L CB File No. R102-06

PROPOSED REGULATION OF THE DIVISION OF MINERALSOF THE
COMMISSION ON MINERAL RESOURCES

NEVADA ADMINISTRATIVE CODE: OIL AND GASCHAPTER 522 - OIL AND GAS

GENERAL PROVISIONS

NAC 522.010 Definitions. As used in this chapter, unless the context otherwise requires, the
words and terms defined in NRS 522.020 and NAC 522.018 to 522.170, inclusive, have the
meanings ascribed to them in those sections.

NAC 522.018 “Administrator” defined. “ Administrator” means the administrator of the
division.

NAC 522.020 “ Atmospheric pressure” defined. “ Atmospheric pressure” means the pressure
or weight of air at sealevel, equivaent to 14.73 pounds per square inch.

NAC 522.025 “Barometric pressure” defined. “ Barometric pressure” means the pressure or
weight of air determined by the use of a barometer at a given point.

NAC 522.030 “Barrel” defined. “Barrel” means 42 U.S. gallons, measured at standard
conditions of pressure and temperature.

NAC 522.035 “Blowout” defined. “Blowout” means an uncontrolled escape of drilling fluid,
water, oil or gasfrom awell.

NAC 522.040 “Blowout preventer” defined. “ Blowout preventer” means a control attached
to the wellhead which is equipped with gates, rams or other packoff which can be closed around
the drill pipe or cable tools and which completely closes the top of the casing.

NAC 522.045 “Bottom hole pressure” defined. “Bottom hole pressure” means the pressure in
pounds per square inch under conditions existing at or near the producing horizon.

NAC 522.050 “Casing pressure’ defined. “Casing pressure” means the pressure between the
casing and tubing when the casing and tubing are packed off at the top of the well.

NAC 522.055 “Casinghead gas’ defined. “ Casinghead gas” means any gas, vapor, or both,
indigenous to an oil stratum and produced from the stratum with oil.

new section- “ Completion” defined. “ Completion” means a well in which a) production
casing has been run or b) when all provisions of plugging are complied with as defined in this
chapter. Such well is considered complete by the division and subject to timely requirements
as defined within this chapter. A well that requires extensive testing shall be considered
complete when the drilling rig isreleased or after reaching total depth, which ever islater.
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NAC 522.060 “Condensate” defined. “ Condensate” means the liquid recovered at the surface
from condensation by reduced pressure or temperature of gaseous petroleum hydrocarbonsin the
reservoir.

NAC 522.065 “Cubic foot of gas’ defined. “Cubic foot of gas” means the volume of gas
contained in one cubic foot of space at standard conditions.

NAC 522.070 “Day” defined. “Day” means 24 consecutive hours from 7 am. to the
following 7 am.

NAC 522.075 “Developed area,” “ developed unit” defined.
1. “Developed area” or “developed unit” means an area or unit having a completed well
which is capable of producing oil or gasin profitable quantities.
2. If thedivision finds that any part of a unit is nonproductive, the devel oped area of the unit
includes only that part which is productive.

NAC 522.078 “Division” defined. “Division” means the division of minerals of the
Commission on mineral resources.

NAC 522.080 “Drilling fluid” defined. “Drilling fluid” means any fluid commonly used in
the petroleum industry for the purpose of drilling and removing cuttings from awell.

NAC 522.085 “Exploratory well” defined.
1. “Exploratory well” meansawell drilled in an unproven area.
2. Thetermincludes awell drilled into unproven formations.

NAC 522.090 “Gasto oil ratio” defined. “Gasto oil ratio” means the ratio of production of
gas in standard cubic feet to oil in barrels produced concurrently.

NAC 522.095 “Gas repressuring” defined. “ Gas repressuring” means introduction of any gas
into apool in order to replenish, replace or increase the reservoir energy.

NAC 522.100 “Gas well” defined. “ Gas well” means awell which produces primarily
natural gas or any well classified as agaswell by the division.

NAC 522.105 “Mud-laden fluid” defined. “Mud-laden fluid” means any approved mixture of
fluids and clay or other material commonly used in the petroleum industry for drilling,
abandonment or emergency conditions which will effectively prevent migration of fluids within
the well bore.

NAC 522.110 “Multiple completion” defined. “Multiple completion” means the completion
of any well so as to permit the production from more than one pool, with the production from
each pool completely segregated from the production of other pools.
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NAC 522.115 “Oil well” defined. “Oil well” means any well which isnot agaswell and
which is capable of producing oil or condensate.

NAC 522.120 “Operator” defined. “ Operator” means a person, acting for himself or as an
agent for others, designated to the division as the one who has the primary responsibility for
complying with the division’s regulations.

NAC 522.125 “Potential” defined. “Potential” means the daily ability of awell to produce oil
or gas as determined by atest approved or witnessed by the division or its authorized
representative.

NAC 522.130 “Pressure maintenance” defined. * Pressure maintenance” means any practice
which tends to preserve al or part of the original reservoir pressure.

NAC 522.135 “Proven oil or gasland” defined. “Proven oil or gasland” means an area
which has been shown by development or geological information to be such that any additional
wells drilled in the area are reasonably sure to be productive of oil, gas, or both.

NAC 522.140 “ Seismic hole” defined. “ Seismic hole” means a drilled hole which isintended
for geophysical survey purposes only.

NAC 522.145 “ Separator” defined. “ Separator” means an apparatus for separating oil, gas
and water at the surface as they are produced from awell.

NAC 522.150 “ Shut-in pressure” defined. “ Shut-in pressure” means the gauge pressure noted
at the wellhead when the well is completely shut in.

NAC 522.155 “ Standard conditions’ defined. “ Standard conditions” means temperature at 60
degrees Fahrenheit and absol ute pressure of 14.73 pounds per square inch.

NAC 522.160 “Storage” defined. “ Storage” means the confinement of produced gas, ail, or
both, in tanks, reservoirs or containers.

