Funding Study Group
DEMLR- Bonding Chapter for Report
Rev: May 23, 2013

Bonding:
Within the general statutes of the Oil and Gas Conservation Act, amended and rewritten by Session Law
2012-143, there are a number of areas where an oil or gas permittee is required to furnish a bond or
provide compensation for damages incurred to surface land owners. The operator is required under §
113-378 to furnish a bond for well plugging and abandonment. Under § 113-421 an operator is to
provide compensation for damages to a water supply, personal property, and to market resources like
timber, livestock, and crops if the land owner is not also the permittee. On direction from the Study
Group, DEMLR staff compiled Table X-1 to show the different bonding types and practices seen in other
oil and gas producing states.

Surface Owner Bonding:
Under § 113-421 (a1)(1-3) the permittee is to provide compensation for damages to a water supply,
personal property, and to market resources such as timber, livestock, and crops. The study group
researched surface owner bonding practices of other states and Federal agencies; see Table X-2.
The Study Group determined that there should be some level of protection for affected land owners
through either lease conditions or through a surface owner bond.

Geophysical Exploration Bonding:
DEMLR staff researched and provided information to the Study Group related to bonding for geophysical
activities in North Carolina and in other states. Overall, geophysical bonding addresses two primary
classifications, designated as explosive and non-explosive exploration. Bonding ranges from $25,000 to
$250,000 in states that regulate exploration activity, Table X-3.
The recommendation of the Study Group is that…

Well Plugging and Abandonment Bonding:
Currently under § 113-378 an operator is required to submit a bond in the amount of $5,000, plus $1.00
for each linear foot proposed to be drilled for the well. Proper plugging, cementing, and abandonment
of an oil or gas well is a complex procedure that should only be performed by competent oil and gas
professionals.
Based on a cost estimate provided by Halliburton Corporation (Figure X-1), the Study Group
recommends a bonding amount of $27.00 per foot of well that will be filled with cement in accordance
with North Carolina well abandonment rules.

Site Reclamation Bonding:
Currently the Mining Section of DEMLR uses a table where the acreage of different land uses associated
with a mine and costs are used to determine the appropriate bond amount that a mining operator
would need to secure prior to receiving an approved mining permit.
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Figure X-1. Cost estimate breakdown from cement contractor for plugging of a 2,550 foot well in Lee
County, NC.
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The recommendation of the Study Group is that the Mining and Energy Commission adopt a similar
table for calculating the site reclamation bond. Staff prepared an example using acreage from an oil and
gas permit from another state to determine what potential costs of reclamation would be; see Table X4. The costs in the table for the different land use categories represent an estimate from various
sources, including NCDOT.

Types of Allowed Bonds:
The applicant must use the Department's standard forms when completing the bond forms for surface
owner, site reclamation, and well plugins and abandonment. The name on the bond, assignment of
savings account, or irrevocable letter of credit form must be the same as the name of the company or
individual that the application for oil and gas permit was filed under. For example: An application is
filed by Mr. John Q. Public, under the company name of Oil and Gas Company; therefore, the security
must be in the name of Oil and Gas Company. An exception to this would be for Mr. Public to have the
security form filled out to read John Q. Public d/b/a (doing business as) Oil and Gas Company. This way
the mining permit could be issued in the name of Oil and Gas Company and Mr. Public could have his
name listed on any other financial documents. See Table X-5 for a breakdown of advantages and
disadvantages of each bond type allowed.
1.

Assignment of Savings Account:
A. These are issued by an acceptable banking institution licensed to do business in North
Carolina. The applicant and an authorized agent for the bank must sign the form and both
signatures must be notarized.
B. “Savings Account" refers to any savings instrument not just a passbook account. A money
market account or certificate of deposit can also be utilized. Whatever savings instrument is
chosen, the original or photocopy of the document issued by the bank (passbook, deposit
receipt, actual certificate of deposit) must be attached to the original assignment form and both
forwarded to the DENR-LQS Central Office.
C. The account numbers and dollar amounts listed on the assignment form must match those
on the savings instrument.

