STATE OF NEW MEXICO
ENERGY 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
DESIGNATION OF "TIGHT FORMATION,"

PROMULGATED BY DIVISION ORDER NO. R-6388

TO COMPLY WITH FERC GRDER NO. 99, ISSUED

AUGUST 15, 1980, PROMULGATING FINAL REGULATIONS
WITH RESPECT 7O SECTION 107 OF THE NGPA.

ORDER OF THE DIVISION

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.

NO%, on this 1C0th day of February, 1981, the Division
Director, having considered the testimony, the record, and
the reccmmendations of the Examiner, and being fully advised
in the premises,

FINDS:

(1) That due public notice having been given as required
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 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
were intended to be amended should the final regulations
promulgated by the FERC differ substantially from the afore-
said interim regulations.

(4) That by its Order No. 99, issued August 15, 1980, the
FERC promulgated its final rules on high-cost natural qas
produced from tight formations, said rules to become effective
September 22, 1980.
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(5) That said final rules differ in certain respects from
the interim regulations, and certain amendments to the Division's
rules and procedures as promulgated by Order No. R-6388 are
therefore necessary, to wit:

(6) That Section B, Definitions, should be amended by the
addition of the following definition: -

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 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
drainage of the reservoirs in such formation.
Such amendment may provide for the establish-
ment of smaller drilling or production units or
may permit the drilling of additional wells on
the criginal units.

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

"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"

(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
believes existing State and Federal regulations
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,
Evidence, reading "any other information. . . . " should be
renumbered "f" and read in its entirety as follows:
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"f, any other information which the Division may
require."”

(18) That a new subparagraph e of subsection 1, Section O,
Evidence, should be added, reading in its entirety as follows:

"e., if 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 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
stimulation, more than five barrels of crude
- 0il per day."

(12) That a new subparagraph e should be added to
subsection 2, Section D, Evidence, reading in its entirety as
follows:

"e, If the formation or any portion thereof was
authorized to be developed by infill drilling
prior to the date of recommendation and the
Division has information which in its judgment
indicates that such formation or portion subject
to infill drilling can be developed absent the
incentive price established in 18 CFR §271.703(a),
then the Division shall not include such formation
or portion thereof in its recommendation."

(13) That the "Special Rules and Procedures for Tight
Formation Designations Under Section 107 of the Natural Gas
Policy 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 hereto and made a part hereof.

IT 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
0il Conservation Division, effective immediately.
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(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 designated.

STATE OF NEW MEXICO
dyL CONSERVATIONDIVISION

JOE D. RAMEY/4
;)//Director

SEAL

dr/



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 ACT OF 1978

Amended 2-1-81

A, General

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 &f the
Energy and Minerals Department of the Slate of New
Mexico.

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

4, "USGS" means the office of the United States Geological
Survey in.Albuquerque, 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
designation application.

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

Order No. R-6388-A
Exhibit A



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 permit the drilling of additional wells
on the original units.

Procedure

l. To the extent that the Division's general rules
of 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.

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

4., A complete set of exhibits which an applicant
proposes to 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 required
evidentiary data described in Section D below.
Three additional complete sets 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 be forwarded to the FERC by the
Division after the hearing, together with the
Division order recommending disposition of the
application.

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

6. Within 15 days after its issuance, any order promul-
gated by the Divisicn pursuant to these special rules
shall be submitted by the Division to the FERC in
accordance with Section 271.705 of the FERC rules



D. Evidence

1.

and regulations applicable to NGPA for approval
or disapproval of a tight formation designation.

Evidence offered by an applicant at a hearing shall
include:

a.

f’

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

geological and engineering data to support the
application; and

a map or list which clearly locates or describes
wells which are currently producing o0il or gas,

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

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

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

of recommendation, information and data
demonstrating that the formation cannot be
developed without the incentive price established
in 18 CFR §271.703(a).

any other information which the Division may
require.

Evidence shall be based on each of the following
geological and engineering guidelines:

a‘

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

(1) Permeability may be established and
demonstrated by any customary or acceptable
methods, techniques, or testing acceptable
in the o0il and gas industry.



b. The stabilized production rate, either at
atmospheric 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 with the following

table:
If the average depth to The maximum allowable
the top of the formation production rate (in Mcf/

(in feet): ’ day) may not exceed:

but does not
exceeds: exceed:

0 1000 44
1000 1500 51
1500 2000 59
2000 2500 68
2500 3000 79
3000 3500 91
3500 4000 105
4000 4500 122
4500 5000 141
500¢C 5500 163
5500 6000 1e8
60G0 6500 217
6500 7000 251
7000 7500 290
7500 8000 336
8000 8500 388
8500 9000 449
9000 - 9500 519
9500 10000 600

10000 10500 693
10500 11000 802
11000 11500 927
11500 12000 1071
12000 12500 1238
12500 13000 1432
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 crude
0il per day.



d. If an application meets the guidelines contained
in subparagraphs 2 b and 2 ¢ above, but does
not meet the guidelines contained in subparagraph
2 a, an applicant may, in the alternative, show
that the formation exhibits low permeability
characteristics and that the incentive price is
necessary to provide reasonable incentive for
production of the natural gas from the formation
due to extraordinary risks or costs associated
with such production.

(1) An application based on the guidelines
outlined in subparagraph 2 d above shall
include data to support the contenticn
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 estimated expenditures necessary
for employing those techniques, and

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

e. If the formation or any portion thereof was
authorized to be developed by infill drilling
prior to the date of recommendation and the
Divisign has information which in its judgment
indicates that such formation or portion subject
to infill drilling can be developed absent the
incentive price established in 18 CFR §271.703(a),
then the Division shall not include such formation
or portion thereof in its recommendation.

dr/
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Sec.

271.101
271.102

14,141

Regulations

Part 271—Ceiling Prices
(1 24,110]

Subpart A—Summary Tables and Calculations

Ceiling prices for certain categories of natural gas.
Calculation of inflation adjustment for certain maximum lawful prices.

Subpart B—New Natural Gas and Certain Natural Gas Produced from

Sec.

271.201
271.202
271.203
271.204

Sec.

271.301
271.302
271.303
271.304
271.305

the Outer Continental Shelf

Applicability.
Maximum lawful price.
Definitions.

Special rules.

Subpart C—New, Onshore Production Wells

Applicability.

Maximum lawful price.

Definition of new, onshore production well.
Waivers of well-spacing requirements.

Special rule applicable to existing proration units.

Subpart D—Natural Gas Committed or Dedicated to Interstate

Sec.

271.401
271.402
271.403

Commerce

Applicability.

Maximum lawful prices.

Special rule regarding carrying charge adjustment for advance pay-
ments.

Subpart E—Sales Under Existing Intrastate Contracts

Sec.

271.501
271.502
271.503
271.504
271.505
271.506

Federal Energy Regulatory Commission

Applicability. P EOYINTT A AR AR [
Maximum lawful prices. BLEORE DRARMINER GG /0
Recordkeeping. Cli OO

Determination of contract pricp.
[Reserved.]
[Removed.]

CASE NO.

14,142 Regulations 273 21991
Subpart F—Intrastate Rollover Contracts
Sec.
271.601 Applicability.
271.602 Maximum lawful price.
271.603 Recordkeeping.
271.604 [Reserved.]
s Subpart G—High-Cost Natural Gas
ec.
271.701 Applicability.
271.702 General rules.
271.703 Tight formations.
271.704 Qualified production enhancement gas.
271.705 Procedures for designating tight formations. [Revoked.]
Subpart H—Stripper Well Natural Gas
Sec.
271.801 Applicability.
271.802 Maximum lawful price.
271.803 Definitions.
271.804 Special rules.
271.805 Continuing qualification.
271.806 Jurisdictional agency determinations and Commission review.
271.807 Maximum efficient rate flow.
Subpart I—Other Categories of Natural Gas
Sec.
271.901 Applicability.
271.902 Maximum lawful price.
271.903 Recordkeeping.
271.904 Special rule.

Subpart J—[Reserved]

Subpart K—Allowances for State Severance Taxes and Certain
Production-Related Costs

Sec.
271.1100 Applicability.
. 2nanan Definitions.
;2711102 State severance taxes.
271.1103 Record retention.
271.1104 Production-related costs.
271.1105 Compliance procedures under the Production-Related Costs Board.
271.1106 Adjustments.

AUTHORITY: Natural Gas Act, 15 US. C. 717-717w; Department of
Energy Organization Act;, 42 U. S. C. 7101.7352; E. 0. 12009, 3 CFR 1978
Comp., p. 142, Natural Gas Policy Act of 1978, 15 U.S.C. 3301-3432.

[The next page is 14,145.]
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[124,173]
§271.703 T'ight formations.

(a) Maximum lawful price for tight formation gas. (1) The maximum
lawful price, per MMBtu, for the first sale of tight formation gas for which
there is a negotiated contract price or a pipeline production price shall be the
lesser of:

(i) The negotiated contract price or the pipeline production price, as
applicable; or

(ii) 200% of the maximum lawful price specified for Subpart C—NGPA
Section 103(b)(1) of Part 271 in Table I of § 271.101(a).

(2) The maximum lawful price does not apply to:

(i) New tight formation gas from a well the surface drilling of which
began on or after May 13, 1990; and

(ii) Recompletion tight formation gas from a well the surface drilling of
which was begun before July 16, 1979, if the recompletion work for the well
from such designated formation was begun on or after May 13, 1990,

(b) Definitions. (1) “Tight formation gas” means natural gas that a
jurisdictional agency has determined in accordance with Parts 274 and 275 to
be new tight formation gas or recompletion tight formation gas.

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

(i) 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 onshore production well (as defined in
section 103(c)); and

(ii) 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 gas which is produced
from a designated tight formation through a well, the surface drilling of which
was begun before July 16, 1979,

(1) If such well was not completed for production from such designated
formation prior to July 16, 1979, or

(i) If such well was completed for production from such designated
formation prior to July 16, 1979, such gas is produced from a completion
location completed after December 27, 1983, and such gas could not have been
produced from any completion location which was in existence in the wellbore
on or before December 27, 1983.

(4) “Formation” means any geological formation, or portion thereof
described by geological as well as geographical parameters.

(5) A ‘“designated tight formation” is a natural gas formation as deter-
mined by the appropriate jurisdictional agency, pursuant to paragraph (c)3)
of this section. Appropriate jurisdictional agencies are identified in § 274.501
of this chapter.

§ 271.703 124,173

Federal Energy Regulatory Commission

.4,238 Regulations 260 5-15-90

(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 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 permit the drilling of
additional wells on the original units.

(c) Determination of tight formations.

(1) General. Determinations by a jurisdictional agency must be made in
the form and manner prescribed in Part 274 of this chapter.

(2) Guidelines. (i) The guidelines for tight formations are as follows:
(A) The estimated average in situ gas permeability, throughout the pay
section, is expected to be 0.1 millidarcy or less. ,

(B) The stabilized production rate, against atmospheric pressure, of wells
completed for production in the formation, without stimulation, is not
expected to exceed the production rate determined in accordance with the
following table:

The E.Hn:!
1f the average depth to the top of the allows .
formation (in feet) —m&ﬁﬁﬂeﬁ.no—uﬁ
but does not per day) may not
eaceedy= exceed— erceet
0 1,000 4
1,000 1,500 51
1,500 2,000 59
2,000 2,500 68
2,500 3,000 79
3,000 3,500 91
3,500 4,000 105
4,000 4,500 122
4,500 5,000 141
5,000 5,500 163
5,500 6,000 188
6,000 6,500 217
6,500 7,000 251
7,000 7,500 290
7,500 8,000 336
8,000 8,500 388
8,500 9,000 449
9,000 9,500 519
9,500 10,000 600
10,000 10,500 693
10,500 11,000 802
11,000 11,500 927
11,500 12,000 1,071
12,000 12,500 1,238
12,500 13,000 1,432
13,000 13,500 1,655
13,500 14,000 1913
14,000 14,500 2212
14,500 15,000 2,557

[The next page is 14,241.)
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(C) No well drilled into the recommended tight formation is expected to
produce, without stimulation, more than five barrels of crude oil per day.

(D) If the formation or any portion thereof was authorized to be
developed by infill drilling prior to the date of determination and the
jurisdictional agency has information which in its judgment indicates that
such formation or portion subject to infill drilling can be developed absent the
incentive price established in paragraph (a) of this section then the
jurisdictional agency shall not include such formation or portion thereof in its
determination.

(i) The jurisdictional agency may designate as a tight formation any
formation which meets the guidelines contained in paragraph (c)(2)(i)(B) and
(C) of this section, but does not meet the guideline contained in paragraph
(c)(2)i)(A) of this section, if 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 necessary to provide
reasonable incentives for production of the natural gas from the determined
formation due to the extraordinary costs associated with such production.

(3) Notice to the Commission. Any jurisdictional agency making a
determination that a natural gas formation qualifies as a tight formation will
provide timely notice in writing of the determination to the Commission. Such
notice shall include substantiation provided in paragraph (4) of this section
and be in the manner prescribed in § 274.104 of this chapter.

(4) Content of determinations. A determination that a formation
qualifies as a designated tight formation shall contain the following
information:

(i) Geological and geographical descriptions of the formation which is
determined to qualify as a tight formation;

(i1) Geological and engineering data to support the determination and the
source of that data;

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

(iv) A report of the extent to which existing State and Federal regulations
will assure development of the determined tight formation will not adversely
affect any fresh water aquifers (during both hydraulic fracturing and waste
disposal operations) that are or are expected to be used as a domestic or
agricultural water supply,

(v) If the formation is determined under paragraph (c)(2Xii) of this
section, the types and extent of enhanced production techniques which are
expected to be necessary and the estimated expenditures necessary for
emploving those techniques; and the degree of increase in production to be
expected {rom use of such techniques and engineering and geological data to
support that estimate; and

(vi) Any other information which the jurisdictional agency deems
relevant.

§ 271.703 124,173
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(5) Commission review of determinations. Upon receipt of a
determination submitted in accordance with this section, the Commission will
review the jurisdictional agency’s determination in accordance with the
procedures established in Part 275 of this chapter.

(d) Designated tight formations. The following formations are designated
as tight formations. A more detailed description of the geographical extent
and geological parameters of the designated tight formations is located in the
Commission’s official file for Docket No. RM79-76, subindexed as indicated,
and is also located in the official files of the jurisdictional agency that

submitted the recommendation.
(1) The Cotton Valley Group in Texas. RM79-76 (Texas—1).

(i) The Cotton Valley Group consisting of the Cotton Valley Sandstone,
the Bossier Shale and the Cotton Valley Lime Formations. —(A) Delineation
of formation. The northern boundary of the Cotton Valley Group is the Texas-
Oklahoma border extending through Fannin, Lamar, and Red River Counties;
the eastern boundary is formed by the Texas-Arkansas border and the Texas-
Louisiana border; the southern boundary is along the Angelina-Caldwell
flexture, running through Sabine, San Augustine, Angelina and Trinity
Counties; the western boundary is set by the Mexia-Talco fault zone through
Limestone, Navarro and Kaufman Counties.

(B) Depth. The Cotton Valley Sandstone is encountered at an average
depth of approximately 7,000 feet to the north, 8,000 feet to the east, between
10,000 and 11,000 feet to the south, and 5,000 feet to the west; the Bossier
Shale is encountered at 7,700 feet to the north, 10,720 feet to the east, 12,600
feet to the south, and 3,340 feet to the west; the Cotton Valley Lime is
encountered at 8000 feet to the north, 11,400 feet to the east, 13,200 feet to
the south, and 5,500 feet to the west.

