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STATE OF NEW MEXICO
ENERGY, MINERALS AND NATURAL RESOURCES DEPARTMENT

OIL CONSERVATION DIVISION
NMOCD - 0GA 04 ____
IN THE MATTER OF KC RESOURCES INC., RECEIVED
Respondent. JAN 1 2 2un5
OIL CONSERVATION

cE DIVISION

Pursuant to the New Mexico Oil and Gas Act, NMSA 1978, Sections 70-2-1
through 70-2-38, as amended (“*Act™), the Director of the Oil Conservation Division

(“OCD") issues this Order to KC Resources Inc. (“KC "), directing compliance with the
Act and ﬂm- OCD Rules, and nsaessmg a penalty for violations of the Act and OCD Rules.

- FINDINGS

1. 'The OCD is the state division charged w1th admmmtraﬁon and enforcement of the
Act and OCD rules,

2 KCisa forsign profit cotporaﬁon registzrud-with the New Mecxico Public
Regulation Commission under SCC number 1664242,

3. KC is the operator of record for the tank battery located at the site of the Lea YH
State #003, API #30-025-26562, J-25-]188-34E, NMPM and is the operator of recurd for
the for the follomng wells (* subject wells™):

Lea YH State #001, API #30-025-26104, O-25-18S-34E, NMPM
' Lea YH State #002, APT #30-025-26299, P-25-18S-34E, NMPM
Lea YH State #004, AP #30-025-26687, -25-188-34E, NMPM

The subject wells and the tank battery are located in Lee County, New Mmco o

4.  KC posted a $50,000 blanket bond, number 54664, issued by Frontier Insurance
Company, to secure its obligation to plug and abandon the wells in compliance with OCD
rules.

5. An OCD mvestlgatmn revealed surface contamination at the tapk bama'y site
from releases of oil and produced water, and revealed that the subject wells had been
inactive for a period of time in excess of one year plus ninety days and had not been

plugged and abatdoned or placed on temporary abandonment status under Division rules.
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6. Division rule 19.15.3.116(D) NM.AC requires the responsﬂ:le person to complete
corrective action according to a remediation plan submitted to and approved by the
Division for releases that endanger public health or the envitotiment.

7. Division rule 19.15.4,201 NMAC requites an operstor to plug and abandon or
temporarily abandon a well in accordance with Division rules within 50 days after a
period of one year of continuous insctivity.

8 The Division repeatedly notified KC that the subject wells were in violation of
19.15.4.201 NMAC and asked KC to submit a remediation plan for the tank battary site
. as required by 19.15.3.116(D) NMAC.

9.  Division rule 19.15.101(M) NMAC suthorizes the Directer to order the operator
‘to plug and abandon any well not in compliance with 19.15.4.201 NMAC by a date

certain, and to direct the Division to forfeit the bond and cause such well to be plugged in -

accordance with a Division-approved plugging program if, afher the tmle “provided in
such order, ﬂleapa'atorhasfaﬂedtoplugthewell

10.  NMSA 1978, Section 70-2~31 authorizes the Director to imposc a civil penalty of
$1000 for each knowing and willful violation of any provision of the Oil and Gas Act or
any rule or order issucd pursuant to that act.

11.  On Septetuber 9, 2004 the OCD filed the application for compliance order in case

13362, seeking an order imposing penalties and requiring KC to remediate the
contamination at the tank battery site, and return the subject wells to comphance with
19.15.4.201 NMAC.. :

12.  After the OCD filed the application in case 13362, KC cooperated fully with the -

OCD in remediating surface contamination at the site of the tank battery, and returned the
Lea YH State #001 well to production. KC is currently working on obtaining 2

transporter for production from the Lea YH State #002 and plans addmunal work on the

Lea YH State #004 to determ'lne lf it is capable of production.
13 On Decernber 14, 2004 the OCD filed en amended application in case 13362,

dismissing the allegauons regarding the contamination at the tank bam sm-. and the - c

lack of comphanee at the Lea YH State #001 well.

o

14,  The amended application addedaclalmforrehefundcrNMSA ]978 Sectmm 70-'. e

2-14(B), which prowdes

If any of the requirements of the Oil and Gas Act [Chapter 70, Article 2
NMSA 1978] or the rules promulgated putsuant to that act have not been
complied with, the oil conservation division, after notice and hearing, may
order any well plugged and abandonied by the operator or surety or both in
sccordarice with division rules. If the order is not complied with in the
time period set out in the order, the financial assurance shall be forfeited.
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CONCLUSIONS
1. The OCD has jurisdiction over the parties and subject matter in this proceeding.

