. Ve will
20
leave the record open in Case Number 7029 for written comments
21
on the amendments of Order lNumber 2-£388. It will be left
open until Octoberx 15th, 1930,
23
e
— 24
(llearing concluded.)
25

PURERAGin = arwct i atimm L4 o ew S R
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CERTIFICATE
I, SALLY W. BOYD, C.S.R., DO EEREPRPY CERTIFY that
the foregoing Transcript of Hearing before the 0il Conserva-
tion Division was reported by me; that the said transcript
is a fulil,

true, and correct record of the hearing, prepared

by me to the best of m& ability.
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HEYCO

PETROLEUM PRODUCERS

October 10, 1980

Qil Conservation Division
P. 0. Box 2088
Santa Fe, New Mexico 87501

Gentlemen:

On behalf of I.P.A.N.M. we are filing the attached comments in reference
to Case No. 7029.

Thank you for your attention in this matter. :

{
k Tf€7truly,

M. Yates :
Viee<President
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STATE OF NEW MEXICO ﬂ M de ;77)1/’&
IN THE MATTER OF THE HEARING ‘ W
C

ASE NO. 7029

BEFORE THF. ,./1
: OIL CONSERVATION DIVISION ( ‘
. i

CALLED BY THE OIL CONSERVATION
DIVISION ON ITS OWN MOTION TO
CONSIDER AMENDMENTS TO ITS
SPECIAL RULES AND PROCEDURES
FOR THE DESIGNATION OF "TIGHT
FORMATIONS"

o S

COMMENTS
INDEPENDENT PETROLEUM ASSOCIATION OF NEW MEXICO

The comments offered by the Independent Petroleum Association of New
Mexico are directed solely at the problem of infill wells, and in particu-
lar at proposed rules (D) 1)}(e) and (D)(2)(e). The former requires that an
applicant furnish information and date demonstrating that the formation can-
not be developed without the new incentive price; the latier requires the

Division to exclude from its recommendations any portion of any formation

which it feels can be developed without the incentive price.
The Federal Energy Regulatory Commission issued its Notice of Proposed

Rulemaking concerning tight formations on August 29, 1979. In that Notice,

the FERC included a list of formations which could qualify, the Dakota form-

ation being among them. The FERC was well awsre at that time that the Dskota

was being infill drilled.
On February 20, 1980, the FERC issued its interim rule, stating:

"some portions of tight formations have been

developed to such an extent as to indicate

that the incentive maximum lawful price is

not necessary to encourage full production ;
of that portion of the formation." ?

It seems clear that up until this point, the FERC intended that only !

those portions of tight formations that had already been substantially dev-

eloped by infill drilling should be barred from getting the incentive price. {
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This intention is borne out by the form of the final regulations. For

one thing, "infill drilling" is deflned as any drilling occurring in a sub-
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stantially developed formation or portion thereof. Therefore, Order 99 is

only applicable to those porticns of the formation which have been substan-

tially developed.

Furthermore, the FZRC has emphasized that once a formation has been

approved as a designsted tight formation, future infill wells will be eligible

to receive the incentive price. Thus, it seems clear that although the juris-
dictional agency should lcok at the economics of the drilling performed in
substantially developed arcas, it cannot seek economic testimony for areas
which have not yet been infill drilled. There are even practical problems
in develcoping such testimony. Since the wells have not yet been drilled,
rough estimates are all that can be made of fuiture costs and risks. This
is especially true because the infill wells drilled thus far have been th
best prospects. They have been the most likely to succeed, and Section 103
prices have been an adequate incentive. But as drilling continues on the
less desirable locations, producers will enccounter both increased costs and
risks. The success ratio will decline rapidly, and a greater incentive must
be offered before further development will take place.

In conclusion, the Independent Petroleum Association of New

Mexico ecourages

the Divisicn to amend its propcsed rules as follows:
Delete (Dj(1jie) in 1ts entirety and in lieu thereof:
e. if the formation has been authorized to be developed by infill

drilling prior to the date of recommendation, information and data demonstraiing 5

that any portion of that formation which has alresdy been substantially devel-

oped by irnfill driliing cannot be further developed without the incentive price

established in 18 CFR 8 271.703(a).
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Add a new subsection (D)(2)e):

95

e. Where a formestion has been authorized to be developed by infill

e

drilling prior to the date of recommendation, the Division shall exclude from

W s

its recommendation any portion of such formation which has already been sub- i

stantially developed by infill drilling, and which in its judgement can be
o

developed without.the incentive price specified in 18 CFR 8 271.703(a).

T ———

Respectfully submitted.

INDEPENDENT PETROLEUM
ASSOCIATION OF NEW MEXICO

T e

v),lggn Lincoln Street, #1300

ver, Colorado 80295
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Cetober 10, 1980 :

0il Conservation Division
P.C. Box 2088
Santa Fe, NM 87501 (

Re: Case No. 7029

Gentlemen:

Enclosed are coples of further comments offered by
Consolidated in the above-referenced case.

Very truly yours,
CONSOLIDATED QIL & GAS, INC. |-

LHT :mek

ce: Merrion & Bayless
Amoco Production Company {
Dugan Production Company ;
Harvey E. Yates Company




BEFORE THE ‘
OIL CONSERVATION DIVISION o
STATE OF NEW MEXICO

8T 17195
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IN THE MATTER OF THE HEARING
CALLED BY THE OIL CONSERVATION
DIVISION ON ITS OWN MOTION TO
CONSICER AMENIMENTS TO ITS
SPECIAL RULES AND PROCEDURES
FOR THE DESIGNATION OF "TIGHT
FORMATIONS"

CASE NO. 7029

N S S Nas? Nt St “au?

FURTHER COMMENTS-
CONSOLIDATED OIL & GAS, INC.

