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The Division of Oil, Gas and Mining (the "Division") respectfully submits the following

Memorandum for the Board of Oil, Gas and Mining's (the "Board") consideration in the above-

entitled matter.

Introduction

On November 26,2019, Wesco Operating Inc. ("Wesco") filed a Request for Agency

Action ("RAA") with the Board requesting both an Emergency Order, and an Order allowing

continued flaring from the Blue Hills Gas Processing Plant (the "Plant"). The Board issued an

Emergency Order on November 27,2019, allowing the Plant to continue flaring gas up to 400

MCF per day until the December 11,2019, hearing of the Board.

On December 11, 2019, the Board held a hearing in this matter and heard arguments and

testimony from Wesco Operating Inc. ("Wesco"). In its RAA Wesco requested the ability to

continue flaring from the Plant until such time as the gas could be marketed via the Greentown

Pipeline (the "Pipeline").2 At the conclusion of the December 1lth hearing, the Board voted to

2 Seethe RAA at 6.



allow Wesco the ability to flare up to 400 MCF of gas per day, until January 30,2020.3 On

January 29th,the Board will determine whether the Plant may be allowed to continue flaring

pending resolution of the Pipeline dispute.

The purpose of this Memorandum is to update the Board on relevant proceedings before

other tribunals which have a direct effect on the Pipeline. Additionally, this Memorandum

outlines several options the Board may pursue to address flaring from the Plant. First, this

Memorandum provides two procedural updates: one focused on proceedings before the Public

Service Commission ("PSC"), and another on proceedings before the Bankruptcy Court for the

District of Utah. Second, the Division provides an overview of Exhibit - 4, discusses the Flaring

Rule, Utah Admin. Code R649-3-20, and presents several options the Board may take at the

January Board hearing.

Ultimately, the Division believes that with all relevant information before it, the Board

can make the best decision possible in this matter.

Procedural Updates

There are two proceedings that directly relate to this matter but are before different tribunals.

The first is before the PSC on a request by the Division of Public Utilities ("DPU") to deactivate

the Pipeline. The second is before the United States Bankruptcy Court for the District of Utah on a

voluntary petition for bankruptcy which could determine who owns the Pipeline and may result in

the Pipeline being sold to a new operator. Each is discussed below.

3 Though the wells, i.e., the Cane Creek Unit, that feed the Plant were under previous orders allowing them to flare
in an aggregate of up to 4000 MCF/day, the Plant has never been issued such an Order by the Board (with the
exception of the Emergency Order, and the Interim Findings Of Fact Conclusion Of Law And Order issued by the
Board on January 23,2020).
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I. PSC and Status of the Pipeline

On November 18, 2019, the DPU filed its Statement of Facts to Be Established,Legal

Issues to Be Resolved, and Relief Sought ("Filing") with the PSC. Relevant to this matter, the

DPU's Filing requested that the Pipeline be deactivated. The PSC held a hearing in which the

DPU, Board Counsel, and the Trustee for Pacific Energy and Mining Company ("PEMC")

participated. The Division attended the hearing but did not participate; Wesco did not attend or

participate in the hearing.

The DPU presented its arguments and evidence demonstrating why the Pipeline should

be deactivated. The witness for the DPU testified that if a prudent operator had control over the

Pipeline, it could be brought back into compliance within a matter of days if the Pipeline passes

safety inspections. Counsel for the Division has inquired with the PSC when to expect to see the

Order that issues as a result of the December 19, hearing, but as of today, no Order has been

issued.a Assuming the DPU's requested relief is granted, it solidifies the need to flare unless an

alternative is ordered by the Board or until a new operator can bring the Pipeline into regulatory

compliance.

