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Colorado NTL-88-1

United States Departnent of the Interior

Col orado Bureau of Land Managenent

Notice to Lessee/ Operators of Onshore
Federal Ol and Gas Leases Wthin the

Jurisdiction of the Colorado State Ofice

NTL- CO- 88-1

Wel | Abandonnent and Bondi ng Requi renent Revi sions

This notice is to inform| essee/operators of the Bureau of Land
Managenent (BLM policy that has been

devel oped in response to the recommendati ons presented by the Bonding
Task Force to the Washi ngton
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Ofice.

The Task Force was set up as a result of w despread industry concern
about a proposal to anend the existing

fluid mneral bonding requirenents that was published in the May 1,
1985, Federal Register. The

rul emaki ng woul d have consolidated the existing bond types and
I ncreased the present bond anmounts which

had only been adjusted once in 56 years. This Task Force was nandated
to review the bonding issue, solicit

i ndustry views, evaluate various alternatives, and provide the
Director wwth recommendati ons. The Task

Force has conpleted its review and submtted its final recommendati ons
(Encl osure).

As a result of these reconmmendations, the BLM has instituted a phased
rel ease of bond liability. The phased

rel ease of bond liability applies only to federal wells. The Bureau
of Indian Affairs is responsible for

acqui ring and rel easing the bonds on Indian | eases and it has no
simlar provisions for the phased bondi ng

rel ease. This policy applies only to single | ease bonds and only to
t he abandonnent of the last or only well

on a lease. Normally, these are the $10, 000 bonds for | essees,
operators, or designated operators. Under the

phased rel ease, the authorized officer (AO wll be able to reduce the
anount of the bond upon conpl etion

and i nspection of different phases of abandonnent. In Col orado, the
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programw || consist of two phases.

Phase | goes into effect after proper plugging of the | easehold' s well
(s) and after the site has been stabilized

and seeded. Phase 2 goes into effect once reclanation is deened
conplete, i.e., the site has been

successfully revegetated and reclamati on can be approved. Dependi ng
on the location of the site and the

anount of reclamation that was required, a percentage of the bond
liability can be rel eased at Phase 1. This

percentage will vary, but may go as high as 80 percent. Upon
successful revegetation (Phase 2), the bond

woul d be totally rel eased, provided all other work necessary on the
| ease has been conpleted. The principal

and surety will both be notified of our actions at each phase.

As part of the Colorado State Ofice review of the procedures for this
process, the procedures that

| essee/ operators were following with regard to the pernmanent
abandonnent of each newy conpleted well,

reconpleted well, or producing well not capable of producing oil or
gas in paying quantities were al so

examned. As a result of this exam nation, the procedures for
per mmnent abandonnent have been revised to

I ncor porat e phased bonding rel ease. The entire process is as follows:

1. Notice of Intention to Abandon (NI A) (Form 3160-5, Sundry
Notice) notification of proposed

pl uggi ng procedures, or confirmation of verbal plugging procedures.

file:///U|/tempdocs/ntl-88-1.htm (3 of 15)9/30/2004 7:16:26 AM



Colorado BLM Oil and Gas NTL-88-1

I f pluggi ng operations are not

comrenced within 30 days of approval, the operator nust submt a
request for approval to tenporarily

abandon the well, including the date when pluggi ng operations are
expected to take place.

2. Subsequent Report of Plugging (SRP) (Form 3160-5, Sundry
Notice) notification within 30 days

foll om ng execution of plugging, detailing procedures used for the
pl uggi ng operation, including nmethod,

wai ting on cenent tinmes, any tags, and any problens or abnornalities.
Surface reclamati on shoul d be

addressed under a separate Sundry Notice or letter.

3. Subsequent Report of Abandonnment (SRA) (Form 3160-5, Sundry
Notice) notification of

conpl etion of surface restoration (dirt work and reseeding). The SRA
shoul d not only detail the work that

was done but al so request partial bond liability release. This Sundry
Notice is only required when requesting

partial liability release of a single |ease bond; it is optional in
all other cases. Operators who do not request

phased bond rel ease should include the dirt work and reseedi ng
information in their Final Abandonnent

Notice (FAN) (see item4). The SRA is an acceptance rather than an
approval action. The |lease wll be

I nspected at this tine to assure that the dirt work and reseedi ng neet
APD requirenents. |f there are any
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questions as to how the dirt work should be conpleted, the operator
shoul d request an inspection prior to

renoval of earthnoving equi pnent.

4. Fi nal Abandonnment Notice (FAN) (Form 3160-5, Sundry Noti ce)
notification to the AO that

restoration of the disturbed surface area has been conpl et ed,
I ncl udi ng adequat e vegetational growth, and

the location is ready for inspection. QOperators who do not request
partial bond rel ease should submt al

surface restoration and reclanation information for this | ocation on
this notice. On Form 3160-5, check

"Qt her" box under "Subsequent Report of" and fill in "FAN' in the
bl ank provided. BLM approval of final

abandonnent nust wait the length of tinme necessary to rehabilitate a
| ocati on and access road and obtain a

sufficient stand of vegetation for inspection. Depending on what part
of the state your operations are in, this

waiting can take from1l to 4 years. Upon successful rehabilitation of
the last well on a single bond | ease, the

bond may be rel eased, provided all other work necessary on the | ease
has been conpl et ed.

