
STATE OF NEW MEXICO
ENERGY, MINERALS AND NATURAL RESOURCES DEPARTMENT

OIL CONSERVATION COMMISSION

IN THE MATTER OF THE HEARING
CALLED BY THE OIL CONSERVATION
COMMISSION FOR THE PURPOSE OF
CONSIDERING:

CASE NO. 13564
ORDER NO. R-12452

APPLICATION OF THE OIL CONSERVATION CONSERVATION DIVISION
TO AMEND RULE 7 OF 19.15.1 NMAC; RULES 101 AND 102 OF 19.15.3 NMAC;
RULES 201 AND 203 OF 19.15.4 NMAC; RULE 701 OF 19.15.9 NMAC; RULES
1101, 1103, 1104 AND 1115 OF 19.15.13 NMAC; AND THE ADOPTION OF
RULES 40 AND 41 OF 19.15.1 NMAC; RULE 100 OF 19.15.3 NMAC; AND RULE
1227 OF 19.15.14 NMAC.

ORDER OF THE OIL CONSERVATION COMMISSION

BY THE COMMISSION:

THIS MATTER came before the Oil Conservation Commission ("the
Commission") for consideration at the Commission's regular meeting starting on October
13 and continuing on October 14 and 17, 2005; and the Commission, having carefully
considered the evidence, the pleadings, comments and other materials submitted in
support of and in opposition to the proposal, now, on this 10th day of November, 2005,

FINDS THAT:

1. Sections 70-2-11 and 70-2-12(8) NMSA 1978 grant the Oil Conservation
Division (Division) authority to implement regulations to carry out the purposes of the
Oil and Gas Act, Chapter 70, Article 2 NMSA 1978 (the Act). Section 70-2-6(B) NMSA
1978 provides that the Oil Conservation Commission (Commission) shall have
concurrent jurisdiction or authority with the Division to the extent necessary for the
Commission to perform its duties. Generally, the Commission adopts rules, the Division
implements those rules and the Commission hears any final administrative adjudicatory
proceedings.

2. This is a rulemaking proceeding the Division initiated on its own motion
for the purpose of establishing enforcement and compliance rules.
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3. Proper notices have been given of this proceeding and of the public
hearing hereof, and the Commission has jurisdiction of the subject matter.

4. Notice requirements were met and sworn testimony and exhibits were
presented to the Commission on October 13 and 14, 2005. At the conclusion of the
hearing the Commission deliberated in open session by reviewing the proposed rules and
on October 17, 2005 voted to accept the rules with certain changes by the Commission.
The following Statement of Reasons indicates the Commission's analysis of certain key
provisions and of the entire proposal. Additional reasons are included in the hearing
transcript.

Statement of Reasons

5. The rule changes are designed to improve the Division's ability, given its
limited resources, to enforce and ensure compliance with the Act, and the rules and
orders issued pursuant to the Act, including those requiring operators to place inactive
wells in approved temporary abandonment status or plug them.

6. The Act grants the Division "jurisdiction, authority and control of and
over all persons, matters or things necessary or proper to enforce effectively the
provisions of this act or any other law of this state relating to the conservation of oil or
gas . . . .". Section 70-2-6(A) NMSA 1978.

7. "Apart from any authority, express or implied, elsewhere given to or
existing in the oil conservation division by virtue of the Oil and Gas Act or the statutes of
this state, the division is authorized to make rules, regulations and orders for the purpose
and with respect to" its enumerated powers. Section 70-2-12(6) NMSA 1978.

8. These enumerated powers include the Division's environmental duties,
which include regulating the disposition of produced water, regulating the disposition of
non-domestic wastes to protect public health and the environment and requiring operators
to provide financial assurance for the plugging of wells. Section 70-2-I2(B)(l), (21) and
(22) and Section 70-2-14 NMSA 1978.

9. Compliance is the cornerstone of the enforcement program established in
19.15.1.40 NMAC (which the Division proposed as 19.15.1.37 NMAC and the
Commission has renumbered as 19.15.1.40 NMAC in order to reserve sections for new
pooling rules). That program allows the Division to deny privileges to well operators
who are not in compliance with Division rules. Other states have adopted similar
provisions. Texas and Arizona require operators to have a "certificate of compliance" in
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order to produce or connect with a pipeline or carrier. See Tex. Res. Code Ann. Tit. 3
Sections 85-151, 85.162 and 85.164 and Ariz. Rev. Stat. Section 27-509.