NAC 522.165 “Survey” defined. “Survey” means all electrical, directional and other tests
made for the purposes of obtaining information.

NAC 522.170 “Well log” defined.

1. “Well log” means awritten or electronic record progressively describing the strata, water,
oil or gas encountered in drilling awell, with additional information on volumes, pressure, rate
of fill-up, water depths, caving strata, casing record and other data usually recorded in the normal
procedure of drilling.

2. Thetermincludes all logs run by the operator.

NAC 522.175 Applicability of chapter.
1. The provisions of this chapter apply in all areas of the state unless otherwise stated in a
special provision of NAC.
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2. Special provisions of NAC will be adopted when required and will take precedence over
genera provisionsif in conflict with them.

NAC 522.185 Protection of fresh water.

1. Fresh water must be protected from pollution, whether in drilling, plugging or producing
oil or gas, or in disposing of salt water already produced.

2. Qil or gaswells and wells drilled for exploratory purposes are governed by the provisions
of this chapter which pertain to the drilling, safety, casing, production, abandoning and plugging
of wells. All operations must be carried on so as to prevent pollution of any stream or other
watercourse of this state, or of any subsurface water, as the result of the escape, release or
injection of oil, gas or salt water from any well.

NAC 522.190 Arrangements relating to conservation of oil and gas. The division may enter
into arrangements with agencies of the state and the Federal Government, with committees
representing private enterprise and with other persons for special projects, services and studies
relating to conservation of oil and gas.

NAC 522.195 Tentative approval of oral or telegraphed request. If the division gives
tentative approval of an oral or telegraphed request or plan, the person requesting the approval
must promptly submit the request or plan in writing on the proper form for final approval and
confirmation by the division.

DRILLING

NAC 522.210 Application for permit to drill.

1. Before any well is spudded in or drilled for oil or gas, application
must be made to and a permit obtained from the division.

2. The appllcatl on must be made on the Dr|II|ng Appllcatl on Form [—2} provided by the
d|V|S|on nd-a

The foIIowmg information must beincl uded with the application:
(a) A location plat prepared by a land surveyor licensed in Nevada;
(b) The Oil and Gas Organization Report properly completed;
(c) Therequired fee, and

()3 H-thewd s to-be dritled-on-state or private tand,-Form 3-or-3a} A financial

guarantee provided in accordance with NAC 522.230 [properhy-completed.-must-accompany-the
apphieation}. Evidence of a federal bond for drilling on a federal lease must beincluded in the

space provided on the Drilling Application Form and this amount will be included toward
meeting the provisions of NAC 522.230.

(e) A comprehensive drilling program which includes: description of the kind of casing
and mud programs, water supply, drilling rig to be used and pad layout, blow out prevention
equipment diagram and testing program, equipment for the prevention of a blowout and
drilling rig which will be used, directional drilling information and any other information
deemed necessary and requested by division.

--4--
Agency Draft of Proposed Regulation R102-06



3. The approved permit, conditions of approval to the permit and the minimum blow out
prevention equipment (BOPE) requirements shall be posted at the well site, and read by all
company personnel associated with the subject well.

NAC 522.212 Fee for permit to drill. (NRS 522.050) The amount of the fee that a person
desiring to drill awell in search of oil or gas must pay pursuant to subsection 1 of NRS 522.050
for apermit is $200.

NAC 522.215 Cuttings: Requirements for permit; availability and use; notification of
shortage

and%hnseendrﬂem%ﬂ—bestate@enmepeﬁnﬁ—}A minimum of two 15 m|II|I|ter sets(15 mI

equates to two heaping tablespoons)of cuttings per sampling interval of 30’ or lessfor surface
casing depth and 10’ intervals for deeper drilling and a split of any core taken is required.
Samples must be cleaned, dried, and placed in sample envelopesin closed boxes approximately
3" x5"x20-24" . FaneH} The cuttings and a split of any core must be submitted to the Bureau of
Mines and Geology fas-seen-asthe driting-of the- wel-iseompletel within 30 days of taking the
samples. The Bureau shall remove fa} one 15-milliliter set and place the set in permanent
storage. Therest of the cuttings must be made available for public inspection and testing at that
time or, if the records concerning the well are to be kept confidential pursuant to NAC 522.540,
upon the expiration of the period of confidentiality. Destructive tests may be performed on the
cuttings made available for public inspection and testing. The Bureau shall establish procedures
of collection, storage and public inspection and testing. The administrator of the division must
be notified by the bureau of any sample envelopes containing less than 5 milliliters of cuttings.

NAC 522.220 Time limit of permit. Unless operations have been commenced and the
operator is proceeding with due diligence, a permit to drill or deepen awell for oil or gas expires
24 months after the date of issue.

NAC 522.225 Transfer of permit. If the person to whom a permit was originally issued
disposes of al his operating interest in the well, he must submit a Notice of Change of
Ownership Form pwitten-statement} to the division setting forth that fact and requesting that the
permit be transferred to the person who has acquired the well. The transferee must furnish a bond
asrequired in NAC 522.230. The fsurety} financial guarantee may be released or canceled by
the transferor upon approval of the transfer by the division.

NAC 522.230 Bonds and deposits.

1. To ensure that awell, upon abandonment, is plugged in accordance with the regulations of
the division and that the well is operated and repaired in a manner which does not cause waste,
the division may, except as otherwise provided in this section, require that the owner provide a
financial guarantee in one of the following forms:

(@) Obtain asurety bond in favor of the State of Nevadain a sum of not less than $10,000 for
each well, or in asum of not less than {$56,000} $25,000 covering all wells being drilled or to be
drilled in Nevada by one owner;
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(b) Deposit money with the division in a sum of not less than $10,000 for each well or in a
sum of not less than {$56,000} $25,000 covering al wells being drilled or to be drilled in Nevada
by one owner. All interest earned on the deposit accruesto the division. Or

(c) Deposit with the division a savings certificate, or time certificate of deposit, or letter of
credit issued by abank or savings or loan association authorized to do businessin Nevada and
made payable to the State of Nevada, in a sum of not less than $10,000 for each well or in asum
of not less than {$50,000} $25,000 covering all wells being drilled or to be drilled in Nevada by
one owner. All interest earned on the deposit accrues to the account of the owner of the well.

