STATE OF NEW MEXICO
OIL CONSERVATION COMMISSION

CASE NO. 16078

IN THE MATTER OF THE:

PROPOSED AMENDMENTS TO THE COMMISSION’S RULES ON FINANCIAL
ASSURANCE AND PLUGGING AND ABANDONMENT OF WELLS, 19.15.2, 19.15.8,
AND 19.15.25 NMAC

OIL CONSERVATION DIVISION’S
PRE-HEARING STATEMENT ON REHEARING

The Oil Conservation Division through its counsel files the following Pre-hearing Statement.
PARTIES AND ATTORNEYS

Oil Conservation Division David K. Brooks
Assistant General Counsel
Energy, Minerals and Natural Resources
Department
1220 S. St. Francis Drive
Santa Fe, NM 87505
davidk.brooks @state.nm.us
Phone (505)-476-3415

Independent Petroleum Association of Gary W. Larson
New Mexico P.O. Box 1056
Santa Fe, NM 87504

glarson @hinklelawfirm.com
Phone (505)-982-4554

Larry Marker LarryM_GDC@hotmail.com
Rory McMinn rory@mcminn.com
STATEMENT OF THE CASE

The Oil Conservation Division (Division) filed an application on March 28, 2018, proposing
amendments to the rules concerning operator financial assurance and related matters, amending
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various sections of rules 19.15.2, 19.15.8, and 19.15.25 NMAC. On August 20, 2018, after hearing
and deliberation, the Commission adopted Order No. R-14834, approving the Division’s proposed
amendments, with certain changes, as set forth in Exhibit A to that order. On October 1, 2018, the
Commission adopted Order No. R-14834-A, granting a rehearing in this case with the proviso that:

The rehearing shall be limited to a review of the scope of the wells covered by the
financial assurance requirements of 19.15.8 NMAC, and, in particular, to the
applicability of 19.15.8 NMAC to wells which are covered by federal financial
assurance.

Order R-14834 further directed the Division to provide proposed amendments to 19.15.8.9 to
address the concerns raised by the Commission.”

In the rehearing set on November 15, 2018, amendments the Division has proposed, pursuant to

that directive, which provide that the financial assurance requirements of 19.15.8 NMAC, as
amended, will not apply to wells subject to federal financial assurance requirements.

WITNESSES

Daniel Sanchez, Compliance and Enforcement Manager, Oil Conservation Division of the Energy,
Minerals and Natural Resources Department: Mr. Sanchez has served as Compliance and
Enforcement Manager for the Division for approximately eleven years. His responsibilities in that

position include assuring that oil and gas operators comply with the financial assurance
requirements of 19.15.8 NMAC.

Mr. Sanchez’ testimony will include a review of the rule amendments the Division has proposed
in response to Commission Order No. R-14834, and the Division’s past practice of not requiring
state financial assurance

Mr. Sanchez’ testimony is expected to last 15 minutes.,

EXHIBITS

[1] Proposed Rule Amendments
[2] Comparison of Changes Approved in Order R-14834 to Changes Now Proposed
[3] Certificate of Notice executed by Florene Davidson

[3] Applicable federal well-plugging financial assurance regulations



PROCEDURAL MATTERS

The Division’s counsel knows of no procedural matters that the Commission needs to address.

Respectfully submitted,
fﬂf% 4 /@ﬁﬁ%&
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David K. Brooks
Assistant General Counsel
Energy, Minerals and Natural
Resources Department
1220 S. St. Francis Drive
Santa Fe, NM 87505
(505) 476-3215
Email: davidk.brooks @state.nm.us
Attorney for the Oi] Conservation Division




Certificate of Service

[ hereby certify that the Oil Conservation Divisign’s Pre-Hearing Statement was served by e-
mail on __{! i [5_,2018.
l1'.
Gary W. Larson
New Mexico
P.O. Box 1056

Santa Fe, NM 87504
glarson @hinklelawfirm.com

Dawid £ Bpt—

David K. Brooks
Assistant General Counsel, EMNRD
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This is an amendment to 19.15.8 NMAC, amending Sections 1, 3, 9 and 14 effective //2018.