10. This enforcement ability is necessary given that currently the Division
must rely on bringing administrative enforcement actions for compliance, such as orders
requiring plugging and abandonment, or to assess penalties and must bring court cases to
collect any penalties. These types of enforcement actions are time consuming and, given
the limited nature of the Division's resources, not effective as the Division lacks the staff
required to bring the hundreds of enforcement cases that would be needed to reduce the
thousands of wells that are currently out of compliance with 19.15.4.201 NMAC.

11. Despite the Division's efforts to obtain voluntary compliance by notifying
operators in 2000 that they had wells out of compliance and directing that they bring the
wells into compliance with 19.15.4.201 NMAC, as of October 2005 there were still over
2800 wells out of compliance with 19.15.4.201 NMAC.

12. Subsection A of 19.15.1.40 NMAC, which defines compliance for
purposes of obtaining (a) permits to drill, deepen or plug back; (b) a permit for injection,
(c) assignment of an allowable or (d) change of operator, as an operator who is in
compliance with the financial assurance requirements of 19.15.3.101 NMAC; is not
subject to an order issued after notice and hearing, finding the operator to be in violation
of an order requiring corrective action; does not have a penalty assessment unpaid more
than 70 days after issuance of the order assessing the penalty; and has no more than a
certain number of wells out of compliance (depending on the total number of wells the
operator has) with 19.15.4.201 NMAC should be adopted.

13. By allowing the Division to deny operators permits to drill, deepen or plug
back or a request for change of operator and requiring the Division to deny permits for
injection or requests for assignment of allowables or authorization to transport when
operators are not in compliance with Subsection A of 19.15.1.40 NMAC, operators are
provided an incentive to comply with the Act, Division rules and Division and
Commission orders, rather than the Division having to bring enforcement actions to
obtain compliance. It also reduces the State of New Mexico's risk of having to plug
abandoned wells.

14. Subsection C of 19.15.1.40 NMAC requires the Division to post on its
website the status of operators' financial assurance.
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15. Subsection D of 19.15.1.40 NMAC requires the Division to make
available on its website Division or Commission orders, issued after notice and hearing,
finding an operator to be in violation of an order requiring corrective action.

16. Subsection E of 19.15.1.40 NMAC requires the Division to make
available on its website penalty assessments and the date the operator paid them.

17. Subsection F of 19.15.1.40 NMAC requires the Division to make available
on its website, and update daily, an "inactive well list", listing each well, by operator, that
according to Division records does not have its well bore plugged in accordance with
19.15.4.202 NMAC; is not in approved temporary abandonment status in accordance
with 19.15.4.203 NMAC; and is not subject to an agreed compliance order. For purposes
of 19.15.1.40 NMAC, the listing of a well on the inactive well list for more than one year
plus 90 days creates a rebuttable presumption that the well is out of compliance with
19.15.4.201 NMAC.

18. In addition, to the availability of the inactive well list on the Division's
website, Subsection B of 19.15.1.40 requires the Division to notify an operator when,
according to Division records, a well on the inactive well list shows no production or
injection for the past 12 months by sending a letter by first class mail to the operator.
The Division shall send such notices on a monthly basis.

19. Therefore, operators have the information needed to determine whether
they are in compliance with Subsection A of 19.15.1.40 NMAC readily available to
consult and review on a daily basis and to notify the Division of any errors they believe
exist in the Division's records. However, the effective date of 19.15.1.40 NMAC should
be delayed 60 days from the date of publication in the New Mexico Register to allow
operators to submit updated addresses as required by 1915.3.100 NMAC and to provide
operators an opportunity to bring wells into compliance with 19.15.4.201 NMAC or
address concerns about information shown on the inactive well list.

20. New rule 19.15.1.41 NMAC (proposed as 19.15.1.38 NMAC), which
requires any person who conducts an activity pursuant to a permit, administrative order or
other written authorization or approval from the Division to comply with the document's
terms, should be adopted. The violation of a permit, administrative order or other written
directive from the Division is a violation of this rule and the violator may be subject to
penalties. Not all Division directives take the form of an order issued after notice and
hearing. Permits, administrative orders, approvals of abatement plans and remediation
plans, for example, may be issued administratively, without hearing. Currently, the
Division believes it can only enforce these directives by reference to a violation of
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another order or a rule. 19.15.1.41 NMAC clarities that violation of the Division's
written directives is itself a violation.

21. New rule 19.15.3.100 NMAC should be adopted to place the requirements
for registration, change of operator and change of name in one rule. Most of the
provisions in the rule reflect current Division practice, but do not appear in existing rules.
The current rules do not address operator registration. Without operator registration, it is
often difficult for the Division staff to determine if they have the operator's most current
address. The proposed rule allows the Division to deny registration or change of operator
if the operator is not in compliance with Subsection A of 19.15.1.40 NMAC. Subsection
A of 19.15.3.100 NMAC requires every well operator in New Mexico to register with the
Division. Subsection C requires operators to keep the Division informed of their current
address. This will allow Division staff to use the most current address that the operator
has provided when giving the operator notice of compliance actions.