2. Anowner of awell drilled on federal land who has previously deposited a bond with the
Federal Government in aform and an amount equivalent to the form and amount approved by
the division, is not required to obtain abond or make the deposit with the division pursuant to
this section for wells covered by the bond deposited with the Federal Government.

3. Any bond required by this section must be issued by a corporate surety or financial
institution authorized to do business in Nevada and must be approved and accepted by the
division before deemed valid.

4. Any surety bond, savings certificate, or time certificate of deposit, or letter of credit
required by this section must remain in effect until the well has been properly abandoned and
plugged or repaired in accordance with this chapter or until it isformally released by the
division.

NAC 522.235 Location of wells. (NRS 522.040) In aproven oil and gas field the spacing of
wellswill be governed by special rules for each particular field, to be adopted by the division
after notice and hearing. In the absence of a specia order of the division establishing drilling
units or authorizing different densities of wells or patterns of location for particular pools or parts
of pools, the following requirements apply:

1. Each well drilled for oil with a projected depth of 5,000 feet or less must be located not
less than 330 feet from the outside boundary of a government quarter-quarter section, or of alot,
tract or combination of lots or tracts substantially equivalent to a quarter-quarter section as
shown by the most recent government survey. Unless the administrator, in his discretion,
determines otherwise, only one well may be issued a permit to produce oil from the same
reservoir within the same quarter-quarter section.

2. Each well drilled for oil with a projected depth of greater than 5,000 feet must be located
not less than 330 feet from the outside boundary of a government quarter section, or of alot, tract
or combination of lots or tracts substantially equivalent to a quarter section as shown by the most
recent government survey. Unless the administrator, in his discretion, determines otherwise, only
one well may be issued a permit to produce oil from the same reservoir within the same quarter
section.

3. Each well drilled for gas with a projected depth of 5,000 feet or less must be |ocated not
less than 660 feet from the outside boundary of a government quarter section, or of alot, tract or
combination of lots or tracts substantially equivalent to a quarter section as shown by the most
recent government survey. Unless the administrator, in his discretion, determines otherwise, only
one well may be issued a permit to produce gas from the same reservoir within the same quarter
section.

4. Each well drilled for gas with a projected depth of greater than 5,000 feet must be located
not less than 990 feet from the outside boundary of a government section, or of alot, tract or
combination of lots or tracts substantially equivalent to a section as shown by the most recent
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government survey. Unless the administrator, in his discretion, determines otherwise, only one
well may be issued a permit to produce gas from the same reservoir within the same section.

| o o I il ]

F6}15. The administrator will determine the pattern for the location of wells which are adjacent
to an areain which the spacing of wellsis prescribed by the division or under application for
spacing, where there is sufficient evidence to indicate that the pool or reservoir for which the
gpacing of wellsis or will be prescribed by the division may extend beyond the boundary of the
spacing order or application, and the uniformity of the pattern of spacing is necessary to ensure
an orderly development of the pool.

NAC 522.240 Exceptions to location of wells and well spacing orders.

1. Upon proper application, the administrator may approve an exception to NAC 522.235 or
to any order of the division establishing the spacing of wells for a pool.

2. An application for an exception may be made for well locations which are:

(a) within a federal unit;

(b) drilled pursuant to a working interest agreement;

(c) where an operator demonstrates undivided interest in the areas affected; or

(d) areas subject to existing orders for drilling and spacing.

Documentation of qualification for this provision must be submitted to the division.

3. Asused in this section, the term “working interest agreement” means a written
agreement entered into by the persons who are responsible for paying the cost of drilling one
or more wells and that specifies the location of the well or wells.

F2}4. An application for an exception for reasons other than subsection 2 above must state
fully the reasons the exception is necessary or desirable and must be accompanied by a plat
showing:

(a) The locations at which an oil or gaswell could be drilled in compliance with NAC
522.235 or the applicable order;

(b) The location at which the applicant requests permission to drill; and

(c) Thelocations at which oil or gas wells have been or could be drilled in accordance with
NAC 522.235 or the applicable order:

(1) In aquarter section, for any oil well, regardless of depth, or any gas well of 5,000 feet
or less; or

(2) In asection, for any gas well greater than 5,000 feet, directly or diagonally adjoining
the quarter section or section for which the proposed exception is sought.

[3}5. An exception approved by the administrator does not affect the rights of owners of
directly or diagonally adjoining tracts to drill for oil or gas.

NAC 522.245 Change of location of well. If, before drilling awell, the person to whom the
permit was originally issued desires to change the location, the-must-submit} aletter so stating
must be submitted and another Drilling Application Form properly filled out showing the new
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location. No additional feeis payableif the location change is within the same quarter-quarter
section, but drilling must not be started until the new location has been approved.

NAC 522.250 Identification of wells.

1. Each well whichisbeing drilled or is capable of producing must be identified by asign
posted on the derrick or not more than 100 feet from the well.

2. The sign must be of durable construction. The lettering must be kept in legible condition
and be large enough to be legible under normal conditions at a distance of 50 feet. The wells on
each lease or property must be numbered in nonrepetitive, logical and distinctive sequence. Each
sign must show the number of the well, the name of the lease, which must be different and
distinctive for each lease, the name of the lessee, owner or operator and the location by quarter
section, township and range.

3. Thedivision will assign to each well an identification number of the American Petroleum
Institute when the drilling permit is approved. This number must be used for identification in:

(@) Electronic data processing; and

(b) TheformsH+sted} prow ded by thedivision and referenced in NAC 522 {48949522—539

NAC 522.255 Collecting pits.