Once the NI A has been submtted, a copy will be nade and forwarded to
ot her Surface Managenent

Agencies (SMA), if applicable, for any revised recl amati on
stipulations, confirmation of water well

conversion, etc. The SMA or Resource Area is responsible for
approvi ng or establishing the nethods and
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special requirenents for surface rehabilitation and determ ning when
this rehabilitation has been

satisfactorily acconplished. As such, once the FAN has been
submtted, a copy will be made and forwarded

to other involved SSMAs if applicable. The BLM has nade a conmi t nent
that an inspection to determne if

reclamation is satisfactory will be made within 60 days of receipt of
a FAN, weather permtting, provided

BLMis the SMA and assumng the FANis filed when reclamation is
conplete. |If the BLM or other SMA

I nspection reveals satisfactory reclamation, the FAN is approved. |If
the well is the |ast producing well on

the |l ease and the lease is in good order, a bond rel ease
recommendation will be made to the Colorado State

O fice, provided all other work necessary on the | ease has been
conpl et ed.

If there is nore than one single | ease bond for that particul ar
| easehol d, all bonds will be released by the

sane anount. The renmai ning anount of the partially released bond is
an "acceptable alternative" to the full

bond anount as the bond woul d be progressively reduced to an anount
commensurate with the | easehol d's

risk. For wells where the bonding is different for deep and shall ow
formations, phased rel eases wll occur

by segregation, i.e., when the |ast shallow well is plugged, phased
bond rel ease for the shall ow bonds coul d

occur. Bonds for the deep wells would continue to be held. The site
w Il be inspected at each phase before
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partial or conplete liability rel ease can occur. The BLM has nmade a
comm tnent that, allow ng for weather,

etc., a field inspection will be nade following a | essee or operator
request, for either phase, so that bond

reduction or rel ease can be conpleted wthin 60 days of the request.

Pl ease be aware that the above procedures nust be followed for al
abandonnments whet her or not the

operator requests partial bond liability rel ease.

Qperators who have already filed SRAs in the past and who wish to
cl ear the books of those wells that have

been rehabilitated nay file a second SRA and/or FAN at the appropriate
jurisdictional office.

Dat e: Decenber 30, 1987 Approved by: Ral ph Sm t h,

Acting State Director

Encl osur e

BONDI NG TASK FORCE
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FI NAL RECOMMENDATI ONS

| NTRODUCTI ON

On May 1, 1985, the Bureau published in the Federal Register a
proposal to anend the existing fluid m neral bonding

requi renents. The rul emaki ng woul d have consolidated the existing
bond types fromtwelve to only four, conbining bond types,

oil and gas with geothermal and seismc with drilling bonds, and would
al so have increased the present bond anounts whi ch had

been adjusted only once in 56 years.

Thi s proposed rul enaki ng recei ved a m xed response fromindustry.
Wi | e nost commentors were supportive of bond

consolidation, they were strongly opposed to increasing the bond
anounts. Their opposition stenmed from concerns incl udi ng:

the ability to obtain new bonds at the higher anounts, the current
econom c state of the oil and gas industry, and the "business

heal t h" of surety conpani es.

Because of these w despread concerns underlying the Bureau' s bondi ng
requi renents, the Director convened a task force conposed

of three State Directors (New Mexico, Chairman, California and
Womnm ng) and a representative fromthe M nerals Managenent

Service. The U S. Forest Service and the Ofice of Surface M ning
have attended ex officio. This task force was nmandated to
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review the bonding issue, solicit industry views, evaluate various
alternatives and provide the Director with recomendati ons.

The task force has conpleted this eval uation and devel oped their final
recomendati ons. These recommendati ons are presented

bel ow al ong with other alternatives which were considered but did not
merit recomendati on.

FI NAL RECOMMENDATI ON

1. Mai ntai n present bondi ng requirenents including present types of
bonds and bond anounts but add provisions in the

regul ations to allow for:

a) "Pi ggyback"” on State oil/gas bonds where possible. Under
this arrangenent, operators who have State oil and

gas bonds would, with the State's perm ssion, satisfy the
Bureau' s bondi ng requirenents through these State

bonds. This is already the practice in the Bureau's
| ocatabl e minerals programand it would relieve operators of

the cost of 'double' bonding. Steps would be taken to
coordi nate actions between BLMand wlling State

gover nnent s.

| Concur: signed Robert Burford
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b) Allow third party surety bond coverage of |essee or
operator. This provision would allow a party

ot her than the operator or |essee to provide the bond to the
Bureau to cover the operator's activities.