19.15.8.1 ISSUING AGENCY: [Eners
Bivisien] Qil Conservation Commission.
[19.15.8.1 NMAC - N, 12/1/2008; A, //2018]

19.15.8.3 STATUTORY AUTHORITY: 19.15.8 NMAC is adopted pursuant to the Qil and Gas Act,
[(RIMSAID78:] Section 70-2-6, Section 70-2-11, Section 70-2-12 and Section 70-2-14 NMSA 1978.
[19.15.8.3 NMAC - N, 12/1/2008; A, / /2018]

19.15.8.9 [FINANCIAL-ASSURANCE-FORWELL-PLUGGING] CATEGORIES AND AMOUNTS
OF FINANCIAL ASSURANCE FOR WELL PLUGGING:

A, Applicability. [A-persen] An operator who has drilled or acquired, is drilling or proposes to drill
or acquire an oil, gas or injection or other service well [er-privately-owned-sr-state-ewnad-tands] within this state

shall furnish a financial assurance acceptable to the division in accordance with 19.15.8.9 NMAC and in the form of
an irrevocable leiter of credit, plugging insurance policy or cash or surety bond running to the state of New Mexico
conditioned that the well be plugged and abandoned and the Jocation restored and remediated in compliance with
[divisien] commission rules, unless the well is covered by federally required financial assurance.

B. A financial assurance shall be conditioned for well plugging and abandonment and location
restoration and remediation only, and not to secure payment for damages to livestock, range, crops or tangible
improvements or any other purpose.

16.15.8 NMAC 1
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C. Active wells. An operator shall provide financial assurance for wells that are covered by

Subsection A of 19.15.8.9 NMAC and are not subject to Subsection D of 19.15.8.9 NMAC in one of the following
categories:
(1) a one well financial assurance in the amount of $25.000 plus $2 per foot of the projected

depth of a proposed well or the depth of an existing well; the depth of a well is the true vertical depth for vertical
and horizontal wells and the measured depth for deviated and directional wells: or

{2) a blanket plugging financial assurance in the following amounts covering all the wells of
the operator subject to Subsection C of 19.15.8.9 NMAC:
{a) $50,000 for one to 10 wells:
(b) $75,000 for 11 to 50 wells;
(c) $125,000 for 51 10 100 wells: and
(d) $250,000 for more than 100 wells.

D. Inactive wells._An operator shall provide financial assurance for wells that are covered by

Subsection A of 19.15.8.9 NMAC that have been in lemporarily abandoned status for more than two years or for
which the operator is seeking approved temporary abandonment pursuant to 19.15.25.13 NMAC in one of the
following categories:

(03] a one well financial assurance in the amount of $25,000 plus $2 per foot of the projected
depth of a proposed well or the depth of an existing well; the depth of a well is the true vertical depth for vertical
and_horizontal wells and the measured depth for deviated and directional wells; or

(2) a bianket plugging financial assurance covering all wells of the operator subject 1o
Subsection D of 19.15.8.9 NMAC:

(a) $150.000 for one to five wells;

(b) $300,000 for six to 10 wells;

{c) $500.000 for 11 1o 25 wells; and
(d) $1,000.000 for more than 25 wells,

E. Operators who have on [ile with the division a blanket financial assurance that does not cover
additional wells shall file additional single well bond financial assurance for any wells not covered by the existing
blanket bond or, in the alternative, may file a replacement blanket bond.

[19.15.8.9 NMAC - Rp, 19.15.3.101 NMAC, 12/1/2008; A, 6/30/2015; A, / 12018]

19.15.8.14 EFFECTIVE DATES.
A, 19.15.8 NMAC applies to wells drilled or acquired after December 15, 2005,
B. As 1o all other wells, 19.15.8 NMAC is effective January 1, 2008.
C. The 2018 amendments to 19.15.8.9 NMAC apply to applications for permits to drill. deepen or

plug back and applications for approved temporary abandonment filed on or afier (effective date of rule). and for all
other wells on (effective date of rule)

[19.15.8.14 NMAC - Rp, 19.15.3.101 NMAC, 12/1/2008; A, / /2018]

16.15.8 NMAC 2
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19.15.8.9 [FINANCIAL-ASSURANCE FOR
WELL-RLUGGING) CATEGORIES AND AMOUNTS
OF FINANCIAL ASSURANCE FOR WELL
PLUGGING:

A. A person who has drilled or
acquired, is drilling or proposes to drill or acquire
an oil, gas or injection or other service well on
privately-owned or state-owned lands within this
state shall furnish a financial assurance
acceptable to the division in the form of an
irrevocable letter of credit, plugging insurance
policy, or cash or surety bond running to the
state of New Mexico conditioned that the well be
plugeed and abandoned and the location
restored and remediated in compliance with
division rules.