(i) The Cotton Valley Sandstone in the Paige, N.E. Field area. —(A)
Delineation of formation. The Cotton Valley Sandstone in the Paige, N.E.
Field area is found in the eastern portion of Bastrop County, Texas, in
Railroad Commission District No. 1. The boundaries of the Cotton Valley
Sandstone are approximately 2.5 miles around the Hou-Tex Oil and Gas No. 1
O.R. Mitchell Well. This well is in the Paige, N.E. Field, located two miles
from Paige, Texas, in the Wm. Boatwright Survey, A-82.

(B) Depth. The top and base of the Cotton Valley Sandstone in the Paige,
N.E. Field area are found at the approximate subsea depths of —11,320 feet
and -~ 12,780 feet, respectively. The maximum thickness of the formation is
approximately 1,790 feet.

(2) The Mancos "B’ Formation in Colorado. RM79-76 (Colorado—2).

(i) Delineation of formation. The Mancos “B” Formation is located
approximately midway between Grand Junction and Rangely, Colorado, and
straddles the Rio Blanco-Garfield county line from the Utah-Colorado state
line east to the Douglas Pass and Baxter Pass Unit Area, underlying

[The next page is 14,247.]
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the top of the Mancos “B” Formation is
3,000 feet. The Mancos “B' Formation
ranges in thickness from 150 to 325 feet.

l11. Discussion of Recommendation

Colorado claims in its submission that
evidence gathered through information
and testimony presented at a public
hearing in Cause No. NG-31 convened
by Colorado on this matter
demonstrates that:

(1) The average /n situ gas
permeability throughout the pay section
of the proposed area is not expected to
exceed 0.1 millidarcy;

{2) The stabilized production rate,
against atmospheric pressure, of wells
completed for production from the
recommended formation, without
stimulation, is not expected to exceed
the maximum allowable production rate
set out in § 271.703(c)(2){i}{B); and

(3} No well drilled into the
recommended formation i3 expected to
produce more than five (5) barrels of oil
per day.

Colorado further asserts that existing
State and Federal Regulations assure
that development of this formation wiil
not adversely affect any {re<h water
aquifers,

Accordingly, pursuant to the authority
delegated to the Director of the Office of
Pipeline and Producer Regulation by
Commission Order No. 97, issued in
Docket No. RM80-68 (45 1. 53456,
August 12, 1980), notice is hereby given
of the proposal submitted by Colorado
that an additional area of the Mancos
"B Formation, as described and
delineated in Colorado's
recommendation as filed with the
Commission, be designated 23 a tight
formation pursuant to § 271.703.

IV. Public Comment Procedures

Interested persons may comment un
this proposed rulemaking by submitting
written data, views or arguments to the
Office of the Secretary, Federal Energy
Regulatory Commission, 823 North
Capitol Street, NE., Washington, D.C.
20428, on or before August 1, 1983. Er.ch
person submitting a comment shouln
:naicate that the comment is being
submitted in Docket No. RM79-76-223
{Cclorado-27 Addition), and shoulc give
reasons including supporting data_{or
any recommendations, Comments

rhaaid imele An the name, 4 it -

H-n
+inzess. and telephane number of o'xe
per3on to whom communications
concerning the proposa! may be
addressed. An original and 14
conformed copies should be filed with
the Secretary of the Commission.
Written comments will be available for
public inspection at the Commission's
D:vision of Public Information. Room

1000, 825 North Capitol Street. NE.,
Washington, D.C., durmg business
hours.

Any person wishing to present
testimony, views data, or otherwise
participate at a public hearing should
notify the Commission in writing of the
desire to make an oral presentation and
therefore request a public hearing. Such
request shall specify the amount of time
requested at the hearing.‘Requests
should be filed with the Secretary of the
Commission no later than June 30, 1983.

List of Subjects in 18 CFR Part 271

Natural gas, Incentive price, Tight
formations.

{Natural Gas Pohcy Act 0f 1978, 15 U.S.C.
3301-3432)

Accordingly, the Commission
proposes to amend the regulations in
Part 271, Subchapter H, Chapter I, Title
18. Code of Federal Regulations. as set
forth below. in the event Colorado's
recommendation is adopted.

Kenneth A. Williams,
Director. Office of Pipeline and Producer
Regulation.

PART 271—{AMENDED]

Section 271.703 is amended by
revising paragrapn (dj{112) to read as
follows:

$271.7C3 Tight ‘ormations.

. . - . -

(d} Designated il’,ghtformations.

. . - . .

{112) Mancos "B" Fermation in
Colorado. RM79-76~126 (Colorado-27).

(1) Pelineation of formation. The
Mancos "B" Formation is located in the
Douglas Creek Arch area of western
Colorado, in Rio Blancg County. The
Mancos “B” Formation underlies
Township 1 Nortlr, Range 101 West,
Sections 17 through 20 and 29 through
32; Township 1 North, Range 102 West,
Sections 7 through 9 and 13 through 36;
Townships 1 North and South, Range
103 West, All Sections; Townsiips |
North and South, Range 104 West,
Sections 1 through 3, 10 through 15, 22
through 27, and 34 through 36: Township
1 South Range 102 West, Sectivns 1
thrnngﬁ 1™ 1R thv-nngh 7. and 78 ”‘H‘ﬂugh
33: Townshin 2 Soutn. Range 1UZ west,
Sections 4 through 8, N % of Secticn 8. N
‘2, SE Y of Section 9: Township 2 Sou*h,
Range 103 West, Sections 1 through 8,
17, 18. 20, 29, 32, and 33 and Township 2
South Range 104 West, Sections 1
through 3 and 10through 15.

(ii) Depth. The Mancos “B" Formation
ranges in thickness from 150 to 325 feet.

The average depth to the top of the
Mancos “B” Formation is 3,000 feet.
{FR Dac. 83- 16438 Piiad 6-1783: 8:45 am|

BILLING CODE 6717-01-M

18 CFR Part 271

[Docket No. RM79-78-204; New Mexico-25]
High-Cost Gas Produced From Tight
Formations; New Mexico

AGENCY: Federal Energy Regulatory
Commission. DOE.

AcTiON: Notice of Proposed Rulemaking.

SUMMARY: The Federal Energy
Regulatory Commission is authorized by
section 107(c})(5) of the Natural Gas
Policy Act of 1978 to designate certain
types of naturel gas as high-cost gas
where the Commission determi:nes that
the gas is produced under conditicns
which present extraordinary risks or
costs. Under section 107{c})(3). the
Commission issued a final regulation
designating natural gas produced from
tight formationg as hizh-rost gas which
may receive an mcenn"e price {18 TR
271.703}. This ruie estaniished
procedures for jurisdictionsi agenciss 1o
submit to the Commission
recommendations of areas for
designation as tignt formadous, This
Notice of Proposed Rulemuaing by e
Director of the Otfice of Pipeline and
Producer Regulation coniains the
recommendation of the State of New
Mexico that the Pictured Cliffs
Formation be designated as a tight
formation under § 271.703(d).
DATE: Comments on the nronesad rule
are due on August 1, 1983. -

Public Hearing: No public hearing is g‘:}’"
scheduied in this docket us yol. Wiillea -

requesis for a pubtic heanng are uue on
june 30, 1983.

ADDRESS: Comments and requests for
hearing must be filed with the Qifice of
the Secretary, 825 North Capitol Street,
NE., Washington, D.C. 20426.

FOR FURTHER INFORMATION CONTACT:
Leslie Lawner, {202} 357-8517. ~r %isinr
Zabel, £202) 357-8618.

SUPPLEMENTARY INFORMATION:

gl i

X , .
n the matter of: High-Cost s T
toiduced from Tight Formations: Dockel Yids

Nn RM73-76--204 (Npw Moy 050 .
legued June 15, 1643, .

1. Background P

On May 20, 1983. the State uf New
Mexico Energy and Minerals
Department, Oil Conservation Diviiion
{New Mexico) submitrea to the
Commission a recommendatian, in
accordance with § 271703 ¢f the
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Commission’s regulations (45 FR 56034,
August 22, 1980}, that the Pictured Cliffs
Formanon lycated in Rio Arriba and
Sandovil Counties, New Mexico. be
uestgnisted o3 o tight formation.
Fursuant to § 271.703(c}(4) of the
regulations this Notice of Proposed
Rulemak:ny is hereby issued to
determine wiether New Mexico's
recommendation that the Pictured Cliffs
Farmation he designated a tight
fiaielon suouid be adopted. The
United States Department of the
“ricrior. Bureeu of Land Management
LMY coreers i part with New
Nievies s rocammendation,

e "natcertain areas be

it tier ureas be deleted.
New Mexico's recommendation and
supporting Jata are on file with the
Commission and are available for public
‘aspection,

{l. Description of Recommendation

The recommended area is lucated in
T osoutheastarn portion of Lie 540 Judn
Basin in Ric Arnmba and Sandoval
Covntivs. New Mexico. The
recemmended formation underlios
wrreximanly 204230 aures and s
Giprunisaaany 93 feetin thickness. The
average depth tn the top of the Pictured
Cliffs Formation is 2.685 feet.

1. biscussion ot Recommendation

New Mexivo claims in its submission
hatevidence gatherad through
information and testimony presented at
a public hearing in Case No. 77
convened by New Mexico on this matter
demonstrates that:

{1} The average in s/tu gas
pernedbility throughout Lhe pay section
a8 the propesed area is nol expecied to
excend 0.1 millidarcy:

(2) The ctakilizad production rals,
against atmospharic pressure, of weils
completed for production from the
recommended formation, without
stimulation, is not expected to exceed
the maximum aliowable production rate
set out in § 271.703(c)(2)(i)(B); and

13} No wetl drilled into the
rezemrrended formation is expected to
produce more than five {5) barrels of oil
rer day.

New Mexico further asserts that
existing State and Federal Regulations
assure that develonment of thig
i rmation wiil nout adversely affect any
fresh water aquifers.

BIM ciaims that the recammendend
{urmation underlying Township 24
Narth, Runge 3 West. Sections 28
tarough 35 and the $/2 of Section 38,
adincent o the northeastern boundary

of New Mexico's proposed area. is
within the geologic boundaries of the
formation and should be included in the
recommended area.

BLM further recommends that the
portion of the Pictured Cliffs Formation
underlying Township 22 North, Range 5
Weast, All Sections: Township 22 North,
Range 4 West, Sections 13 through 36;
Township 22 North, Range 3 West.
Sections 19 through 386, located in the
southwest corner of New Mexico's
proposed area should be excluded from
tight formation designation. BLM asserts
that this area is not part of the same
producing trend as the rest of the
recommended formation and Las not
been adequately tested, described, or
characterized by the applicant's data to
warrant inclusion in the recommended
area.

Accordingly. pursuant to the authority
deleyated to the Director of the Office of
Pipeline and Producer Regulation by
Commission Order No. 97, issued in
Docket No. RM80-88 {45 FR 53456,
Auyiist 12, 1980). notice is hireby given
of tha proposal submitted by New
Mexico that the Pictured Cliffs
Formation. as described and delineated
in New Mexico's recommendation as
filed with the Commission, be
designated as a tight formation pursuant
to § 271.703.

IV. Public Comment Proceduses

Interested persons may comment on
this proposed rulemaking by submitting
written data, views or arguments to the
Office of the Secretary, Federal Energy
Regulatory Commission, 825 North
Capitol Street, NE., Washington, D.C.
204286, on or before August 1, 1883. Each
persen submitting a comment should
indicate that the comunent is being
submitted in Docket No. RM79-76-204
{New Mexico~25), and should give
reasons including supporting data for
any recommendations. Comments
should include the name, title, mailing
address, and telephone number of one
person to whom communicaticns
concerning the proposal may be
addressed. An ariginal and 14
conformed copies should be filed with
the Secretary of the Commission.
Written comments will be available for
public inspection at the Comuniasion’s
Diwiginn of Dublic Information. Noaai
1000, 825 North Capitol Strect, XE..
Washington, D.C., during business
hours.

Any person wishing to present
testimony, views, data, or otherwise
participate at a public hearing should
noiify the Cummission in writing of the

desire to make an oral presentation and
therefore request a public hearing. Such
request shall specify the amount of time
requested at the hearing. Requests

should be filed with the Secretary of the
Commission no later than June 30. 1983.

List of Subjects in 18 CFR Part 271

Natural gas, incentive price, Tight
formations.

{Naturai Gas Policy Act of 1978, 15 US.C
3301-3432)

Accordingly, the Commission
prop.uses 'u amend the regulations in
Part 271, Subchapter H, Chapter I, Title
18. Code of Federal Regulations, as set
forth below, in the event New Mexico's
recommendation is adopted.

Kennsth A. Williams,

" Director. Office of Pipeline and Producer

Regulatiun.

PART 271—{AMENDED]

Section 271.703 is amended by adding
paragraph (d}{193) to read as follows:

§271.703 Tight tormations.

. . « . .

{d} Designated tight formations.

. . . L] -

[Ro R nled

{133} throuki {182) {RESERVED]

1183} Pictured Cliffs Formation in New
Mexico. RM79-76-204 (New Mexico-25).

{i} Delineation of formation. The
Pictured Cliffs Formation is located in
Riv Arriba and Sandoval Counties, New
Mexico, in Township 22 North, Ranges 2,
3, 4, and 5 West, All Sections; Township
23 North, Range 2 West, Sections 5 _
threngh 9, 18 through 21, and 25 through
38: Township 23 North, Ranges 3, 4. and
5 West. All Sertions; Township 24
North, Range 3 West, Section 189, 20, 28
through 35, and S/2 of 36; Township 24
North, Range 4 West, Sections 3 through
10 and 13 through 36; Township 24
North, Range 5 West, All Sections;
Townghip 25 North, Range 4 West,
Sections §/2 of 30, 31, and 32: Township
25 North, Range 5 West, Sections 15
through 23, $/2 of 24, and 25 through 36.
NMPM.

(ii) Depth. The Pictured Cliffs
For nation is defined as that interval at
a Lopth ol appronimately 3.046 feet to
3,1:1 feet on the Induction Electric Lug
from the John E. Schalk, Cinco Diablos
Well Na. 8. The average depth to the top
of the Pictured Cliffs Formation is 2.585
feet.

~ AL

¥R Dic. 1310428 Filed 6-17-33; 8:48 ami
BILLING CODE $717-01-M




STATE OF NEW MEXICO
ENERGY AND MINERALS DEPARTMENT
OIL CONSERVATION DIVISION

IN THE MATTER OF THE HEARING
CALLED BY THE OIL CONSERVATION
DIVISION FOR THE PURPOSE OF
CONSIDERING:

CASE NO. 774s¢
Order No. R-=7200

APPLICATION OF FOUR CORNERS GAS
PRODUCERS ASSOCIATION FOR DESIGNATION
OF A TIGHT FORMATION, RIO ARRIBA AND
SANDOVAL COUNTIES, NEW MEXICO.

ORDER OF THE DIVISION

BY THE DIVISION:

This cause came on for hearing at 9 a.m. on November 23,
1382, at Santa Fe, New Mexico, before Examiner Richard L.
Stamets.