2.
Surety Bonds: These are issued by an issuance company licensed to do business in North
Carolina. A Power of Attorney must accompany the completed original standard bond form provided by
the Department to substantiate that the issuing agent has authorization to act on behalf of the
insurance company.
3.
Bank Guaranty: These guaranties of payment must be issued from an acceptable bank licensed
to do business in North Carolina.
4.
Cash Deposits: Cashiers or certified checks must be made payable to the North Carolina
Department of Environment and Natural Resources. A cover letter specifying the intended function of
the money being submitted to the Department must accompany the check.
5.
Irrevocable Letter of Credit: These are issued by a financial institution licensed to do business in
North Carolina on a form prescribed by the Department. Blank Irrevocable Letter of Credit (ILOC) forms
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are available upon request from the Land Quality Section Central Office in Raleigh. All ILOCs must
include an automatic renewal clause to ensure that the ILOC is continuous in nature.
You (Applicant) should retain a copy of all surety forms, etc. for your files. All original documents are to
be forwarded to the Land Quality Section, 1612 Mail Service Center, Raleigh, NC 27699-1612. It is
recommended that these materials be forwarded by registered or certified mail.
Should you have any questions on this information please contact the Land Quality Section at (919) 7079220. The oil and gas permit will not be issued until the bond forms have been properly completed.
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Table X-1. State by state comparison of bonding practice and types.
Cost of Bond
Alaska

Arizona

Arkansas
California

Florida

Georgia

Idaho

Illinois

Indiana

What is Being Bonded?

Amount per well: Not less than $100,000 (Based on the cost of
abandonment and location clearance; may be less if the operator can
prove that the cost for abandonment would < $100K)
Blanket bond: Not less than $200,000.
Amount per well: $10,000 for well depth to 10,000 ft; $20,000 for well
depth > 10,000 ft.
Blanket bond: $25,000 for 10 or fewer wells; $50,000 for between 10 50 wells; or $250,000 for 50+ wells.

Ensures proper construction, operation,
maintenance, and abandonment; and
that each location is cleared according
to State rules.
Ensures proper construction,
abandonment, plugging, repairing, and
restoration of well site.

Blanket bond: $25,000 for 1 to 25 wells; $50,000 for 60 to 100 wells;
$100,000 for more than 100 wells.
Amount per well: $15,000 for each well <5,000 ft deep; $20,000 for each
well 5,000 to <10,000 ft; $30,000 for each well 10,000 ft. or greater.
Blanket bond: (a) $250,000 (not including the idle well fee); (b)
$100,000 for any operator with 50 or fewer wells in CA (not including the
idle well fee); (c) $1,000,000 which does include the idle well fee.
Idle well fee or bond: $100 for each well that has been idle for <10 yrs;
$250 for each well idle for 10 to <15 yrs; $500 for each well idle for 15
yrs or more. May also be drawn off an established escrow account
established by depositing $5,000 for each idle well.

Plugging, well repair, and well site
restoration.
Well construction, repair, re-drilling,
plugging, and site restoration

Amount per well: $50,000 for 0 to 9,000 ft; $100, 000 if 9,000 ft or
greater. Amounts are doubled if well is successful.
Blanket bond: $1,000,000 (10 well limit).
Amount per well: Flexible, up to $50,000
Blanket bond: $50,000 and adequate documentation of financial
resources to plug wells.
Amount per well: $10,000 plus $1.00 per ft.
Blanket bond: $50,000 (up to 10 wells); $100,000 (11 to 30 wells);
$150,000 (more than 30 wells).
Amount per well: $1,500 (less than 2,000 ft); $3,000 (over 2,000 ft).
Blanket bond: $25,000 (0 to 25 wells); $50,000 (26 to 50 wells);
$100,000 (51 or more wells)
Amount per well: $2,500
Blanket bond: $45,000

Also, a “life of production” or “life of
well” facility bond may be required of
operators with a history of violations.
A facility bond will cover plugging and
abandonment; decommissioning of
facilities; financing of spill/incident
response and remediation.
Plugging and/or site clean-up if the
operator goes bankrupt
Well plugging according to
specifications.

Type of Surety Allowed
Surety or a personal bond

Surety bond executed by the
operator (principal) and a
corporate surety, authorized to
work in Az; Certified checks or
CDs are acceptable.
Surety bond, irrevocable letter or
credit, CD, cash.
Cash or indemnity bond.