Consolidated supports the position of Amoco taken in thelr comments
dated October 9, 1980. However, Consolideted wishes to add a point of

clarification.
In the preamble to Order No. 99 at page 52, the FERC states:

"In some situations, field or spacing rules
are in effect and applicsble to undeveloped
portions of a field and these rules are ?

amended prior to substantial development in ‘-
order to permit the drilling of wells at i

closer spacing than permitted by the origi- i

nal rules."

It is submitted that this is exactly applicable to the Dakota situation in
May of 1979. At that time, the Dakota infill order was adopted, and there- f ’
after substantial development occurred in the form of infill drilling (i.e.,
the drilling of wells at closer spacing than permitted by the original rules).
Under these cirecumsiances, such driliing shouid not bHe considered as infill
driiling under the FERC’s definition. The FERC went on to state:

"where the original units had not been {infill]

drilled prior to the creation of the smaller

units or prior to the adoption of amended rules

which permit the drilling of an additional

well on the original unit, drilling in such

circumstances would not be covered under the

definition.” (p.52)
The bracketed langusge has beenr added to reflect what Consolidated believes

to be the FERC's intent, as indicated by the analysis sbove.
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Thus, Consclidated urges the Division to amend its rules so that,

; in the situation where infiil drilling has not occurred until after

adoption of an infill order, those portions of the formation are not
excluded from qualification as a tight formation, and are not subject tc ;

the requirement of submission of economic data.

Respectfully submitted,

CONSOLIDATED OIL & GAS, INC.

7 <

//‘- P
C schendorf A t;izgg;;:;7
/ Q'Lincoln Street, #13

nVer, Colorado 80295
e
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BEFORE THE
OIL CONSERVATION DIVISION
STATE OF NEW MEXICO

IN THE MATZER OF THE HEARING
CALLED BY THE OIL CONSERVATION
DIVISION ON ITS OWN MOTION TO
CONSIDER AMENDMENTS TO ITS

3 SPECIAL RULES AND PROCEDURES

; FOR THE DESIGNATION OF "TIGHT

' FORMATIONS"

CASE NO. 7C29

R R N Y

FURTHER COMMENTS-
CONSOLIDATED OIL & GAS, INC.

Consolidated supports the position of Amoco taken in thelr comments
dated October 9, 1980. However, Consolidated wishes to add a point of

clarification.
In the preamble to Order No. 99 at page 52, the FERC states:

"In some situations, field or spacing Tules
are in effect and applicable ic undeveloped
‘ portions of a field and these rules are
; amended prior to substantial development in
order to permit the drilling of wells at
closer spacing than permitted by the origi-

nal rules."
It is submitted that this is exactly applicable to the Dakota situation in

May of 1979. At that time, the Dakota infill order was adopted, and there-

after substantial development occurred in the form of infill drilling (i.e.,
the drilling of wells at closer spacing than permitted by the original rules).

Under these circumstances, such drililing should not be considered as infill

R, - .- —— -~ e s s M. - TN v mam & ~
GllilllE ULRUCL VIS YW © UG Lild vaidiis TS roas wInt oot oot

"where the original units had not been [infill]
drilled prior to the creation of the smaller
units or prior to the adoption of amended rules
which permit the drilling of an additiocnal
well on the original unit, drilling in such
circumstances would not be covered under the
definition.” (p.52)

The bracketed language has been added to reflect what Consolidated believes

to be the FERC's intent, as indicated by the analysis above.
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Thus, Consolidated urges the Division to smend its rules so that,

in the situation where infill drilling has not occurred until after

adoption of an infill order, those portions of the formation are not

excluded from qualification as a

the requirement of submission of

e e i ST

tight formation, and are not subject to

economic data.

Respectfully submitted,

CONSCLIPATED OIL & GAS, INC.

e
e - e
\7'/ ‘ [ s d
—“Lynh Teschendorf, Attorney
! Q' Lincoln Street, #13

—venver, Colorado 80295
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BEFORE THE
0IL CONSERVATION DIVISION
o STATE OF NEW MEXICO

i IN THE MATTER OF THE HEARING )
a CALLED BY THE OIL CONSERVATION )
DIVISION ON ITS OWN MOTION TO )
CONSIDER -AMENDMENTS TO ITS ) CASE NO. 7029
SPECIAL RULES AND PROCEDURES )
FOR THE DESIGNATION OF "TIGHT )
FORMATIONS" )

FURTHER COMMENTS~
CONSOLIDATED OIL & GAS, INC.

Consolidated supports the position of Amoco taken in thelr comments
dated October 9; 1980. However, Consolidated wishes to add a voint of
clarification.

In the preamble to Order No. 99 at page 52, the FERC states:

"In some situations, field or spacing rules

are in effect and applicable to undeveloped

portions of a field and these rules are

amended prior to substantial development in

order to permit the drilling of wells at

closer spacing than permitted by the origi-

nal rules.™
It is submitted that this is exactly applicable to the Dakota situvation in
May of 1979, At that time, the Dakota infill ord.. was adopted, and there-

after substantial development occurred in the form of infill drilling (i.e.,

the drilling of wells at closer spacing than permitted by the original rules).

TmAAmw +haAamna A smmcimad e o marmal dentN L o R N - P R e 15
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driliing under the FERC's definition. The FERC went on to state:

"where the original units had not been [infill]
drilled prior to the creation of the smaller
units or prior to the adoption of amended rules
which permit the drilling of an additicnal

well on the original unit, drilling in such
circumstances would not be covered under the
definition." (p.52)

The bracketed language has beern added to reflect what Consclidated believes

to be the FERC's intent, as indicated by the analysis above.
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Thus, Consolidated urges the Division to amend its rules so that,
in the situation where infill drilling has not occurred until after

adoption of an infill order, those portions of the formation are not

excluded from qualification as a tight formation, and are not subject to

the requirement of submission of economic data.

Respectfully submitted,

CONSOLIDATED OIL & GAS, INC.

! o7 ”
o (7 e
T BY S e s

/TeschendS;}, A%torney i
0’ Lincoln Street, #13
nver, Colorado 80295
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Amoco Productiog,C6m , ;
N | .