1. No operator who conducts ail or gas development and production may use unlined
collecting pits for storage and evaporation of brines from the oil field. The division may approve
the use of impervious collecting pitsin conjunction with approved operations for disposal of salt
water.

2. The provisions of subsection 1 dofes} not apply to drilling sumps which will be reclaimed
with the drilling pad or to burning pits which are used exclusively for the burning of the
accumulated waste from the bottom of a tank.

NAC 522.260 Strata sealed off from other strata.

1. During the drilling of any oil or gas well, all strata bearing oil, gas or water above the
producing horizon must be sealed or separated in order to prevent their contents from passing
into other strata.

2. All fresh waters and waters of value or possible value for domestic, commercial or stock
purposes must be confined to their respective strata and be adequately protected by methods
approved by the division. Precautions must be taken in drilling and abandoning wells to guard
against any loss of any fresh water from the strata in which it occurs, and the contamination of
any fresh water by objectionable water or any oil or gas.

3. The operator of any well must shut off and exclude all water from any oil-or gas-bearing
stratum to the satisfaction of the division.

NAC 522.265 Wells drilled with rotary tools. Unless a special provision
requires otherwise, the following applies to all wellsdrilled with rotary tools:

1. Suitable and safe surface casing must be used in all wells for proper anchorage. In all wells
being drilled, surface and other protection casing must be run to sufficient depth to afford safe
control of any pressures which might be encountered and must be sufficiently tested therefore.
Surface casing must be set to a minimum of 500 feet. Surface casing must be set into an
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impervious formation and be cemented with sufficient cement to circulate to the top of the hole.
If cement does not circulate, the annulus outside the casing must be cemented before drilling
plug or initiating tests.

2. Onadl strings of casing below surface pipe, sufficient cement must be used to fill the
annular volume behind the casing for a minimum distance of 500 feet above the bottom of the
casing. A cement plug or shoe must not be drilled until a minimum compressive strength of 300
pounds per square inch at bottom hole conditions has been attained according to the
manufacturer’s tables of cement strength for the particular cement mix being used.

3. After cementing the surface casing, each well being drilled must be equipped with
adequate blowout preventers. The use of blowout equipment must be in accordance with good
established oil field practice. The control equipment must include casing outlet valves with
adequate provisions for mudkill and bleed-off lines of proper size and working pressure. All
equi pment must be in good operating condition at all times.

NAC 522.270 Wells drilled with cable tools. The following applies to all wells drilled with
cabletools:

1. Beforedrilling begins, adequate slush pits must be constructed.

2. Surface casing must be set in the same manner as described in NAC 522.265. Surface
casing must be tested by bailing or pressure test to ensure a shutoff before drilling proceeds
below the casing point.

3. The use of blowout equipment must be in accordance with good established oil field
practice. After cementing the surface casing, awell being drilled must be equipped with adequate
blowout preventers. The control equipment must include casing outlet valves with adequate
provisions for mudkill and bleed-off lines of proper size and working pressure. All equipment
must be in good operating condition at all times.

NAC 522.275 Directional drilling.

1. Except for wellswhich are intentionally deviated, all wells must be drilled as nearly
vertically as possible by normal, prudent and practical
drilling operations. No interval in an oil well may be opened to the wellbore closer than 330 feet
from the outer boundary of the lease on which the well islocated, and no interval in agas well
may be opened to the well bore closer than 660 feet from the outer boundary of the lease on
which the well islocated.

2. Plansfor directional drilling must be approved by the division before the drilling is begun.
Upon completion of the well, a complete directional survey of the well, including a plat obtained
by methods used for surveying wells must be filed with the division.

3. Deviation from the plan is permitted without the approval of the division for short
distances to straighten the hole, sidetrack junk or correct other mechanical difficulties.

NAC 522.280 Reentry. If aholeis being reentered for any purpose, other than for repairsor a
routine cleanout which does not change the producing interval, the operator must file with the
division a notice of intention on the Sundry Notice Form {4}.
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PRODUCTION PRACTICES

NAC 522.300 Classification of wells and pools. The division will determine whether a
particular well or pool isagas or oil well or gas or ail pool, classify and reclassify wells and
name pools accordingly, determine the limits of any pool producing oil or gas, and redetermine
those limits as necessary.

NAC 522.305 Ratio of gasto oil. The division will, after notice and hearing, impose alimit
on any ratio of gasto ail for wellsin apool.

NAC 522.310 Equipment for measurement.

1. Adequate facilities must be provided for efficient measurement of the gas and oil produced
for the purpose of obtaining gasto oil ratios on each well and reporting oil, gas and water
production.

2. Wellhead equipment must be installed and maintained in good working condition so that
static bottom hole pressures of flowing wells may be obtained at any time.

3. Valves must be installed on both casing and tubing so that surface pressures can be readily
measured at any time.

NAC 522.315 Multiple completion of wells. No operator may permit multiple completion of
awell without the approval of the division. The division may require adequate and complete
separation, as determined by packer tests, of the various zones involved in the completions.

NAC 522.320 Production from different strata through same casing. No operator may permit
awell to produce either oil or gas from different strata through the same casing without first
receiving written permission from the division.

NAC 522.325 Production from several wellsto common facilities. Common facilities may be
used to receive the production from any number of wells, if adequate tankage and measuring
equipment are installed so that production from each well can be accurately determined at
reasonable intervals. The method for the measurement of production from each lease must be
acceptable to the division.

NAC 522.330 Periodic tests required to commingle production. The production from one
pool may not be commingled on the surface with that from another pool except when the
guantities from each source of production are determined by periodic well tests or other
measurements.

NAC 522.335 Initial testing of gas wells. Each gas well must be tested initially by the
multipoint back pressure method at a time prescribed by the
division.

