	Note: The following article appeared in the February 2007 edition of the magazine of the Canadian Association of Petroleum Landmen (CAPL) – “The Negotiator”, and provides useful background information regarding Good Engineering Practice approvals.


GEP - The SUV of Regulatory Approvals

by Ron Stefik, AScT, Oil and Gas Commission
Introduction

Good Engineering Practice (GEP), informal definition: “A versatile regulatory vehicle that can overcome a multitude of potential obstacles, to efficiently optimize resource recovery. Various options are available.”
Section 101 of the Drilling and Production Regulation enables the Oil and Gas Commission (the Commission) to approve the operation of wells under GEP. Commonly referred to as a project, the approval may be issued for either gas or oil and is formation/pool specific within a defined area. GEP approvals are only issued following receipt of an application. As the name implies, the operator of the project is granted latitude to develop a pool in a responsible manner using engineering principles that will ultimately result in maximum recovery of the resource. 

GEP approval may modify both well spacing and target area restrictions, and address production limits. The wording of Section 101 allows consideration of potentially unique circumstances to be considered when crafting conditions of an approval. Presently, the most common reason for application is to permit “downspacing” of gas wells to improve reservoir drainage. 

The current 370 GEP approvals total an area of over 3.3 million hectares. This is equivalent to approximately 34% of the entire prospective area of the Western Canadian Sedimentary Basin in north-east BC. However, the total footprint is smaller, as GEP approvals are formation specific with significant area overlaps.

GEP approval is independent of, and has no effect on, the terms of petroleum and natural gas tenure agreements with the Crown.

Some History
By regulation, normal spacing is one gas well per section, one oil well per quarter section. This standard was based on the average reservoir drainage area of a well (created at a time when a well needed to flow at a higher rate to be economic than many modern producers). The target area is measured 250 meters within the boundaries of the gas spacing. The oil target area setback is 100 meters. 

Prior to de-regulation of the natural gas industry in the late 1980’s, all gas wells were restricted by an individual Daily Gas Allowable (DGA). In most cases the DGA was an equity tool, with no conservation impact. The allowable “divided the pie”, so that each well in a pool received a share of production proportionate to the volumetric reserves within the well’s spacing area. 
With the majority of pools being developed under normal well spacing, Good Engineering Practice approvals issued up to 1989 were often for the primary purpose of waiving individual well allowables. A single GEP project allowable could be produced from any one or combination of wells. When industry agreed on a “law of capture” approach to gas production, the need for individual well gas allowables was waived. That being said, gas allowables continue to be a requirement for issues of off-target production or resource conservation (gascap, active waterdrive, etc.). 
Oil wells are restricted by a Daily Oil Allowable (DOA), primarily as a conservation tool. GEP in an oil pool allows selective production of lower gas-oil ratio wells under a project allowable, benefiting primary oil recovery. 
To summarize, the historic use of GEPs was more of a production management tool rather than a means of altering well spacing and target restrictions.
Present Day
Flexibility in normal well spacing and target restrictions has been necessitated by several factors, that include:

· horizontal drilling technology, allowing a wellbore to penetrate two or more spacing areas.
· 3D seismic, defining prospects with optimal drilling locations that often do not conform to normal target or spacing areas

· price increases for oil and gas, making “tight” reservoirs economic targets, with drilling at closer density a requirement for efficient development and recovery.  

The Commission GEP approval process considers; 1) effect on resource recovery, 2) equity of ownership interest, 3) potential negative impact of increased surface disturbance, and 4) effect on Crown financial interest. 

Applications are expected to highlight a plan to optimize primary recovery. A comparison of predicted recoverable reserves at various well densities versus volumetric gas-in-place is required evidence to support a GEP for downspacing. An application may be rejected during the initial review should evidence indicate that additional drilling under GEP approval will only facilitate short-term acceleration of production without adding incremental reserves. Re-completion of existing wells is exempt from this caveat, so long as there are no equity concerns. The OGC is conscious of avoiding approvals that may create a “drilling war”, scenarios that prompt additional competitive drilling solely to protect against drainage.
The GEP proposal should address impact on surface well density.  Where feasible, GEP approval should facilitate “pad drilling”, multiple directional wellbores from a central surface lease, minimizing surface disturbance.