Bond, letter of credit, cash or
asset deposit, and participation in
Minerals Trust Fund.
Not specified

Well plugging, surface reclamation,
protection of surface estate if separate
from mineral estate.
Penalty, plugging and restoration.

Cash or surety bond.

Plugging and abandonment of wells,
restoration.

Surety bond, certificate of
deposit, cash.

Surety letter, letter of credit, and
certificate of deposit.
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Cost of Bond
Kansas

Kentucky

Louisiana

Maryland
Michigan

Missouri

Nebraska

Amount per well: $0.75 times the aggregate depth for all wells drilled or
operated.
Blanket bond: Ranges from $7,500 to $45,000 depending on the number
of wells and depth.
Amount per well: $500 (0 to 500 ft); $1,000 (501 to 1,000 ft); $1,500
(1,001 to 1,500 ft); $2,000 (1,501 to 2,000 ft); $2,500 (2,001 to 2,500 ft);
$3000 (2,501 to 3,000 ft); $3,500 (3,001 to 3,500 ft); $4,000 (3,501 to
4,000 ft); $5,000 or other amount set by the Oil and Gas Commission
(over 4,000 ft).
Blanket bond (for “qualified” operators): $10,000 (1 to 25 wells); $25,000
(25-100 wells); $50,000 (100 to 500 wells); $100,000 (over 500 wells).
Blanket bond (for “unqualified” operators): $50,000 (1 to 100 wells);
$100,000 (over 100 wells).
Amount per well (land-based): $1.00 per ft (less than 3,000 ft depth);
$2.00 per ft (3,001 to 10,000 ft); $3.00 per ft (over 10,001 ft).
Amount per well (inland water): $8.00 per ft.
Amount per well (water): $12.00 per ft.
Blanket bond (land): $25,000 (0 to 10 wells); $125,000 (11 to 99 wells);
$250,000 (over 100 wells).
Blanket bond (inland water): $125,000 (0 to 10 wells); $625,000 (11 to 99
wells); $1,250,000 (over 100 wells).
Blanket bond (water): $250,000 (0 to 10 wells); $1,250,000 (11 to 99
wells); $2,500,000 (over 100 wells).
Amount per well: no minimum, $100,000 maximum.
Blanket bond: no minimum, $500,000 maximum.
Amount per well: dependent on well depth, ranges from $10,000 to
$30,000.
Blanket bond: dependent on well depth, ranges from $100,000 to
$250,000.
Amount per well: $1,000 (0 to 500 ft); $2,000 (501 to 1,000 ft); $3,000
(1,001 to 2,000 ft); $4,000 (2,001 to 5,000 ft); $4,000 + $1.00 per ft
(5,001 ft and deeper).
Blanket bond: $20,000 (0 to 800 ft) for 50 wells; $30,000 (801 to 1,200 ft)
for 15 wells.
Amount per well: Currently $5,000 but will increase to $10,000
Blanket bond: Currently $25,000 but will increase to $100,000.

What is Being Bonded?

Type of Surety Allowed

Plugging, restoration, and requirement
by statute for an operator to receive a
license.

Performance bond, letter of
credit, fee, state lien on tangible
personal property, other.

Compliance purposes – plugging.

Cash, letter of credit, surety, and
certificates of deposit

Plugging and restoration.

Certificate of deposit,
performance bond, letter of credit.

Plugging and site restoration.

Surety bonds, cash, letters of
credit, certificates of deposit.
Conformance bond, letter of
credit, cash, certificate of deposit.

Well plugging and site restoration.

Plugging, abandonment, and site
restoration.

Surety bond, personal bond, letter
of credit.

Plugging, abandonment, and site
restoration.

Insurance or certificate of deposit.

Page 6 of 14

Funding Study Group
DEMLR- Bonding Chapter for Report
Rev: May 23, 2013
Cost of Bond
Nevada
New Mexico

North Dakota

Oklahoma

Oregon

What is Being Bonded?