NAC 522.340 Gas produced or sold must be metered.

1. All gas must be metered when produced or sold with an approved meter of sufficient
capacity. Gas may be metered from alease or from property which isaunit if it is shown that
ratable taking can be maintained.
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2. Metersare not required for gas produced and used on the lease for purposes of
development and operation of the |lease.
3. Bypasses must not be connected around meters for the purpose of improper taking of gas.

NAC 522.342 Administrative fee. (NRS 522.150) The amount of the administrative fee that a
producer or purchaser of oil or natural gas must pay pursuant to subsection 2 of NRS 522.150 is
10 cents per barrel of oil or per 50,000 cubic feet of natural gas, as appropriate.

NAC 522.343 Reduced administrative fee for new production. (NRS 522.040, 522.150)

1. Notwithstanding the provisions of NAC 522.342, the amount of the administrative fee that
aproducer or purchaser of oil or natural gas must pay pursuant to subsection 2 of NRS 522.150
for new production is one-half cent per barrel of oil or per 50,000 cubic feet of natural gas, as
appropriate, and in accordance with the provisions of this section.

2. Upon thefiling of the Well Completion Form [5-the-well-completionrepert] pursuant to
NAC 522.510, the division shall determine whether the production from the well that is the
subject of the report qualifies as new production. If the division determines that the production
from the well qualifies as new production, the producer or purchaser is entitled to pay the
administrative fee required by subsection 2 of NRS 522.150 for that new production at the
reduced rate prescribed in subsection 1 for 12 consecutive calendar months, beginning on the
put-on-production date reported fia} on the Well Completion Form {5} for that well. At the end
of the 12-month period, the producer or purchaser must pay the administrative fee required by
NRS 522.150 for further production from the well in the amount prescribed in NAC 522.342.

3. A producer or purchaser may, pursuant to NRS 522.110, challenge a determination made
by the division pursuant to subsection 2.

4. Asused in this section, “new production” means production from a new or existing well
that is completed in anew interval, as determined by the division.

NAC 522.345 Utilization of gas.

1. Gasfrom an oil well may be used for:

(a) Light or fuel;

(b) Efficient manufacture of chemicals;

(c) Reinjection to increase the ultimate recovery of hydrocarbons or for storage;

(d) The extraction of liquid hydrocarbons from the gasif the gasis not wasted; or

(e) The artificial lifting of oil from apool if al gas returned to the surface is then used without
waste.

2. No gasfrom agaswell may be permitted to escape into the air without the approval of the
division except:

(8 When required for safety;

(b) When required for initial testing of awell; or

(c) Tolift ail artificially from a pool in cases of operational necessity if the escapeis
permitted for no more than 5 days within any 30-day period.

3. The disposition of gas produced by each gas well must be reported each month on the Oil
or Gas Production Monthly Report fcerm-—#1.

NAC 522.350 Open reservairs. Qil or the waste from an oil field may not be stored or
retained in unlined pits in the ground or open receptacles without the approval of the division.
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NAC 522.355 Removal of rubbish and debris. Any rubbish or debris which might constitute
afire hazard must be removed to a distance of at least 100
feet from any well, tank or separator. Waste oil must be burned or disposed of in a manner
approved by the division of environmental protection of the state department of conservation and
natural resources.

NAC 522.360 Dikes and fire walls. Dikes or fire walls are required around permanent tanks
for the storage of oil located within the corporate limits of any city or town, where tanks for
storage are less than 500 feet from any highway or inhabited dwelling, less than 1,000 feet from
any school or church or are so located as to be deemed by the division to be a hazard.

NAC 522.365 Report of fire, lightning strike, break or leak, or overflow.

1. Each operator of an oil or gas well, pipeline, receiving tank, tank for storage or receiving
or receptacle for storage in which oil or gasis produced, received or stored, or through which oil
or gasis piped or transported, shall notify the division by letter, giving full details, of each:

(a) Fireat awell, tank or receptacle or along a pipeline;

(b) Lightning strike to awell, tank or receptacle or along a pipeling;

(c) Break or leak; or

(d) Overflow, which resultsin aloss of more than 50 barrels of oil or 1,500,000 cubic feet of
gas.
2. Each report required by this section must contain:

(a) A description of the location of the incident by section, township and range, designating
the property with sufficient particularity to permit the division to determine the exact |ocation of
the incident;

(b) Information setting forth the steps which have been taken or are being taken to remedy the
situation reported; and

(c) Detailed information on the amount of oil or gaslost, destroyed or permitted to escape.

UNDERGROUND DISPOSAL OF WASTE FLUID BY INJECTION
NAC 522.380 Procedure for underground disposal of water.

1. The underground disposal of salt water, brackish water or other water unfit for domestic
use or for livestock, irrigation or other use is permitted only upon approval of the administrator
and compliance with the provisions of NAC 455A - Underground I njection Control .

2. Disposal wells must be cased and the casing cemented in such a manner that no damage is
caused to fresh water, oil, gas or other minerals. All injection must be through tubing and bel ow
the packer unless another means is approved by the administrator.

3. The application to dispose of salt water, brackish water or other water unfit for domestic
use or for livestock, irrigation or other use must be verified by the applicant and filed fin
duplicate} with the division. The application must include:

(a) A plat showing the location of each disposal well and the location of all oil and gas wells,
including abandoned wells, wells being drilled and dry holes, and the names of |essees of record
of land within one-half mile of the proposed disposal well;

(b) The formation and depths to which all wells are currently compl eted;

(c) The name, description and depth of the formation into which water is to be injected;
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(d) Logs of each disposal well, or adescription of the typical stratigraphic level of the
disposal formation in each disposal well;

(e) A description of the casingsin each disposal well of the proposed casing program, and the
proposed method for testing the casings before use of
each disposal well;

(f) A statement specifying the source of water to be injected;

(9) The estimated minimum and maximum amount of water to be injected daily;

(h) The estimated minimum injection pressure; and

(1) The names and addresses of the operator of the project, land owner and lease information.