22. Subsection E of 19.15.3.100 NMAC, which contains the provision
allowing the Division to deny a change of operator if the new operator is not in
compliance with Subsection A of 19.15.1.40 NMAC, should be adopted to prevent
operators who have not complied with the Act, Division rules or Division and
Commission orders in the past from acquiring new wells. The prior operator's lack of
compliance with Subsection A of 19.15.1.40 NMAC will not affect the transfer because
the Commission and Division wish to encourage responsible operators to take over
operations. In addition, if a new operator is acquiring wells, facilities or sites subject to a
compliance order, the Division may require the new operator to enter into an agreed
compliance order before the Division approves the changes. The purpose of this rule is to
ensure that the Division has the ability to prevent operators that are not in compliance
with Division rules and Division and commission orders from drilling or obtaining new
wells.

23. 19.15.3.101 NMAC, which requires wells in temporary abandonment
status for more than two years to be covered by a single-well financial assurance and
increases the amount of one-well financial assurances to match the actual costs of well
plugging by the state, should be adopted. Financial assurance requirements should reflect
actual costs, so that the state does not have to bear the cost of plugging the wells. Section
70-2-14 NMSA 1978 requires any operator to furnish financial assurance for plugging
and abandonment. This includes the option for a $50,000 blanket financial assurance and
one-well plugging financial assurance in an amount sufficient to reasonably pay the cost
of plugging the wells that the financial assurance covers. In establishing these amounts
the Division is required to consider the depth of the wells, the length of time since the
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well has produced, the cost of plugging similar wells and other relevant factors. See
Section 70-2-14 NMSA 1978.

24. 19.15.3.102 NMAC should be amended to provide that the Division may
deny a permit to drill, deepen or plug back if the applicant is not in compliance with
Subsection A of 19.15.1.40 NMAC. The Division shall consider which of the factors in
Subsection A of 19.15.1.40 NMAC cause tbe operator to be out of compliance with
Subsection A of 19.15.1,40 NMAC. If the non-compliance is caused by the operator
being subject to a division or commission order finding the operator to be in violation of
an order requiring corrective action, the Division shall consider the nature of the
underlying violation and the operator's efforts to achieve compliance. If the non-
compliance is caused by the operator having more than the allowed number of wells not
in compliance with 19.15.4.201 NMAC, the Division Director shall consider the number
of wells not in compliance, the length of time the wells have been out of compliance and
the operator's efforts to bring the well into compliance.

25. 19.15.4.203 NMAC should be amended to reflect the new definition,
approved temporary abandonment. In addition, the proposed amendments to 19.15.4.203
NMAC, which clarify that mechanical and physical integrity testing includes a well's
casing and cementing and that pressure tests shall test surface pressure over a 30 minute
period, and describe the methods and procedures for internal and external casing and
cementing tests should be adopted. This will ensure that tests are conducted in
accordance with approved methods and that the operators have sufficient information to
know which methods and procedures they may use to conduct the tests. Ensuring that
wells are mechanically and physically sound before they are placed in approved
temporary abandonment status is necessary because unsound casing and cementing can
allow fluids in other strata to contaminate fresh water. Unlike producing wells,
temporarily abandoned wells do not have activity that operators monitor regularly.
Therefore, a casing failure in a temporarily abandoned well might not be detected until
contamination occurs.

26. 19.15.9,701 NMAC should be amended to prohibit the Division from
granting a permit for injection to an operator who is not in compliance with 19.15.1.40
NMAC. The operator may challenge a denial through the hearing process. The rule will
also allow the Division to revoke an existing permit after notice and hearing if the
operator is not in compliance with 19.15.1.40 NMAC. The purpose of this rule is to
prevent operators that are out of compliance with Division rules and Division or
Commission orders from obtaining a permit to inject produced water and to allow the
Division to revoke an existing permit. This ability is important because injection wells if
not properly maintained can contaminate fresh water.
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27. 19.15.13.1101 NMAC should be amended to require operators to provide
notice to municipal governments when they will drill a well within municipal boundaries
and to notify the other operators when they plan to drill a well in a quarter-quarter section
where a well already exists.

28. 19.15.13.1103 NMAC should be amended to clarify that restoration and
remediation is part of plugging operations.