Amount per well: $10,000.
Blanket bond: $50,000.
Amount per well: $5,000 + $1.00 per ft in major producing counties;
$10,000 + $1.00 per ft for wells located elsewhere.
Blanket bond: $50,000, but single well bond may be required in addition
to the blanket bond for wells inactive for more than 2 years.
Amount per well: $50,000 except that wells drilled to 2,000 ft or less may
be bonded in a lesser amount. Commercial disposal wells are bonded at
$50,000 each.
Blanket bond: $100,000 (more than 1 well). Limited to cover no more
than 6 unplugged dry holes, plugged wells with site not reclaimed, and/or
abandoned wells. This bond does not cover commercial disposal wells.
Amount per well: Based on cost of plugging and abandonment of each
well. If statewide plugging liability is less than $25,000, surety can be in
the form of Category B.
Blanket bond: $25,000 (Category B); $50,000 (Category A).

Plugging and abandonment

Amount per well: $10,000 (less than 2,000 ft); $15,000 (2,000 ft to 5,000
ft); $25,000 (deeper than 5,000 ft).
Blanket bond: $100,000 minimum and must equal the individual well
bond amounts.
Seismic bond: $50,000, but may be waived if a blanket bond is in place.

Compliance with rules and regulations
of the State of Oregon.

Plugging, abandonment, restoration,
and remediation.

Type of Surety Allowed
Corporate surety licensed to do
business in Nevada.
Surety shall be a reputable
corporate surety authorized to do
business in New Mexico.

Drilling, plugging, and restoration.

Collateral bond, self-bond, cash,
or any alternative form of security
approved by the commission.

Drilling, operation, plugging, and
restoration.

Category A: Financial statement
showing net worth of $50,000 or
greater. Category B: Corporate
surety bond, irrevocable
commercial letter of credit, bank
joint custody receipt, certificate
of deposit, cashier’s check, cash,
or other negotiable instrument.
Not specified
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Cost of Bond
Pennsylvania

South Dakota

Tennessee

Amount per well (conventional wells): $2,500 per well.
Blanket bond (conventional wells): $25,000 for all wells.
Unconventional wells bond (wells with total bore length less than 6,000
ft): Operating up to 50 wells, $4,000 per well, but no bond may exceed
$35,000; Operating 51 to 150 wells, $35,000 plus $4,000 per well for
each well in excess of 50 wells, but no bond may exceed $60,000;
Operating 151 to 250 wells, $60,000 plus $4,000 per well for each well in
excess of 150 wells, but no bond may exceed $100,000; Operating more
than 250 wells, $100,000 plus $4,000 per well for each well in excess of
250 wells, but no bond may exceed $250,000;
Unconventional wells bond (wells with total well bore length of 6,000 ft
or greater): Operating up to 25 wells, $10,000 per well, but no bond may
exceed $140,000; Operating 26 to 50 wells, $140,000 plus $10,000 per
well for each well in excess of 25 wells, but no bond may exceed
$290,000; Operating 51 to 150 wells, $290,000 plus $10,000 per well for
each well in excess of 50 wells, but no bond may exceed $430,000;
Operating more than 150 wells, $430,000 plus $10,000 per well for each
well in excess of 150 wells, but no bond may exceed $600,000.
Amount per well: $5,000 for plugging and performance; $2,000 for
surface restoration.
Blanket bond: $20,000 for plugging and performance; $10,000 for surface
restoration.
Amount per well: $2,000 for 0 to 2,500 ft; $3,000 for 2,501 ft to 5,000 ft;
$1.00 per foot for any well drilled deeper than 5,000 ft.
Blanket bond: $20,000 for 10 wells drilled form 0 to 5,000 ft; $30,000 for
10 wells from 5,001 ft to 10,000 ft; No blanket bonds for wells deeper
than 10,000 ft.

What is Being Bonded?

Type of Surety Allowed

Plugging, abandonment, and
restoration.

Any method is allowed, as long
as the surety complies with the
respective bonding statute (58
P.A.C.S. 3225).

Proper plugging and surface
restoration.

Corporate surety bond, certificate
of deposit, letter of credit.

Proper plugging of wells, closure of
pits, and cleanup of leases and other
facilities.