B. A financial assurance shall be
conditioned for well plugging and abandonment
and location restoration and remediation only,
and not to secure payment for damages to
livestock, range, crops or tangible improvements
or any other purpose.

C. The division accepts the following

19.15.8.9 [FINANGIAL-ASSURANCE ROR
WELLPLUGGING] CATEGORIES AND AMOUNTS
OF FINANCIAL ASSURANCE FOR WELL
PLUGGING:

A. A-persen An operator who has
drilled or acquired, is drilling or proposes to drill
or acquire an oil, gas or injection or other service
well erprivately-gwnedersiateavmedlands
within this state shall furnish a financial
assurance acceptable to the division in
accordance with 19.15.8.9 NMAC and in the form
of an irrevocable letter of credit, plugging
insurance policy, or cash or surety bond running
to the state of New Mexico conditioned that the
well be plugged and abandoned and the location
restored and remediated in compliance with
commission divisien rules, unless the well is
covered by federally required financial assurance.

B. A financial assurance shall be
conditioned for well plugging and abandonment
and location restoration and remediation only,
and not to secure payment for damages to
livestock, range, crops or tangible improvements
ar any other purpose.

C. Active wells. An operator shall

categories of financial assurance for wells that

provide financial assurance for wells that are

are not required to provide financial assurance

covered by Subsection A of 19.15.8.9 NMAC and

under Subsection D of 19.15.8.9 NMAC:
(1) a one well financial
assurance in the amount of $25,000 plus $2 per

foot of the projected depth of a proposed well or
the depth of an existing well. The depth of a well

that are not subject to Subsection D of 19.15.8.9
NMAC in one of the following categories: The

divisionaccepisthe-following.categories of
G i : o ¢t ired
defi il orSul ;

is the true vertical depth for vertical and
horizontal wells and the measured depth for
deviated and directional wells; or

(2) a blanket plugging
financial assurance in the following amounts
covering all oil, gas or service wells drilled,

acquired or operated in this state by the principal
on the bond:

(1) a one well financial
assurance in the amount of $25,000 plus $2 per
foot of the projected depth of a proposed well or
the depth of an existing well. The depth of a well
is the true vertical depth for vertical and
horizontal wells and the measured depth for
deviated and directional wells; or

a blanket plugging

{a} $50,000 for one (2)
to 10 wells; financial assurance in the following amounts
(b) $75,000 for 11 to | covering all wells of the operator subject to

50 wells;

Subsection C of 19.15.8.9 NMACeilgas-erservica




OCD EXHIBIT 2

Case 16078
November 15, 2018

{c) $125,000 for 51

s drfled od T :

assurance, if an operator can demonstrate that it
has federal wells that move operator.into a
higher tier under Paragraph {2) of Subsection C of
19.15.8.9 NMAC, the division shall reduce the
amount of the operator’s blanket plugging

financial assurance by the amount of the federal

statewide blanket bond. provided that the
amount of the blanket plugging financial

assurance cannot be less than the amount

reguired for the total number of the operator’s
state and private wells.

D. An operator shall provide
financial assurance with one of the following

categories for a well that has been in temporarily

to 100 wells; and theprincipalornthebond:
(d) $250,000 for {a) 550,000 for one
more than 100 wells. to 10 wells;
(3) in determining the {b) $75,000 for 11 to
amount of the blanket plugging financial 50 wells;

(c) $125,000 for 51

1o 100 wells; and

(d) $250,000 for

more than 100 wells.

D. Inactive wells. An operator shall
provide financial assurance with-ene-ofthe
following-categoriesfor a wells that are covered

abandoned status for more than two vears or for

by Subsection A of 19.15.8.9 NMAC that haves

a well that the operator is seeking approved
temporary abandonment pursuant to
19.15.25.13 NMAC:

{1) a2 one well financial
assurance in the amount of $25,000 plus $2 per
foot of the projected depth of a proposed well or

been in temporarily abandoned status for more
than two years or for whicha-weli-that the

operator is seeking approved temporary
abandonment pursuant to 19.15.25.13 NMAC in
one of the following categories:

(1) a one well financial

the depth of an existing well. The depth of a well
is the true vertical depth for vertical and
horizontal wells and the measured depth for
deviated and directional wells; or