ENHANCED RECOVERY AND PRESSURE MAINTENANCE

NAC 522.400 Permit for secondary recovery operations required.

1. Any method for maintaining pressure or recovering additional oil or gas, other than a
method consisting of primary recovery techniques, may be used only upon approval of the
administrator. Such approval may be obtained by an application filed in accordance with the
provisions of NAC 522.600 to 522.625, inclusive.

2. The application for a permit must contain:

(a) A plat showing the unit, lease or group of leases included within the proposed project, the
location of the proposed intake well, and oil and gas wells, including abandoned wells, wells
being drilled and dry holes, and the names of all operators of adjoining leases;

(b) The formations and depths to which all wells are currently completed,;

(c) The name, description and depth of the formation to be affected by injection;

(d) The logs of any existing intake wells or any information which is available;

(e) A description of the casing for the intake well or the proposed casing program, and the
proposed method for testing casing before use of the input wells;

(f) A statement of the injection medium to be used, its sources and the estimated amounts to
be injected daily;

(g) A tabulation showing recent ratios of gas to oil and the results of tests for the production
of oil and water for each of the producing oil and gas wellsin the project;

(h) A statement of the plan and rate of development of the area included within the project;
and

(i) The names and addresses of the operator of the project, land owner and lease information.

NAC 522.405 Notification of injection operations.

1. Upon beginning to inject any fluids into an injection well, the operator shall notify the
division of the date on which injection began.

2. Within 10 days after the injection of fluidsis discontinued, the operator shall notify the
division of the date of discontinuation and the reasons therefore.

3. Before any intake well is plugged, the owner must give notice to the division. The
procedure prescribed in NAC 522.445 for the plugging of oil and
gas wells must be followed.

NAC 522.410 Casing for injection wells. Wells used for injection of gas, air, water or fluids
into the producing formation must be cased with safe and
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adequate casing, and the casing must be cemented to prevent leakage or damage to oil, gas or
fresh water. All injections must be through tubing and below the packer unless another meansis
approved by the administrator. All injection wells must comply with the provisions of NAC
455A - Underground I njection Control .

NAC 522.415 Records and reports. Each operator shall keep accurate records showing the
amount of oil produced, volumes of fluid or gasinjected and injection pressure. Each operator
shall file with the divisionf--en} the Monthly Producers Report and Report of Subsurface

I njection frerms#-and-7A;a-menthby-repert} showing all produced and injected volumes and
other data required by the division.

ABANDONMENT AND PLUGGING
NAC 522 430 Temporary abandonment of well.

yearLaneLe}Each WeII in WhICh no productlon casing has been run and for WhICh dr|II|ng
operations have ceased for 30 days, must be immediately plugged.

2. An operator may request by Sundry Notice extending the period of temporary
abandonment of a well. The administrator may, for good cause, grant fan} additional 6 monthfs}

periods of temporary abandonment ferthe-wel-to-be plugged].

NAC 522.435 Notice of intention to abandon.

1. Before beginning work for the abandonment of any well, including awell being drilled, an
oil or gaswell, water well or adry hole, notice of intention to abandon must be filed with the
division and approval for the abandonment must be obtained from the division.

2. The notice must:

(@) Show the reason for abandonment;

(b) Be accompanied by a detailed statement of the proposed work, including a description of
the kind, location and size of plugs by depth, plans for mudding, cementing, shooting, testing and
removing casing, and any other pertinent information; and

(c) Befiled with the division by Sundry Notice fenr-Ferm-4} or, if the well isdrilled on leases
from the United States Government, filed by submitting to the division ftwe-copiest a copy of
the notice given to the state director of the Bureau of Land Management of the Department of the
Interior.

3. Oral permission obtained in advance does not relieve the operator of the necessity of filing
written notice.

NAC 522.440 Responsibility for plugging. The operator of any well which has been drilled
for oil or gasf;}; or any seismic, core or other exploratory hole permitted under the provisions of
NAC 534, whether cased or uncased, is responsible for the plugging of the well or hole.

NAC 522 445 Method of pI ugging.

—2}1 Before any WeII is abandoned |t must be pl ugged in a manner which will permanently
confine all ail, gas and water to the separate strata which originally contained them. Unless a
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different method and procedure is approved by the division, upon application by the owner,
operator or producer by Sundry Notice ferFerm-4}, the method and procedure for plugging the
well isasfollows:

(a) The hole must be filled with mud-laden fluid and a permanent type of bridge plug must be
placed at the top of each hydrocarbon-producing formation
open to the wellbore, or a cement plug not less than 100 feet in length must be placed
immediately above each hydrocarbon-producing formation open to the
wellbore.

(b) A cement plug not less than 100 feet in length must be placed at approximately 50 feet
below and 50 feet above the interface between brackish and fresh water.

(c) A 50-foot concrete plug must be placed at or near the surface of the ground in each hole.

(d) Theinterval between plugs must be filled with heavy mud-laden fluid which will
effectively seal the formation to which it is applied.

(e) An uncased hole must be plugged with heavy mud up to the base of the surface string and
acement plug not less than 100 feet in length must be placed
and centered as nearly as practicable at the base of the surface casing.

[3}2. Before any holedrilled for seismic, core or other exploratory purpose is abandoned, the
owner or driller must plug it so as to protect properly all water-bearing formations. The method
and procedure for plugging an exploratory holeis as follows:

(a) The hole must be filled to the top with the original cuttings or gravel.

(b) If artesian flow is encountered, the hole must be filled with the original cuttings or gravel
to 50 feet below the surface and plugged from 50 feet to the surface with concrete, to prevent the
waste of water.

NAC 522.450 Water wells.