Denver Region
Amoco Building
17th & Broadway
Denver, Colorado 80202 (%
303 -830-4040

Robert E. Thompson, Jr.

Attorney

Cctober 9, 1980

011 Conservation Division
P. O. Box 2088
Santa Fe, New Mexico 87501

Re: 1In the matter of the hearing called
by the 0il Conservation Division on
its own motion to consider amendments
to its special rules and procedures
for the designation of "tight formations"
under the Natural Gas Policy Act of 1978 :

-y e o

Gentlemen: ‘ 7

Enclosed please find herewith the Comments of Amoco Production -
Company submitted for your consideration in the referenced case. ‘

Yours very truly,

s Hhompart

Robert E. Thompscn, Jr.

RET:1c
Enecls.

cc: Atlantic Richfield Tompany; Astec Uil Company; Beta Development Co.
Cenarol 01l and Gas Company; Consolidated 0il and Gas, Inc.;
Husky 0il Co. of Delaware; Ladd Petroleum Corp.; Marathcn Oil Company;
McHugh, Jerome P.; Mobil 0il Corp.; Continental 0il Company; Crown
Central Petroleum Corp.; Dugan Production Corp.; El Paso Natural Gas
Co.; Getty 0il Co.; Gulf Qil Corp.; Odessa Natural Corp.; C. M. Paul;
Pioneer Production Corp.; Shell Cil Co.; Southern Union Gas Co.; Sun
0il Co.; Temneco 0il Co.; Union Texas Petroleum Corp.; and TexacoInc.
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BEFORE THE OIL CONSERVATION DIVISION . ¢,
STATE OF NEW MEXICO S, 0y
44‘“& b,

IN THE MATTER OF THE HEARING
CALLED BY THE OIL CONSERVATION
DIVISION ON ITS OWN MOTION TO
CONSIDER AMENDMENTS TO ITS
SPECIAL RULES AND PROCEDURES
FOR THE DESIGNATION OF "TIGHY
FORMATIONS" UNDER THE NATURAL
GAS POLICY ACT OF 1978

Case No. 7029

COMMENTS OF AMOCO PRODUCTION COMPANY

The above styled case was called by the 0il Conservation Division
("Division") to consider amendments to its special rules and procedures
to comply with Order No. 99 issued August 15, 1980, by the federal Energy
Regu]atory‘Commission ("FERC"). Amoco contends that the amendments re-
lating to infill drilling proposed by the Division during its hearing
held October 1, 1980, do not comport with the intent of the FERC expressed
in Order No. 99,

An applicant for a tight gas recommendation must in accordance with
paragraph (Dj{1){e} of the Division's proposed amendments offer the

following evidence at the hearing:

i€ +hn Fnovmation hac heen anthorized to be developed by
infi1l drilling prior to the date of recommendation, in-
formation and data demonstrating that the formation cannot
be developed without the incentive price established in
18 CFR §271.703(a)."

Inasmuch as this provision requires an applicant to submit economic
information and data for any geographical area which overlies a formation
authorized to be developed by infill driliing, it is overly broad and
fails to recognize that certain areas within a proposed tight formation
are specifically excluded from the definition of infill drilling pre-

scribed by the Federal Energy Regulatory Commission.




s

The FERC made the following statement in Order No. 99:

"The Commission wishes to emphasize that the infill
drilling must have taken plac: in a substantially de-
veloped formation or portion of a formation after a
jurisdictional agency amendment to well-spacing or
proration unit requirements. In some situations, field
or spacing rules are in effect and applicable to un-
developed portions of a field and these rules are
amended prior to substantial development in order to
permit the drilling of wells at closer spacing than
permitted by the original ruies. Where the original
units had not been drilled prior to the creation of
the smaller units or prior to the adoption of amended
rules which permit the drilling of an additional well
on the original unit, drilling in such circumstances
would not be covered under this definition." (p. 52)

Additional support for this proposition is provided in the legal
opinion written by Robert Nordhaus, General Counsel of the FERC,
and transmitted to all jurisdictional agencies by letter dated June 27,

1980, under the signature of Mr. Howard Kilchrist which states:

effect and applicable to undeveloped portions of a field

and these rules are amended prior to substantial de-

velopment in order to permit the drilling of wells at

closer spacing than permitted by the original rules.

Where the original units had not been drilled prior to

the adoption of amended rules which permit the drilling

of an additional well on the original unit, we do not

consider this drilling activity to be of the infill type."(p. 4)

Therefore, Amoco respectfuliy requests that the amendments proposed
by the Division be modified to exclude, both from its definition of in-
111 driiing ana sirom ene veguirement that an annlicant furnish econcmic
evidence, any portion of a formation which is not substantially developed
and any portion of a formation attributable to a proration unit which had
not been drilled when optional drilling of an additional well on such
unit was authorized.

Respectfully submitted,
AMOCO PRODUCTION COMPANY

By &

i

obert E. Thompson, Jr.’, AttOrney
Amoco Building
_o. Denver, Colorado 80202
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OIL CONSERVATION DIVISION
STATE OF NEW MEXICO

IN THE MATTER OF T HEARING CASE NO. 7029
CALLED BY THE OIL CONSERVATION

DIVISION OR ITS OWN MOTION TO

CONSIDER AMENIMENTS TO ITS

SPECIAIL. RULES AND PROCEDURES

FOR THE DESIGNATION OF "TIGHT

FORMATIONS"

CONSOLIDATED OIL & GAS, INC.'S COMMENTS

Consolidated's comments are directed solely to the problem of infill wells
drilled into already developed tight formations, in particular; the Dakcta forma-
tion of northwest New Mexico. FERC Order 99 clearly does not preclude the quai-
ification of these infill wells for the tight formatioan incentive price. However,
it does state that if the Division feels that the Dakota can be further developed
without this incentive price, then it should not recommend it as a tight forma-
tion.