II. Bankruptcy Proceedings and Ownership of the Pipeline

The Pipeline is currently the subject of a Chapter 7 (liquidation of assets) bankruptcy

proceeding. Since December 12,2019, the bankruptcy proceedingss have progressed but only

slightly. At present, there is still disagreement between which entity owns the Pipeline. The

bankruptcy Trustee is diligently continuing the discovery process and has submitted subpoenas

a There is a chance the Order will issue prior to the January 29 hearing and the Division will be prepared to update
the Board accordingly.
5 In re Pacific Energt & Mining Company,2:19-bk-25030, U.S. Bankruptcy Court, District of Utah, Bankruptcy
Petition #: 19-25030. (the Docket is available through Westlaw at
https://l.next.westlaw.com/Document/l848B4A919EE411E98C309EBABlBF89B2/View/FullText.html?originatio
nContext:typeAhead&transitionType:Default&contextData:(sc. Default) )
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to 1l different entities to obtain the information necessary to determine ownership of the

Pipeline. Several of the entities have retained counsel. The retention of counsel by the parties

adverse to the Trustee is another positive development, but at this point, the Trustee could not set

a firm date that the proceedings would conclude.

Assuming ownership of the pipeline rests with PEMC, the Pipeline could be sold to an

operator willing to submit to the jurisdiction of the PSC, bring the pipeline into regulatory

compliance, and resume operations. The Trustee has discussed the sale of the Pipeline informally

with Wesco. So long as the ownership and operatorship of the Pipeline are held by entities

willing to submit to the jurisdiction of the PSC, the renewed operation of the Pipeline is feasible.

In sum, even though the bankruptcy proceedings are moving slowly, progress is being

made. Unfortunately, there is no date certain that ownership of the Pipeline may be determined

which requires the Board and Division to examine the alternatives to address the gas associated

with the oil production.
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ODtions to Maximize Production and Minimize Economic Waste

This Section first provides an overview of several of the options presented by Wesco in

Exhibit - 4. This Section then discusses the Flaring Rule and explains why Board involvement in

this matter is necessary. Finally, it provides the Board with several options to address flaring at

the Plant.

I. Alternatives to Flaring Identified by wesco in Exhib it - 4.

At the request of the Board, Wesco prepared a report entitled "Economic Analyses of

Flaring Alternatives" (the "Report"). The Report identified five alternatives to flaring including6:

(1) Truck compressed natural gas (..CNG,'), bypassing the
Pipeline,
(2) decommission the plant and use the gas to power nine
generators and sell the electricity,
(3) continue to operate the Plant and use the residual gas to power
six generators and sell the electricity,
(4) use the gas at the Plant to power mobile data centersT, and
(5) construction of a new pipeline.

Each of the alternatives has its drawbacks. All require significant capital expenditure and

could lead to economic waste, i.e,the unnecessary expenditure of monetary resources,

construction of new facilities, or the decommissioning of existing facilities when other

alternatives exist.8 Several of the solutions outlined are permanent in nature (e.g., construction of

a new pipeline or decommissioning of the Plant and use gas for electricity generation).

If the Pipeline were to remain inactive for the near future, the lowest cost option is the

use of gas to power data centers. Mobile data centers are a novel solution but the use of data

centers is untested in Utah. Moreover, Wesco correctly identifies that there are several legal

issues that would need to be resolved including determining whether royalties must be paid, and

if so, how would they be calculated.

6 The Report also discussed several non-flaring alternatives which are not analyzed herein.
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Over a ten-year period, the cost of shutting in the Plant and using the gas to generate

electricity becomes competitive with how the plant is currently operating, i.e.,the collection of

NGLs and flaring of gas. Under this option, resource waste does not occur, but economic waste

would likely occur because the Plant would need to be decommissioned. e Adopting this

alternative also presumes that the Pipeline would sit idle for over ten years. Even though the

Pipeline dispute is still unresolved, the Division does not believe it would take ten years to

resolve ownership of the Pipeline and return it to service.

Therefore, the Division appreciates Wesco providing the alternatives, but the non-flaring

alternatives suggested in Exhibit - 4 do not effectively balance resource waste, economic waste,

and resolution of the Pipeline dispute.

il. Flaring Compared to Its Alternatives.