NOW, on this_ 3rd day of February, 1983, the Division
Director, having considered the testimony, the record, and the
recommendations of the Examiner, and being fully advised in the
premises,

FINDS:

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

(2) That the applicant, Four Corners Gas Producers
Association, requests that the Division in accordance with
Section 107 of the Natural Gas Policy Act, and 18 C.F.R.
8§271.703 recommend to the Federal Energy Regulatory Commission
that the Pictured Cliffs formation underlying those lands
situated in Rio Arriba and Sandoval Counties, New Mexico,
described on "Exhibit A" attached to this order and herein-
after referred to as the Pictured Cliffs formation, be desig-
nated as a tight formation in said Federal Energy Regulatory
Commission's regulations.

(3) That the Pictured Cliffs formation underlies all of
the idove-described lands; that the formation consists of
marine siltstone, clay-filled deposits about 95 feet thick,
consisting of near shore bars which are lenticular, ribbon-
like deposits with limited areal extent; that better permea-
bility is encountered on the crests of these near shore bars
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where the sands are better developed than the areas off the
bar crests where the sands become siltier and more clay-
filled; and that the top of such formations is found at an
average depth of 2685 feet below the surface of the area
set forth in "Exhibit A" attached to this order.

(4) That the type section for the Pictured Cliffs
formation for the proposed tight formation designation is
found at a depth of approximately 3046 feet to 3141 feet on
the Induction Electric Log from the John E. Schalk, Cinco
Diablos Well No. 6 located in Unit D of Section 14, Township
23 North, Range 4 West, Rio Arriba County, New Mexico.

(5) That the area for which a tight formation designa-
tion is sought is comprised of approximately 1464 proration
units on which 466 Pictured Cliffs wells have been drilled
of which 94 have been abandoned.

(6) That with less than one-third of the available
gas spacing units being developed, the area proposed for
designation may be characterized as one of low to moderate
development.

(7) That approximately 60 gas wells have been completed
in the proposed area since February 20, 1980, the date of
promulgation of interim FERC rules on high-cost natural gas
produced from tight formations.

(8) That at the average depth for the Pictured Cliffs
formation in the proposed area, the maximum qualifying un-
stimulated production rate is 79 MCFD.

(9) That unstimulated natural production rates were
available from seven producible wells completed after February
20, 1980.

(10} That one well had an unstimulated potential of
259 MCFD while the remainder averaged 16.5 MCFD.

(11) That core analyses were available on nine wells,
two of which were drilled after February 20, 1980, within the
proposed area.

(12) That one cored well was a dry hole and that data
should not be used in determining average in situ permeability.

(13) That one well exhibited average laboratory permea-
bility of 2.64 millidarcies.
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(14) That the remaining core derived in situ permea-
bility averaged 0.01ll millidarcies.

(15) That based on an analysis of available data from
existing wells within the proposed area and utilizing generally
and customarily accepted petroleum engineering techniques and
measurements:

(a) the estimated average in situ gas permeability
throughout the pay section of the Pictured
Cliffs formation is expected to be 0.1 milli-
darcy or less; and

{(b) the stabilized production rate, against
atmospheric pressure of wells completed for
procduction in the Pictured Cliffs formation,
without stimulation, is not expected to exceed
production levels determined by reference to
well depth, as found in the table set out in
18 C.F.R. 8271.703 (2) (B) of the regulations;
and

(c) no well drilled into the Pictured Cliffs
formation is expected to produce, without
stimulation, more than five barrels of crude
oil per day.

(16) That within the proposed area there is a recognized
aquifer being the Cjo Alamo, located over 200 feet above the
Pictured Cliffs formation.

(17) That existing State of New Mexico and Federal
Regulations relating to casing and cementing of wells will
assure that development of the Pictured Cliffs formation will
not adversely affect the said aquifer.

(18) That the Pictured Cliffs formation should be
recommended to the Federal Energy Regulatory Commission for
designation as a tight formation.

IT IS THEREFORE ORDERED:

(1) That it Ye and hereby is recommended to the Fedn:ral
Energy Regulatory Commission pursuant to Section 107 of the
Natural Gas Policy Act of 1978, and 18 C.F.R. 8§271.703 of the
regulations that the Pictured Cliffs formation underlying
those lands in Rio Arriba and Sandoval Counties, New Mexico,
as described on "Exhibit A" attached to this order, be desig-
nated as a tight formation.
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(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 designated.

STATE OF NEW MEXICO

SEAL

fd/



Four Corners Gas Producers Association
Five Lakes Canyon Tight Formation Area

TOWNSHIP

Rio Arriba and Sandoval Counties,

22 NORTH,

RANGE 2 WEST,

New Mexico

NMPM

Sections

TOWNSHIP

1 through

22 NORTH,

36: All

RANGE 3 WEST,

NMPM

Sections

TOWNSHIP

1 through

22 NORTH,

36: All

RANGE 4 WEST,

NMPM

Sections

TOWNSHIP

1 through

22 NORTH,

36: All

RANGE S WEST,

NMPM

Sections

TOWNSHIP

1 through

23 NORTH,

36: All

RANGE 2 WEST,

NMPM

Sections
Sections
Sections

TOWNSHIP

S through

16 through 21:

9: All
All

25 through 36: All

23 NORTH, RANGE 3 WEST,

NMPM

Sections

TOWNSHIP

1 through 36: All

23 NORTH, RANGE 4 WEST,

NMPM

Sections

TOWNSHIP

1 through 36: All

23 NORTH, RANGE 5 WEST,

NMPM

Sections

TOWNSHIP

1l through 36: Aall
24

NMPM

Sections
Sections

Section 33:

TOWNSHIP

NORTH, RANGE 3 WEST,
and 20: All .
through 32:
W/2

19

29 All

24 NORTH, RANGE 4 WEST,

NMPM

Sections
Sections

TOWNSHIP

3 through 10: All
13 through 36: All

24 NORTH, RANGE 5 WEST,

NMPM

Sections

TOWNSHIP

1 through 36: All

25 NORTH, RANGE 4 WEST,

NMPM

Section 30:

Sections

TOWNSHIP

S/2

31 and 32: All

25 NORTH, RANGE S WEST,

NMPM

Sections

Section 24:

Sections

15 through 23: ALl

s/2
through 36:

25 All

Containing a total of 234,240 acres, more

Exhibit A
Order No. R-7200

or less.



IN RerLy merEe To: MS 460

United States Department of the Interiofryim

BUREAU OF LAND MANAGEMENT
505 Margquette Avenue, NW, Suite 815
Albuquerque, New Mexico 87102

Mr. W. Perry Pearce

0il1 Conservation Division
State of New Mexico

P. 0. Box 2088

Santa Fe, New Mexico 87501

Dear Mr. Pearce:

This jurisdictional agency concurs in part, in the recommendation of the
State of New Mexico, Case No. 7746, Order No. R-7200, dated February 3,
1983, that the Pictured Cliffs formation underlying the described lands
in subject order in Rio Arriba and Sandoval Counties, New Mexico, be
desianated as a Section 107 tight formation.

We recommend that certain areas be included and other areas be deleted as
outlined in the following paragrabohs.

According to Mr. McCord's testimony, the boundaries of the Five Lakes
Canyon Tight Gas Area are based on acreage position, not on engineering

or geologic parameters. However, earlier in his testimony Mr. McCord

does refer to boundaries. He describes the northeast edge as bounded by
the extensively developed South Blanco Pictured Cliffs field. This
boundary is reasonable except where parts of the Lindrith Federal Unit

are excluded. It is recommended that sections 26-35 and $% section 36,

T. 24 N., R. 3 W., be included in the tight gas area. The Federal interest
would not be served by arbitrarily excluding Federal units.

Mr. McCord describes the Pictured C1iffs as "nearshore bars aligned north-
west-southeast” and also says that the "nearshore bars within the proposed
area are extremely lenticular, ribbon-like deposits with a very limited
southwest-northeast areal extent." In view of this Timited areal extent,
it is unreasonable to include virtually untested areas which are several
miles southwest from the edge of the main trend.

The aopnlicant did not suvanly us with isopach maps or other information

which would delineate tre natural edge of the Ballard Pictured Cliffs field.
However, electric logs of wells drilled through the Pictured Cliffs south
of the developed portion of the field were studied in section 19, T. 22 N.,
R. 2 W., section 16, T. 22 N., R. 3 W.(A'), section 8, T. 22 N., R. 4 W.,
section 1, T, 22 N., R. 5 W., section 36, T. 23 N., R. 5 W., and section 35,
T. 23 N., R. 6 W. The Pictured Cliffs in these wells appears to be poorly
developed, containing a greater pronortion of clay and having higher water
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saturations than wells along the main trend of the field. Further south-
west of this line of wells the sands are again better developed indicating
another set of nearshore bars.

Although the Pictured Cliffs sands may be tight in the southwest corner of
the proposed area, our data suggests that it is not part of the same trend
as the Ballard Pictured Cliffs. As such, these sands have not been ade-
quately tested, described or characterized by the data presented by the
applicant. Therefore, we disagree with that portion of the State order
which defines the boundaries and recommend that the following lands not

be included in the proposed tight gas sands area:

T. 22 N., R. 5 W., all
T. 22 N., R. 4 W., sections 13-36
T. 22 N., R. 3 W., sections 19-36

This results in a southwestern boundary which more closely approximates
the trend of the deposit.

It is requested that this concurrence and recommendation be inciuded with
the package submitted to the Federal Energy Regulatory Commission.

Sincerely yours,

James W. Shelto
[ Assistant District Manager
for Minerals



FEDERAL ENERGY REGULATORY COMMISSION
WASHINGTON, D.C. 20426
IN REPLY REFER T°N840-A

MAR 2 8 1984
FREP ey iy
IR
Mr. James W, Shelton R - 2]984 ,ij
Assistant District Manager f
Bureau of Land Management OIL CONSERVATION DIVISION
Albuquerque District Office (NGPA) SANTA F2

P.0. Box 6770
Albuquerque, New Mexico 87107

In Re: Docket No. RM79~-76-204
(New Mexico—-25)
Pictured Cliffs Formation
Rio Arriba and Sandoval Counties

Dear Mr. Shelton:

On May 20, 1983, the Commission received the recommendation by the State
of New Mexico, Energy and Minerals Department, 0il Conservation Division (New
Mexico), that the Pictured Cliffs Formation located in portions of Rio Arriba
and Sandoval Counties, New Mexico, be designated as a tight formation. Included
as part of the recommendation was your letter dated May 3, 1983, in which the
Bureau of Land Management (BLM) wanted additional areas to be included and
certain areas to be deleted from the proposed designated area. A Notice of
Proposed Rulemaking was issued on June 15, 1983, and established a comment
period ending July 30, 1983. Included in the Notice of Proposed Rulemaking was
the additional acreage which BLM requested. The Notice also included that area
which BLM had requested be excluded from the designated area.

On August 31, 1983, the Commission sent a letter to the BLM requesting
additional comments regarding the exclusion of the southwest portion of the
recommended area. l/ No written reply was received, however we have received
phone inquiries regarding the status of the application from your office.

As this application now stands, the federal units mentioned in your letter
of May 3, 1983, are included in the recommended area. However, along with
inclusion of the federal units we noticed the proposal to include acreage you
opposed and which appears to meet the geologic guidelines. (Sections 26 through
28, East 1/2 of Section 33, Sections 34 and 35, and the South 1/2 of Section
36, Township 24 North, Range 3 West.) As mentioned in our letter dated
August 31, 1983, these guidelines would not necessarily require that the desig-
nated area be in the same geologic trend.

1/ A copy of our letter dated August 31, 1983, is enclosed for your review.
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In ord:;'ko accurately present this matter to the Commission for decision,
the Bureau of Land Management's current position regarding the above described
acreage is requested.

Very truly yours,

?Wﬂd 7 St

oward Kilchrist, Director
Division of Producer Audits
and Pricing

Enclosure

cc: W. Perry Pearce
Legal Counsel to the 0il
Conservation Division
Department of Energy and Minerals
P.0. Box 2088
Santa Fe, New Mexico 87501

William F. Carr

Campbell, Byrd, & Black P.A.
Jefferson Place

Santa Fe, New Mexico 87501

Ernest L. Padilla
P.0. Box 2523
Santa Fe, New Mexico 87501

Jeffrey E. Jackson

Attorney at Law

P.O. Box 3249, Terminal Annex
Los Angeles, Califormia 90051

John H. Belson

Regulatory Affairs

P.0. Box 3249, Terminal Annex
Los Angeles, California 90051

J.S. Charles, Vice President
Regulatory Affairs

Northwes: Pipeline Corporation
P.0. Box 1526

Salt Lake City, Utah 84110

Mary Duffin, Esquire

Northwest Pipeline Corporation
P.0. Box 1526

Salt Lake City, Utah 84110

Kim M. Clark, Esquire

Akin, Gump, Strauss, Hauer & Feld
1333 New Hampshire Avenue, N.W.
Suite 400

Washington, D.C. 20036



BUREAU OF LAND MANAGEMENT
ALBUQUERQUE DISTRICT OFFICE
505 Marquette, N.'W.

P.O. Box 6770
Albuquerque, New Mexico 87197-6770

April 16, 1984

Mr. Howard Kilchrist

Director -

Division of Producer Audits and Pricing
Federal Energy Regulatory Commission
825 North Capitol Street

Washington, DC 20426

Dear Mr. Kilchrist:

This letter is in reply to your inquiry of March 28, 1984, regarding Docket
No. RM79-76-204, New Mexico-25, designation of Pictured Cliffs Formation in
Rio Arriba and Sandoval Counties as a tight formation under the Natural Gas
Policy Act of 1978.

We have reviewed the application of the Four Corners Gas Producers Association
and this jurisdictional agency reaffirms its original recommendation that the
area in question be deleted. Well-log correlations show that there are
geologic limits to the Ballard and South Blanco Pictured Cliffs fields; the
test data which describe these pools are not valid beyond the limits of the
pools. Therefore, all of towaship T. 22 N., R. 5 W., sections 13-36, T. 22
N., R. 4 W., and sections 19-36, T. 22 N., R. 5 W., have not been adequately
tested, described or characterized by the data presented by the applicant
because they lie beyound the limits of either of these pools. The data
presented do not prove this area to be tight. This area should anot be
included in the tight sands area until data is submitted which specifically
tests this area and proves that it meets the requirements for a tight

formation.

Sincerely yours,

For District Manager
cc:

NM 0il Conservation Division
P.0. Box 2088

Santa Fe, NM 87501

Mr. William F. Carr
Campbell, Byrd & Black, PA
P.0. Box 2208

Santa Fe, NM 87501

Mg. Mary Duffin, Esquire
Northwest Pipeline Corporation
P.0. Box 1526

Salt Lake City, UT 84110
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James W. Shelton

Assistant District Manager for Minerals
United States Department of the Interior
Bureau of Land Management

SO05 Marquette Avenue, N.W., Suite 815
Albuquargue, New Mexico 87102

In Re: Docker No. RM79=76-204
(New Mexico=25)
P{ctured Cliffs Formation
Rio Arriba and Sandoval Counties

Dear Mr. Shelton:

On May 20, 1983, the Commission received the recommendation by the State
of New Mexico, Energy and Minerals Department, Oil Coanservation Division (New
Mexico), that the Pictured Cliffs Formation located in portions of Rio Arriba
and Sandoval Counties, New Mexico, be designated as a tight formation. A Notice
of Proposed Rulemaking concerning the recommendation was issued on June 15, 1983,
and established a comment period ending July 30, 1983.

Included as part of New Mexico's recommendation is your letter of May 3, ;
1983, which concurred in part with the recommendation. Your letter additionally
recommended that certain areas be included and others be deleted as discussed
below.