29. 19.15.13.1104 NMAC should be amended to clarify that the Division may
assign an allowable or issue an authorization to transport only if the operator is in
compliance with Subsection A of 19.15.1.40 NMAC. The current rule states that the
Division shall not assign an allowable or issue an authorization to transport if a well is
not in full compliance with the rules. This current language is broad but vague. The
purpose of this rule is to prevent operators who are not in compliance with Division rules
or Division or Commission orders with regard to their current operations from obtaining
new allowables or authorization to transport. This provides an incentive for operators to
comply and prevents additional non-compliance that could result from new operations.
The amended language clearly advises operators what the compliance standards are.

30. 19.15.13.1115 NMAC, which instructs operators to file their monthly
reports using the Division's web-based online application, unless they obtain an
exemption from the requirement, should be adopted. The majority of operators already
submit their reports electronically, either on-line or on a computer disk. With online
reporting, operators are instantly notified if there is an error in their reports. It also keeps
Division staff from having to spend time downloading reports operators have submitted
on computer disks or manually entering information from paper reports. In addition, the
amendments change the procedure for enforcing the monthly report requirements. The
Division must notify the operator within 60 days if the operator has not filed an
acceptable report. If the operator does not file an acceptable report or request a hearing
within 120 days of the original due date, the Division may cancel the operator's authority
to transport or inject. This replaces the cumbersome current rule that requires the
Division to notify the operator of a reporting problem four times before the Division can
take enforcement action.

31. The Division does not currently have procedural rules specific to
compliance proceedings. The Division's current procedural rules, 19.15.14.1200 through
19.15.14.1226 NMAC, set out requirements for rulemaking and adjudicatory
proceedings, but do not specifically address compliance cases.
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32. New rule 19.15.14.1227 NMAC should be adopted as it sets out
procedures unique to compliance proceedings, including how a case is initiated, the
application's contents and the notice requirements. Subsection A of 19.15.14.1227
provides that the rules contained in 19.15.14.1201 to 19.15.14.1226 NMAC, which are
applicable to adjudicatory proceedings, will apply to compliance proceedings unless
otherwise specified in 19.15.14.1227 NMAC. This prevents unnecessary duplication.
Subsection B of 19.15.14.1227 NMAC defines a compliance proceeding as an
adjudicatory proceeding the Division brings seeking an order imposing sanctions for
violation of the Act or a rule or order issued pursuant to the Act. These sanctions include
compliance; civil penalties; corrective action; well plugging; denial, cancellation or
suspension of a permit or an authorization to transport; and shutting in wells.

33. NMSA 1978, Section 70-2-31 (A) gives the Division and the Commission
authority to assess penalties administratively, and recover penalties through a civil
lawsuit. The recovery provision is necessary because the Division and Commission do
not have the power to collect a penalty assessment from an operator who refuses to pay
the penalty except by obtaining a district court order. New rule 19.15.14.1227 NMAC
recognizes that the Division may seek administrative penalties in a compliance
proceeding.

34. The Division grants certain privileges to operators through permit
approvals. Therefore, in a compliance proceeding, the Division may seek an order
suspending or revoking privileges previously granted. See Cerrillos Gravel Products,
Inc. v. Board of County Commissioners, 2005-NMAC-023 f 16 ("We agree that the
power to revoke a permit is necessarily implied from the power to approve a permit.")

35. New rule 19.15.14.1227 NMAC also recognizes the validity of agreed
compliance orders entered into by the Division and the entity whose compliance the
Division seeks. Such orders may be entered into whether or not the Division has filed an
application for a compliance proceeding. If the Division Director and the entity against
whom the Division seeks a compliance order enter into an agreed compliance order after
the Division files an application for a compliance proceeding, the order may resolve all or
some of the allegations in the Division's application.

36. The proposed definition of the term "knowingly and willfully" should be
adopted. Under the Oil and Gas Act, any person who "knowingly and willfully" violates
any provision of the Act, or any rule or order issued pursuant to the Act is subject to a
civil penalty. See NMSA 1978, Section 70-2-31 (A). Current Division rules do not
define "knowingly and willfully". According to law dictionaries and case law, the
definition of the terms "knowingly" and "willfully" often depends on the context and
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they can carry different meaning, depending on whether they appear in a civil or criminal
statute. The proposed definition is based on the definition the United States Department
of the Interior, Bureau of Land Management applies in matters that involve the use,
occupancy and development of oil and gas on public lands through leases, permits and
easements. See 43 C.F.R. Section 2920.0-5(m). It is important when enforcing penalty
rules that it is clear what "knowingly and willfully" means.