Under the Flaring Rule, Utah Admin. Code R649-3-20, an operator of a well may flare up

to 1800 MCF of gas per month from an individual well without any Board or Division approval.

SeeUtahAdmin. Code R649-3-20.1.1. This equates to approximately 60 MCF/day. In contrast,

the Flaring Rule generally prohibits the flaring of gas from a gas processing plant. Compare Utah

Admin. Code R649-3-20.L1 withR649-3-20.8, .9. Flaring of gas from a processing plant is only

allowed in circumstances of a "very limited temporary nature."Utah Admin. Code R649-3-20.8.

7 See, e.g., Crusoe Energy Flaring Services presentation to the Board in March of 2019, available at
hftps ://youtu. be/OFfEXSbZ SXs.
8 The term economic waste is distinct from waste as defined at Utah Code $ 40-6-2(27)(Waste is defined to include
"the production of oil or gas in excess of [] transportation or storage facilities; or [] the amount reasonably required to
be produced as a result of the proper drilling, completing, testing, or operating of a well or otherwise utilized on the
lease from which it is produced.") Though economics should play some role in determining which option to pursue,

the Board is not statutorily obligated to prevent economic waste.
e Likewise, the construction of a new sales pipeline is a permanent solution to a temporary problem.
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If prolonged flaring is required, then the operator is required to notify the Division, and the

Division must "take such action as is necessary." Id. at649-3-20.9. Accordingly, the Division

requested Wesco come before the Board to request guidance on what actions the Division should

take. The Division has identified the following options below

(1) Allow the Plant to continue flaring up to 400 MCF of gas per day until
the gas may be marketed through the Pipeline;

(2) Require Wesco to pursue one of the alternatives outlined in Exhibit - 4;
or

(3) Curtail oil and gas production to diminish the amount of flared gas.

Each of the alternatives is discussed in turn below.

1. Option 1: Allow continued flaring of up to 400 MCF per day at the Plant by suspending
the application of the Flaring Rule.

Allowing the Plant to continue flaring up to 400 MCF per day is permissible so long as

the Board suspends the application of the Flaring Rule, or in the alternative, orders the Director

to suspend the Flaring Rule

The Board has the authority to suspend the application of the Flaring Rule under Utah

Admin. Code R649 -2-1.2. (providing the Board with the authority to issue orders that prevail

against the general rules), see also id. atR649-2-L3 (providing similar authority to the Director

of the Division). The reasoning, in part, for allowing the Plant to continue flaring up to 400

MCF/day is that, in aggregate, the amount of gas flared is lower than the amount allowed by rule.

On average, each well would be allowed to flare approximately 22 MCF/dayl0. Moreover, there

t0 1.e.,400 MCF per day divided by 30 days. Current flaring is below this limit at about l2-13 MCF/day per well.
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are demonstrable benefits that, on balance, demonstrate continued flaring is the best option in

this case. First, the gas processing plant removes most of the NGLs present in the gas associated

with the oil which makes the extraction of oil more economic. Second, collecting the NGLs

reduces waste by capturing and selling a product that would otherwise be flared at the wellhead.

Third, the flaring of NGLs contributes more significantly to viewshed issues than what is flared

at the Plant. Finally, operating the Plant reduces the need for multiple flares. Therefore, even

though some waste is occurring at the Plant, it is less than if each well sent its gas to a flare,

results in more economical operation, and minimizes environmental impacts when compared to

flaring at individual wells.

The Division recommends that the Board suspend the application of the Flaring Rule to

allow for the continued flaring of 400 MCF/day at the Plant. Even though it would allow for

waste to continue, on balance with the other duties of the Board, the Division believes it presents

the best option going forward.