The Commission avoids endorsing “moose pasture”, granting GEP approval to areas without sufficient information to identify prospective reserves. “OGC Grants GEP Approval” is not a headline for stock promotion! 
The detailed guideline for creating a GEP application is provided on the OGC website (www.ogc.gov.bc.ca). A presentation to OGC staff highlighting geological and engineering data that supports an application may aid the approval process in complex situations, however written submissions are generally sufficient.

Two hardcopies of the application must be submitted to the Resource Conservation Branch of the Commission, in Victoria, to allow simultaneous engineering and geological reviews. Where a 3rd party consulting firm has drafted the document, the applicant must include an explanatory cover letter and will be the primary contact. Commission staff conduct a cursory review for record completeness and rationale for request prior to the next step, public notice advertisement. 

Public Notice of Application
Publication of a notice that an application has been made to the Commission provides an opportunity for all parties to consider potential impacts to their interests. These parties may have un-registered farm-in or royalty agreements within the area of application, or operate off-setting acreage.  

The notice identifies the company making application, the formation of interest and the specific area. The end date for objections to be filed, stated in the notice, concludes the three week “public notice period”.
During the notice period, the applicant is obligated to provide a copy to any requesting party. Failure to do so may be registered by the 3rd party with the OGC, potentially nullifying the notice process and requiring a new advertising period. After the public notice period the applicant is no longer obligated to respond to 3rd party requests, a copy of the application may be obtained from the Commission. Upon publication of notice the application becomes part of the public record.

Effective March 2007 the Commission plans to publish notices on the OGC website.  This replaces the process of advertisement in the BC Gazette, published by the Queen’s Printer in Victoria each Thursday. Details of this change will be announced in the Gazette.

Direct notification of offsetting owners to a GEP request, or their consent, is not required of the applicant. The public notice process provides this declaration. However, where an objection may reasonably be expected, it is an advised good practice to provide a notice of intent and begin direct discussions toward resolution of potential issues before involving the regulator. 

 Objections
An objection to a GEP proposal must be filed before the close of business on the date specified in the public notice. Objections must be in written format and copied to both the OGC and the applicant. 

Objections must contain valid technical or economic merit. The objector must have interest in a well or tenure that would be affected. The GEP applicant is provided with an opportunity to file a rebuttal to any objection. If significant new data or interpretation is presented by either party, counter-argument may be made. A reasonable number of iterations are allowed, however the OGC reserves the right to make a decision at any time. There is no formal hearing process.
An objection is not a tactic to delay sound competitive development! If technical analysis supports reduced spacing, the objection is given little weighting, as off-set owners have opportunity to apply for similar GEP approval.
Ownership
A GEP approval area may contain either common or mixed ownership. The OGC requires letters of consent from all owners of title tenure within the area of application, owners as registered with Ministry of Energy, Mines and Petroleum Resources, Oil and Gas Titles Branch. This requirement extends to land brokers, if registered as title holder, recognized by the Crown as the legal owner. Processing of a GEP application will proceed without inclusion of these letters, but approval will not be issued until all are received. Lands held under a Drilling License as well as a Lease may be included in the application area. 