37. The Division's proposed definition of "knowingly and willfully" should
be adopted as it is based upon a regulation that a federal agency with responsibilities
similar to the Division's uses to regulate oil and gas activities. In addition, the alternative
definition proposed by some participants would require a person subject to an
enforcement action to actually know, rather than be presumed to know the rules, and to
be affirmatively aware of the actions creating the violation. This would allow an operator
to simply profess and maintain ignorance of the rule and to avoid inspecting sites.

38. Subsection T of 19.15.1.7 NMAC should be amended to change the
definition of "temporary abandonment" to be the status of a well that is inactive. This is
necessary because the Act provides that the Division may require a one-well financial
assurance on any well "that has been held in temporary abandoned status" for more than
two years. See NMSA 1978, Section 70-2-14(A). The Division's current definition of
temporary abandonment refers to a well that has been approved for temporary
abandonment status in accordance with Division rules. This definition causes an
anomaly that the New Mexico Legislature could not have intended. The Division may
require a one-well financial assurance on a well that is in compliance with Division rules,
but may not require one on an inactive well that is not in compliance with Division rules.

39. Subsection A of 19.15.1.7 NMAC should be amended to include the
definition of "approved temporary abandonment", which refers to a well that is inactive
and in compliance with Division rules.

40. The main areas of controversy concerned the inactive well list the
Division proposed in 19.15.1.37 NMAC (which the Commission has renumbered as
19.15.1.40 NMAC in order to reserve sections for new pooling rules) and the lack of
notice provided in 19.15.1.40 NMAC; the definition of "knowingly and willfully" and the
proposed requirement, which the Commission decided not to adopt, for requiring
operators to have financial assurance on all wells in the state, not just those on privately
owned or state-owned lands.
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41. Some participants at the hearing expressed concern that Subsection A of
19.15.1.40 NMAC limited the number of wells that could be out of compliance with
19.15.4.201 NMAC to a maximum of five wells for any operator that operates more than
100 wells, which could be difficult for an operator with thousands of wells to meet, and
that the Division did not mail notice to an operator when a well had been on the inactive
well list, although a list of inactive wells, which is updated daily, is always available on
the Division's website. These participants proposed that the number of wells that could
be out of compliance be stated as a percentage rather than an absolute number. The
participants suggested a limit of 5% of the total wells an operator owns.

42. The proposed maximum limit of five wells may present some difficulty
for operators with a large number of wells. However, any well on the inactive well list
for more than one year plus 90 days is out of compliance with 19.15.4.201 NMAC and
represents a failure of enforcement and a potential threat to ground water. The proposed
5% total would allow a large number of wells to be out of compliance with 19.15.4.201
NMAC. For example, if an operator had 2000 wells, it could have 100 wells out of
compliance.

43. Inactive wells present a risk to ground water. Therefore, the number of
wells allowed to be out of compliance with 19.15.4.201 NMAC for purposes of
Subsection A of 19.15.1.40 NMAC should be limited in order to minimize those risks,
regardless of the number of wells an operator has. In addition, using a percentage would
create a situation where the Division and the operator disagree about the total number of
wells an operator has at any given time because the number of wells and operator is
operating may change daily.

44. Therefore, in order to allow larger operators some consideration, but not
allow large number of inactive wells to remain out of compliance with 19.15.4.201
NMAC, the limits on the number of wells should be revised to allow operators of 100 or
wells or less to have two wells or 50% of the wells, whichever is less, the operator has
out of compliance; operators of 101 to 500 wells, five wells out of compliance; operators
of 501 to 1000 wells, seven wells out of compliance; and operators of more than 1000
wells, 10 wells out of compliance. By limiting the number of wells an operator that has
100 wells or less may have out of compliance with 19.15.4,201 NMAC to two wells or
50% of the wells an operator has, whichever is less, it prevents a situation where an
operator has two or three wells and the majority of them are out of compliance with
19.15.4.201 NMAC.
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45. The Division generates the inactive well list by the entering information
from the reports operators provide to the Division. While the inactive well list is
available on the Division website for operators to check the status of their wells on a
daily basis, it would be helpful for the Division to provide notice, by regular mail, to
operators that have wells on the inactive well list that have not reported production or
injection for more than 12 months. This will provide operators written notice that a well
will be out of compliance with 19.15.4.201 NMAC in 90 days if the operator fails to take
action to bring the well into compliance or demonstrate to the Division that the well is
actually in compliance.

46. 19.15.3.101 NMAC should not be amended at this time to require
financial assurance for wells on federally and tribally owned lands within New Mexico.
The Bureau of Land Management currently requires bonds and the Division would need
federal or tribal approval to use a bond on federal or tribal lands even if the Division
required it. Therefore, the proposed change should not be adopted and the Division
should work with the Bureau of Land Management to see if an agreement can be reached
for the Bureau of Land Management to reimburse the Division for plugging it does on
federal or tribal lands pursuant to a request from the Bureau of Land Management.