As the Division is awsare, the infill drilling of the Dakota is well under
way. Up to this time, the Section 103 price has definitely provided a sufficient
incentive. But the Division is also aware of the rapid escalation of costs
associated with drilling, and the spiraling rate of inflation. It is suggested
here that in the very near future the Dakota infill drilling program may be
terminated unless a higher price can be charged for the gas. Therefore, Consoli-
dated recommends that if the Division seeks testimony on the economics of the
infill drilling program, it should focus its attention on estimates of future
costs and economics. Past history of wells completed or currently being drilled
will not be at all indicative of whether the program will be continued by the

various companies drilling in the Basin. The Section 103 price may have been

a sufficient incentive in the past, but it may not be in the future.




Another point to take into consideration is that the infill wells drilled
thus far have been the best prospects. They have been the most likely to succeed,
and Section 103 prices have been an adequate incentive. But as drilling continues
on the less desireable locations, producers will encounter both increased costs
and risks, 'The success ratio will decline rapidly, and a greater incentive must
be offered before further development will take place.

I would like tc move that the Division hold the record open for another 15
days for comment. The new tight formation rules were only msde available today,

and I'm sure many companies will need more time for furnishing suggestions.

Respectfully submitted,

CONSOLIDATED OIL & GAS, INC.

Teschexdorf, Attorney
Lincoln Street, Suite 13




3EFORE THE
OIL CONSERVATION DIVISION
STATE OF NEW MEXICO

I THE MATTER OF THE HEARING CASE NO. 7029 ‘
CALLED BY THE OIL CONSERVATIOM

DIVISION ON ITS OWN MOTION T0

CONSIDER AMENDMENTS T0O ITS

SPECIAL RULES AND PROCEDURES

FOR THE DESIGNATION OF "TIGHT

FORMATIONS"

CONSCLIDATED OIL & GAS, INC.'S COMMENTS

Consolidated's comments are directed sclely to the problem of infill wells
drilled intoc already developed tight formations, in particular, the Dskota forma-
tion of northwest New Mexico. FERC Order 99 clearly dces not preclude the qual-
ification of these infill wells for the tight formeticn incentive price. However,
it does state that if the Division feels that the Dakota can be further developed
without this incentive price, then it should net recommend it as a tight forme-
tion.

As the Division is aware, the infill drilling of the Dakota is well under
way. Up to this time, the Section 103 vrice has definitely provided a sufficient
incentive. But the Division is alsc aware of the rapid escalation of costs i
associated with drilling, and the spiraling rate of inflation. It is suggested
here that in the very near future the Dakota infill driliing program may be
terminated uniess a higher price can 5e chorged for the gas. Therefore, Conscli-
dated recommends that if the Division seeks testimony on the economics of the
infill 4riliing program, it should focus its attention on estimates of future
costs and economics. Past history of wells completed or currently being drilled
will not be at all indicative of whether the program will be continued by the
various companies drilling in the Basin. The Section 103 price may have been

a sufficient incentive in the past, but it may not be in the futurs.

E——



Another point %o take into consideration is that the infill wells drilled
thus far have teen the best prospects. They have been the most likely 1o succeed,
and Section 103 prices have been an adequate incentive. But as drilling continues
on the less desireable locations, producers will encounter both increased costs
and risks. The success ratio will decline rapidly, and a greater incentive must
te offered before further development will take place.

I would like to move that the Division hold the record open for ancther 15
days for comment. The new tighi formaticn rules were only made available today,

and I'm sure many companies will need more time for furnishing suggestions.

‘

Respectfully submitted,

CONSOLIDATED OIL & GAS, INC.

By

Lynn Teschendorf, Attorney
1860 Lincoln Street, Suite 1300
Denver, Colorado 80295

e bt — A A

v am e g g e e

e




BEFORE THE
OIL CONSERVATION DIVISICN
STATE OF NEW MEXICO

IN THE MATTER OF THE HEARING CASE NO. 7029
CALLED BY THE OIL CONSERVATION

DIVISION ON ITS OWN MOTION TC

CONSIDER AMENDMENTS TO ITS

SPECIAL RULES AND PROCEDURES

FOR THE DESIGNATION OF "TI1GHT

FORMATIONS"

CONSOLIDATED OIL & GAS, INC.'S COMMENTS

Consolidated's comments are directed solely to the problem of infill wells
drilled into already developed tight formations, in partlcular, the Dakota forma-
tion of northwest New Mexico. FERC Order 99 clearly does not preclude the qual-
ification of these infill wells for the tight formation incentive price. However,
it does state that if the Division feels that the Dakota can be further developed
without this incentive price, then it should not recommend it as a tight forma-
tion.

As the Division is aware, the infill drilling of the Dakota is well under
way. Up to this time, the Section 103 price has definitely provided a sufficient
incentive. But the Division is also aware of the rapid escalation of costs
associated with drilling, and the spiraling rate of inflaticn. It is suggested
here that in the very near future the Dakota infiil driliing program may be
terminated unless a higher price can be charged for the gas. Therefore, Consoli-
dsted reccmmondc thaot 1T the Division seeks testimony on the economics of the
infill drilling program, it should focus its attention on estimates of future
costs and economics. Past history of wells completed or currently being drilled
will not be at all indicative of whether the program will be continued by the
various companies drilling in the Basin. The Section 103 price may have been

a sufficient incentive in the pasi, but it may not bte in the future.




Another point to take into consideration is that the infill wells drilled
thus far have been the best prospects. They have been the most likely to succeed,
and Seciion 103 prices have teen an adequate incentive. But as drilling continues
on the less desireable locations, producers will encounter both increased costs
and risks. The success ratio will decline rapidly, and a greater incentive musi
be offered before further development will take place.

I would like to move that the Division hold the record open for another 15
days for comment. The new tight formation rules were only made available today,

and I'm sure many companies will need more time for furnishing suggestions.

Respectfully submitted,

CONSOLIDATED OIL % GAS, INC.