(2) a blanket plugging
financial assurance for temporarily abandoned
status wells in the following amounts covering all
oil, gas or service wells drilled, acquired or

operated in this state by the principal on the
bond:

(a) $150,000 for one

assurance in the amount of $25,000 plus $2 per
foot of the projected depth of a proposed well or
the depth of an existing well. The depth of a well
is the true vertical depth for vertical and
horizontal wells and the measured depth for
deviated and directional wells; or

{2} a blanket plugging
financial assurance covering all wells of the
operator subject to Subsection D of 19.15.8.9
NMACfer temporarity-abandoned-status-wells-in

he followd . lLeil,

to five wells;
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(b} $300,000 for six

serdee-welldritted—acguired-eraperated-ia-this

to 10 wells; state by tha principalonthe bond:

{c) $500,000 for 11 (a) $150,000 for one
to 25 wells; and to five wells;

{d) $1,000,000 for (b) $300,000 for six
more than 25 wells. to 10 wells;

(c) $500,000 for 11

{d} $1,000,000 for

to 25 wells; and

more than 25 wells.




ocp EXHIBIT

STATE OF NEW MEXICO
ENERGY MINERALS AND NATURAL RESOURCES DEPARTMENT
OIL CONSERVATION COMMISSION

In the Matter of Proposed Amendments to the
Commission’s Rule for Permitting of Wells for
Underground Injection by Amending Certain
Sections of Rule 19.15.26 NMAC; Statewide

CASE No. 16078

CERTIFICATE OF COMPLIANCE WITH NOTICE REQUIREMENTS

As Clerk to the New Mexico Oil Conservation Commission, I hereby certify that notice of
this matter has been provided as follows:

1. The Notice of Proposed Rulemaking for this Case (“Notice”) was e-mailed to the State
Records Center and Archives and was published in the New Mexico Register on
September 24, 2018. (Attachment A)

2. A copy of the Notice was sent to the Albuguerque Journal and was published on

October 3, 2018. (AttachmentBr ~0

3. On October 9, 2018, a copy of the Notice was posted on the Qil Conservation Division
website and remained posted though the date of the public hearing.

4. On October 10, 2018, a copy of the Notice was sent to the Oil Conservation Division
field offices in Hobbs, Artesia and Aztec to be available to the public.

5. By October 10, 2018, a copy of the Notice had been mailed or e-mailed to all persons on
the Commission mailing list for rulemakings.

6. On October 10, 2018, a copy of the Notice was mailed to the New Mexico Legislative
Council for distribution to committees.

7. On September 24 , 2018, a copy of the Notice was mailed to the New Mexico
Department of Information Technology for posting on the sunshine portal.

NEW MEXICO OIL CONSERVATION COMMISSION

I rene Loapdson

Florene Davidson, Comumission Clerk



HOTICE QF LIMITED REHEARING M RULEMAKING

The Siate of New Mexico through s Ol Carservaticn Comemis-
sion (Commissian) harshy givas nolice of the livitad rehearng
ko held I th follzning nulsmaking:

Case No. 16078: iN THE MATTEH OF PROPOSED AMEKD-
MENTS TO THE COMMISSION'S RULES ON FINANCIAL
ASSURANCE AND PLUGGING AND ABANDONMENT OF
WELLS, 19.15.2, 18,158, AND 19,1525 NMAC

Reheating. The Commission will csmmance the publc rehear-
in on 1k portion of the groposed nle emerdmenls povering fi-
nancial assurance in 19.15.8 NMAG, and, in particular, fhe ep-

fizabilty ¢f 13.15.8 HMAC Lo wells thal are covered by ledsial-
J requited tinancial agsurarce, &l the Comvrissian meetng &l

00 AL an Mowsmbar 15, 2018, I Peter Hall, 15t Fisor,
Werdell Chino Buldirg, 1220 Souwh &1, Franzis Dive, Santa
Fe, Kaw Mexizo

Por%posad Rule Amendments. The Oif Corsenvation Divgon
l D& proposes to amend 19.15.2, 19.15.8, and 19.15.25
WAC to make changes conceming Enancial assurance and
Figgng and abardesment of wells ard related matlers. The
preposad ok thanges Indu!es:ccja) amending 19.1527 KMAC
¥ add oafiniticns of Larms ysed in financial assurarce peesl
sons, (7) amendng 19.158.9 NMAC 1o pravids for the in-
craasa m biankel bdad amzurts auharized by the Legistatire
ahd 1o thangz the amounl of single well bands to cenform Lo
staiutory requremzn's; and (¢} amending 19.15.25 NMAC o
ccordirale agproved temparary abardoament wih Inaecial as
syrence requrements sad to Smit ihe vse of spproved lemposa:
¢y abandonmant.