47. For the reasons stated above and in the transcript, the Commission
concludes that it should adopt the proposed amendments to Rules 7 [Sections A, K and T
of 19.15.1.7 NMAC], 101 [19.15.3.101 NMAC], 102 [19.15.3.102 NMAC], 201
[19.15.4.201 NMAC], 203 [19.15.4.203 NMAC], 701 [19.15.9.701 NMAC], 1101
[19.15.13.1101 NMAC], 1103 [19.15.13.1103], 1104 [19.15.13.1104 NMAC], and 1115
[19.15.13.1115 NMAC] and new Rules 40 [19.15.1.40 NMAC], 41 [19.15.1.41 NMAC],
100 [19.15.3.100 NMAC], and 1227 [19.15.14.1227 NMAC] in the form attached to this
Order as Exhibit A.

IT IS THEREFORE ORDERED:

1. The Commission hereby adopts the amendments to Rules 7 [Sections A, K
and T of 19.15.1.7 NMAC], 101 [19.15.3.101 NMAC], 102 [19.15.3.102 NMAC], 201
[19.15.4.201 NMAC], 203 [19.15.4.203 NMAC], 701 [19.15.9.701 NMAC], 1101
[19.15.13.1101 NMAC], 1103 [19.15.13.1103], 1104 [19.15.13.1104 NMAC], and 1115
[19.15.13.1115 NMAC] and new Rules 40 [19.15.1.40 NMAC], 41 [19.15.1.41 NMAC],
100 [19.15.3.100 NMAC], and 1227 [19.15.14.1227 NMAC] of the Oil Conservation
Division rules shown in Exhibit A to this Order, which shall be effective as of the date of
publication thereof in the New Mexico Register except Rule 40 [19.15.1.40 NMAC]
which shall be effective 60 days after such publication.
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2. Oil Conservation Division staff is instructed to secure prompt publication
of the referenced rule amendments in the New Mexico Register.

3. The Commission retains jurisdiction of this matter for entry of such
further orders as may be necessary.

DONE at Santa Fe, New Mexico, on the day and year hereinabove designated.

STATE OF NEW MEXICO
OIL CONSERVATION COMMISSION

'MARK E. FESMIRE, P.E., CHAIR

JAMI BAILEY, CBBa MEMBER

WILLIAM OLSON, MEMBER

S E A L



EXHIBIT A
CASE NO. 13564

ORDER NO. R-12452

19.15.1.7 DEFINITIONS:
A. Definitions beginning with the letter "A".

(1) Abate or abatement shall mean the investigation, containment, removal or other
mitigation of water pollution.

(2) Abatement plan shall mean a description of any operational, monitoring, contingency and
closure requirements and conditions for the prevention, investigation and abatement of water pollution.

(3) Adjoining spacing units are those existing or prospective spacing units in the same
pool[(s)] that are touching at a point or line on the spacing unit that is the subject of the application.

(4) Adjusted allowable shall mean the allowable production a well or proration unit receives
after all adjustments are made.

(5) Allocated pool is one in which the total oil or natural gas production is restricted and
allocated to various wells therein in accordance with proration schedules.

(6) Allowable production shall mean that number of barrels of oil or standard cubic feet of
natural gas authorized by the division to be produced from an allocated pool.

(7) Approved temporary abandonment shaljbe the status ,of_a well that is inactive, has been
approved in accordance with _ 19.1 .̂ .4^20 3_NMAC_ and ts_in_cpmpliaiice with 19. 15. 4 .203 NMAC.

[£?)]£§) Aquifer shall mean a geological formation, group of formations^] or a part of a
formation that is capable of yielding a significant amount of water to a well or spring.

K. [RefleivedTJpeflni tions beginningjvith the letter "K". Knowingly and willfully, for the
purpose of assessing civil penalties, shalVmean the voluntary or conscious performance of ^an act that is
prghijjitegLorthe^oluntary or conscious failure to perform an act or duty that is required. It does not

jailuresjo perform that are honest mistakes or merely inadvertent. It includes, but
does not require, performances^riailuresjojjerforrn Jh^ rejulLfrojS a^riniin^ or^vij^injent
specific intent to violate the law. The conduct's knowing^n^vnllM^atuTe^niaxb^gstablighed byjalain
indifFeggnce_to_Qr rgckless disregard of the reguirgmgnts^f jhe Ia_w,_ruleju orders or permits^ Acongistgnt
pattern of performance or failure to perform also may be sutTicjenLttLestablish the conduct 's_kna wing and
willful nature, where s_uch_consi$tgnt_pattgrnj_g. neither thg result_of honest mistakes nor mere inadvertency.
Conduct that is otherwise regardedas being knowing^nd willful isjgndered neither accidental nor
mjtigatgd in character by the beJiefjhaUhg^onduct igjeasonablg orjegal.