Individual performance bond;
blanket performance bond; letter
of credit; cash deposit; or
individual well plugging
insurance policy.
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Cost of Bond
Texas

Virginia

Washington
West Virginia

Wyoming

Amount per well: $2.00 per foot for each well, excluding wells covered by
plugging insurance.
Blanket bond: At least the base amount or $25,000, whichever is greater.
Base amounts determined as: 10 or fewer wells is $25,000; 10 to 99 wells
is $50,000; 100 or more wells is $250,000.
Additional bond (Operators of bay/near shore wells): $60,000, in addition
to the other required bonds (above).
Additional bond (offshore wells or combination of bay and offshore
wells): $100,000, in addition to the other required bonds (above).
Note: Reductions of “additional bonds” may be allowed by the State, if
the operator can prove other means of financial assurance.
Amount per well: An amount sufficient for plugging and site restoration
not less than $10,000 per well plus $2,000 per acre of disturbed land.
Blanket bond: $25,000 (1 to 15 wells); $50,000 (16 to 30 wells); $75,000
(31 to 50 wells); $100,000 (51 or more wells).
Amount per well: Not less than $50,000
Blanket bond: Not less than $250,000
Amount per well: $5,000 per vertical well; $50,000 per horizontal well.
Blanket bond: $50,000 for multiple vertical wells; $250,000 for multiple
horizontal wells.
Amount per well: $10,000 for each well less than to equal to 2,000 ft;
$20,000 for each well deeper than 2,000 ft.
Blanket bond: $75,000
Idle well bond: $10.00 per ft.

What is Being Bonded?

Type of Surety Allowed

Proper plugging of wells, closure of
pits, and cleanup of leases and other
facilities.

Individual performance bond;
blanket performance bond; letter
of credit; cash deposit; or
individual well plugging
insurance policy.

Plugging and restoration

Certificate of deposit, cash, other
surety bonds acceptable by the
State.

Proper well abandonment and site
reclamation.
Plugging and site reclamation

Not specified

Plugging and restoration, also includes
seismic operations, well operation, well
abandonment, idle wells, and pits.

Not specified

Not specified
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Table X-2. Comparison of surface land owner bonding. (To be inserted)
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Table X-3. Comparison of bonding practices for geophysical exploration.
State
Rule
Requirement
Colorado

Rule 333 (seismic
operations)

Arkansas

Rule B-42 (seismic)

Ohio

N/A

Oklahoma

165:10-11-6 (bonding)

North Dakota

43-02-12-03 (bonding)

Any person desiring to engage in geophysical
exploration within the state must obtain from the
secretary of state a certificate of authority to transact
business.

Pennsylvania

25 PA Code Chapters

Pennsylvania Department of Environmental Protection

Forms

Fees & Bonding

Form 3 and prove financial assurance in accordance
with rule 705. Bond remains in effect until request is
made by the company. Statewide blanket financial
assurance of $25,000 required prior to commencing
operations.
1. Shot holes have been properly plugged and
abandoned and source/receiver lines have been
reclaimed.
2. No outstanding complaints received from surface
owners.
The amount of the financial assurance shall be
determined by the Director based on, but not limited to,
the proximity of the seismic shoot to populated areas,
cultural features, sensitive environmental areas, and
past Commission enforcement history against the
applicant.

Form 3: Performance
Bond

$25,000 statewide blanket bond

Form 19B: Seismic
Bond

The Division does not regulate seismic activity. Since
the testing is an agreement between the company and
the landowner, no permit is required.
Form 1006SB: Surety Bond for Seismic Shot Hole
Plugging within the State of Oklahoma. Before
drilling shot holes a $50,000 bond must be posted.

N/A

Application fee for seismic operations
is $500.
Bond will be a minimum of $50,000
but not more than $250,000.
Financial assurance shall remain in
effect for one year following the
conclusion of all field seismic
operations.
N/A

Form 1006SB: Surety
Bond for Seismic Shot
Hole Plugging within the
State of Oklahoma

$50,000 bond

Bonding: $50,000 if contractor intends
to conduct shot hole operations,
$25,000 for any other method of
geophysical exploration. Each
subcontractor shall carry a $10,000
bond.