On July 19 ard 20, 2018, the Coemission held a kearirg ¢
tha CGO's agpleatan o amend 19.15.2.7, 19158, a2d 13.15
25 NMAC end on Avgusl 20, 2018 issued Order R-34834 1o
adzpl certain changes 1 Iheze ades. On Saptember 13, 218,
the Commission, granied a limded rehcarirg ko roview the
sacpe of the finznci) sssurance requiremerds of 19.15.8
KMAC, ard, in parlicutar, Ihe apelizabilty of 19.15.8 KAAC Lo
wells which are covered by federal faancial assurance

Pupees of Preposed Fule Pmerdmenls.  The pepoesd
changes will further tha goals of the O and Gas Act by grovd-
ing finarcial essurzace that more Bccuralely reflecls the aclua!
ozst of well plu?gng. by irplzmerding thanges premulzated by
the 2018 LegisTataie, and by limtng the overuse of apprved
femperary abandanment.

Legal Avthority. The ‘EI'E 2d ule amendments anif rehear-
ing ere authorized by the O and Gas Act, NMSA 1978, Sac-
tens 70241 through 70-2-38, and spacificaly Sechon 70-2+11
fuhich authonzes the adoplise of ries 1o camy out fhe pugos
as ol tha Acl and to pravenl waste), Saclion _702-12%{‘)[1)
{whch authcrizes the adopton of ndes on plugging ard inan-
cial assurance], and Section 70-2-34 (whith recuires the agen-
o lo eslatlish calagarias of Gnancial asstrarce).  The
fukmzxing proceedny, induding Ihe tahearng, is guvemed by
tha Commission's ru'e an rulemaking. 19.15.3 NMA

Writlen or elecironic comments ¢n the parlicas of 1hs pro-
posed nile amenderants far which the Gommissis: granted the
rekeasing may b2 hand defvered or mafed Io the Comission
Clark, Florara Davidsan, 3rd Moer, 1220 Sauth SL Francis
Drivo, Sarda Fe, M 87308, or e-mailed 1o florene.davidson
@glate.nm.us. Vhitten or electroric comments shall be Dritzd
#o the scope of he rehaaring. Alvrlien or gleclronic cernment
must ba recehed by the Commissicn Clerk ro later than 9:00 A
M. on Nowember 15, 2D18, unless the Commissicn or the
Cammizsion Chalr extends this deadling,

Persans inlending to submil proposed modifications 1o
the proposed rule amendments 1o 19.15.8 NMAC that ere
the subject of the rehearing, present fechnical leslimony
al tha ra . Of tross-axamine witnasses musi flo six
ccpies of a Pre-earirg Siaement conforming 1o Mg recuice-
mards of Subseclion 8 of 18.15.3.11 NMAD, no laser than 500
P.M. o November 1, 2018 Pre-hearing Statemants must ke
hand delvered, maled, or e-mailed to fhe Commussicn Clerk &
tha above addrass.

Ay person who has not submitied a pre-hearing statement
may gresanl non-decheical lestimony or make an unswom
stajerent m the re:unncl_. Norrtechnical tesimony or
unswarn staternents skal be kmied la tha scepa of the rehear-

ing. A persan may alsa ofler exhibits wilh e testmony so 'o:g Attachment
&5 Ihe exhibils are relevent bo the scopa of the reheam&u
do nol unduly rapaat (ha lagtimony. A‘gy_pemn who wishas I8 A

< present nontechaical tesbmony should indicale bis or her in- e

fent on a sign-in sheed a fhe keaing. A person who lesthes
the rehearding it subjed lo croes-examination by the commis-
SONery, Commission counsed, or a pariy on the Subject matter
of tha person’s direet lastimony

Fanl) St B Ghusy d el -. b = Ml

Tha
10/2/2018 10 26 53AM *Please note this confirmation is to be considered a quote and may be subject to change Page2of3




" AT KRB RTAL W1 e .JIVPU:CU BT DHITIHHE LY 13 OT0HAWYS

fiem Cemmission Clark, Fiarens Davidson ol {5635) 4783458 et

can te viswed on the Aules page at the Q1 Conservalicn Divi-

*  sanswabsile 2 hitplivwww.emnrd.slalo.nm.usfacd, ¢t al ON

Conservalicn Divisizn offices In Sama Fe, Hobps, Arlosia, or

Aztec. Iformation on {ke summary end g 2 of the pro-

rosed b2, he '53?' authorlty 1o Im_ggpaséﬂ rule, and th ¢r-
dergranting the rehearicg Is also available at ke Rules page.