1. If awell or exploratory hole which is to be plugged may safely be used as a [fresh-jwater
well, and the landowner wishes so to use it, the well need not be filled above the required sealing
plug set below the Hresh-fwater stratum. Assumption of responsibility for PA#itten-authority-for
use-ef-}-the well or hole as awater well must be secured from the landowner on the Water Well
Satus Form {16} and filed with fand-approved-by} the division. fAutherity-from} The

landowner’s fraust-also-ekude thel-assumption of full responsibility includes foy-the landewner
for} the final plugging of the wellf-} and compliance with NAC 534. Written authority from the

State Engineer to the landowner to use the well as a water well must be provided to the
division.

2. Approval by the fdivision]-State Engineer to convert the well to a ffresh-jwater well and
Fepproval-of-the} plugging of the well to the base of the ffresh-jwater producing stratum in
accordance with NAC 522 and 534 standards rel eases and discharges the fprineipal} operator
Fand-surety} from any liability under any bond given to assure that the well would be properly
plugged and abandoned.

NAC 522.455 Restoration of surface and removal of debris. The operator shall, as soon as
weather and ground conditions permit, upon final abandonment and completion of the plugging
of any well, clear the area around the well of all refuse, drain and fill al excavations, remove
concrete bases, machinery and materials, and level the surface to leave the site as close to its
condition when operations were commenced as practicable.
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NAC 522.460 Marker for abandoned well.

1. Unlessthe owner of the surface land submits a request to the division that an abandoned
well not be marked, and the administrator, in his discretion, grants the request, the location of the
abandoned well must be shown by steel marker at least 4 inches in diameter and at least 10 feet
long set in concrete and extending at least 4 feet above ground level.

2. The marker must bear the name of the operator and the name, number and description of
the location of the well. Thisinformation must be bead-welded or stamped directly to the marker
pipe. The top of the pipe must be closed with a cement plug, screw cap or welds.

NAC 522.465 Record of plugging. Within 30 days after the plugging of ahole or well, a
record of the plugging must be submitted to the division on the Well Plugging Report{Ferm-41.

REPORTS

NAC 522.480 Books and records.

1. All producers, transporters, storers and handlers of crude petroleum oil and natural gasin
Nevada shall keep, for at least 5 years, appropriate
books and records covering their operationsin Nevada to substantiate the reports required by
NAC 522.480 to 522.530, inclusive.

2. Thedivision may require additional reports, data or other information on the production,
transportation, storage or handling of crude petroleum oil or natural gasin Nevadaif itis
necessary or desirable to prevent waste and conserve natural resources.

NAC 522.485 Forms requrred by chapter Where the provrsrons of thrs chapter requrre forms
to befiled,

aeeeuntmg#erms—may—beﬂed—} all requrred forms are avarlablefrom the drvrsron or on the
drvrsron swebsrte mrneralsstate nv.us {-Appheabteiermsef—theumted&ateseeeleg%al

NAC 522.490 fFerm-1:} Organization report.

1. fFerm-1}-The Organization Report must be filed with the division by each fperson}
operator before drilling afirst well in Nevada. An amended form must be filed when thereisa
changein any of the facts shown on the form.

2. Drilling permits will not be issued until the Organization Report fFerm-1} is received.

NAC 522.495 fFerm-2:} Application for permit to drillf-€leepen-erplug-back] oil and gas

wells.

1. A person who desires to drillf;-deepen-or-plug-back} any oil or gaswell must file a Drilling
Application Form {2}, properly completed, with the division. A fee of $200 {$56} and alocation
plat must accompany the application for a permit to drill. No additional fee or location plat is
required to deepen or plug back awell which has been drilled.

2. Thelocation plat required by this section must be of convenient size, and must have the
location of the proposed well within a40-acre legal subdivision by an accurate course and
distancetie to an established corner of a section or quarter section. The plat must contain afull
description of the corner to which the tie is made, together with all markings thereon. Tiesto
offset section or quarter corners on township lines must also show the nearest corner of the

--16--
Agency Draft of Proposed Regulation R102-06



adjoining township together with the offset distance. Lots within alotted section must be shown
and designated. The plat must indicate the method used in obtaining all bearings and must show
the declination used for compass bearings and the source of the bearing if an angleis turned from
aline of known bearing. The plat must be prepared by a land surveyor licensed in Nevada. The
Hpersent land surveyor who prepares the plat must note on the plat whether solar or polaris
observations have been used.

NAC 522.500 fFerms-3-and-3a:} Drilling Surety Bond.
1. The Qil and Gas Drilling Surety Bond Form {3;%} properly prepared, must accompany

fthe} a surety bond submitted as the instrument of financial guarantee as required by NAC
522.230 for the drilling of asingle well.

2. The Oil and Gas Satewide Drilling Surety Bond Form [3a;*}-properly prepared, must
accompany fthel a surety bond submitted as the instrument of financial guarantee as required

by NAC 522.230 for the drilling of more than onewell. [(See-ageneyforformi}

NAC 522.505 fFerm-4:} Sundry notices and reports on wells.

1. FfFerm-41The Sundry Notice must be used to:

(a) Notify the division and request its approval of:
(1) A change of plans, including deepening or plugback.
(2) A test of water shutoff.
(3) A reentering or reopening of a plugged hole.
(4) A shooting, acidizing or fracture treating.
(5) A pulling or altering of casing.
(6) Anintention to abandon awell.

Permission in advance does not relieve the operator of the requirement to file the notice.

(b) Report progress or completion of the activities designated in paragraph (a).

(c) Report the supplemental history of awell.

2. The presence of arepresentative of the division at the scene of any of the activities
required to be reported by Sundry Notice fen-Ferm-4} or any approval of an activity of which the
division must be notified by Sundry Notice ferFerm-4} does not relieve the operator of the
requirement to file the form or the notice. The division may observe and report on these
activities.