T. Definitions beginning with the letter "T".
(1) Tank bottoms shall mean that accumulation of hydrocarbon material and other substances

[w&ehjthaj settles naturally below crude oil in tanks and receptacles that are used in handling and storing of
crude oil, and which accumulation contains in excess of two[(S%)] percent of basic sediment and water;
provided, however, that with respect to lease production and for lease storage tanks, a tank bottom shall be
limited to that volume of the tank in which it is contained that lies below the bottom of the pipeline outlet
thereto.

(2) Temporary abandonment shall be the status of a well [wfeehjthat is inactive [and has
been approved-fer -temporary abaadxmment in accordance with the previsions of these-rutes].

(3) Top unit allowable for gas shall mean the maximum number of cubic feet of natural gas,
for the proration period, allocated to a gas producing unit in an allocated gas pool.

(4) Top unit allowable for oil shall mean the maximum number of barrels for oil daily for
each calendar month allocated on a proration unit basis in a pool to non-marginal units. The top unit
allowable for a pool shall be determined by multiplying the applicable depth bracket allowable by the
market demand percentage factor in effect.

(5) Treating plant shall mean any plant constructed for the purpose of wholly or partially or



being used wholly or partially for reclaiming, treating, processing^] or in any manner making tank bottoms
or any other waste oil marketable.

(6) Tubingless completion shall mean a well completion in which the production string of
casing has an outside diameter of 2.875 inches or less.

19.15.1.40 COMPLIANCE:
_____ A. ___ A well operator is in compliance with Subsection A of 19.1 5; 1.40 NMAC ifthe operator;
_______ (!_)_ currently Lrngetsjhejjnancial assurance requirements of 19.15.3.101 NMAC;
_______ (2} Js iigt_ subject to_a division or commission order, issued after notice and hearing, finding
the operatorto be IJL violation jgf aaorder requiring .correcjiyeactign;
_______ (31 _dQes__riot_have a_penalty_assgssm_ent_t_hat is unpaid more than 70 days after issuance of the
order assesging^the penalty^and
_______ (4) has_no morejhan the following numberof wgllsj)ulgf cgmpjiance with_l 9 JJi A2Q1
NMAC_Ihat_are_not ^subject to anagreed^ornplianc^orcjer getting a jchgdule^for bringing the wells into
compliance with 19.15.4.201 NMAC and imposing sanctions if the gchedulejs not met;
___________ (a) __tw_Q_wells pxSCLpercenLof Jbe !_weUs_ thtLOperator operates^ jvhigheyer jsjegs. if _the
operator operatesJQQ. wells or less:
___________ (b) __five_wglls ifthe operator operates from 101 to 500 wells:
___________ (c) __seyen wellgjf the operator ^operateg_fro_m 501 to 1000 wells; and
___________ (d) __1 0 jwellsjf Jhe operator operates more than 1 OOP wells.
_____ B. ___ The division shall notify an operator when, according to records on file with the division.
a well on the inactive well list described in Subsection F of I9.15.j^40J^lMACjjhows no production or
injection for JhepasL 1 2^rnonths^by pending ajetter by fjot cJass^maiLto the address the operator has
provided the division pursuant to Subsection C of 19.15.3.100 NMAC. The division shalLsendjaujthejte
notices on a monthly basis.
_____ C. ___ C^m^lian_ce_with_financ jaj_ assuranceiequirements, The jjvisionsjiall make ayailable^on
its website ̂ nd iipdate weekly the st_atu_s_of operators! financial jissuranc_e_ required by_l 9 J 5.3, 1 01 NMAC,
according_to^ivjsionj'ecor6'sJ
_____ D. ___ Orders requiring c_Qrre_ctive_action,_
_______ (!)__ The division jhaljjnake ay_ailable_gn jts websjie division or cQmrnissjon orders, issued
after notice and hearing, finding an operator to be in violation of an Qrderrequiring gorrgctivejactiorL
_______ (2) An operator who contests an order finding it to be in violation of an order requiring
corrective action may appeal and may seek a stay of the order. An order that is stayed pending appeal does
notaffect an operator's compliance with Subsection A of 19.15.1.40 NMAC,
_______ (3) An operator who completes the corrective action the order requires may file a mojion
with Lthe_Qrder_'slssugr.to_declare_the_ord_er satisfied.
thejnotion without hearing, or may set the matter for hearing.
_____ E. ____ Penalty assessments.
_______ (I) The division shall make ay_ailable_on its website penalty assessments and the date the
operator paid them, accordingjo division jecordj±
_______ (2) ^\n^pgratQrwho contgsts_an ordej" assessing penalties may appeal and may seek a stay of
the order. An order that is staved pending appeal does noLaffect an operator's compliance with_S_ubsectipn
Aof 19.15.1.40 NMAC.