Technlzal Informatlan that sorved as a bass ker the preposed
vl amendments inchudzs:

QCD Well Plupging Costs FY2014-FY2013 (spreadsheat)
These malorals can to veaed on the Ruas pago.

# you ara an Individual wilh a disabifity wha reeds a reader,
amphifor, qualificd sign Sarguage intorgreler, or any odher krm
of guxiliary & ¢r service 10 attend oe parh:uapa!e in'tha baaing
fleasa conlacl s, Davidson at 505%47& 458 of tricuph the
ievs Wexico Relay Metwork al 1-00-553-1779 by Noverber 1,
2018. iz daeumznls can be providad i varioos accessicle
tzrms. Ploase contact Ms. Davdzon If a summary of othar typo
af eccesstle lorm & nesdad. A ?ar.*,- wha plzns Lo vse provc:
ticn equipmenl 2l 3 haarimg musl ecatazl Ms. Davidsen seven
business days prixe to the heam? requasting 1h use of the
prejeclion equpmenl. Wireless injerne is evailzbls; however,
the parsen faqueslicg to vsa the wireless ecanactan wust pro-
vide & Lapiop carmpuler.

Given under the Seal of the State of How Moz OF Conserva-
ficn Commission at Sznta Fe, New Mexioa on this 26th day of
Seclambar, 2018,

STATE OF NEW MEXICO
OlL CONSERVATION COMRISSION

Haatlar Rilzy . e
Chzr, Qil Conservation Commissizn

Jeumal Ockcber 3, 2018

10/2/2018 10:26 53AM *Please nate this confirmation is to be considered a quote and may be subject to change, Page3of3
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§3104.1

the lease month following such effec-
tive date. Rental and minimum royalty
payments shall resume on the first day
of the lease month in which the suspen-
sion of all operations and production is
terminated. Where rentals are cred-
itable against royalties and have been
paid in advance, proper credit shall be
allowed on the next rental or royalty
due under the terms of the lease. Rent-
al and minimum royalty payments
shall not be suspended during any pe-
riod of suspension of operations only or
suspension of production only.

(e) Where all operations and produc-
tion are suspended on a lease on which
there is a well capable of producing in
paying quantities and the authorized
officer approves resumption of oper-
ations and production, such resump-
tion shall be regarded as terminating
the suspension, including the suspen-
sion of rental and minimum royalty
payments, as provided in paragraph (d)
of this section.

(f) The relief authorized under this
section also may be obtained for any
Federal lease included within an ap-
proved unit or cooperative plan of de-
velopment and operation. Unit or coop-
erative plan obligations shall not be
suspended by relief obtained under this
gection but shall be suspended only in
accordance with the terms and condi-
tions of the specific unit or cooperative
plan.

[53 FR 17354, May 16, 1988. Redesignated at 61
FR 4750, Feb. 8, 1996)

Subpart 3104—Bonds

§3104.1 Bond obligations.

(a) Prior to the commencement of
surface disturbing activities related to
drilling operations, the lessse, oper-
ating rights owner (sublessee), or oper-
ator shall submit a surety or a per-
sonal bond, conditioned upon compli-
ance with all of the terms and condi-
tions of the entire leasehold(s) covered
by the bond, as described in this sub-
part. The bond amounts shall be not
less than the minimum amounts de-
scribed in this subpart in order to en-
sure compliance with the act, including
complete and timely plugging of the
well(s), reclamation of the lease
area(s), and the restoration of any
lands or surface waters adversely af-

43 CFR Ch. Il (10-1-17 Edition)

fected by lease operations after the
abandonment or cessation of oil and
gas operations on the lease(s) In ac-
cordance with, but not limited to, the
standards and requirements set forth
in §§3162.3 and 3162.6 of this title and
orders issued by the authorized officer.

(b) Surety bonds shall be issued by
gqualified surety companies approved by
the Department of the Treasury (see
Department of the Treasury Circular
No. 570).