5600-PM-MR0021

Permit fee = $100
No amount provided
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State

Rule
210 and 211

U.S.
Department of
the Interior –
Bureau of Land
Management
(BLM) & U.S.
Department of
Agriculture –
Forest Service
(FS)

Code of Federal
Regulations 43 CFR
3000 & 36 CFR 228
Subpart E; Onshore
Oil & Gas Orders &
Notices to Lessees
(NTLs) – The Gold
Book.
BLM/WO/ST06/021+3071/REV 07.

Requirement
(DEP) regulates the storage, handling, and use of
explosives.
BLM managed lands – party filing NOI will need a
bond and geophysical operator will need a bond.
FS managed lands – authorized officer decides whether
bond is required.

Forms
BLM Form 3150-4/FS
Form 2800-16 - Notice
of Intent (NOI) and
Authorization to
Conduct Oil and Gas
Geophysical Exploration
Operations

Fees & Bonding
No amount provided

BLM Form 3150-5/FS
Form 2800-16a - Notice
of Completion (NOC) of
Oil and Gas Exploration
Operations
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Table X-4. Proposed reclamation costs table constructed by staff.
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Table X-5. Comparison of bond types currently in use by other DEMLR sections.
Bond Type
How it Works
Assignment of
Savings Account

Surety Bonds

Bank Guaranty

Cash Deposits

Irrevocable
Letter of Credit

The operator puts money into a bank account,
CD, or other bank-based financial instrument.
This money is “frozen” in the account until the
bond is either released or used by DENR.

The operator pays a financial surety company
a monthly insurance premium to cover the
respective bond. If the operator fails to make
the payment, the bonding company must
notify DENR at least 60 days before canceling
coverage.
The bank issues a guaranty of payment. In
other words, a financial institution provides a
letter to DENR stating that a given operator is
“good” for the bond money. Obviously, this
instrument is almost never used.
A cashier’s check or a certified check for the
bonding amount is sent to DENR by the
operator. (DEMLR’s mining program
discourages this instrument.)
Issued by a financial institution, often in the
form of an equity line of credit. The operator
pays a premium to the bank. If the operator
fails to make the payment, the financial
institution must notify DENR at least 60 days
before canceling coverage.

Advantages and Disadvantages

Advantages: (1) If the bank releases the bond money prematurely, the bank is still responsible for
paying the bond. (2) The money is already set aside for bonding purposes before a project begins.
(3) If the operator goes bankrupt, DENR can still access the bonding money using the Attorney’s
General Office. (4) The operator can collect and keep all interest on the money in the account.
Disadvantages: (1) DENR must move quickly to obtain these funds if the operator goes bankrupt.
Otherwise, other creditors might obtain the money first. (2) If the bank goes bankrupt, DENR must
trace the money to whatever financial institution has taken over the account.
Advantages: (1) If the operation is limited in time duration, the operator does not have to pay for the
entire bond up front, and may save money in the long term. (2) The bonding company provides a
guarantee of payment.
Disadvantages: (1) The operator cannot recover the premium costs. (2) Late payments to the
bonding company prompt threats of canceling coverage, which costs DENR a lot of staff labor to
either prompt the operator to maintain payments, or to process paperwork to recover the bond.
Advantages: (1) Bank guaranty that the bond will be covered. (2) Paperwork is easier to process,
compared to other instruments.
Disadvantage: DENR must move quickly to obtain funds if the operator goes bankrupt. Otherwise,
other creditors might obtain money first.
Advantage: The money is “in-hand” and easily accessed by DENR.
Disadvantages: (1) The operator gains no interest from the bonding money. (2) DENR staff labor is
extensive, as checks must be processed and deposited in a State-maintained account. (3) Releasing
the bond back to the operator takes considerable time (roughly two months).
Advantages: (1) If the operation is limited in time duration, the operator does not have to pay for the
entire bond up front, and may save money in the long term. (2) The financial institution provides a
guarantee of payment.
Disadvantages: (1) The operator cannot recover the premium costs. (2) Late payments to the bank
prompt threats of canceling coverage, which costs DENR a lot of staff labor to either prompt the
operator to maintain payments, or to process paperwork to recover the bond.
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