2. Option 2: Require Wesco to use the next lowest cost option to market gas.

At the Board's request, Wesco prepared and submitted Exhibit - 4, which details the

various alternatives for Wesco to sell the gas instead of flaring it. Though technically feasible,

pursuing any of the options may be cost-prohibitive and contribute to economic waste. In its

calculations, Wesco only used the value of the gas, NGLs, and electricity to determine whether

each option is economically feasible. The economics of each option may change if the associated
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oil production is considered. For example, over 3 years, the value of the oil sold may offset the

cost to bring generators on-site and tie into the electric transmission system. Thus, in determining

whether any of the alternative marketing options is feasible, the revenue generated from the oil

should also be included.

Nevertheless, all the options for marketing the gas require significant capital expenditures

on behalf of Wesco. The Plant was specifically built to address flaring on a well to well basis and

there are demonstrable benefits from stripping the NGLs from the gas at the plant (less wasted

resource, and more environmentally friendly flare), even if the other gas is flared. Moreover, the

Plant is only flaring because of a temporary, albeit prolonged, dispute over the operation of the

Pipeline. Therefore, requiring such capital expenditures may dissuade future operators from

building gas processing plants (unless otherwise required), and instead, opt for well by well

flares

3. Option 3: Require curtailing of production of oil and gas to diminish the need for flaring.

If production could be curtailed without harming the reservoir overall, it may be an

option. For the purpose of this Memorandum, curtailment means slowing the production from

the wells that feed into the Plant to diminish the need to flare. Curtailment is not given a specific

MCF limit. To the extent that curtailment could be utilized, it represents a compromise between

resource and economic waste. Some flaring may still occur, but it would occur at lower levels,

reducing the size of the Plant's flare, and potentially resource and economic waste. Most
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importantly, it could offer a temporary solution for a temporary problem. Curtailment would

allow time for the Pipeline to come back online, the gas to be marketed accordingly, and prevent

the economic waste of decommissioning the Plant. If curtailment were ordered, it could provide

additional incentive to Wesco and other affected parties to help resolve the pipeline dispute as

quickly as possible.

The Division does not recommend curtailing at this time because it is unclear what effect

it would have on the reservoir. In the Division's technical memorandum (attached as Exhibit -
A), the Division details that quantifuing the risks associated with curtailing production ,.with 

any

level of confidence is difficult if not impossible because of the number of variables and their

individual and combined effects on production." Therefore, it is the Division,s opinion that the

risk involved in ordering curtailing production outweighs the flaring of gas up to 400 MCF/day.

Conclusion

Since the December 11, 2019 hearing, little has changed with respect to ownership and

operation of the Pipeline and the Pipeline remains inactive. progress is being made, but there is a

high likelihood that the Pipeline will continue to be inactive for some time. Therefore, it is

appropriate for the Board to take stock of the available options. In making its decision, the Board

should be mindful of waste, both economic and resource waste, and in addition, chose a path that

provides the most incentive for a speedy resolution over the pipeline dispute. The Division

recommends that the flaring rule continue to be suspended, and/or allow flaring from the plant
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up to 400 MCF/day. Flaring provides the ability for Wesco to continue producing the oil, recover

the NGLs, and offers a temporary solution while the Pipeline dispute is resolved.

Urnn THE ATTORNEY GENERAL

Thomas E. Kessinger
Assistant Attorneys General
Tel: (801) 538-7269
Email: tkessinger@agutah.gov
Attorneyfor the Division of Oil, Gas and Mining
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TO

DATE: January 27,2020

The Board of Oil, and Mining

FROM: John Baza, Di

SUBJECT: Staff to the Board for Docket No.2019-027, Cause No. 194-03

The Oil & Gas staff of the Division of Oil, Gas and Mining (the "Division") has reviewed the

referenced matter which will be presented to the Board of Oil, Gas and Mining (the "Board")

during the January 29,2020 hearing. With this memorandum, the Division summarizes its

consideration of the matter.