The advantage lies in the operator/|lessee not needing to
qualify for surety bonding but only having to

find a patron to provide the bond , perhaps at a cost | ower
than for a surety bond for the

operator/| essee.

| Concur: signed Robert Burford

C) Accept letters of credit in lieu of bonds. This regulatory
change would all ow the use of irrevocable

| etters of credit in place of surety bonds. They would be
I ssued by a financial institution such as a

bank and the Bureau woul d be nanmed as the sol e payee.
Letters of credit would provide a sound

source of funds and may be easier for sone to obtain than
surety bonds.

| Concur: signed Robert Burford

2. Remnd field offices by instruction of the opportunity to raise
bond anounts where appropriate. The Bureau

currently has the authority to raise the anount of any bond when
addi tional coverage is determ ned to be appropriate.
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The purpose of this instruction would be to enphasize this current
authority and to encourage its use when necessary.

The field offices, however, would be cautioned to i ncrease bonds on a
sel ective basis and to adequately docunent such

deci si ons.

| Concur: signed Robert Burford

3. Instruct field offices to release individual well bond liability
as soon as possible after receiving request.

Del ays in releasing bond liabilities have nmade it difficult for sone
operators to acquire other bonds since surety

conpani es | ook at existing bonds as outstandi ng financi al
obligations. This change would allow a staged rel ease of

bond liability, whereby the bond woul d be pronptly reduced to a nuch
| ower anount upon conpl etion of all

abandonnent/recl amati on work except revegetation. A small portion of
t he original bond anmobunt woul d be retained

until the final stage (revegetation) is conpleted.

| Concur: signed Robert Burford

4 Seek legislation to nake a portion of the Reclamation fund
proceeds avail able for oil/gas, geothermal, or

m ning reclamation. This fund receives a significant percentage (42
percent) of its total proceeds fromoil and gas

recei pts. However, such proceeds are not available for reclanmation
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wor kK because, by statute, the purpose of the fund is

for the "construction and mai ntenance of irrigation works." Thi s
proposal woul d seek | egislation whereby the nonies

credited to the fund fromoil and gas |easing would be "net" the
anounts needed to cover reclamation or related | osses.

| Concur: no signature

NO RECOMMENDATI ONS ON:

1. Changes in bond anpbunts. Changes in the existing bond anobunts are
not recomended at this tine due to:

the current depressed oil and gas market, the uncertain inpact on the
ability of operators to secure new bonds, and the

availability of preferable alternatives.

2. Bond consolidation (i.e., with seismc or geothermal). It is not
recommended that oil/gas bonds be

consolidated with seismc bonds because few firns engage in both
activities and where there are both undertaki ngs,

with the sane firmthey are usually separate. Neither is it
recommended that bonds for oil/gas and geot her nal

activities be consolidated due to the substantial differences between
t he two.

3. Action on other types of bonds (OTHER THAN oil and gas and
geothernmal as well as mning, as above). No
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ot her recommendati ons are presented for any other types of bonds
because no such need was uncovered during this

eval uati on because of the narrow focus of the task force's work.

4. Bond funds (i.e., "super fund" concept). The establishnment of a
bond fund for oil and gas reclamati on woul d

require specific legislation and inpose significant admnistrative
wor kl oads. A bond fund could al so generate

controversy regarding the collection of fees and di sbursenent of
paynments. There was initial extrene opposition to

any such mutual schenes by industry spokespersons.

5. Abolishnment of bonds. The elimnation of bonding requirenents, it
was felt, would i npose an unaccept abl e

ri sk upon the Federal Governnment and taxpayer. This elimnation would
also require legislation and would |ikely neet

wi th public opposition.

6. Expanded types of bond collateral. Allow ng operators to post
collateral in lieu of a surety bond would be

adm ni stratively burdensone as the Bureau would be required to
apprai se, nmanage, and protect any assets. Problens

could also arise in converting the assets to cash to exercise
attachnent of the "bond".

7. Sel f bonding. Under this option, an operator could submt
evi dence of the conpany's financial strength and
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denonstrate financial responsibility in lieu of submtting a bond.
Thi s approach woul d i npose a significant

adm ni strati ve workl oad on Governnment to assess credit worthi ness and
requi re specialized financial expertise.

Furthernore, at |east one State which currently uses this approach is
considering disallowng its use because of these

very probl ens.

8. Priority collection on a bond. Al so considered, but w thout
recommendation, is the issue of whether the

Bureau or M nerals Managenent Service (MVS) should have priority in
collecting on an oil and gas bond if there is

both a royalty loss (M) and a | oss frominproper or no reclamtion
(Bureau). The issue was raised because the

Bureau woul d have to cover the actual reclamation outlay fromits
appropriation if there was not a sufficient share of

the bond for BLM MMS | osses are unrealized gains. The task force
deci ded that such matters nay be best handl ed

on a case by case basis. However, the MVS/ BLM Steering Conmttee may
w sh to consider this itemto determ ne

whet her it warrants a policy recommendation. This issue is also being
consi dered by a special task force and

recommendati ons are due by April 17, 1987.
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