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~ [ May 29, 1987 

O i l Conservation Division, 
P. 0. Box 2088 
Santa Fe, NM 87501 

Re: Case 8878 (Reopened) 
Order No. R-8235 
Rule 101 

Gentlemen: 

As a p r i n c i p a l of a f i r m affected under section (a) of 

your Rule 101, I res p e c t f u l l y request that the comments that 

follow be included i n the record of testimony i n the above 

captioned case. 

The provision of Rule 101 permitting the posting of a 

cash bond i n l i e u of a surety bond i s j u s t and equitable. I t 

benefits o i l and gas operators by providing an al t e r n a t i v e 

to buying surety bonds, and the people of New Mexico by 

increasing bank deposits. I t f u r t h e r provides a more secure 

bond to the State than reliance on the f i n a n c i a l strength of 

some surety, who i s ul t i m a t e l y as susceptible to f i n a n c i a l 

f a i l u r e as any other private company. 

Given the requirements of some surety companies, and 

t h e i r agents' unwillingness to w r i t e new surety bonds except 

for extremely solvent operators, and i n some instances the 

surety's requirement of a cash bond to the surety i n 

addition to the normal premium, i t i s occasionally actually 

more economical f o r an operator to post a cash bond and earn 

i n t e r e s t on that money, rather than purchase a surety bond. 
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As i t now stands, the requirement of an a f f i d a v i t 

a t t e s t i n g to the operator's i n a b i l i t y to obtain a surety 

bond p r i o r to the acceptance of a cash bond i s 

discriminatory i n favor of surety companies. S i m i l a r l y , 

the provisions r e l a t i n g to an operators' standing with the 

Division and/or his f i n a n c i a l condition, which are imposed 

for cash bonds but not for surety bonds, are also 

discriminatory i n favor of surety companies, and should also 

be eliminated i n order that a l l parties may be treated 

equally. I n terms of secure bonding, a cash bond exposes the 

e n t i t y posting that bond to f a r greater f i n a n c i a l r i s k than 

does purchasing a surety bond, and would thus seem to compel 

greater a t t e n t i o n to prevention of f o r f e i t u r e than would be 

associated with a purchased surety bond. A cash bond, 

therefore, i s perhaps i n a c t u a l i t y a "better" bond than a 

surety company bond, and should receive equal consideration 

and treatment. 

In summary, I would re s p e c t f u l l y request that the 

Division amend Rule 101 to permit the option of either cash 

or surety bonds without discrimination or p a r t i a l i t y i n 

favor of either type. 

P. R. Patton, PELS 
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May 13, 1986 

Richard L. Stamets 
Director, O i l Conservation Division 
P.O. Box 2088 

Santa Fe, New Mexico 87504-2088 

Dear Dick: 

I am w r i t i n g on behalf of the New Mexico Oil & Gas Association to urge 
the Division to adopt a $50,000 blanket cash plugging bond in l i e u of a 
$50,000 surety bond. 

I believe the Division's proposed amendment to Rule 101 to allow only 
well-by-well cash bonds i s inconsistent with the understanding and 
intent of HB 223 as signed. The l e g i s l a t i o n was proposed and supported 
with the understanding that cash bonds would be equal in a l l ways to 
surety bonds. 

Surety bonds are becoming more d i f f i c u l t to obtain through no f a u l t of 
the operator. The intent of the l e g i s l a t i o n was to remove that obstacle 
and to provide the option of cash bonds. The f a i l u r e to include a 
blanket cash bond i n the rule w i l l have a severe impact on small 
operators. I t w i l l also a f f e c t the a b i l i t y of major companies to 
complete farmouts to smaller operators and w i l l unnecessarily increase 
costs of doing business i f each new well must have a separate bond. 

While many members of our Association w i l l probably not u t i l i z e cash 
bonding, large and small operators j o i n i n supporting rules and 
regulations of the Division that treat a l l operators equally. I f you 
have questions, I would be pleased to hear from you. 

Very t r u l y yours, 

D. Van De Graaff 
Executive Vice President 

DV:ra 
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May 7, 1986 

Mr. J e f f Taylor 
O i l Conservation D i v i s i o n 
P.O. Box 2088 
Santa Fe, N.M. 87501 

Dear J e f f , 

Following our conversation of t h i s morning concerning the new 
r e g u l a t i o n s you are f o r m u l a t i n g as a l t e r n a t i v e s t o the o i l w e l l 
plugging bonds, I am posing the question and recommendation 
t h a t the new r e g u l a t i o n s permit the f i l i n g of an i r r e v o c a b l e • 
l e t t e r of c r e d i t from an acceptable f i n a n c i a l i n s t i t u t i o n i n 
the State of New Mexico. This i r r e v o c a b l e l e t t e r would be f o r 
the sole b e n e f i t and use of your d i v i s i o n as an a l t e r n a t i v e t o 
a surety bond or cash c o l l a t e r a l . 

Hopefully you w i l l f i n d t h i s recommendation acceptable. 

John E. Moore 

JEM/tm 
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