By

Lyrn Teschendor?, Attorney
1860 Lincoln Street, Suite 1300
Denver, Colorado 8C29%
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Docket No. 30-80

Dockets Nos, 31-80 and 32-80 are tentatively set for October 15 and 29, 1980, Applications for hearing must
be filed at least 22 dqys in advance of hearing date,

DOCKET: EXAMINER HEARING - WEDNESDAY - OCTUBER 1, 1980

. 9 A.M. ~ OIL CONSERVATION DIVISION CONFERENCE ROOM,
STATE LAND OFFICE BUILDING, SANTA FE, NEW MEXICO *

The following cases will be heard before Daniel S. Nutter, Examiner, wr Richard L. Stamets, Alternate Examiner:

CASE 7029: 1In the matter of the hearing called by the 0il Conservation Division on its own motion to consider
;mendaentl to its special rules and procedures for the designation of “tight formation", promulgated
by Division Order No. R-6388, to comply with FERC Order No. 99, issued August 15, 1980, promulgating
final regulations with respect to Section 107 of the NGPA.

CASE 7030: In the matter of the hzaring called by the 0il Conservation Division on its own motion to consider
amendments to its SPECIAL RULES FOR APPLICATIONS FOR WELLHEAD PRICE CEILING CATEGORY DETERMINATIONS
ss promulgated by Division Order No. R-5878, as amended. The proposed amendments relate to individual
well filings for price category determination as "tight formation" gas under Section 137 of the NGPA.

CASE 7031: Application of Coronado Exploration Corp. for a unit agreement, Guadalupe County, New Mexico.
Applicant, in the above-styled cause, seeks approval for the Mesa Leon Unit Area, comprising 15,680
acres, more or less, of State, Federal, and {ee lands in Township & North, Range 17 East.

CASE 7007: (Continued from September 3, 1980, Examiner Hearing)

Application of Harvey E. Yates Company for downhole commingling, Eddy County, New Mexico.

Applicant, in the sbove-styled cause, seeks approval for the downhole commingling of Morrow amnd Atoka
production in the wellbore of its North Travis 12 Deep Well No. 1 located in Unit O of Section 12,
Township 18 South, Range 28 East.

CASE 7023: (Continved from September 17, 1980, Examiner Hearing)

. Application of Shell 0il Company for pool creation and temporary special pool rules, Roosevelt County,
New Mexico. Applicant, in the above-styled cause, secks the creation of a new Peansylvanian oil pool
for its Askew Well No. 1 located in Unit L of Section 2, Township 5 South, Range 33 East, aund the pro-
mulgation of special pool rules therefor, including a provisiovn for 80-acre spacing.

" CASE 7019: (Cbntinued from September 17, 1980, Examiner Hearing)

Application of Amoco Production Company for compulsory pooling, Eddy County, New Mexico.

Applicant, in th2 above-styled cause, seeks an order pooling all mineral interests in the Pennsyl-~
vanian formation underlying the W/2 of Section 3D, Township 23 South, Range 25 East, to be dedicated
to a well to be drilled at a standard location thereon. Also to be considered will be the cost of

drilling and completing said well and the 21izcziion of the cost thereof as well as actual operating
costs and charges for supervision, designation of applicant as operator of the well, and a charge for
risk involved in drilling said well.

CASS 1027 Application of Dalport 0il Corporation for an exception to Urder s, R-3221, Chaves County, New
Mexica. Aoplicant, iu chc zhowe-ervied cause, secks an xception to Order No. R-3221 to permit dis~
posal of produced brime into an uniincd surface pit located veiwein Uoite Y. and H of Section ¢, Town-
ship 15 South, Range 30 East.

CASE 7033: Application of Adams Exploration Inc. for three non-standard proration units, Lea County, New Mexico.

Applicaat, in the above-styled cause, seeks approval of three B0~acre non-standard proration units
in the Vada-Pennsylvanian Pool, comprising the following acreage: SE/4 NE/4 and NE/%4 SE/4 of Section
12, N/2 RE/4 of Section 12, ana 5/2 SE/4 of Section 2, all in Township 9 South, Range 34 East.

CASE 6940: (Continued from August 20, 1980, Exawiner Hearing)

Application of Adobe 0ii Company for compulsory pooling, Lea County, New Mexico.

Appiicant, in the above-styled cause, seeks an order ponling all mineral interests down through the
Wolfcamp formation underlying the NW/4 SE/4 for oil and the SE/4 for gas, Section 23, Township 20
South, Range 38 East, to be dedicated to a well to be drilled at a standard location thereon. Also
to be considered will be the cost of drilling and completing said well and the allocation of the
cost thereof as well as actual operating costs and charges for supervision, designaiion of applicant
as operator of the well, and a charge for risk involved in drilling said well.
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Exsminer Hearing - Wednosday - October 1, 1980 Docket No. 3£-30
E CASE 6996: (Continued from September 3, 1980, Examiner Heering) .

CASE 70%4:

CASE 7036;

CASE 7037:

CASE 7020:

CASE 6822:

ALAn TASO
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CASE 7039:

CASE 7040:

Application of John E. Schalk for compulsory pooling, Rio Arriba County, New Mexico.

Applicant, in the above-styled cause, secks an order pooling all mineral intexssts in the Blanco
Mesaverde Pool underliying the NE/4 of Section 8, Township 25 North, Range 3 West, to be dedicated

to a well to be drilled at a standard location thereon. Also to be considered will be the :ost of
drilling and completing said well and tha allocation of the cost thereof as well as actual operating
costs and charges for supervision, designation of applicant as operator of the well, and a charge
for risk involved in drilling said well.

Applicaticn of Merrion & Bayless for downhole commirgling, Rio Arriba County, New Mexico.
Applicant, in the above-atyled cause, seeks approval for che dowmhole commingling of South Blanco-
Pictured Cliffs and Otero-Chacra production in the wellbore of its Atlantic Well No. ! located in
Unit O of Section 32, Township 26 North, Range 6 West.

Application of Merrion & Bayless for downhole commingling, San Juan County, New Mexico.

