
MBMORANDUM

October 21,2019 SEcRFTARY BOARD OF
OIL, GAS & MINING

To: Utah Board of Oil Gas and Mining

From: Steve Alder,
Assistant Utah
John Rogers,
Deputy Director for the Oil and Gas Regulatory Program.

Re: Status Report on Informal Rulemaking for Horizontal Wells.

The Board Order.

The Utah Board of Oil, Gas, and Mining, (Board) as part of its Findings of Fact,

Conclusions of Law, and Order in the Matter of the Request for Agency Action of
Middle Fork Energy Uinta, LLC in Docket 2019-018 Cause 187-13 has directed the Utah
Division of Oil, Gas and Mining (Division) to "immediately initiate informal rulemaking
on "any and all aspects of horizontal driiling not presently covered by administrative rule

and/or any and all administrative rules that need to be modified based on the advent of
horizontal drilling". Additionally, the Board has asked the Division to submit a Proposed

Scheduling Order within sixty days "to be the guiding document delineating the process

for orderly and efficient administrative rulemaking". Finally, the Board has stated it
"believes formal rulemaking should conclude no later than six (6) months from the date

of [the] Order".

The Current Status

The status of this rulemaking is similar to the status of the Operatorship Rule.

Both of these rulemaking matters have long been identified by the Division and the Board

as portions of the current rules that need changes to accommodate the new way the oil
and gas industry is developing oil and gas resources.- primarily due to inueasing (and

now predominate) use of horizontal drilling techniques. Both rulemaking matters have

been sidelined while the Board and Division have responded to the legislatively
mandated rulemaking for compulsory pooling. Both of these matters were elevated to a
priority by a directive from the Board to commence rulemaking as part of an order in an

ongoing case.

A meeting is scheduled for November 21, 20T9 with the Utah Petroleum
Association (UPA) to consider its proposals for this rulemaking. In addition, the

Division has developed a tentative list of issues and possible rule changes that could be

made to better accommodate Horizontal Wells.
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The Board's directive for the Horizontal Well rules is expansive - "any and all
aspects" of horizontal drilling, and "any and all administrative rules that need to be
modified. . . ".

The potential scope of this rulemaking is wide. By way of explanation, there are
two major branches of rulemaking that could be pursued to better accommodate
horizontal wells. One branch would be to address the general well siting rule and the
exception location rule and adapt them to the new paradigm of horizontal drilling.
Exploratory wells are still necessary prior to spacing, but it no longer makes sense to
limit the exploratory horizontal well to one well in one section. Expanding the options for
drilling a horizontal well prior to spacing, may require other modifications to the general
well siting rules such as the establishment of temporary spacing units. Additionally, the
means of using the exception location rule and general exception for federal units to
address this dilemma should be clarified and limited.

The second branch of possible rule changes to accommodate long horizontal wells
is the potential need to clarifi spacing practices for horizontal well development.
Currently there are provisions that are routinely required in spacing orders such as
specific requirements if drilling pads are to be located outside of the drilling unit. These
routinely required provisions should be standardized by rule. Also, there are practices
such as the size of a drilling unit, the number of wells per drilling unit, and the orientation
of wells in a drilling unit that have become a matter of normal practice without
considering the consequences and possible alternatives and limitations that could be
included in a rule. Finally, in this area there are questions about how to handle boundary
line wells and how to accommodate vertical wells and horizontal wells in the same
drilling unit that could be the subject of this rulemaking.

While it is possible that the two rulemaking matters (operatorship rules and
horizontal well rules) could proceed simultaneously, it is the Division's opinion that
proceeding with rulemaking for both areas at the same time would delay getting a final
rule for both. Given the urgency implicit in the Board's directives the Division proposes
that the informal rulemaking process for the two areas proceed sequentially rather than
together. There is a potential for overlapping issues - particularly regarding rules for
spacing of horizontal wells and operatorship rules. For that reason, if there were no
urgency, it might be best to proceed with the horizontal wells first in order to establish
what spacing rules are in place before addressing the operatorship rules for a drilling unit.

Based on the preceding brief summary of the possible issues to be address, the
Division believes the discussion of the Horizontal Well rulemaking will take more time
than the Operatorship Rule. A rule permitting the Board to designate an operator for a
drilling unit, is a singular issue, and although it may be more controversial and might
even be contested, it may be addressed more quickly. In addition, the Operatorship Rule
seems to have been given more attention by the Board and the UPA and is perhaps more
ready to proceed. Therefore, the Division believes it makes sense to put the Operatorship
Rule ahead of the Horizontal Well Rule.
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The Division's Proposed Schedule

Subject to the Board's direction to the contrary, the Division has submitted a
Proposed Scheduling Order that proposes proceeding with informal rulemaking for
Operatorship Rules first and not beginning serious meetings of the informal group to
discuss Horizontal Well rules until a final rule for Operatorship has been acted upon.

As is the case for the Operatorship Rule, the Board's Order asks that there be a
formal rule in place within six months, which would be by the February 22,2020 Board
Hearing (approximately six months from the August 22, 2019 Order). As has been

discussed in the status report for the Operatorship Rule, to meet this deadline, the Board
would need to approve a rule for filing as part of the formal rulemaking at its December

11,2019 Board Hearing.

If the Division proceeds to consider Horizontal Well rules after the informal
process of the Operatorship Rule is completed, the earliest that it would begin is after the

January Board hearing. Assuming that it will take two months of informal discussion to
reach consensus among the informal group on the possibly broad array of rules the Board
has asked the Division to consider, the earliest date for filing any formal set horizontal
well rule changes would be the March Board hearing. If that occurs, the formal rule
could be approved and final after the May Board hearing.

The Division welcomes the comments and suggestions in response to this status

repofi and will seek to accommodate the Board's requests to make any modifications to
the Proposed Scheduling Order.
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