(c) Personal bonds shall be accom-
panied by:

(1) Certificate of deposit issued by a
financial institution, the deposits of
which are Federally insured, explicitly
granting the Secretary full authority
to demand immediate payment in case
of default in the performance of the
terms and conditions of the lease. The
certificate shall explicitly indicate on
its face that Secretarial approval is re-
quired prior to redemption of the cer-
tificate of deposit by any party;

(2) Cashier's check;

(3) Certified check;

(4) Negotiablie Treasury securities of
the United States of a value equal to
the amount apecified in the bond. Ne-
gotiable Treasury securities shall be
accompanied by a proper conveyance to
the Secretary of full authority to sell
such securities in case of default in the
performance of the terms and condi-
tions of a lease; or

(5) Irrevocable letter of credit issued
by a financial institution, the deposits
of which are Federally insured, for a
specific term, jdentifying the Sec-
rotary as sole payee with full anthority
to demand immediate payment in the
case of default in the performance of
the terms and conditions of a lease.

Letters of credit shall be subject to
the following conditions:

(i) The letter of credit shall be Issued
only by a financial institution orga-
nized or authorized to do business in
the United States;

(ii) The letter of credit shall be {rrev-
ocable during its term. A letter of cred-
it used as security for any lease upon
which drilling has taken place and
final approval of all abandonment has
not been glven, or as security for a
statewide or nationwide lease bond,
shall be forfeited and shall be collected

382
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Bureau of Land Management, Interior

by the authorized officer if not re-
placed by other suitable bond or letter
of credit at least 30 days before its ex-
piration date;

(iii) The letter of credit shall be pay-
able to the Bureau of Land Manage-
ment upon demand, in part or in full,
upon receipt from the authorized offi-
cer of a notice of attachment stating
the basis therefor, e.g., default in com-
pliance with the lease terms and condi-
tions or fallure to file a replacement in
accordance with paragraph (c)(5)(ii) of
this section;

(iv) The initial expiration date of the
letter of credit shall he at least 1 year
following the date it is filed in the
proper BLM office; and

(v) The letter of credit shall contain
a provision for automatic renewal for
periods of not less than 1 year in the
absence of notice to the proper BLM of-
fice at least 90 days prior to the origi-
nally stated or any extended expiration
date.

[53 FR 226838, June 17, 1988)

§3104.2 Lease bond.

A lease bond may be posted by a les-
see, owner of operating rights {subles-
see), or operator ln an amount of not
less than $10,000 for each lease condi-
tioned upon compliance with all of the
terms of the lease, Where 2 or more
principals have interests in different
formations or portions of the lease,
separate bonds may be posted. The op-
erator on the ground shall be covered
by & bond in his/her own name as prin-
cipal, or a bond in the name of the les-
see or sublessee, provided that a con-
sent of the surety, or the obligor in the
case of a personal bond, to include the
operator under the coverage of the
bond is furnished to the Bureau office
maintaining the bond.

[63 FR 22839, June 17, 1988]

§3104.3 Statewide
bonds.

(a) In lieu of lease bonds, lessees,
owners of operating rights (sublessees),
or operators may furnish a bond in an
amount of not less than $25,000 cov-
ering all leases and operations in any
one State.

(b) In lieu of lease bonds or statewide
bonds, lessees, owners of operating

and nationwide

§3104.5

rights (sublessees), or operators may
furnish a bond in an amount of not less
than $150,000 covering all leases and op-
erations natlonwide.

(63 FR 22839, June 17, 1988; 53 FR 31458, Aug.
22, 1988)

§3104.4 Unit operator’s bond.

In lieu of individual lease, statewide,
or nationwide bonds for operations con-
ducted on leases committed to an ap-
proved unit agreement, the unit oper-
ator may furnish a unit operator bond
in the manner set forth in §3104.1 of
this title. The amount of such a bond
shall be determined by the authorized
officer. The format for such a surety
bond is set forth in §3186.2 of this title.
Where a unit operator is covered by a
nationwide or statewide bond, coverage
for such a unit may be provided by a
rider to such bond specifically covering
the unit and increasing the bomrd in
such amount as may be determined ap-
propriate by the authorized officer.

[63 FR 22839, June 17, 1986)

§3104.5 Increased amount of bonds.