Wich respect to areas which you recommend be added you indicate that cer-
tain Federal units appeared to be arbitrarily excluded based on acreage positions
However, based on geologic parameters you believe these areas should be included.
Qur review of the data also indicates that Sections 26 through 28, E 1/2 of
Section 33, Sections 34 and 35, and the S 1/2 of Section 36, Township 24 North,
Range 3 West meet the geologic criteria and should be included in the area for
consideration. The inclusion of this acreage is reflected in the Notice of
Proposed Rulemaking issued on June 15, 1981,

With respect to the area which you indicate should be deleted your letter
states that "although the Pictured Cliffs sands may be tight in the southwest
corner of the proposed area, our data suggests that it is not part of the same
trend as the Ballard Pictured Cliffs.” The Commission's guidelines in this
regard require only that the area being recommended exhibit tight formation
characteristics as defined in the regulations. These guidelines would not
necessarily require that the designated area be in the same geologic trend.
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The camment period with respect to this formation ended ou July 31, 1983.
One commant opposed to New Mexico's recommendation was timely filed by Nortiwest
Pipeline Corporation and one comment opposed to New Mexico's recommendation
was untimely filed by Southern California Gas Company and Pacific Lighting Gas

Supply Company (copiles attached). We have requested that Northwest furnish
the data referred to in its comments.

In lght of your recommendation as well as the comments of Northwest Pipe~
line Corporation, Southernm California Gas Company, and Pacific Lighting Gas
Supply Company, we will continue to weigh the data submitted by New Mexico to
the extent that it indicates that the whole of the proposed area meets the
Commission's guidelines for designation as a tight formation.

Should you have additional evidence or comments regarding the exclusion of
the soutlwest portion of the recommended area we would be most happy to consider
them. Thank you for your cooperation.

Very truly yours,

/5

Howard Kilchrist, Director
Division of Producer Audits
and Pricing

Attachments (2)

cc: W. Perry Pearce
Legal Counsel to the 011
Conservation Division
Department of Energy and Minerals
P.0. Box 2088
Santa Fe, New Mexico 87501

William F. Carr

Campbell, Byrd, & Black P.A.
Jefferson Place

Santa Fe, New Mexico 87501

Ernest L. Padilla
P.0. Box 2523
Santa Fe, New Mexico 87501

Jef frey E, Jackson

Attorney at Law

P.0. Box 3249, Terminal Annex
Los Angeles, Califormnia 90051



Jamas W. Shelton

cc:

John H. Belson

Regulatory Affairs

P.0. Box 3249, Terminal Annex
Los Angeles, Californis 90051

J«S. Charles, Vice President
Regulatory Affairs

Northwest Pipeline Corporation
P.0. Box 1526

Salt Lake City, Utah 84110

Mary Duffin, Esquire

Northwest Pipeline Corporation
P.0. Box 1526

Salt Lake City, Utah 84110

Kim M. Clark, Esquire

Akin, Gump, Strsuss, Hauer & Feld
1333 New Hampshire Avenmue, N.W.
Suite 400

Washington, D.C. 20036



UNITED STATES OF AMERICA
FEDERAL ENERGY REGULATORY COMMISSION

I8 C.F.R, Part 271
High-Cost Gas Produced from Tight Formations; Final Rule

Docket No. RM79-76-204 (New Mexico -~ 25)
.

ORDER NO. 397

(Issued september 21, 1984)

AGENCY :  tederal EkEnergy Regulatory Commission

ACTION :  Final rule

SUMMARY : Under section 107(c)(5) of the Natural Gas Policy
Act ot 14974, the Federal Eneryy Regulatory Commission desig-
nates certain types of natural qgas as high-cost gas. High-
cost gas is produced under conditions which present extraor-
dinary risks or costs and once designated may receive an
incentive price. Under section 107(c)(5), the Commission
issued a rule desiynating natural gas produced from tight
formations as high-cost gas. Jurisdictional agencies may
submit recommendations ot areas tor designation as tiyht
formations., Here the Commission adopts the recommendation

by the New Mexico kEnergy and Minerals Department, and the

U. S. Bureau ot Land Management that a portion ot the Pictured
Cliffs Formation located in Rio Arriba and Sandoval Counties,
New Mexico, be designated as a tight formation.

EFFECTIVE DATE : This rule is effective October 22, 1984.

FOR FURTHER INFORMATION CONTACT : Kevin R. Rees, (202)
357-%420 or Walter Lawson, (202) 357-8556.

DC-C-13

2 CFERC 161,374

UNITED STATES OF AMERICA
FEDERAL ENERGY REGULATORY COMMISSION

Before Commissioners: Raymond J. O'Connor, Chairman;
Georyiana Sheldon, A. G. Sousa,
Oliver G. Richard I1[l and Charles G. sStalon.

High~Cost Gas Produced ) Docket No.RM79-76-204
from Tight Formations ) {New Mexico - 25)

ORDER NO, 197
FINAL RULE

(Issued September 21, 1984)

I. BACKGROUND

Based on a recommendat ton made by the New Mexico Eneryy
and Minerals Department, 0Oil Conservation Division (New
Mexico), the Commission amends its regulations W\ to designate
a portion of the Pictured Clifts Formation located in Rio
Arriba and Sandoval Counties, New Mexico, as a designated
tight tormation eliyible tor incentive pricing. The Director
of the Otfice of Pipeline and Producer Regulation (Director)
issued a Notice of Proposed Rulemaking proposing the

designation on June 15, 1984. 2/

1/ 18 C.F.R., § 271.703(d4) (19813).

2/ 48 ted. Reg. 28,113 (June 20, 1983).
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The U. S. Department of Interior, Bureau of Land Management
(BLM), 3/ supports the New Mexico recommendation in part, but
arques that certain other areas should be included in the
recommendation and that others be deleted, BLM recommends that
the part ot the Pictured Cliffs Formation underlying Township
24 North, Range } West, Sections 26 through 35 and South 1/2 of
Section 36, be 1ncluded in the tight formation designation
(sections 29 through 32 and the West 1/2 of Section 33 were
included in the New Mexico recommendation).

However, BLM also recommends that the portion of the
Pictured Clitts Formation underlying Township 22 North, Range 3
west, Sections 19 through 36; Township 22 North, Range 4 West,
Sections 13 through 36; and Township 22 North, Range 5 West,
all sections, be deleted from the tight formation designation.
BLM asserts that this portion, located in the southwest corner
ot New Mexico's propoused grea, is not part of the same trend
tound in the Ballard Pictured Clifts tield and has not been
adequately tested, described or characterized by the Jdata
contained 1n the application.

BLM Jdescribes the portion of the Pictured Cliffs Formation
it supports as beinyg nearshore bars aligned northwest to south-

east, wheredas the area it opposes is described as nearshore

3/ pPortions ot the land involved herein are Federal lands and
theretore the BIM was involved in the proceeding.
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bars which are extremely lenticular, ribbon-like deposits with
a very limited southwest-northeast areal extent. BLM asserts
that because of the limited areal extent of the deposits, it
is unreasonable to include the untested acreaqge found several
miles southwest from the edge ot the main trend,

Il. SUMMARY OF COMMENTS

Several comments were received in response to the Notice
of Proposed Rulemaking. Southern Calitornia Gas Supply Company
(SoCal) and the Pacific Lighting and Gas Supply Company (PLGS)
filed joint comments opposing the New Mexico recommendation,
The Northwest Pipeline Corpotation (Northwest) also tiled
comments opposing New Mexico's recommendation.

SaCal and PLGS objected to the recommendation by New Mexico
on the grounds that there was insufticient well test data and
an inadequate analysis to support 1ts assertion that the recom-
mended area qualitied as a tight formation. SoCal and PLGS
assert that the applicant before New Mexico attempted to arrive

at the expected in situ permeability based on core analyses

from only tour wells, SoCal and PLGS argue turther that while
this applicant chose to rely more on an analysis using Darcy's
equation to estimate the recommended area's permeability rather
than the corve method, flow rate data trom only six wells were
available tor the analysis. SoCal and PLGS feel this does not
constitute sutticient and adequate rescivoir data to properly

evaluate an area ot nearly 370 square miles.
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SoCal and PLGS also argue that the applicant excluded

certain unfavorable data from its calculations, resulting in

an erroneously low expected average in situ permeability.

SoCal and PLGS state that the analytical approach for deter-

mining the average in situ permeability under the regulations

is to calculate the arithmetic average of the permeabilities of
all productive wells in the recommended area. SoCal and PLGS
assert that the applicant excluded the unstimulated flow rate
from one of the seven wells because the applicant believed that
the particular well had penetrated a highly productive sweet
spot uncharacteristic of the recommended formation, yet included
rates from two wells whose production rate was too small to
measure., SoCal and PLGS assert that the applicant did not
submit enough supporting data to justify the exclusion.

SoCal and PLGS assert that the applicant's use of an average
net pay thickness of 41 teet is inappropriate for such a non-
homogeneous formation such as the Pictured Cliffs formation,
because it does not reflect localized differences in net pay
thickness, static and flowing bottom hole pressures, wellbore
radius and near wellbore damage of individual wells. SoCal and
PLGS state that they have summarized the core data and have arrived
at an average pay thickness of 23 feet. SoCal and PLGS assert that
when this figure is used, alony with the arithmetic average of

the unstimulated flow rate fnr all productive wells of 51.2 Mcf

Docket No. RM79-76-204 -5 -

per day, it arrives at an estimated in situ permeability of

0.24 millidarcy, exceeding the 0.1 millidavcy yuideline found
in § 271.703(c)(2)(i)(A).

On August 1, 1983, the Commission also teceived comments
from Northwest Pipeline Corporation (Northwest) in which
Northwest expressed concern about the development and permea-
bility levels of the acreage found in the South Blanco Pictured
Cliffs and Ballard Pictured Clitfs Pools as established by
New Mexico Order Nos., 156 and 577 respectively. 4/ On
August 31, 1983, the Commission requested any additional data
Northwest had concerning these areas and any permeability data
Northwest telt was pertinent. On October 12, 1981, the
Commission received the additional data tirom Northwest.

Northwest submits that New Mexico Spacing Ovdetr No.
R-1670, issued May 23, 1960, allows the drilling of tour wells
per section in these pools. Northwest submits of the 65
sections contained in the Blanco Pictured Clitts Pool, 29% are
1008 developed, 15% are 75% developed and 37% are partially
developed, In the Ballard pPictured Clifts Pool, containing
103 sections, there is 100% development on 46% of the sections,
9% of the remaining sections are 75% developed, 4% of these

sections are 66% developed, and 22 % of the sections are S0%

4/ New Mexico Order Nos. 156 and 577 were issued on
May 20, 1952, and on Fehruary 9, 1955 respectively.



Docket No. RM79-76-204 - 6 -

developed. Altogether, Northwest submits Bl% of the sections
in the two pools ave at least 50% developed. Northwest there-
fore concludes that incentive prices for tight formation gas
has not been needed for the development of these two areas and
that it is not necessary for the future development of the area
as well,

Northwest also submits that it has reviewed production
history from 19 wells 1n the South Blanco Pictured Cliffs Pool
and of 6 wells in the Ballard Pictured Cliffs Pool. Northwest
calculates the pe:rmeability of the recommended formation, based

on 1ts review, to be an avevaye of 0.113 millidarcy.

1Il. DISCUSSION

A. HULM's Recommendation

The Commission has reviewed HBLM's comments and finds that
the additional area that HILM proposes to include in the recom-
mended atea 15 supported by the evidernce submitted, The
Commission theretore includes this area 1n the area designated
as a tight tormat ton.,

The Commission, howeve:r, disagrees with BLM's assevtions
that certain ateds tecommended by New Mexico should be deleted.
Review of the data shows the Pictured Clitfs Formation in

the proposed area to he a continuous tithotogie unit of

interfingered sand lenses recognizable on electiic logs of
wells throughoat the :ecommended area, The subject formation,

a sitlty sandstone with clay tilled pore spaces, was deposited

Docket No. RM79-76-204 -7 -

in a regressive marine environment by the Late (Cretaceous sea.
The same physical forces responsible for depositing the near-
shore bars tound near the northeast boundary were operating
during the deposition ot the nearshore bars in the southwest
portion ot the proposed area. Consequently, we bhelieve that
formation charactercistics in the developed nearshore bar tread
in the northeastern portion, from which most of the raw data
originates, can reasonably be used to approximate the charac-
teristics in the adjacent nearshore bar system believed to
underlie the sparsely drilled southwestern portion.

The Commission's quidelines require that g recommended
area exhibit or be expected to exhibit light tormation charac-
teristics. They do not go so far as to requive that datga
exist in the same degree in all parts of the tormation as in
the northeast portion of the recommended area., {t this were

)
50, then undeveloped areas, for which the taceative price is
most needed, could never be desiqgaated as tjht tormatyons.,
The Commission believes that the southwesteon portion should
not he deleted trom the tight tormation designarion, since
enough evidence exists to lead to a tindiag that this area is
expected to exhibit tight formation chactactaerystics,

B. SoCal and PLGC's Comments.

The Commission also tiands Soral and PLGS'S comment s

unpersudasive,  Commission review ot the data submirtted indicates

that the tlow rates from the "Hweet spot” were anomolous to the
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rest of the recommended area and finds that exclusion of the
tlow rate from the “"sweet spot” 15 justified in this particular
case, Furthermore, the Commission helieves that the applicant's
approximation of 41 feet for the net pay thickness of the pay
section is supported by the evidence available. Based on data
from nine wells producing 1n the subject cross sectton, exclu -
ding the flow rate trom the sweet spot area, the Commission
arrived at an arithmetic average for the unstimalated stabilized
tlow tate of 16.5 Mcf. The Comission finds that SoCal and
PLGS' assertion that the unstimulated €low rate was 51.2 Mcf

was actually an unstabilized rate of flow and not in accordance
with the guidelines in § 271.703(c)(2)(i)(B). Furthecmore, that
section of the Commission's regulations requires the applicant
to show a stabitized prestimulated flow rate ot 79.5 Mcf tor the
subject tormation, a figure above SoCal and PLGS' estimated

rate ot tlow, Additionally, the Comnission used 1ts estimate

ot the unstimnlated tlow rate and the applicant's estimation

of a net pay section ot 41 teet in Darcy's equation and arrived
at an expected average 1n situ permeability ot L0118 millidarcy,
which is well below the 0.1 millidarcy requirement fFound an

§ 271,703 (20 () (A) .

. Northwest's Comments

~

rrtain areas

have been substantially developed and should be deleted from
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this designation, Section 271.703(c)(2)(1)(D) provides that no
atea should be 1ncluded in a recommendation if that area was
autho_ ized to be developed by infill drilling p:ior to the date
of the recommendation, and i1nfo:mation exists to indicate that
the area can be developed absent the incentive price. We have
found this "information® to exist in cases where the area was
substantially developed at the time an infill drilling ovder
was issuwed, 5/ In this case, thete has been no intill drilling
ovder and so thetre 15 no basis to exclude any areas under

§ 271.703(cH(2)(1) (D). Additaionally, our review shows that

88 peircent ot the existing wells 1n the Hallard Pictured

Claitts and south HBlanco Pictured Clifts Pools were drilled

and completed in the tight formation p.irot Lo July 16, 1979,
the date at which the incentive price was vstahlished.
Accordingly, production trom these wells 1n the tight formation
will probably not gquality tor the NGPA scction 107 incentive
pgrice, See § 271.703(b)(2) and (). Furthermo:e, as stated

above, the Commission estimates the expected in situ permea-

bility to be .018 millidarcy tor the desiynated avea.