NAC 522.510 fFerm-5:3 Well Clelompletion Rirfeport and log submissions.
1. [Form 5, the} AW{W}eII C{e}ompletlon R[—r}eport must be filed for all Wells drrIIed in
Nevada.

easee#aweu—ptaeedrmeemmererakpreeleenen—l;ermé} TheWeII Completron Report must be
filed with the division within 30 days after the well is determined complete per the provisions

of NAC 522.056. {ptaced-in-preduction} Only one FFerm-5} Well Completion Report is required
for each well. A dry hole which isimmediately plugged may meet this requirement by filing a

WeII Pluggrng Report s.meltted W|th|n 30 days of plugglng the well. [A-second-Form 5isnot

2. Two copies of aII Iogglng surveys runin the Wellbore by the operator must be filed with
the division within 15 days of running the log(s). The division will file one of the setswith the
bureau of mines and geology. The copy at the bureau will be available for public inspection when
the records are no longer confidential.
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3. In addition to subsection 2 above, one copy of all logging surveys must be submitted in
computed, electronic form. The electronic version must be submitted in a standard public
format, such as LAS or PDF, and must not be submitted using proprietary software.

“new section” Well Plugging Report. For any well which has been plugged and
abandoned, the operator will file a Well Plugging Report Form with the division within 30
days of completion of the plugging program.

NAC 522.515 Hrerm-71} Producer’s monthly report.
1. An Oil and Gas Producer’s Monthly Rfr}eport of the production and sales of al oil, gas
and water must be filed fir-gquadruptieate} with the division on or before the last day of the

month foIIowr ng the month for whi ch the report is made . {Iweeepresef—therepert#nust—bemed

thepredueep} The Producer S Monthly Report must |ncludethe remrttance of the
administrative fee required by NAC 522.342 or NAC 522.343.

2. All wells on a production status or shut-in for any part of the month must be included in
the monthly report.

NAC 522.520 Hrerm-7A:} Report of subsurface injections. The injection of fluid for
secondary recovery, other pressure maintenance projects or water disposal must be reported on a
monthly Report of Subsurface I njections Herm7A} to the division not later than 15 days after
the fperied} month of the report.

NAC 522.525 fFerm-8A:} Notice of change of owner. Any owner or part owner who is bound
under adrilling bond and who conveys his interest to another shall file a Notice of Change of

Owner Form [8A-netice-ofchange-of-owner;} with the division.

NAC 522.540 Confidentiality of well records.
1 Records concerni ng awell WI|| Enet} be kept confldentlal by the division Eunteestheewner

eenﬁelennal—} for 6 months after their receipt unless the owner provrdes awritten authorization for
an earlier release. The administrator may, for good cause, grant additional 6 month periods of
confidentiality.
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RULES OF PRACTICE BEFORE DIVISION
NAC 522.600 Application for hearing; petition for rehearing.

1. Any Hnterested-person} adversely affected party who desires a hearing before the division
must file an Afalpplication for Hearing Form with the division. The application must state the
purpose or subject for which the hearing is sought and be submitted in triplicate.

2. A petition for rehearing must be filed in the same manner.

NAC 522.605 Docket number. The administrator will maintain a docket book, and all
applications for hearings and all hearings called on the motion of the division must be docketed
and given adocket number. A file carrying the docket number will be maintained by the division.
Each application for a hearing and each original document or copy certified by the division will
be stamped with the docket number of the hearing and placed and kept in thefile.

NAC 522.610 Notice of hearing.

1. Notice of ahearing must be sent by the division to the applicant and all known interested
parties at least 10 days before the date of hearing.

2. Upon request of a party to a hearing and for good cause shown, the hearing may be
continued. A request to have the date of a hearing changed must be made to the administrator at
least 5 days before the date set for the hearing so that other parties can be advised. Requests may
be granted or denied at the discretion of the administrator.

3. If the matter set for hearing is determined by the division to be of general interest
throughout the state, a notice of the hearing must be published in a newspaper of general
circulation in Reno, in Las Vegas, and in an oil trade journal at least 2 weeks before the hearing.

NAC 522.615 Depositions. The deposition of awitness for use in a hearing before the
division may be taken in compliance with a stipul ation between the parties concerned or with an
order of the administrator. If the deposition isto be taken by order of the administrator, the
parties concerned must be notified by certified mail at least 15 days before the date set for the
deposition. The notice must set forth the name of the person to be questioned, the time and place
of the deposition and the subject matter concerning which the person will be expected to testify.

NAC 522.620 Conduct of hearings.

1. Hearings before the division will be conducted informally. A record of testimony will be
taken and preserved as a part of the permanent records of the division.

2. Thedivision may require any protest to be reduced to writing and filed with the division.

3. Before evidenceisreceived:

(a) The administrator will make a statement of matters officially noticed.

(b) The parties and the division may offer preliminary materials, including pleadings
necessary to present the issues to be heard, motions, rulings, notices, proof of publication and
orders of the division previously entered in the proceeding.

(¢) The administrator will rule on any pending motion.

(d) The administrator will receive any stipulation of fact or stipulated
exhibit.

(e) The administrator will dispose of any preliminary matters appropriate for disposition.

() The administrator will accept statements of appearances.
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4. A witness may be examined and cross-examined by not more than one representative of
each party. The administrator will designate the order of examination.

5. Before closing the hearing and upon the request of a party, the administrator may permit
presentation of briefs. The order of presenting briefs and the time by which they must be filed
must be determined by the administrator after he consults with the parties.

6. The party who institutes the proceeding may open and close the presentation of proof. The
administrator will open and close the proceeding instituted by the division. An interested person
must be heard immediately
following the party with whom the interested person is allied in interest. The administrator will
designate the order of the presentation of proof.

NAC 522.625 Record of proceedings. At all ffermal} hearings, the record of the proceedings
must be made by areporter, or in the absence of areporter, by a person designated by the
administrator. The cost of transcribing and reporting the hearing must be paid by the parties or by
a party designated by the administrator at the time of the hearing.
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