(a) When an operator desiring ap-
proval of an Application for Permit to
Drill has caused the Bureaun to make &
demand for payment under a bond or
other financial guarantee within the 5-
year period prior to submission of the
Application for Permit to Drill, due to
failure to plug a well or reclaim lands
completely in a timely manner, the au-
thorized officer shall require, prior to
approval of the Application for Permit
to Drill, a bond in an amount equal to
the costs as estimated by the author-
ized officer of plugging the well and re-
claiming the disturbed area involved in
the proposed operation, or in the min-
imum amount as prescribed in this sub-
part, whichever is greater.

(b) The authorized officer may re-
guire an increase in the amount of any
bond whenever it is determined that
the operator poses a risk due to fac-
tors, Including, but not limited to, a
history of previous violations, a notice
from the Service that there are uncol-
lected royalties due, or the total cost
of plugging existing wells and reclaim-
ing lands exceeds the present bond
amount based on the estimates deter-
mined by the aunthorized officer. The
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increase in bond amount may be to any
level specified by the authorized offi-
cer, but in no circumstances shall it
exceed the total of the estimated costs
of plugging and reclamation, the
amount of uncollected royalties due to
the Service, plus the amount of monies
owed to the lessor due to previous vio-
lations remaining outstanding.

{53 FR 22839, June 17, 1988]

§8104.6 Where filed and number of
copies.

All bonds shall be filed in the proper
BLM office on a current form approved
by the Director. A single copy executed
by the principal or, in the case of sur-
ety bonds, by both the principal and an
acceptable surety is sufficient. A bond
filed on a form not currently in use
shall be acceptable, unless such form
has been declared obsolete by the Di-
rector prier to the filing of such bond.
For purposes of §§3104.2 and 3104.3(a) of
this title, bonds or bond riders shall be
filed in the Bureau State office having
jurisdiction of the lease or operations
covered by the bond or rider. Nation-
wide bonds may be filed in any Bureau
State office (See §1821.2-1),

[53 FR 17354, May 16, 1988)

§3104.7 Default.

(8) Where, upon a default, the surety
makes a payment to the United States
of an obligation incurred under a lease,
the face amount of the surety bond or
personal bonds and the surety's liabil-
ity thereunder shall be reduced by the
amount of such payment.

{b) After default, where the obliga-
tion in default equals or is less than
the face amount of the bond(s), the
principal shall either post a new bond
or restore the existing bond(s) to the
amount previously held or a larger
amount as determined by the author-
ized officer. In lieu thereof, the prin-
cipal may file separate or substitute
bonds for each lease covered by the de-
ficient bond(g). Where the obligation
incurred exceeds the face amount of
the bond({s), the principal shall make
full payment to the United States for
all obligations incurred that are in ex-
cess of the face amount of the bond(s)
and shall post a new bond In the
amount previously held or such larger

43 CFR Ch. Il (10-1-17 Edition)

amount as determined by the author-
ized officer. The restoration of a bond
or posting of a new bond shall be made
within 6 months or less after receipt of
notice from the authorized officer.
Failure to comply with these require-
ments may subject all leases covered
by such bond(s) to cancellation under
the provisions of §3108.3 of this title.

{48 FR 33662, July 22, 1983, as amended at 53
FR 17354, May 16, 1588]

§3104.8 Termination of period of li.
ability.

The authorized officer shall not give
consent to termination of the period of
liability of any bond unless an accept-
able replacement bond has been filed or
until all the terms and conditions of
the lease have been met.

[48 FR 233662, July 22, 1983, as amended at 53
FR 17355, May 16, 15988; 53 FR 31867, Aug. 22,
1988] -

Subpart 3105—Cooperative
Conservation Provisions

§3105.1 Cooperative or unit agree-
ment.

The suggested contents of such an
agreement and the procedures for ob-
taining approval are contained in 43
CFR part 3180.

§3105.2 Communitization or drilling
agreements.

§3105.2-1 Where filed.

(a) Requests to communitize separate
tracts shall be filed, in triplicate, with
the proper BLM office.

(b) Where a duly executed agreement
is submitted for final Departmental ap-
proval, a minimum of 3 signed counter-
parts shall be submitted. If State Jands
are involved, 1 additional counterpart
shall be submitted.

§3105.2-2 Purpose.

When & lease or a portion thereof
cannot be independently developed and
operated in conformity with an estab-
lished well-spacing or well-develop-
ment program, the authorized officer
may approve communitization or drill-
ing agreements for such lands with
other lands, whether or not owned by
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