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For the past year, the Department, with the assistance of a TAB Workgroup and industry representatives, has been reevaluating the oil and gas well bonding program rates and structure.  The present bond rates were established in 1984 and have never been updated.  The Workgroup held several meetings and provided the Department with input regarding bond program structure and criteria for establishing rates.

The bonding system is to reflect the cost to the Commonwealth to plug wells.  The bonding system will continue to apply only to post-84 wells.  The consensus of the Workgroup is that the bonding system should continue to be the current single and blanket bond structure, as opposed to a matrix involving categories for the number of wells the operator has and the depth or construction of the wells.  

The basic criteria identified by the Workgroup, are:

· Bond program structure

· Continuation of the single and one (1) blanket bond system

· No legislative changes

· Possible adjustments to the single/blanket well bond ratio (this is a specific interest identified by DEP)

· Bond rates that consider

· Net estimated DEP cost, including overhead, to plug post-84 wells

· Need to maintain industry compliance

· CPI increases since 1984 (approximately 100%)

Following these criteria, DEP calculated an average DEP well plugging cost, using only pre-84 well cluster contract costs.  A cluster well contract includes any contract with 4-5 or more wells in it.   That average is $7,545/well (>4 wells/contract) and $7,271 (>5 wells/contract).  This is based on a review of all DEP plugging contracts since 1988.  This average only includes the actual contract cost and does not include any program overhead costs (contract preparation, administration and inspection).  The Department therefore uses $7,300/well in this analysis.

In order to adapt DEP’s average well plugging cost of $7,300 to reflect a post-84 single well DEP plugging cost, i.e. a single well bond amount, the TAB Bonding Workgroup felt the following factors must be considered:

· Needed adjustments reflected by industry’s pre- and post-84 plugging cost data, the most notable being: 

· salvage value which is more significant with post-84 wells than with pre-84 wells, as older wells have progressively less salvageable materials.  Based on industry input, DEP estimates an overall salvage value per well of approximately $1,000.

· the fact that the post-84 wells are newer and generally easier to plug than pre-84 wells.  Based on comparisons of DEP’s pre-84 plugging program costs and pre- and post-84 plugging cost data provided by PGE, a reduction of 11.5% can be calculated.  Due to the wide range in data, DEP increased this to a 25% reduction, or $1,825, in the average pre-84 DEP plugging cost.

· DEP’s plugging program overhead costs (contract preparation, administration and inspection) must be added.  DEP calculations, based on 6 full-time equivalent positions, show that this adds approximately $1,920/well to our contract cost.

Taking these factors into consideration, the estimated average post-84 DEP single well plugging cost would be $6,395 ($7,300 - $1,000 - $1,825 + $1,920).   This is rounded to a single well bond amount of $6,000.

Relative to the blanket bond, DEP has expressed concern that the present 10:1 blanket:single well bond ratio is inadequate to cover the potential plugging liability that blanket bonds currently present to the Commonwealth.  An analysis of existing bonds shows that the average number of wells covered by blanket bonds is 121.  Based on a review of current bond data, the median number of wells covered by blanket bonds is 25.  Therefore, DEP proposes a blanket:single bond ratio of 25:1.  This equates to a blanket bond amount of $150,000 (25 x $6,000).

Other factors to be considered in this proposal include:

· Guidelines for establishing as necessary higher bond rates for those situations that warrant it, for example extreme depths/construction methods as with Trenton Black River wells, or other factors.  These guidelines should be developed with industry input.

· A system of updating the bond amounts and structure based on the CPI.

· An implementation plan to address the timing and process by which existing bonds will be converted to the new bond rates.  Industry input on this issue will also be solicited.

· A legal determination as to whether the Department has the authority to implement a plugging credit program or well plugging insurance program as an alternative to a bonding program.

DEP proposes to implement this change by incorporating these modified rates and structure into the proposed Chapter 78 regulation amendment package currently under development.  