Summaru of Requestfor Aoencv Action

Wesco Operating, lnc. ("Wesco"), with legal representation by Mr. Frederick M. MacDonald, is

requesting the Board to authorize flaring from the Blue Hills Gas Plant ('BHGP') located in the

SW1/4SE1/4 of Section 20, Township 23 South, Range 19 East, SLM, Grand County, Utah.

As of the date of this memorandum, no responses or objections have been filed with either the

Division or the Board in this matter. The Board has also asked the Division to address the

potential effects of restricting production from the wells.

Comments from Divislon Staff Review

The value of the approximately 400 MCF per day of gas requested to be flared is less than four
percent of the revenue from the oil recovered from wells producing to the BHGP. Forcing the

loss or deferring of this oil revenue to working interest owners, royalty owners, and taxing

entities for the conservation of the relatively valueless associated gas is unjust and will

potentially cause waste of oil resources. Only three of the eighteen wells producing gas to the

BHGP deliver monthly volumes of gas exceeding the Rule R649-3-20 limit for venting orflaring
without Division approval and the reported volumes of gas used for plant fuel and attributed to

extraction loss (shrinkage) exceed the volumes of gas in excess to allowed flaring and venting

limits for these three wells. In addition, the requested volume of gas to be flared is significantly

less than the 1,800 MCF of oil produced gas that can be vented or flared from an individual well

on a monthly basis without Division approval.



Wesco has shown in their submitted Petitioner's Exhibit "4", ECONOMIC ANALYSIS OF
FLARING ALTERNATIVES, that the gas produced and transported to BHGP has no commercial
value without availability of a pipeline connecting the gas plant to a market source, and per Rule
R649-3-20 parts I and g is therefore acceptable to be flared at the processing plant. Rule R64g-
3-20 also allows Wesco to flare the produced gas at individual well sites without Division
approval and the volume of gas requested to be flared at BHGP is significanily less than the gas
that would be flared at the well sites without Division approval. Flaring at the gas plant is much
preferred to flaring at individualwell sites because it is controlled to be safer, has less impact on
viewshed, minimizes waste, and produces fewer air pollutants.

It has been requested that the Division technical staff provide an estimate of the expected loss
of productivity that would result from restricting or shutting in production from wells with gas
being processed at BHGP. Ultimately, the Division staff agrees with the petitioner that forcing
restriction of production has the potential to resutt in loss of oil recovery.

It is generally recognized that restricting production or temporarily shutting in production from
any well producing multiple phases can cause temporary or long-term loss of productivity and
reduction of ultimate oil recovery. These undesired consequences can result from a number of
factors including water resaturation with a negative effect on relative oil permeability, pore throat
water blockage, paraffin or asphaltene deposition, mobilization of and blockage by fines, and
particularly to this producing formation, salt re-deposition and creep. Quantifying these risks w1h
any level of confidence is difficult if not impossible because of the number of variables and their
individual and combined effects on production. The data, subject expertise, and time required
for any competent analysis of this subject are not something the Division staff or even the
operating companies would routinely undertake because of the resources required for such an
analysis, the low probability of obtaining meaningful and accurate results, and because there is
no anticipation for conditions warranting an operator to intentionally restrict oil recovery.

This view is based on engineering fundamentals and combined years of experience in the oil
and gas industry. Therefore, it is the opinion of the Division that any risk for a reduction in oil
recovery from these wells is not warranted by the temporary loss of 400 MCF per day of gas.

Staff Recammendatian

Based on the aforementioned comments, the Division recommends as follows:

1. Wesco is allowed to flare volumes of up to 4OO MCF per day of processed gas at the
Blue Hills Gas Plant with condition that the gas plant continues to operate to remove and
market "Y-Grade" natural gas liquids from the gas before flaring.

2. The flaring is allowed without restricting production from any individual well so long as
the requested 400 MCF per day is not exceeded, and for as short of a duration as
possible until gas sales via the Greentown Pipeline can be resumed with reasonable
efforts as possible by Wesco to expedite the return of the pipeline to service.
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