S5/ See Docket No. RM79-76, (Colovrado-1) FERC Stats. & Regs,
) {Rey. Preambles 1977-198L1] % 30,228 (1981), Urde:r 124;
Docket No, RM79-76, (Colotrado-3) FERC Stats. & Reys.
[Reg. Preambles 1977-19811 ¥ 30,244 (1981), Otder 137;
Commission Otder Denyiny Rehearinyg, Orde:r 137-A,
15 FERC 1 61,277 (1981).
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IV. CONCLUSION Section 271.70) is amended to read as follows:
Based on the above, the Commission finds that the evidence o 1. The authority citation for Part 27} reads as follows:
submitted by New Mexico supports the assertion that the Pictured Authority: Department of Energy Organization Act,
42 U.S.C. §§ 7101 et seq.; Natural Gas Policy Act
Clifts tormation meets the guidelines contained in § 271.703(c)(2). of 1978, 15 U.S.c. §§ 3301 - 3432; Administrative

Procedure Act, 5 U.S.C. § 553.
Thus, the Commission adopts the New Mexico recommendation, with
2. Section 271.7013(d) is amended by adding paragraph (179}
the additaional area recommended hy BLM.
to read as follows:

This amendment shall become effective Octoher 22, 1984, § 271.703 Tight Formations.
List of Subjects in 18 C.F.R. Part 271: * . . * *
Natural gas, Incentive price, Tight formations, (d) Designated tight formations.
In consideration of the toreyoing, Part 271 of Sub- . . .
chapter B, Chapter I, Code ot tederal Regulations, is (179) Pictured Clifts Formation in New Mexico.
amended as set torth below, RM79-76-204 (New Mexico - 25).

.pvUm~mbWWMMCB!CanWEMﬁMmb.%7m1,:nsﬂmaﬁ_wnmw
Hy the Commission

Formation is Jlocated in Rio Arriba and Sandoval Counties,
(S kAL )

New Mexico, in Township 22 North, Range 2, 3, 4 and 5 West,

sections 5 through 9, 16 through 21, and 25 through 36;
KewildF. lan b

Kenneth F. Plumb,
Secretary. Township 24 North, Range 3 West, Sections 19, 20, 26

Township 23 North, Ranges 3, 4 and 5 West, All Sections;

through 3%, and S$/2 of 36; Township 24 North, Range 4

Wwest, Sections 3 through 10 and 13 through 36; Township
24 North, Range 5 West, All Sections; Township 25 North,
:mzcmatnvp~mmc-::mm\m:a*:‘ J_mza‘mnﬁ:t:m:_twm

North, Range 5 West, Sections 1% through 231 5/2 of 24, and

25 through 30, NMPM.
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(11)  bepth.  The Picture Clitfs Formation i1s defined as
that 1ntervai ot a depth ot approximately 3,046 teet to 3,141
teet on the Induction Electric Log trom the John E. Schalk,
Cinco Prablos Well No, 6. The average depth to the top of

the Prctured Clitts Formation is 2,685 feet,
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Federal Register / Vol. 56, No. 214 / Tuesday, November 5, 1991 |/ Notices

within 30 days after the time allowed for
filing a protest, the instant request shall
be treated as an application for
authorization pursuant to section 7 of
the Natural Gas Act.

Lois D. Casheil,

Secretary.

{FR Doc. 91-26572 Filed 11-4-91; 8:45 am]
BILLING CODE 6717-01-M

[Docket No. JD92-00842T New Mexico-29]

The United States Department of the
Interior, Bureau of Land Management;
Receipt of Determination Designating
Tight Formation

October 29, 1991.

Take notice that on October 24, 1991,
the United States Department of the
Interior, Bureau of Land Management
{BLM), submitted the above-referenced
notice of determination to the
Commission. pursuant to § 271.703{c)(3)
of the Commission's regulations, that the
Pictured Cliffs Formation in a portion of
Rio Arriba County, New Mexico,
qualifies as a tight formation under
section 107(b) of the Natural Gas Policy
Act of 1978 {NGPA). The notice covers
approximately 76,800 acres. Of this total,
roughly 30,720 acres fall within the
Carson National Forest. The remaining
acreage, approximately 46,089 acres,
falls within the Jicarilla Apache Indian
Raservation. The recommended area
consists of all of Sections 4-9, 16-21, and
28-33 in T29N, R3W {NMPM], a!l of
Sections 1-36 in T28N, R4W (NMPM), all
of Sections 1-36 in T30N, R3W (NMPM),
all of Sections 1, 2, 11-14, 23-26, 35 and
36 in T30N, R1W (NMPM), and all of
Sections 4-9. 16-21, and 23-33 in T31N,
R3IW (NMPM). The notice of
determination also contains the BLM’s
findings that the referenced portion of
the Pictured Cliffs Formation meets the
requirements of the Commission's
regulations set forth in 18 CFR part 271.

The application for determination is
available for inspection, except for
raiaterial which is confidential under 18
CFR 275.206. at the Federal Energy
Regulatory Commission, 825 North
Capitol Street, NE., Washington, DC
20428. Persens objecting to the
determination may file a protest, in
accordance with 18 CFR 275.203 and
275.204, within 20 days after the date
this notice is issued by the Commission.
Lois D. Cashell,

Secretary.
{FR Doc. 91-26573 Filed 11-4-91. 8:45 am|
‘LLING CODE 6717-01-M

(Docket No. TM92-4-20-0001

Algonquin Gas Transmission Co.;
Proposed Changes in FERC Gas Taritt

October 29, 1991.

Take notice that Algonguin Gas
Transmission Company (“Algonquin”}
on Cctober 25, 1991, filed proposed
changes in its FERC Gas Tariff, Third
Revised Volume No. 1, as set forth in the
revised tariff sheets, to be effective
November 25, 1991.

Appendix A Tariff Sheets

Fourth Revised Sheet No. 92
Third Revised Sheet No. 93
Fourth Revised Sheet No. 674D
Third Revised Sheet No. 874G
Third Revised Sheet No. 674K
Third Revised Sheet No. 674L
Third Revised Sheet No. 674M
Third Revised Sheet No. 874N
Third Revised Sheet No. 6740

Appendix D Tariff Sheet
Substitute Fourth Revised Sheet No. 92

Algonquin states that the purpese cf
this filing is to update the amount of
take-or-pay charges to be billed to
Algonquin by CNG Transmission
Corporation and National Fuel Gas
Supply to be recovered by Algonquin by
operation of § 33.7 of the General Terms
and Conditions to Algonquin’'s FERC
Gas Tariff, Third Revised Volume No. 1.
Algonquin also states that the revised
take-or-pay surcharges are the result of
revised allocation methods imposed by
its pipeline suppliers in response to the
Commission’s Order No. 528 and 528-A.

Algonquin notes that copies of this
filing were served upon each affected
party and interested state commissions.

Any person desiring to be heard or to
protest said filing should file a motion to
intervene or protest with the Federal
Energy Regulatory Commission, 825
North Capitol Street, NE., Washington,
DC 204286, in accordance with §§ 385.214
and 385.211 of the Commission's Rules
and Regulations. All such motions or
protests should be filed on or before
November 5, 1991. Protests will be
considered by the Commission in
determining the appropriate action to be
taken but will not serve to make
protestants parties to the proceeding.
Any person wishing to become a party
must file a motion to intervene. Copies
of this filing are on file with the
Commission and are available for public
inspection.

Lois D. Casbhell,

Secretary.

[FR Doc. 9126574 Filed 114-91; 8:45 am|
BILLING CODE 8717-01-M

{Docket No. TM92-2-4-000)

Granite State Gas Transmission, Inc.;
Proposed Changes in Rates

October 30, 1991.

Take notice that on October 28, 1991,
Granite State Gas Transmission, Inc.
(Granite State) 300 Friberg Parkway,
Westborough, Massachusetts 01581
tendered for filing Seventh Revised
Sheet No. 25 in its FERC Gas Tariff,
Second Revised Volume No. 1, for
effectiveness on October 3, 1991.

According to Granite State, it provides
storage services for Bay State Gas
Company and Northern Utilities, Inc.,
under its Rate Schedule 5-1 with storage
capacity provided in a facility operated
by Penn-York Energy Corporation
(Penn-York) pursuant to Penn-York's
Rate Schedule S5-1.

Granite State further states that, on
June 28, 1991, Penn-York filed a motion
under section 4(e) of the Natural Gas
Act to make effective on July 1, 1991, the
suspended rates for its Rate Schedule
SS-1 storage service, pending in Docket
No. RP91-68-000. It is further stated
that, in an order issued August 2. 1991,
the Commission accepted Penn-York's
motion rates, subject to refund. Granite
State further states that on August 22,
1991, it filed revised rates in its Rate
Schedule S-1 tracking the Penn-York
Rate Schedule SS-1 rates that the
Commission had accepted in its August
2, 1991 order. (Docket No. TM91-11—-4—
000]. Granite State’s filing was accepted
in a Letter Order dated September 19,
1991 “subject to Granite State promptly
tracking any further rate changes” by
Penn-York.

Granite State states that, on October
3, 1991, the Commission issued a further
Order Grariting and Denying Rehearing
Requests in Docket Nos. RP91-68-000, et
al., directing Penn-York to revise the
rates for Rate Schedule S5-1 service,
effective with the date of the order. It

-further states that Penn-York filed

revised rates on October 15, 1991, in
compliance with the Commission’s
October 3, 1991 order.

According to Granite State, its filing
tracks in its Rate Schedule S-1 the
change filed by Penn-York in
compliance with the Commission’s
October 3, 1991 order.

Granite Staie states that copies of its
filing were served on its storage service
customers, Bay State Gas Company and
Northern Utilities, Inc. and also on the
regulatory commissions of the states of
Maine, Massachusetts and New
Hampshire.

Any person desiring to be heard or to
protest said filing should file a motion o



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

IN THE MATTER OF THE HEARING
CALLED BY THE OIL CONSERVATION
DIVISION FOR THE PURPOSE OF
CONSIDERING:

CASE NO. 10264
ORDER NO. R-9495

APPLICATION OF ROBERT L. BAYLESS FOR
DESIGNATION OF A TIGHT FORMATION,
RIO ARRIBA COUNTY, NEW MEXICO

ORDER OF THE DIVISION
BY THE DIVISION:

This cause came on for hearing at 8:15 a.m. on March 21, 1991, at Santa Fe, New
Mexico, before Examiner Michael E. Stogner.

NOW, on this 6th day of May, 1991 the Division Director, having considered
the testimony, the record and the recommendations of the Examiner, and being fully
advised in the premises,

FINDS THAT:

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

(2)  The applicant, Robert L. Bayless, requests that the Division in accordance
with Section 107 of the Natural Gas Policy Act and 18 C.F.R. §271.703 recommend to
the Federal Energy Regulatory Commission that the Pictured Cliffs formation underlying
the following lands situated in Rio Arriba County, New Mexico, hereinafter referred to
as the Pictured Cliffs formation, be designated as a "tight formation” in said Federal
Energy Regulatory Commission’s regulations:

TOWNSHIP 29 NORTH, RANGE 2 WEST, NMPM
Sections 1 through 36: All

TOWNSHIP 29 NORTH, RANGE 3 WEST, NMPM
Sections 1 through 36: All
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containing 193,090 acres, more or less; of which approximately 30,720 acres are within
the Carson National Forest and the remaining is located within the Jicarilla Apache

TOWNSHIP 29 NORTH, RANGE 4 WEST, NMPM
Sections 1 through 36: All

TOWNSHIP 30 NORTH, RANGE 2 WEST, NMPM
Sections 1 through 36: All

TOWNSHIP 30 NORTH, RANGE 3 WEST, NMPM
Sections 1 through 36: All

TOWNSHIP 30 NORTH, RANGE 4 WEST, NMPM
Sections 1 and 2:  All
Sections 11 through 14:  All
Sections 23 through 26: All
Sections 35 and 36: All

TOWNSHIP 31 NORTH, RANGE 2 WEST, NMPM
Sections 2 through 36: All

TOWNSHIP 31 NORTH, RANGE 3 WEST, NMPM
Sections 1 through 36: All

TOWNSHIP 32 NORTH, RANGE 2 WEST, NMPM
Sections 7 through 10: All

Sections 1S5 through 22:  All
Sections 27 through 35:  All

TOWNSHIP 32 NORTH, RAN WEST, NMPM
Sections 7 through 36: All

indian Reservation.

(3)  Theapplicant has designated the above-described area the "Cabresto Tight
Gas Area" and included within the confines of said area are portions of the Choza Mesa-
Pictured Cliffs Pool, East Blanco-Pictured Cliffs Pool, and Gobernador-Pictured Cliffs

Pool.
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(4)  The type log presented by the applicant to represent the Pictured Clifts
formation in the area proposed for "tight formation” designation is the Welex Induction
Guard Log run in the applicant’s Jicarilla 474 Well No. 4 located 1850 feet from the
South line and 1775 feet from the East line (Unit J) of Section 31, Township 30 North,
Range 3 West, NMPM, East Blanco-Pictured Cliffs Pool, Rio Arriba County, New
Mexico.

(5)  The top and base of the Pictured Cliffs formation are found at depths of
3699 feet and 3974 feet, respectively, on said type log.

(6)  One hundred and twenty four wells have been drilled into or through the
Pictured Cliffs formation in the proposed designation area. Of these, fifty-three are
presently capable of producing from the Pictured Cliffs formation.

(7)  The average depth of the top of the Pictured Cliffs formation in the
proposed Cabresto Tight Gas Area was testified to be 3715 feet.

(8)  The geological evidence presented by the applicant indicates that the
Pictured Cliffs formation underlies essentially all of the area under consideration. The
formation consists of a marine clay filled very fine to fine grained, reasonably well
sorted, subround to subangular, slightly calcareous, "salt and pepper” sandstone; the dark
grains are predominately glauconite, mica and carbonaceous shale. This sandstone was
deposited as a lenticular beach and nearshore bars which represent the last marine strata
in the northeasterly regression of the Cretaceous Sea and therefore creating stratigraphic
entrapment for the accumulation of natural gas. The geologic evidence also indicates
that there are two main zones within the Pictured Cliffs formation in this area with each
zone representing a regressive sequence separated by a transgressive marine tongue of
shale. There are also interbeds of this shale in the lower portion of each main zone,
however, such interbeds became thinner and fewer in the upper portions.

(9)  Further, geological testimony indicates that the sandstone grains are coated
with an illite-smectite authigenic clay and is pervasive throughout the vertical extent of
the Pictured Cliffs formation. This clay coating serves to reduce the effective
permeability of the formation.

(10) The applicant included in his testimony as direct evidence a technical
paper entitled Effect of Overburden Pressure and Water Saturation on Gas Permeability of
Tight Sandstone Cores, authored by Rex D. Thomas and Don C. Ward, which was
presented at the Society of Petroleum Engineers (SPE) 46™ Annual Fall Meeting, New
Orleans, October 3-6, 1971 as SPE 3634. Said paper was a published report of research
conducted by the U.S. Bureau of Mines which attempts to verify that the gus
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permeability of tight sandstone cores is markedly decreased with increasing overburden
pressure. Said research was conducted utilizing Pictured Cliffs formation cores taken
from wells within Project Gasbuggy located in Section 36, Township 29 North, Range 4
West, NMPM, Choza Mesa-Pictured Cliffs Pool, Rio Arriba County, New Mexico,
(Division Order No. R-3197). Project Gasbuggy was a part of the Plowshare Program
of the U.S. Atomic Energy Commission in which a 29-kiloton nuclear explosive was
detonated at a depth of 4,227 feet on December 10, 1967 for the purpose of conducting
the United States’ first underground nuclear experiment for the stimulation of low
productivity gas reservoirs.