Applicant, in the above-styled cause, seeks approval for the downhole commingling of Gallegos-Gallup
and Basin-Dakota production in the wellbore of its Delhi Taylor Well No. 1 located in Unit M of Sec-
tion 4, Township 26 Nocth, Range 11 West.

Application of J. Gregory Merrion for compulsory pooling, Rio Arriba County, New Mexico.

Applicant, in the above-styled cause, seceks an order pooling all mineral interests in the Pictured
Cliffs formation underlying the SE/4 of Section 34, Township 25 North, Range 6 West, to be dedicated
to a well to be drilled at a standard location thereon. Also to be considered will be the cost of
drilling and completing said well and the allocation of the cost thereof as well as actual operating
costs and charges for supervision, designation cf applicant as operator of the well, and a charge
for risk involved in drilling said well,

Application of Mesa Petroleum Co. for downhole commingling, San Juan County, New Mexico.

Applicant, in the above-styled cause, seeks approval for the downhole commingling of Chacra and Mesa-
verde production in the wellbore of its State Com AF Well No. 28 located in Unit I of Section 36,
Township 29 North, Range 10 West,

(Continued from September 3, 1980, Examiner Hearing)

Application of Mesa Petroleum Co, for pool creation, special pool rules and an oil discovery allow-
able, Rio Arriba and San Juan Counties, New Mexico. Applicant, in the above-styled causze, seeks
the creation of a new Gallup oil pool for its South Blanco Federal Well No. 1-6 located im Unit A
of Section 6, Tocwnship 23 North, Range -7 West, and special rules therefor, including a provision
for 80-~acre spacing units. Applicant further seeks a discovery allowable for the aforesaid well.

(Continued from September 17, 1980, Examiner Bearing)

In the matter of Case 6822 being reopened pursuant to the provisions of Crder No. R-5253 which
order created the West Double X-Wolfcamp Gas Pool as a retrograde gas condensate pool and set
special production limitations therein. Operator(s) may appear and present evidence to establish
the irue nature of the reservoii and proper vates of withdrawal thercfrem,

Applicant, in the above-~styled cause, seeks an order pooling all mineral interests in the San Andres
formation underlying the NE/4 NE/4 of Section 6, Township 19 South, Range 39 East, to be dedicated
to a well to be drilled at a standard location thereon. Also to be considered will be the cost of
drilling and completing said well and the allocation of the cost thereof as well as actual operating
costs and charges for supervision, designation of applicant as operator of the well, and a charge
for risk involved in drilling said well.

fppricaisva vl Haiura Sucigy Cvipurceiive sol SSEpulsisry pooling, Tea feimrv. New Mexico.

Application of Red Mountain & Associates for a waterflood project, McKinley County, New Mexico.
Applicant, in the above-styled cause, seeks authority to institute a waterflood project in the Chaco
Wash-Mesaverde Oil Pool by the injection of water into the Chaco Wash Sand formation through eight
wells at various orthodox and unorthodox locatioms in Section 28 of Township 20 North, Range 9 West.

Application of Belco Petroleum Corporation for reclassification or a new gas pool and a non-standard
proration unit, Lea County, New Mexico. Applicant, in the above-styled cause, seeks the reclassifi-
cation of the Wilson Strawn Pool as a gas pool or, in the alternative, the creation of a new gas pool
for its State 12 Well No. 1 located in Unit G of Section 12, Township 21 South, Range 34 East; appli-
cant further seeks approval of a standard gas proration unit for said well comprising the E/2 of said
Section 12, or in the alternative, a non-standard unit comprising the NE/4, N/2 SE/4 and SE/4 SE/4 of
ssid Section 12,
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g " CASE 6518: (Rsopened “ad Rmsdvertised) .

£

! In the matter ot J<se 6618 being reopened pursuant to the provisions of Ovder No. R-6103 which order i

created the Travis~I.“ s Gas Pool in £4dy County, New Mexico, with temporary special rules and ragu-
1stions including a pro.icinn for 80-acre spacing units., Operators in said pocl may appear and show
cause why the pool should tiot be developed on 160-acre spacing units.

CASE 6548: (Reopaned and Readvertised)

In the wmatter of Casce 6648 being reopened pursuant to the provisions of Order No. R-6124 which order
promulgated temporary special rules and regulations for the North Caprock-Mississippian Pool in Lea
County, New Mexico, including a provision for 160-acre spacing and a 4000 to one gas-oil ratio
limitation, Operatzors in said pool may appear and show cause why the pool should not be developed
on 40-acre spacing with a 2000 to one GOR.
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STATE OF NEW MEXICO
FNERGCY AND MINERALS DEPARTMENT
OIL CONSERVATION DIVISION

CASE NO., 7029
Order No. R-6388-A
IN THE MATTER OF THE HEARING CALLED
BY THE OIL CONSERVATION DIVISION ON ITS
OWN MOTION TO CONSIDER AMENDMENTS TO ITS
SPECIAL RULES AND PROCEDURES FOR THE

} j DESIGNATION OF "TIGHT FORMATION," PROMULGATED

G

ﬂ”
8Y DIVISION ORDER NO. R-6388 TO COMPLY WITH FERC

ORDER NO. 99, ISSUED AUGUST 15, 1980, PROMULGATING

FINAL REGULATIONS WITH RESPECT TC SECTION 107 OF |
THE NGPA.

ORDER OF THE DIVISION | 1

BY THE DIVISION: | : |
This cause came on for hearing at 9 a.m. on October 1, 1980,

at Santa Fe, New Mexico, before Examiner Daniel S. Nutter. :

i

NOW, on this day of January, 1981, the Division Directér,

L

having considered the testimony, the reccrd, and the recommendatidns
;
[

of the Examiner, and being fully advised in the nremigesg,

)

(1) That due public notice having been given as required :
ﬁ by law, the Division has jurisdiction of this cause and the
subject matter thereof. :

(2) That by its Order No. R-6388, dated June 30, 1980, the é

New Mexico 0il Conservation Division promulgated its "Special

Rules and Procedures for Tight Formation Designation Under

Section 107 of the Natural Gas Policy Act of 1978."%

(3) That the rules and procedures adopted by said order

were predicated upon the interim regulations issued February 20,

1980, by the Federal Energy Regulatory Commission (FERC) and

gt ik P IR TR




were intended to be amended should the final requlations promulgated
by the FERC differ substantially from the aforesaid interim

| requlations.