As a note of caution, within a GEP area an operator may drill a 100% well which closely off-sets a 50/50 partnership producer. A production sharing agreement of other mechanism should be negotiated for areas of mixed interest lands. 
Classified Information
Relevant data must be presented to the OGC to justify GEP approval. However, certain information, if released, could be harmful to the business interests of the applicant, such as an impending land sale. 
Normal well information, as required to be submitted to the OGC under the Drilling and Production Regulation, is public data unless the particular well is within its confidential period. Seismic information and interpretation is normally proprietary. 
Details of confidential data may be submitted to the OGC in support of a GEP application as a supplemental package. Provided under a separate cover and clearly identified as confidential, this material will be excluded from public viewing. However, enough detail must be included in the GEP application to allow intervening parties an opportunity to evaluate potential risks to their interests. Applications lacking sufficient detail are not approved.
Approval
The GEP area must be composed of complete well spacing areas, however there is no limit to size, from a single spacing to hundreds of square kilometers. Discontinuous lands may be included in a single application, however a separate GEP approval is issued for each block of land inter-connected at a minimum by a diagonal corner.
Approvals are generally a concise single page, and receive a unique recording number. The specific field/formation/pool is identified and the area clearly described. Conditions of approval are listed. 
A standard condition is the removal of normal well spacing and target restrictions. Wells may be drilled at any density, or orientation, but the completed portion of the wellbore must respect an outside buffer to avoid off-target penalty. The setback is normally 250 m for gas and 100 m for oil. Internal off-target penalties do not apply. Normal off-target production penalties do apply for wells along the GEP boundary. To date, the OGC has not specified minimum inter-well distance requirements for subsurface completions; that discretion is left with the operator.
For a gas pool GEP, production allowables are normally waived.  The OGC does not normally limit the number of wells per spacing area within a GEP approval.  However, for a gas GEP where equity concerns have been raised, a production limit may be imposed on lease-line spacing areas as a control mechanism.  For oil pools, specific lease line wells may remain subject to individual production limits, within the overall project allowable. 
GEP approval is not a pre-requirement for obtaining a well authorization where the objective zone is already producing in the spacing. A second well may be drilled, completed or tested with gas flared. However, the operator risks capitol. If both wells prove to be in the same pool GEP approval is required prior to commercial production.
GEP approval does not grant automatic precedent for the remaining portion of a pool or surrounding reservoirs. Variable reservoir quality in some formations has proven instances of a single well efficiently draining a complete gas spacing area, but with adjoining poorer quality rock that technically supports the requirement for increased density; example, the Monias field Halfway formation.
Approval of a GEP project has no effect of subsurface tenure, such as validation or retention. GEP approval in no way circumvents the normal process for obtaining a well authorization.

Amendment

A GEP approval may be amended at any time. Expansion of area or modification to an allowable is a common request. Additions that are a minor fraction of the existing size, within title held at common interest to the GEP, may be approved following an internal OGC review. The majority of amendments follow the Gazette process. 
A GEP approval may be rescinded by the OGC, in consultation with the operator, when no longer warranted. Operators are encouraged to be proactive in requesting the termination of approvals where wells are no longer productive. 
GEP approvals transfer to a new operator in the event of an asset sale or corporate merger.
Looking Forward
Large areas of regional tight gas “resource plays” in the Jean Marie and Cadomin formations are under GEP approvals, offering unfettered development drilling. Here, new approvals or amendments are generally uncomplicated. As well performance and reservoir recovery expectations become evident in previously under-explored areas, such as the shallow foothills Halfway formation, the burden of proof required to obtain reduced spacing becomes lessened. Exceptions may still be encountered, such as wells that adequately drain one or more sections, where GEP approval would be detrimental to interests of equity and disturbance.
GEP approval is superior to simply changing the normal well spacing over an area. Reduced gas spacing of ½ or ¼ section, with associated diminished target areas, places limits on development opportunities. Existing legislation to declare Other Than Normal spacing areas was used to accommodate early horizontal drilling, however this process quickly became cumbersome and is now rarely used. GEP can accommodate both increased spacing (long reach horizontal wells) and reduced infill drilling, offering the greatest degree of latitude in well placement. Issues of well density, target areas, production allowables and ownership are addressed in a single application and approval process.
Electronic submission of GEP applications is not planned at this time. Large size maps, geological cross-sections and working reference materials are often most effective when viewed simultaneously, in hardcopy. OGC letters and approvals in response to applications are sent by email, for ease of distribution. The Commission is creating digital shape files of GEP project areas and pool maps, for use in GIS applications, with publication in 2007. The website www.ogc.gov.bc.ca currently offers a spreadsheet listing of approved projects, under the Data Downloads option. 

GEP is focused on the sub-surface. What about an OGC “super approval”?  In an ideal world, an all-encompassing application for conditions of access, well locations and reservoir development would create the highest degree of certainty for all parties, but is not a practical reality. 

The Good Engineering Practice approval is a powerful regulatory tool, meeting the needs of both industry and government.
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