(11) In said report, it was concluded from approximately 200 core samples
taken from the Choza-Mesa Pictured Cliffs Pool in Project Gasbuggy, yielding an
average initial gas permeability of 0.16 millidarcies (md), dry and an average water
saturation of 48 percent, an effective overburden pressure for this reservoir of 3000 psi
results in a total reduction of initial permeability of 95 percent to 0.008 md.

(12)  Said technical report has been utilized to support many of the previously
approved "tight gas areas" throughout New Mexico.

(13)  Utilizing the technical procedure and calculations from said SPE paper,
an analysis on three additional cored wells from the Cabresto Tight Gas Area along with
a core utilized in the report indicates the average dry air permeability for the Pictured
Cliffs formation from the four wells to be 0.66 md, the net confining overburden
pressure at a depth of 3715 feet is approximately 2800 psi, the average core water
saturation was found to be 46 percent. The resulting in-situ permeability from the four
cored wells was determined to be 0.035 md.

(14) Obtaining stabilized unstimulated gas production flowrates for Pictured
Cliffs wells is not a standard procedure in this area, therefore all existing Pictured Cliffs
wells within said area have been stimulated with fracture treatments (usually hydraulic
and not nuclear in nature).

(15) In preparation for this Cabresto Tight Gas study, the applicant performed
a "par:-_ily" unstimulated flow test on its Jicarilla 31-3-32 Well No. 1 (acid was used to
insure that the perforations in said wellbore were open) located in Unit L of Section 32,
Township 30 North, Range 3 West, NMPM, Rio Arriba County, New Mexico, which
resulted in a calculated 24-hour flowrate of 22.0 MCFD.

(16) The natural gas produced from the Pictured Cliffs formation in the
Cabresto Tight Gas Area is virtually "dry” with a few wells reporting very little
condensate production, which occurred only after stimulation.
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(17)  Within the proposed area there is a recognized aquifer being the Ojo
Alamo, located over 500 feet above the Pictured Cliffs formation.

(18) Existing State of New Mexico and Federal Regulations, administered by
the U.S. Forest Service, U.S. Bureau of Land Management, and the U.S. Department
of Energy, relating to drilling, casing and cementing of wells are in effect to help assure
that development of the Pictured Cliffs formation will not adversely affect said aquifer.

(19) The data available indicates that the Pictured Cliffs formation within the
proposed designated area, as described in Finding Paragraph No. (6) above, mcets all
the criteria set forth in 18 C.F.R. §271.703(C)(2)(a), (b), (¢), and (d), viz:

(a)  theestimated average in-situ permeability throughout
the pay section is cxpected to be less than 0.1
millidarcies;

(b)  the stabilized production rate, against atmospheric pressure, {or
wells completed for production in the Pictured Cliffs formation,
without stimulation, is not expected to exceed 105 MCF per day
(the average depth of the top of the formation is 3715 feet);

(¢)  nowelldrilled into the formation is expected to produce more than
five barrels of crude oil per day; and

(d)  the Division has not authorized the formation or any portion
thereof to be developed by infill drilling.

(20) The Pictured Cliffs formation underlying the lands described in Finding
Paragraph No. (2) above should be recommended to the Federal Energy Regulatory
Commission for designation as a tight formation.

ITIS THEREFORE QRDERED THAT:

-.1) It be and hereby is recommended to the Federal Energy Regulatory
Commission pursuant to Section 107 of the Natural Gas Policy Act of 1978, and 18
C.F.R. §271.703, that the Pictured Cliffs formation, as further described in Finding
Paragraph Nos. (4) and (5) of this Order, underlying the following described lands in Rio
Arriba County, New Mexico, be designated as a tight formation:

TOWNSHIP 29 NORTH, RANGE 2 WEST, NMPM
Sections 1 through 36: All
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TOWNSHIP 29 NORTH, RANGE 3 WEST, NMPM
Sections 1 through 36: All

TOWNSHIP 29 NORTH, RANGE 4 WEST, NMPM
Sections 1 through 36: All

TOWNSHIP 30 NORTH, RANGE 2 WEST, NMPM
Sections 1 through 36: All

TOWNSHIP 30 NORTH, RANGE 3 WEST, NMPM
Sections 1 through 36: All

TOWNSHIP 30 NORTH, RANGE 4 WEST, NMPM
Sections 1 and 2:  All
Sections 11 through 14:  All
Sections 23 through 26: Al
Sections 35 and 36: All

TOWNSHIP 31 NORTH, RANGE 2 WEST, NMPM
Sections 2 through 36: All

TOWNSHIP 31 NORTH, RANGE 3 WEST, NMPM
Sections 1 through 36: All

TOWNSHIP 32 NORTH, RANGE 2 WEST, NMPM
Sections 7 through 10: All
Sections 15 through 22:  All
Sections 27 through 35:  All

TOWNSHIP 32 NORTH, RANGE 3 WEST, NMPM
Sections 7 through 36: All

containing 193,090 acres, more or less, to be designated the Cabresto Tight Gas Area.

(2)  Jurisdiction of this cause is retained for the entry of such further orders
as the Division may deem necessary.
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DONE at Santa Fe, New Mexico, on the day and year hereinabove designated.

STATE OF NEW MEXICO
OIL CONSERVATION DIVISION

,\ (A.\—../
WILLIAM J. L Y
Director

SEAL



STATE OF NEW MEXICO
ENERGY, MINERALS AND NATURAL RESOURCES DEPARTMENT

OiL CONSERVATION DIVISION

BRUCE KING

oR POST OFFICE BOX 2088
GOVERN

STATE LAND OFFICE BUILDING
SANTA FE, NEW MEXICO 87504
(5081 827-580C

July 11, 1991

Federal Energy Regulatory Commission
823 N. Capitol Street NE
Washington, D.C. 20426

ATTN: Marilyn Rand, Director
Division of Producer Resolution

Dear Ms. Rand:

I am writing to you to confirm our telephone conversation on Thursday July 11, 1991, it is
my understanding that a recommendation from the N.M. Oil Conservation Division on a
proposed "Tight Formation" application recently considered by this agency will not be
required since all the acreage involved is on Federally controlled lands (193,090 acres total,
30,720 acres Carson National Forest and 162,370 acres Jicarilla Apache Indian Reservation).

Thank you for your assistance in this matter.
Sincerely,

///%) -/Z/%«w\\)

MICHAEL E. STOGNER
Chief Hearing Officer/Engineer

MES/jc

cc:  OCD - Aztec
Kevin McCord - Farmington
Robert L. Bayless - Farmington
Tommy Roberts - Farmington
Case File: 10264
U.S. Forest Service - Blanco, NM
U.S. BLM - Albuquerque
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BUREAU OF LAND MANAGEMENT
AI.BL'QL'ERQL'F_ DISTRICT OQFFICE -
435 MONTANO N E

ALBUQUERQUE. NEW MENICO 87107
October 18, 1991

Marilyn Rand, Director

Division of Producer Regulation

Federal Energy Regulatory Commission

825 North Capitol Street NE

Washington, DC 20426

Dear Ms. Rand:

This jurisdictional agency hereby designates the Pictured Cliffs

formation underlving the following described lands in Rio Arriba

County, New Mexico as a tight formation, BLM Docket No. NM-74-91,

under Section 107 of the NGPA:

North, Range 3 West, NMPM
4 through 9: All

16 through 21: All

28 through 33: All

Township 29
Sections
Sections
Sections

a.

North, Range 4 West, NMPM

1 through 36: All

Township 29
Sections

NMPM

The total

Township 30

North, Range 3 West,

Sections

d. Township 30

1 through 36: All

North, Range 4 West,

NMPM

Sections
Sections
Sections
Sections

Township 31

1 and 2: All
11 through 14:
23 through 26:
35 and 36: All

All
All

North, Range 3 West,

NMPM

Sections
Sections
Sections

4 through 9: All
16 through 21: All
28 through 33: All

2rea encompasses 76,800 acres,

more or less,

of which

approximat<.y 30,720 acres are within the Carson National Forest
and the remaining is located within the Jicarilla Apache Indian
Reservation, situated in Rio Arriba County, New Mexico.

b. The applicant, Robert L. Bayless, has designated the area
described above as the "Cabresto Tight Gas Area" and included
within the confines of said area are portions of the Choza Mesa
Pictured Cliffs Pool, East Blanco Pictured Cliffs Pool, and

Gobernador Pictured Cliffs Pool.



~ C. A recognized aquifer, 0jo Alamo, is located within the
designated area over 500 feet above the Pictured Cliffs formation.
Existing Federal and State of New Mexico Regulations, administered
by the U.S. Forest Service, U.S. Bureau of Land Management, and the
U.S. Department of Energy, relating to drilling, casing, and
cementing of wells are in effect to help assure that development of
the Pictured Cliffs formation will not adversely affect said
aquifer.

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

e. The stabilized production rate, against atmospheric
pressure, of wells completed for production in the Pictured Cliffs
formation, without stimulation, is not expected to exceed the
production rate of 105 MCF per day at the average 3715 foot depth
of the top of the formation.

f. No well drilled into the designated tight formation is
expected to produce, without stimulation, more than five barrels of
crude o0il per day.

g. The formation or any portion thereof has not been
authorized to be developed by infill drilling.

Evidence was presented at a public hearing held by the New Mexico
01l Conservation Division, Case No. 10264, on March 21, 1991, at
Santa Fe, New Mexico. Exhibits and other documentation are
enclosed. The lands involved are 100% Federal/Indian, so no
designation will be submitted by the State of New Mexico.

This Jjurisdictional agency reduced the area requested by the
applicant to approximately forty (40) percent of its original size
due to lack of supporting data for the eliminated acreage. The
applicant, Robert L. Bayvless, at an informal conference held in
this office on Julv 22, 1991, presented additional technical
interpretation of their data.

It is requested that this jurisdictional agency be advised in
writing when the 45 day review period will end and the appropriate
FERC Order No. and/or State No. (NM-___ ) assigned to this tight
formation be included. -

Persons objecting to this determination may file a protest directly
with the Federal Energy Regulatory Commission, in accordance with
18 CFR Part 275.203 and 275.204, within 20 days after the notice is
published in the Federal Register by the FERC.



If you have any questions please contact Allen F. Buckingham at FTS
479-8765 or (505) 761-8765.

Sincerely vours,

%?@%/
for Assistant Distf¥ict Manager

Mineral Resources

Enclosures

cc:
Robert L. Bayless (Kevin McCord)

NM 0il Conservation Division (Michael Stogner)
William F. Carr (Amoco Prod. Co.)

Tommy Roberts (Mallon 0il Co. & Schalk Dev. Co.)
H. L. Kendrick (E1 Paso Natural Gas Company)
NM-922 (Joe Chesser)
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NEW MEXICO OIL CONSERVATION DIVISION
STATE OF NEW MEXICO

CASE NO. 10420

IN THE MATTER OF:

The Application of Union 011l
Company of California, d/b/a
UNOCAL, for designation of a
tight formation, Rio Arriba

County, New Mexico.

BEFORE:
MICHAEL E. STOGNER

Hearing Examiner

Bureau of Land Management Building
435 Montano Road, Northeast
Albugquergque, New Mexico
December 20, 1991
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dismissed.

I believe Mr. Buckingham has a
statement at this point in time.

MR. BUCKINGHAM: Yes. Since this area
involves infill drilling, I'd like to just put in
for a matter of record what FERC's feeling on
infill drilling is at this stage of the game.

The FERC issued a notice of proposed
rule making on March 20, 1991. The subject was
gqualifying certain tight formation gas for tax
credit.

Within that proposed rule making, a
portion of which I guote, "was previously
authorized to be developed by infill drilling if
in the Jjurisdictional agency's judgment the
formation cannot be developed without the tax
credit for incentive price or the incentive price
for wells spud before May 13, 1990."

I talked to FERC on December 6, 1991,
after our informal meeting here with the
representatives from the OCD and UNOCAL regarding
economic data because this is an infill drilling
area.

The reply I got from FERC was that 1f

we were -- if you go in and use economic data

RODRIGUEZ-VESTAL REPORTING
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alone for any way to support your case, it will
result in an automatic tolling letter from the
FERC because even though we realize it, you
realize it, the industry realizes it, everybody
realizes i1t, that the tax credit is what is
driving this rush to get wells drilled, but the
regulation still says price incentive.

There is no price incentive, but until
that regulation is changed, the FERC is bound by
that regulation. They must follow that
regulation to the letter,

So as a result, when we go in with the
recommendation and designation of this area, I
will state -- the BLM will state in there that
the only reason this economic data is there is
just for general information. The application,
if we decide to designate it, will stand on its
own merits based on permeability, crude oil
production, and production according to the table
listed in the FERC guidelines.

I asked ~-- I keep asking FERC. I've
been following this since March 20, 1991. They
are not in a hurry to issue a rule. I'm afraid

they're waiting for a test case. Since I know

they will read this transcript, this might be a

RODRIGUEZ-VESTAL REPORTING
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test case. But I just want to make that very
clear that we cannot use economic data to prove
our case.

As far as infill drilling, I also asked
FERC about -- we are talking about an area here.
Since the boundaries are a federal unit and there
is no substantial infill drilling, all we're
looking at 1s a federal unit. So that should
stand by itself. That's all I have to say.

EXAMINER STOGNER: Thank you, Mr.
Buckingham.

Does anybody else have anything further
in this case?

Mr. Carr, I'm going to ask you to
provide me a rough draft -- I'm sorry -- provide
me and Mr. Buckingham with a rough draft order.

MR. CARR: Okay.

EXAMINER STOGNER: If there's nothing
further in Case 10420, I'l1l take it under
advisement.

(The proceedings were concluded.)

RODRTGURZ-UVFQTAT. RFPNARTTNAR
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EXHIBIT NO. A
CASE NO. 10432

Application of the NMOCD

is proposing to permit jurisdictional
agencies to designate as a tight
formation a formation that (1) does not
meet the Commission's permeability
standard for tight formations {but meets
the production rate standards), if the
jurisdiction agency can show that the
tax credit (or the incentive price for the
wells spudded before May 13, 1990) is
necessary !o provide reascnable
incentives to produce natural gas from
that formation, or (2] was previously
authorized to be developed by irfill
drilling if the jurisdiction agency's
yl.d_qr:‘.ent is that the formation subject to
infiil drilling cannot be developed
without the tax credit (or incentive price
for weils spudded before May 13. 1550}
‘These proposed amendments would
mble natural gas produced from tight
formations cf average depths below
15.CC0 feet, natural gas produced from
formations which do not meet the
Commission’s permeability standard for
tight formaticns, and natural gas
produced {rom formations subject to
previously infill drilling orders to qualify
for the tax credit. The proposed
amendments do not affect the price at

wiich tight formation gas may lawfully
be sold.

1. Backgreuad

Urder Section 29 of the Internal
Revenue Code, qualified
noncenventional fuels are eligible for a
production credit that is equal to 33 per
barrel or the Btu barrel-of-oil equivalent
(adjusted for inflation). Qualified fuels
include (1) oil produced from shale und
tar sands, {2) gas produced from
gecpressured brine, Devenian shzale,
coal seams, tight formations, or biomass,
and (3) liquid, gaseous, or solid synthetic
fuels produced from coal (including
lignite), including such fuels when used
as feedstocks. Prior to amendment by
the Revenue Reconciliation Act of 1990,
the production credit was available for
qualified fuels produced from a well
drilled, or a facility placed in service,
before January 1, 1991, and sold before
january 1, 2C01. Under the 1690 Act, the
credit was extended for two years to
fuels preduced from a well drilled, or a
facility placed in service, before Januury
1, 1593, und sold before January 1, 2C63.