’ (4) That by its Order No. 99, issued Auqust 1%, 1980, the

FERC promulgated its final rules on high-cost natural gas

produced from tight formations, said rules toc become effective

' September 22, 1980.

ﬁ (5) That said final rules differ in certain respects from

. the interim requlations, and certain amendments to the Division's;
rules and procedures as promulgatad by Order No. R-638BB are

thherefore necessary, to wit:

i (6} That Section B, Definitions, should be samended by the

addition of the following definition:

6. "Infill drilling" means any drilling in a
substantislly developed formation (or a :
portion thereof) subject to requirements
respecting well-spacing or proration units
which were amended by the Division or the
0il Conservation Commission after the
formatiuvn {oi porticn thereof) was substan-
tially developed and which were adopted for ;
the purpose of mure effective and efficient

i drainaye of the reservoirs in such formation. :

; Such amendment may provide for the establish-

% ment of smaller drilling or production units ar

| may permit the drilling of additional wells on %

the original units.

H
! (7) That subparagraph ¢ of subsection 1, Section D, i

Evidence, should be amended to read in its entirety ac follows: |

"c. a map or list which clearly locates or describes i

g wells which are currently producing oil or gas, ;

ITPSFTPIREY TIaN!

4 or both, from the formation within the geographical

area of the formation, and"
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(8) That subparagraph d of subsection 1, Section D,

Evidence, should be amended to read in its entirety as follows:

d. a report of the extent to which an applicant
helieves existing State and Federal requlations
will assure that development of the formation
will not adversely affect or impair any fresh
water aquifers (during both hydraulic fracturing
and waste disposal operations) that are being
used or are expected to be used in the foreseeable
future for domestic or agricultural water
supplies; and"

(9) That old subparagraph e of subsection 1, Section D,

(1381 [ (3 L] L]

Evidence, reading "anvy other informaticon " should be

renumbered "f" and read in its entirety as follows:
"f. any other information which the Division may
require."

(10) That a new subparagraph e of subsection 1, Section D,

Evidence, should be added, reading in its entirety as follows:

"e. if the formation has been authorized to be
developed by infill drillinn nrieor to the datc

of recommendation, information and data demonstra-

-

t ng

that the formatiuvn cannot be developed

e

without the incentive price established in
18 CFR §271.703(a)."

(11) That subparagraph c of subsection 2, Section D,

Evidence, should be amended to read in its entirety as follows:

"c. No well drilled into the recommended tight
formation is expected to produce, without
stimuYation, more than five barrels of crude

o0il per day."




(12) That a new subparagraph e should be added to

subsection 2, Section D, Evidence, reading in its entirety as

; ‘  follows:

Me. & -8 1If the formation or any portion thereof was authorized

tc be developed by infill drilling prior to the date of recom-

D:v¢aoavw
mendation and the has information which in !

its judgment indicates that such formation or portion subject to E

. i A SETTD® ¢ o

infill drilling can bo svclopgd absent the incantive pric.

/ A 79 -
established in §LFR 3(4) -~

then the

AlansiEmpesey shall not include such formation or portion thereof

in its recommendation. .

(13) That the "Special Rules and Procedures for Tight

A

Formation Designations Under Section 107 of the Natural Gas

iy

x o % Poliecy Act of 1978,% promulgated June 30, 1980, by Order No.
| ! R-6388, and amended as described above, should be re-promulgated

{ reading in their entirety as depicted on Exhibit A, attached

i hereto and made a part hereof.

§ IT IS THEREFORE GRDERED:

: (1) That the "Special Rules and Procedures For Tight

(v}

Formation Designations lUnder Sectiun 187 of the Natural

"
¥

(¥} i
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e
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vhihit+ A attached hereto
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~
o
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and made a part hereof, are hereby adopted by the New Mexico

i1 011 Conservatiun Division, effective immediately.

; (2) That jurisdiction of this cause is retained for the

entry of such further orders as the Division may deem necessary.

DONE at Santa Fe, New Mexico, on the day and year hereinabove]

designated.
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STATE oF NEW MEXICO
ENERGY AND MINERALS DEPART MEDT
Dil. CONSERVATION DIvis1on)
PO Box JO0RK
SAOTA-FE NEW MEkics 8 750

SPECIAL RULES AND PROCEDURES FOR
TIGHT FORMATION DESIGNATIONS UNDER SECTION
107 OF THE NATURAL GAS POLICY ACT OF 1978

.3-81
A. General . Amended 2-1-8

Applications for tight formation designations under Section
107 of the NGPA and applicable FERC rules and regulations shall
be accepted by the Division at its Santa Fe, New Mexico office
after June 30 . 1980. These special rules apply only
to tight formation designations and do not apply to individual
well filing requirements for price category determination.

B. Definitions

1. "Crude 0il" means a mixture of hydrocarbons that exists
in the liquid phase in natural underground reservoirs
and remains liquid at atmospheric pressure after
passing through surface separation facilities.

2. "Division" means the 0il Conservation Division of the

Energy and Minerals Department of the State of New
Mexico.

3. "FERC" means the Federal Energy Regulatory Commission.

4. "USGS" means the office of the United States Geonlogical
Survey in Albuquerqgque, New Mexico.

5. "Formation" means any geological formation or portion

- thereof described by geological as well as geographical
parameters which is the subject of a tight formation

. . . .
~ ry = o~
decignation applicaticn.