2. Asoperator of the subject wells, KC is responsible for bnnging the wells into
compliance with OCD rule 19,15.4.201 NMAC,

3. KC violated OCD mile 19.15.4.201 NMAC by allowing the Lea YH State #002

* and Lea YH State #004 wells to remain inactive for a continuous period exceeding one
year plus ninety days, without plugging and abandoning the wells or placing the We]lﬂ on
temporaty abandonment status.

4, Because KC violated 19.15.4.201 NMAGC, NMSA 1978, the OCD may order the
subject wells plugged and abandoned by KC within a certair time period, and may forfeit’
KC’s financial assurance if it fails to comply within the time period set by the order.
Pursuant to 19.15.4.101.M NMAC, the OCD may then plug and abandon the wells.

ORDER

1. KtharebydxrectedtobnngﬂmLanHState#OOZandLanHStam#OM
wells into compliance with 19.15.4.201 NMAC by either:

(2) restoring the well to pmduntion or other OCD—appmved beneficial use
by April 30, 2005;

(b) causing the wellbore to be plugged in accordance with 19.15.4.202
NMAC by April 30, 2005, and causing the sitc to be remediated in
eccordance with 19.15.4.202 NMAC within one yeqr of plugging the -
wellbore; or

(¢) securing OCD epproval for temporary abandonment of the well i in
accordance with 19.15,4.203 NMAC by April 30, 2005.

2. A well shall be consxdered "resmred ta producﬁon or other appmved beneﬁmal
use” for purposes of arder paragraph 1(a) above when actual production or other = "
approved beneficial use has commenced. A well “restored to production” by swabbing
must successfully pass the mechanical integrity test required under 19.15.4. 203 NMAC.

3. A well shall be considered “plugged” for purposes of order paragraph 1(b) above
when the operator has plugged the wellbore in accordance with 19.15.4.202.4 and BQ)
and (2), and filed a sundry notice with the appropriate district office notifying them that
the wellbore has been plugged. The wellsite must be remediated in accordance with -
19.15.4.202.B(3) NMAC within one year of plugging the wellbore, Upon completion of -
the remediation, the operator must contact the appropriate district office to arrange for an
inspection of the well and location.
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4. A well shall be considered “temporarily abandoned” for purposes of order
‘paragraph 1(c) above when the well has successfully passed the mechanical integrity test

required by 19.15.4.204 NMAC and the operator has filed merequestfor temporary
abandonment with the appropriate district office.

5. Fln'rha',lfKCfmlstobnnggﬂ;gtheLanHState#wzortheleHState
#004 into compliance with 19.15.4.201 NMAC by April 30, 2005, the OCD is authorized
to forfeit immediately the applicable security and plug hoth the Lea YH State #002 and
the Lea YH Stzte #004 in accordance with an QCD-approved plugging program.

6. IfKCplupandabandonsexthertleanHState#ﬂOZortheLanHSfaﬂ:e#DM'___”

but fails to remediate the site within one year of plugging the wellbore, the OCD is
_authorized to forfeit meediatelythe applicable security and remediate ths snte of the
plugged well or wells in ancordance w:th 19.15.4.202 NMAC.

7 By s1gnmg ﬂ'us ordzr KC exprusly‘

®

®

©

@

ac'-knowledges the cotrectness of the Findings and Conclusions set forth i

this order;

agrees to comply with ordering paragraphs one through severn;
waives any right, pursuant to the Oil and Gas Act or otherwise, to =

hearing either prior or subsequent to the entry of this order of to anappealA '

from this order; and
agrees that if it fails to comply with this order, the order may be enforced

" bysu1torotherwmetothesameextentandmthﬂwsameeffec:asaﬁnal

order of the OCD entered after notice and hearing in accordence with all

terms and provisions of the Oil and Gas Act (NMSA 1978, Sect:tons 70.2-: EEAN
1 througa 70-2-38, a8 amended).

10,  Upon executmn of tlns order by both KC and the OCD, the OCD shall dismiss

: casenumber 13362

_ Done at Santa Fe, ,‘

.By:\'

Mexico,

,i_‘-.é.ié/oﬂanwyzoos

0il Conservation Division

KC Resources Inc. hereby accepts the fnregomg order, and agrees to all of the terms and
prov:tsmna set forth in the order.

‘KC Resources Inc.’
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- By:@i/(/\ TemES (. SPIMT

Title: U % PRES (DFST_
Date: TR "‘r-g 2=
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