In addition, before amendment by the
1950 Act, the tax credit for gas produced
from tight formations was only available
if the price of the gas was regulated by
the United States with a maximum
lawful price of at least 150 percent cof the
applicable ceiling price under section
103 of the Natural Gas Policy Act of 1978
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(NGPA).? Section 107{c)(5) of the NGPA
authorized the Commiscion to prescribe
maximum lawful prices that exceeded
the otherwise applicable ceiling prices
for the first sale of “high-cost" natural
gas produced under such other
conditions as the Commission
determines to present extraordinary
risks or costs. In Order No. 99, issued
August 15, 1980, the Commission. acling
under NGPA section 107(c}{5).
authorized a ceiling price of 200 percent
of the maximum lawful price under
NGPA scction 103 for gas produced from
qualified tight formations.® The
incentive price was not provided for gas
from tight formations below 15.000 feet,
beczuse ceiling prices for gas from
below such depths had been previously
removed under NGPA section 121(b).*
All tight formation gas that qualified
for the NGPA section 107(c){5) incentive
ceiling price established by Order No. 99
qualified for the tax credit. However, by
1990 a substantial portion of the tight
formation gas had been deregulated and,
accordingly, no longer qualified for the
tax credit. Under the Natural Gas
Wellhead Decontrol Act of 1989,8
natural gas that was not subject to a
first sale contract on the date of
enactment was immediately
deregulated. Gas sold under contract
that expire or are terminated, or which
the parties renegotiate to provide that
maximum lewful prices ro longer apply,
is also deregulated. Gas from newly
spudded wells will be deregulated on
May 15, 1991, and all remaining
wellhead price controls will be removed
on January 1, 1993. In Order No. 523, the
Commissijon amended its regulations to
reflect the provisions of the Decontrol
Act, and noted that producers may
voluntarily file applications for well
category determinations for any NGPA
category, including high-cost gas, until

315 U.S.C. 3301-3342 11932). However, the credit
is not available unless the gas was sold at a law¥ul
price determined without regasc to the provisions of
NGFA Section 107. (Internal Revenue Code Section
2G.e}). Thus, a producer can util;ze the tight
formation incentive price by collecting & price in
excess of the otherwise appiicaizle maximurt. or the
tax credit. but not both.

4+ Reguiations Covering High-Cost Naturai Gas
Produced From Tight Formatiors. 45 FR 56033 {Aug
22.1984). FERC Stats. & Regs. [Regulations
Preambles 1877-19811 ¢ 30.163.

® Section 121(b) of the NGPA provided that on the
effective date of the Commissio's incremental
pricing regulations under section 201 of the NGPA.
the ceiling prices for section 107 high-cost gas would
no longer apply. except to cztegories of gas under
section 107(c){5). Incrementai price regulations
became effective November 1. 1979. See Interim
Rules Defining and Deregulating Centain High-Cost
Natural Gas. 44 FR 61950 {Oc!. z9. 1979}. FERC
Stats. & Regs. [Regulations Preambles 1977-1981)
€ 3NN et p. 30.691.

¢ Public Law No. 101-60. July 26. 1989, 103 Stat.
157 [19RY)

January 1, 1993, when section 503 of the
NGPA is repealed. The Commission
stated that it would continue to process
such applications for well category
determinations until that date in order to
allow producers to obtain tax credits
that are dependent upon such
determinations, even if the gas has been
otherwise decontrolled.

In addition, in Order No. 518, issued
February 12, 1990, the Commission
terminated the incentive ceiling price for
sales of tight formation natural gas
produced from wells spudded or
recompleted after May 12, 1990.7 The
Commission concluded that since most
natural gas had already been
decontrolled, or was being sold at levels
beneath the applicable ceiling price, the
incentive ceiling prices for tight
formation gas were no longer necessary
to stimulate new production of such gas,
and that commitment of new money by
producers in reliance on the incentive
ceiling price was no longer in the public
interest.® Thus, the tax credit for gas
from tight formations, which was
dependent on the existence of a
regulated price, lapsed for tight
formation gas from wells spudded or
recompleted after May 12, 1990, or for
which the price has been deregulated
under the Decontrol Act.

The 1990 Act allows such deregulated
gas nevertheless to qualify for the tax
credit by making it available for gas
from tight formations that was
committed or dedicated to interstate
commerce {as defined in the NGPA) as
of April 20, 1977, or produced after
December 31, 1990, from & well drilled
after the date of enactment.® The
requirement that the price of the gas be
regulated was deleted.

II1. Discussion

Secticn 271.703 of the regulations
provides that a formation must meet
three guidelines to qualify as a tight
formation: a permeability standard, a
maximum production rate. and an oil
production limit. One of these
guidelines—the maximum siabilized
production rate in § 271.703(c){2}(i}{B)—
is tied to the average depth of 2
formation. Because gas below 15,000 {eet
was deregulated on November 1, 1979,
the Commission only established
maximum stabilized production rates for

7 Limitation of Incentive Price for High-Cost Ges
to Commodity Values, 55 FR 6367 (Feb. 23, 1930),
FERC Stats. & Regs., Regulations Preambles §-
30.879.

8 )d. at p. 31.608.

® The Revenue Reconciliation Act of 1990 was
signed by the President on November 5. 1990.
However, the Conference Report states that gas
qualifies for the tax credit if produced from a weil
drilied aftcr Docember 31, 1930.

formations whose average depth did not
exceed that depth. Any gas from below
that depth, having no ceiling price, could
not therefore qualify for an incentive
price. However, since newly drilled
wells that produce gas from tight
formations below 15,000 feet are now
eligible for the tax credit, the
Commission proposes to amend

§ 271.703(c)(2)(i)(B) to establish
maximum allowable production rates for
formation below that depth.'® The
highest maximum stabilized production
rate proposed is for completions at
19,500 feet and deeper. The Commission
does ot believe there is any need to
establish higher rates for production
from lower depths, because very little
gas is found below 20,000 feet, and the
maximum allowable production rate for
completions at 19,500 feet is an
adequate measure of tight formation
production rates from lower depths.

The second proposed change involves
§ 271.703)c)(2)(ii) of the Commission’s
regulations. That section currently
provides that a jurisdictional agency
may designate as a tight formation a
formation that meets the maximum
allowable production rates for gas and
oil, but does not meet the permeability
standard of 0.1 millidarcy or less, if the
jurisdictional agency shows that the
formation exhibits low permeability
characteristics, and the tight formation
incentive price is necessary to provide
reasonable incentives to produce
natural gas from that formation. Since
there is no longer a tight formation
incentive price for gas from welis drilled
or recompleted after May 12, 1990, or
tight formation gas that has been
deregulated under the Decontrol Act, the
Commission proposes to amend this
regulation to provide that jurisdictional
agencies may designate a formation
with permeability in excess of the 0.1
millidarcy standard as a tight formation,
if it otherwise qualifies as & tight
formation, and the tax credit {or the
incentive ceiling price for wells spudded
before May 13, 1950) is needed to
develop the formation.

Some formations with permeability in
excess of 0.1 millidarcy, which may be
designated tight formations on the
ground that the tax credit is needed to
develop the formation, may include
wells that were spudded before May 13,
1990. The Commission is requesting

30 The formula used to establish maximum
stabilized production retes below 15.000 feet is the
same as that used in Order No. 99 to establish such
rates for production fro above 15,000 feet.
Regulations Covering High-Cost Natural Gas
Produced from Tight Formations. 45 FR 56035 {Aug.
22,19£3). FERC Siats. & Regs. |Regulations
Preambles 1977-1981)
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osad change involves
Jf the Commission’s
5 section currently
cequires a ;'v'isdictional ageacy to
exclude a formation, or portion thereof,
that is subject to a prior infill drilling
crder from determination as a tight
formation if the jurisdictional agency’s
meat is that the formation subject to
m.'l Jdrilling can Le developed without
‘ne incentive price. The Commission
rroposes to amend this section to refer
e tax cr.dit for the same reasons
wrven for amending § 271.703(c)(2)(ii).

1

{1 “vritten Comment Procedure

The Commission invites all interested
~;ns to submiut written data, views,
c:ter information concerning the
ﬁsu's in th's Notice of P"oposed

ag. All comments in response
} tice sheuld be submitted to the
Seeretary, Federsl Energy Regulatory
Conimission, 823 North Capitol Street,
ME. Washingten, 3C 20426, and should
cefer to Docket Mo, RMS1-8-000. An

d fourteen copies should be

: 1 the Cominission within 30
m.q alter pLL‘. cation of this Notice in

<+

# Federal Reqister.

Gty s a smalf
: enterprica, or a small
S C.Hutil 1 {1353). A
5 1 to section 3
¢ e “which is
dund whichis

Written comments wiil be placed in
the Commission's public files and will
be available for inspection ia the
Commission's Public Reference Room.
941 North Capitol Street NE.,
Washington. DC, during regular
business hours.

IV. Administrative Findings
A. Regulatory Flexibility Act Statenrent

The Regulatory Flexibility Act
(RFA) 11 requires the Commission to
describe the impact thut a propesed rule
would have on small entities cr to
certify that the rule wiil not have a

ignificant economic impactona

substantial number of s~m.l entities. 2
The Commission is not required to make
an analysis if a proposed rule will not
have such an impact.!3

In general, the economic impact of a
proposed rule is not “significant” within
the meaning of the RFA if the impact on
small entities is expected to be
beneficial.’* The proposed rule will
enable certain natural gas producers
that may qualify as small entities to
qualify for tax credits. The Commission
believes this impact is beneficial and,
therefore, certifies that this proposed
rule will not have a significant economic
impact on a substantial number of small
entities.!?

B. Environmental Review

The Commission is nct preparing an
environmental assessment or
environmental impact statement in this
proceeding because the proposed
amendments do not substantially
change the effect of the regulations
being amended. The proposed
amendments provide procedures for
carrying out the intent of Congress in
reinstating the tax credit for gas
produced from new wells in tight
formations, but would ha\e no
significant effect on the human
envircnment. 1€

C. Infor,

The Office of Management and
Budget's {OMB] requlations require

nation Cullection Statement

not deminant i its feld of cperntun”

13 US.C
6.3204} (1018).
135 U.5.C. 505ib) (1£83).
YA U Tex Electoic Conpare fonow FERC

773 F.2d 327, 34043 |DC Cir. 1023).
'35 U.S.C. &05(n} (1235).

OMB to apprave cectain information
collection requizements imposed by
agency rule.!” In Order No. 523, supra.
the Commission stated that it would
continue to process applications far wel!
category determinations through
December 31, 1692, so that pruducers
could qdulixv for tax credits. This
proposal wiil not increase the regulatory
burden under existing eouldt.\)ns un
producers seehing to q.u.hf} tight
formations of natural gas to be eligitle
for tax credits. The Commission,
however, is rotifying OMB of its actions
in this notice of proposed rulemak:ng.

List of Subjects in 18 CFR Part 271

Continental shelf, Natural qus, Price
controls, Reporting and recordkeeping
requirements.

In consideration of the foregoing, the
Commission proposes to amend part
271, chapter I. title 18, Cede of Federal
Regulatiors, as set forth below.

By direction of the Commission.

Lois D. Cashell,
Secretary.

PART 271-—-CEILING PRICES

1. The authroity citation for pact 271 is
revised to read as follows:

Authonty: 15 US.C. 717-717w: 42 US.C.
7101-7352: E.O. 12009, 3 CFR, 1978 Comp.. p
142: 15 U.S.C. 3301-3432.

2. In § 271.703, paragraphs (c)(2}(i}(B .
(c)(2))}(D). and {c)(2)(ii) are revised to
read as follows:

§271.703 Tight formations.
(c)
{2)
{) *

(B} The stabilized production rate.
against atmospheric pressure, of wells
completed for production in the
formation. without stimulaiion, is not
expected to exceed the production rate
determined in accordance with the
foilowing table:

T8 Section 380 He 20 uf the Commission's
lutions categorically exempt from
rnnrov‘*en'ul review Cemimission propuss s for
premulgation of © u'es "m\ are clan?
or grocedural. or that do not subs o
the effoct of reautations bﬂi:‘g amenled. |
N ‘0.4 1 ! or the definrtionof
exciusion.

75 CEFR 1020.13 (15904,

rag

If the average cepth to tre tcp of the formaten (in foet)

The manmum allowab's

Exceess—

— preductcn rat2 (in

laTe T} b falt)
! But doos not excecd— | iousand culic feet per
j putccesnote ecd day) may rot excesd—

1.670 24
1,300 <t
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i the average depth {0 the top of the formation (in feet) The maximum sllowahle
production _ra;;(‘m
h nd cubic feet
Exceeds— Bt does not exceed— d:;;s:uay o exceedpf-'

1.,500.... 2,000 5o
2,000 2500 68
2,500 3,000 79
3,000 3,500 9
3,500 4,000 105
4.600 4,500 122
4500.. 5.000 141
5,000 5,500 163
5500 .. 6,000 188
6.000 6,500 217
€.500 7,000 281
7.080 7,500 290
7.500.. 8,600 33¢€
8.000 8,500 388
8500........ 8,000 443
9,000. 9,500 519
B.500..... . s 10.000 800
10,000 10,500 693
10.5CG0 11,000 502
11,000 11,500 927
11,500 12,000 1,071
12,000 12,500 1,228
12,500 13,000 1,432
13.000 13,500 1,655
13,500 14,000 1913
14 000 14,500 2212
14,500 15,000 2557
15,000. 15,500 2,956
15.500 16,000 3,417
16000 16,500 3,950
16.500 17,000 4,567
17,000 17,500 5279
17,500 . 18,000 6,103
18,000 18,500 7,085
18,500 19,000 6,156
16,000 19,500 9,428
19,500 + 10,900
* * " * *

(D) If the formation er any portion
thereof was authorized to be developed
by infill drilling prior to the date of
determination and the jurisdictional
agency has information which in its
judgment indicales that such formation
or portion subject to infill drilling cen be
ceveloped absent the tax credit under
section 29 of the Internal Revenue Code
{or incentive price established in
parzgraph (a) of this section for wells
spudCed before May 13, 1890), then the
juriedicticnal agency sha!l not include
such formation: or portion thereof in its
determination.

(i1} The jurisdictional agency may
designate a< a tight formation eny
formation that meets the guidelines
corizined in paregrephs (¢)(2)(i)/B} and
(c)(2}(:}{C) of this section, but does not
mect the guideline contained in
paragraph (c){2)(i){A) of this section, if
the jurisdictional agency makes an
adequate showing that the formiation
exhibits low permeability
churacteristics, and that eligibility for a
tax cred:{ under section 29 of the
Internal Revenue Code {or the incentive
ceiling price for wells spudded befare
May 13. 1990} is necessary to provide
rez<onable incentives for production of

the natura! gas from the determined
formation due to the extraordinary costs
associated with such production.

* * - L *

{FR Doc. 91-7296 Filed 3-26-61; 6:45 am]
BILLING CODE 6717-01-M

PCSTAL SERVICE
39 CFR Part 111

Nonmailability of Deceptive
Sclicitations

AGENCY: Poctal Servize.