6. "Infill drilling" means any drilling in a 2\ ks';
substantially developed formation (or a EK v BT
portion thereof) subject to requirements klﬂw
respecting well-spacing or proration units
which were amended by the Division or the
0il Conservation Commission after the
formation (or portion thereof) was suﬁstan—
tially develcped and which were adopted for
the purpose of more effective and efficient
drainage of the reservoirs in such fermation.
Such amendment may provide for the establish-
‘ment of smaller drilling or production units
or may permit the drilling of additional wells

on the original units.

Order No. R"Lg"s—ﬂ"
Exhibit A
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Procedure

1.

To the extent that the. Division's general rules cf pro-

cedure for public hearings are not altered or amended by

these special rules, such general rules of procedure
shall be applicable and are incorporated herein by
reference.

All applications for tight formation designation in the
State of New Mexice, in which Federal, Indian, state,
or fee lands, or any combination thereof, are involved,
shall be filed with the Division.

All applications for tight formation designation shall
be set for public hearing.

A complete set of exhibits which an applicant proposes
tc offer or introduce at a hearing, together with a
statement of the meaning and purpose of each exhibit,
shall be submitted to the Division (and to the USGS
when federal or indian lands are involved) when the
application is filed or at least 15 days prior to a
hearing. These exhibits shall cover all aspects of
the requjired evidentiary data described in Section D
below. additional complete sets of such exhibits
and statemments, enclosed in an unsealed postage-paid
packet, shall also accompany the application or be
presented at the hearing; this packet and its contents
will be forwarded to the FERC by the Division after
the hearing, together with the Division order recom-—
mending disposition of the application.

Where practicable, applications may be consolidated
for hearing at the discretion of the Director of the
Division,

Within 15 days after its issuance, any order promul-
gated by the Division pursuant to these special rules
shall be submitted by the Division to the FERC in
accordance with Section 271.705 of the FERC rules and
regulations applicable to NGPA for approval or dis-
approval of a tight formation designation.

Evidence

1'.

Fvidence offered by an applicant at a hearing shall

include: .

a. a map and geographical and geological déscriptions
of the area and formation for which the designa-
tion is sought; and

b. geological and engineering data to support the
rpplication; and

or list which clearly locates or describes

‘ which are currently producing oil or gas,
or bgth, from the formation within the geographical

areajof the formation, and

Orde No. B-4388- R
Exlubib A
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Case No, €852
Crder Nc. R-6388
Exhibit A

d.

e

a report of the extent to which an applicant
believes existing'State and Federal regula-
tions will assure that development of the
formation will not adversely affect or

impair any fresh water aquifers (during both
hydraulic fracturing and waste disposal
operations) that are being used or are expected
to be used in the forseeabie future for domestic

or agricultural water supplies; and

if the formation has been authorized to be
developed by infill drilling prieor to the date

of recommendsation, information and data demonstra-

‘ting that the formation cannot be developed

without the incentive price established in - >

gy e

18 CFR §271.703(a).

any other information which the Division may

ft%u}& . .

Evidence shall be based on each of the tollowing géo- 5
logical and engineering guidelines: ' *

a. The estimated average in situ gas permeability,
througheout the pay section, is expected to be 0.1
millidarcy or less.

(1) Permeability may be established and demonstrated e
by any customary or acceptable methods, tech- :
niques, or testing acceptable in the oil and
gas industry.

b. The stabilized production rate, either at atmos-
pheric pressure or calculated against atmospheric
pressure, of wells completed for production in the
formation, without stimulation, is not expected to
exceed the production rate determined in accordance i
with the following table: :

AT a—— -

Order No. R-(383-8
Eclvibid &
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_ TE the average dspih o The maximum ailowable —
£ the top of the formation production rate (in Mcf/d4day) l
{(in feet): ' may not exceed: , l
i but does not :
exceeds: exceed:
0 1000 44
1000 1560 » 51 i
1500 2000 59 n :
2000 2500 68 :
2500 3000 79
3000 3500 91 - o
3500 . 4000 105
4000 - 4500 122 :
4500 5000 ) 141 "
5000 5500 163 |
5500 6000 188
6000 6500 217
6500 - 7000 251
7000 7500 290
7500 8009 336
8000 8500 388
8500 9000 449
9000 9500 519
9500 10000 600
10000 10500 693
10500 11000 802 :
- 11000 11500 . 927 3
# o 11500 12000 1071 v
S 12000 12500 1238
g 12500 13000 1432
n ' 13000 13500 . 1655
. 13500 14000 1913
14000 14500 2212
14500 15000 : 2557
c. No well drilled into the recommended tight
- formation is expected to produce, without
stimulation, more than five barrels of - E
%_gi crude oil per day.
= 1 . : l
3 d. If an application meets the guidelines <ontained -

< in subparagraphs 2 b and 2 c above, but does not
meet the guideline contained in subparagraph 2 a,
an applicant may, in the alternative, show that Lk

; the formation exhibits low permeability charac- i

i teristics and that the incentive price is necessary

| to provide reasonable incentive for production of
the natural gas from the fcrmation due to extra- '
ordinary risks or costs associated with such -
production.

|

|

1

|

(1) An application based on the guideline outlined - i
in subparagraph 2 d above shall include data

* | Order Vo R-6388-1
Exbhbit A AR
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to support the contention that the guide- i
lines contained in paragraph 2 b and 2 c above

are met, and in addition thereto, shall con-
tain: i

* (a) the types and extent of enhanced produc-
tion technigues which are expected to be :
necessary, and 4

. (b) the estimated expenditures necessary for
employing those technigues, and

(c) an estimate of the degree of increase
in production from use of such techniques
together with engineering and geological
data to support that estimate.

8. < ~4F If the formation or any portion thereof was authorized ‘
]
to be developed by infill drilling prior to the date of recom- :

D ')
mendation and the M has information which in B

its judgment indicates that such formation or portion subject to :

infill dx‘illinq can be developed ahsent the incentive price _. :

L2
established in RIS RTN 2.

) then the juwahedic-
VisSimv

y shall not include such formation or portion thereof
in its recommendation.

Order No. B-6583-1 | ;
Exlrilos + & %
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