£CTIOM1: Proposed rule.

suniaRY: The Pesta! Service propeses
{o amend its reguletions to implement
the Deceptive Mzilings Prevention Act
of 1093, Public Law No. 151-524
(Nevember 6, 1920). Effcctive May 5,
1991, the Act makes solizitations by
nongovernmental entities, which imply a
Federal Governmen! connection,
approvel, or endorsement they do not
actually have, nonmailable unless they
are contained in certain publications er
display prescribed disclaimers.

paTES: Comments must be received on
or before April 28, 1991,

ADDRESSES: Written comments on the
proposal should be sent to the Assistant
General Counsel, Concumer Protection
Division, Lsw Department. U.S. Postal
Service, 475 L'Enfant Plaza West SW,,
Wachington, DC 20263-1144. Cepies of
all written comments received will be
available for inspection and
photocopying between 8 a.m. end 4 p.oi.
each business day, in room 6347, Postal
Service Headquarters, 475 L'Enfant
Plaza West, SW., Washington, DC.

FOR FURTNER INFORIZATION CONTACT:
Mr. john F. Ventresco, (262} 268-3085.

SUPPLEMENTARY INFORMATION: The
Decertive Mailings Prevention Act of
1659 {Pub. L. No. 101-524, November €.
1290} adds new subsections (f} and (g} to
section 3001 of title 39, United Statzs
Code, and makes them appliceble to
matter deposited for mailing end
delivery on or alter 180 days after
enactment—i.e., on or after May 5, 1901.
The new subsections deal with any
solicitation by a nongovernmenrtal entity
containing terms or symbols that
reasonably could be interpreted or
construed as implving a Federsl
Government connection, approvel, or
endorsement. If the soliciting entity does
not have such connection, approval. or
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Section 107
Tight Formation Gas

DEFINITION: Natural gas produced from a tight formation is produced with
difficulty because the rock of the formation has low permeability and flow rates.
Production from a tight formation is often termed “unconventional” production
because normal completion operations are not usually sufficient to economically
produce gas from the formation. Massive fracturing can be required to stimulate
production. The designation of a formation creates the economic incentive for
drilling which may not otherwise take place.

rRE" DI O0O3I®mU00DP

This Section Includes:
Designation of a Tight Formation................ccccoiiiiiiiiinnennn... D-13
State and Federal Action on Recommendations ......................... D-14
Content of Tight Formation Recommendations ......................... D-15
Tight Formations Approved by FERC ............oiiiiiiiiiiiiiinn.,. D-17
Tight Formations Awaiting Approval by FERC........................... D-24
Qualification of Individual Wells...............coiiiiiiiii i, D-24
New Tight Formation Gas Deflned ...t D-24
Recompletion Tight Formation Gas Defined ............................. D-24
Section 107 Tight Formation Filing Requirements ..................... D-26
Section 107 Tight Formation Sample Oath .............................. D-26
Questions and ANSWETS ..........oiereiiieiniiiireneerseneitereseesneanes D-27
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The critical requirement in this category is that tight formation gas must be
produced from a “designated” tight formation. Procedurally, therefore, a two-step
process exists when qualifying wells under Section 107 tight formation gas. First,
the tight formation in which that well is completed must be designated as a tight gas
formation. Second, an application must be submitted for each individual well

Designation of a Tight Formation: The federal regulations in Section
271.703(c)(2)(1) establish four requirements that must be met for a formation to
qualify to be designated as a tight gas formation.

1. Permeability: Estimated average in-situ permeability throughout the pay
section is expected to be 0.1 md or less.

2. Stabilized Production Rate: Stabilized production rate, against atmospheric
pressure, of wells completed in the formation without stimulation is expected to be
within the rate and depth table set forth below.

If the average depth to the top of the The maximum
formation (in feet) allowable
production rate (in
thousand cubic feet
but does not per day) may not
exceeds— exceed— exceed—

0 1,000 44
1,000 1,500 51
1,500 2,000 59
2,000 2,500 68
2,500 3.000 79
3,000 3,500 91
3,500 4,000 105
4,000 4,500 122
4,500 5.000 141
5,000 5,500 163
5,500 6,000 188
6,000 6,500 217
6.500 7.000 251
7.000 7.500 290
7.500 8,000 336
8,000 8,500 388
8.500 9,000 449
9,000 9,500 519
9,500 10,000 600

10,000 10,500 693
10,500 11,000 802
11,000 11,500 927
11,500 - 12,000 1,071
12,000 12,500 1,238
12,500 13.000 1,432
13,000 13,500 1,655
13,500 14,000 1913
14,000 14,500 2212

14,500 15,000 2,557




3. Nonassociated Natural Gas: Wells completed in the formation are not
expected to produce, without stimulation, more than five barrels of crude oil
per day. The NGPA defines “crude oil” as a mixture of hydrocarbons that exists
in the liquid phase in natural underground reservoirs and remains liquid at
atmospheric pressure after passing through surface separating facilities.

4. Infill Drilling Guideline: A formation or any portion shall not be included in
the recommendation if the formation or any portion has undergone infill
drilling prior to the date of recommendation and the state agency has
information which indicates that such portion can be developed absent the
incentive price. Infill drilling exists when the formation or portion thereof is
considered substantially developed subject to requirements respecting well
spacing or proration units, and the requirements were amended by the state
agency to provide for smaller proration units for more effective and efficient
drainage of the reservoirs in the formation.

Additionally, Section 271.703(c)(2)(ii) allows the consideration of a formation for
designation when the permeability exceeds 0.1 md but the formation exhibits low
permeability characteristics. The jurisdictional agency must make an adequate
showing of both of two facts. The agency must show that the formation exhibits low
permeability characteristics and that the price established for tight formation gas is
necessary to provide reasonable incentives for production of the natural gas from

the recommended formation due to the extraordinary costs associated with such
production.

State Action to Recommend a Formation: An applicant may request a tight
formation determination by submitting a written request to the NGPA section of the
Oil and Gas Division that a named formation or a specific portion thereof is a tight
formation. The applicant must submit the names and addresses of all first
purchasers, as indicated on current commission records, from all wells (regardless
of operator) within the specific portion of the named formation and all operators in
the same field or fields involved. RRC staff will mail a notice of application to all
parties. If the technical staff is satisfied with the data submitted with the
application, (see Content of the Recommendation Compiled) and if no protest is filed
within 21 days of the notice, the application will be presented to the Railroad
Commission for approval of the recommendation. If the technical staff is not
satisfied with the data submitted, or if a protest is filed within the 21-day notice
period, the applicant may request a hearing to consider the application. Any such
hearing shall be held only after at least ten days notice to all affected persons. If no
protestant appears at the hearing, the application will be presented to the Railroad
Commission for approval of the recommendation if the application and any evidence
presented at the hearing establishes that the subject formation meets the
prescribed requirements for a tight formation determination. A Railroad
Commission tight formation determination is not final for NGPA purposes until
after FERC finalization. Individual well filings for a determination that natural gas
from the wells is being produced from a designated tight formation will not be
forwarded to the FERC until after the subject tight formation determination is final
for NGPA purposes.
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Federal Action to Designate a Formation: FERC action on tight gas

determinations begins upon receipt of the determination from the jurisdictional
agency. Adetermination submitted to the FERC shall become final 45 days after the
date on which the commission received notice of the determination from the
jurisdictional agency. (See §275.202 of the Federal Regulations.)

Content of the Recommendation Compiled: The content of the recommendation

forwarded to FERC from Texas is composed of very specific requirements listed in
the regulations concerning tight gas formation designation. The extent of the data
depends upon the size and geology of the formation, but each recommendation must
contain the following basic information.

1.

Geography and Geology: The applicant must provide a geographical and
geological description. Geographic data should include a map showing the
geographic limits of the formation, naming counties involved, describing
boundaries, including abstract numbers and survey names, listing fields
and/or outlining the area of concern. It is often helpful for the applicant to
provide a map showing all data points. Be as precise as possible.

The geological data should include a structure map showing the top contour
of the formation, a regional cross-section to determine upper and lower limits
of the formation, and some depositional history. It can also be helpful to
provide information to the Railroad Commission about the lithology or rock
composition of the formation.

Supporting Data: Applicant must provide the appropriate engineering and
geological data to support the technical guidelines. In-situ permeability data
can be obtained from pressure buildup (PBU) analysis, from core analysis
(routine permeability which is converted to in situ permeability by calculating
or by applying reservoir conditions to the core) or from flow test.
Prestimulation flow rate data can be obtained from either a 4-pt. calculated
absolute open flow (CAOF), or a 1-pt. CAOF.

Data should be provided on any liquids which are produced. If liquid (oil,
condensate, water) is produced during the prestimulation testing, data should
be submitted showing the properties of the fluid. Such data would include the
gravity at standard conditions, the volume being produced, the gas/oil ratio,
the bottom-hole temperature, and the bottom-hole pressure.

Producing Wells: Applicant should provide a map or list of the wells that are
currently producing in the subject formation.

Fresh Water Protection: The applicant must address the issue of whether
any fresh water aquifers that are or are expected to be used as a domestic or
agricultural water supply will be adversely affected by designating the tight
formation. Therefore the depth of the deepest fresh water aquifer in this
formation should be given. Applicant can submit copies of letters from the
Texas Department of Water Resources signifying the depth to which fresh
water must be protected in the subject area.
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STATE OF NEW MEXICO

ENERGY, MINERALS AND NATURAL RESOURCES DEPARTMENT

OIL CONSERVATION DIVISION
P.O. BOX 2088
SANTA FE, NEW MEXICO 87504

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

Amended 1/92

General

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
individual tight formation designations and to not apply to individual well filing
requirements for price category determination.

Definitions

1.

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

"Division" means the Oil Conservation Division of the Energy, Minerals and
Natural Resources Department of the State of New Mexico.

"FERC" means the Federal Energy Regulatory Commission.

"USBLM" means the office of the United States Bureau of Land Management
in Albuquerque, New Mexico.

"Formation" means 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 a substantially developed formation (or a
portion thereof) subject to the requirements respecting well spacing or proration
units which were amended by the Division or the Oil Conservation Commission

NMOCD Exhibit No. 8
January 9, 1992
CASE NO. 10432



after the formation (or portion thereof) was substantially 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
establishment of smaller drilling or production units or may permit the drilling
of additional wells on original units.

C. Procedure

1.

All applications for tight formation designation in the State of New Mexico,
which contains state and/or fee lands in any proportion shall be filed with the
Division.

Any application for tight formation designation in the State of New Mexico
which contains Federal and/or Indian lands in any proportion shall be
concurrently filed with the USBLM. Any application containing lands entirely
administered by the federal government shall be filed only with the USBLM.

Upon receipt of an application for the designation of a tight formation which
involves both the Division and USBLM, it will be determined after preliminary
review of the subject filing which agency is the most appropriate to sponsor said
filing and submit same to the FERC.

Proof of publication must be submitted with the application. Such proof shall
consist of a copy of the legal advertisement which was published in the county
or counties covered in the proposed tight formation area. The contents of such
advertisement shall include:

a. the name, address, phone number and contact party for the applicant;

b. the legal description of the proposed area, amount of acreage contained
in said area and percentages of land types within said area; ‘

c. name of formation or formations to be included and pool names if
applicable;
d. a notation that any interested party must file objections or requests for

hearing with the Qil Conservation Division, P.O. Box 2088, Santa Fe,
New Mexico, 87504, within twenty days from the date of publication.

NO ACTION WILL BE TAKEN ON THE APPLICATION
UNTIL PROPER PROOF OF NOTIFICATION HAS BEEN
SUBMITTED.

If no objection is received within twenty days following the receipt of a
complete application, the application may be approved administratively.



10.

11

If a written objection is received within twenty days after receipt of a complete
application or if a hearing is deemed advisable by the Division Director, the
application shall be set for hearing and notice thereof given by the Division.

The application shall include a complete set of supporting exhibits (i.e. -- maps,
plats, cross-sections, type logs, engineering data, reservoir analyses, core
analyses, calculations, pressure information, publications, etc.) together with a
statement of the meaning and purpose of each exhibit shall be submitted to the
Division and if applicable to the USBLM. These exhibits shall cover all aspects
of the required evidentiary data described in Section D below.

An oath statement shall accompany the application signed by each participant
and notarized as to the accuracy and interpretation of the application.

Three complete additional sets of exhibits, statements, and oath statements
must accompany the application; these additional items will be forwarded to
the FERC by either the Division or USBLM, together with the Division’s
recommendation either in the form of an administrative order or letter to the
FERC filed by the USBLM.

Further, it may be necessary for the applicant to submit additional data and/or
supplement the original application with additional supporting statements
and/or data. The applicant shall be responsible for submitting the required
number of copies to complete the application for final approval by the FERC.

At the request of the USBLM or the Division, a meeting with the applicant may
be necessary so that additional inquiries or questions of the filing may be
addressed.

Evidence

1.

Evidence offered by an applicant shall include:

a. a land plat or lease map which clearly indicates the land types (state,
fee, federal, and/or Indian) and amounts and percentages for each;

b. a map and geographical and geological descriptions of the area and
formation for which the designation is sought;

C. geological and engineering data to support the application;
d. 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;



g.

a report of the extent to which an applicant believes existing state and
federal regulations will assure that development of the formation will not
adversely affect or impair 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;

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

any other information which the Division and/or BLM may require.

2. Evidence shall be based on each of the following geological and engineering
guidelines:

a.

the estimated average in situ permeability, throughout the pay section,
is expected to be 0.1 millidarcy or less;

(1)  Permeability may be established and demonstrated by any
customary or acceptable methods, techniques, or testing
acceptable in the oil and gas industry.

b. The stabilized production rate, either at atmospheric 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 with the following
table:

If the average depth to the top of the formation The maximum allowable
(in feer): -} production rate (in

Exceeds but does not exceed MCF/day may not exceed:

0 1000 44
1000 1500 51
1500 2000 59
2000 2500 63
2500 3000 79
3000 3500 91
3500 4000 105




If the average depth to the top of the formation The . allowable
(in feet): : ";" "i""' rate (in
Exceeds but does not exceed | MCF/day may not exceed:
4000 4500 122
4500 5000 141
5000 5500 163
5500 6000 188
6000 6500 217
6500 7000 251
70600 7500 290
7500 8000 336
8000 8500 388
8500 9000 449
9000 9500 519
9500 10000 600
10000 10500 693
10500 11000 802
11000 11500 927
11500 12000 1071
12000 12500 1328
12500 13000 1432
13000 13500 1655
13500 14000 1913
14000 14500 212
14500 15000 2557
c. No well drilled into the recommended tight formation is expected to

produce, without stimulation, more than five barrels of crude oil per day.



if an application meets the guidelines contained in subparagraphs 2.b.
and 2.c. above, but does not meet the guidelines contained in
subparagraph 2.a., the applicant may, in the alternative, show that the
formation exhibits low permeability characteristics and that the incentive
price is necessary to provide reasonable incentive for production of
natural gas from the formation due to extraordinary risks or costs
associated with such production.

(1)  An application based on the guidelines outlined in subparagraph
2.d. above shall include data to support the contention that the
guidelines contained in paragraph 2.b. and 2.c above are met, and
in addition thereto, shall contain:

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

(b)  the estimated expenditures necessary for employing those
techniques; 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.

If the formation or any portion thereof were authorized to be developed
by infill drilling prior to the date of recommendation and the Division
has information which in its judgement indicates that such formation or
portion subject to infill drilling can be developed absent the incentive
price established in 18 CFR §271.703(a), then the Division Director shall
not include such information or portion thereof in its recommendation.