F. Inactive wells.
_______(1) The division shall make available on its website. and updateLdaHy^An "inagtivg well list"
ligling_each..well,_by o^erajor^jhaj acgording^to _diyision records:
___________fa)^ doesjiolhaye its wellbore plugged in accordance with 19.15.4.202 NMAC;
___________(b)_. isncjLin approved temporary abandgnment in accordance with 19.15.4.203



NMAC: and
___________ (c)__ is not subjectjp an ^greecLcompliance order _setting__a schedule for .bringing jhe
well into cornrjliance_with lg-IJ-4.201 NMAC and imposing sanctions ifthe operator does, not meeLthe
schedule;
_______ (2X FOT purposes of^lQ^lS.MQJjMAC, jhe_listing_Qfa well^njh^ division's inactive well
list as a well inactive Jprmore _tban_one year plus jjO jays creates ji rgbuttable presumption that the well is
out of compliance with 19. 15.4.201 NMAC.

19.15.1.41 ENFORCEABILITY OF PERMITS AND ADMINISTRATIVE ORDERS: Any
person who conducts any activity pursuant to a permit^ Administrative order or ojherjwrjttgn authorizaUgn_gr
approval from thejh'yision shall comply with every term, condition and provision of such permit.
administrative order. authorizatign or approval.

I9.15.3.1QO OPERATOR REGISTRATION; CHANGE OF OPERATOR; CHANGE OF
NAME:
_____ A. ___ i^or_1:o_cornrngncing_^p_erations. every operator of.a_weji.or^w_eJlsJn_Ne^.MexicQ__shail
register with the division as an operator. Applicants shall provide the following to the financial assurance
administrator in the division^. Santo_Fc_ofSc_g:
_______ (l}_ _an oil jmdj*asj'egistratiQn identiflcalion JOGRIDA rmmberobtairted from the divisioik the
state landjjffice p_r the taxalioriand revgnue_d_epa_rtmenu
_______ (2) acurrent addre_ss_of_recp_rd__to^eused [for notice, and a c^rrenl err^r^n^ c^ontaclnarne
andjelephonejiumber^r^ach district jn which the operator operates^wellsLand
_______ (3) the financial assurance required .by_lg^l_5^3^10LNMAC..
_____ B. ____ The diyigionjnay deny registratipn_as_a wel[ operator if:
_______ (1) __the_ applicant isjiQ±in^or^phancejwith SubsectjonA of 19.JJ.L4Q3IMAC;
_______ (2) arLofScgr. dire^cjoii partner in Jhe ^applicant^rjiers^njwith an jnterestin the aprjljcant
exceeding 25 pergenLis^or^'as^withinthe pasti!ve_years_an_officgr, dlre^tojipartneror^ersonwith .an
interest^xceedmg^254)ercent in another ^entity jhqLisjioLcurTentlyjn^ornpUance with Subsection A of
19.15.1.40 NMAC;
_______ (3) the applicant is or was within _the_past five years a_n officer^director. partner or person
with an intereslexceeding 2J. percent in another entity that is not currently in compliance with Subsection A
of 19. 15. 1.40 NMAC;
_______ (4) the appUcant is^a^orrjoration or lirnitgdjiability cgmrjany.^ndjsjiotregistered with^e
publjc r_e^uAatJQn corqmigsionjo do business in New Mexico; j)r
_______ (5) the applicant is^a Umited^partnership^and isjioj registered with Jhe_New Mexico
segretary^ofstate to dp_business_injNew Mexico^
_____ C. ____ Qperatprs_shall keep^the^di vision informed_Qf_Lhgir current address of record and
emergency contact names and telephone numbgrsj)y submitting changes in writing to the division's
fjrjancial_asjurajicj;. adjn.m^
_____ D. ___ The cjiyision^rnay require an operator or applicant to identify its current and_p_asl officers,
directors Land partners^and its current and past Qwnership_jnjere_s_t jn other operators;
_____ E. ____ C_hange_of_operat_o_r..
_______ (I) A change of operator occurs when the entity responsible for a well or a groups fwells
changes^A_changg of operator^ may result frQm_a_sale, assignmenlby^a^purt. j_change jn ojjerating
agre^rnenLo^other transaction. _Under_a gharige_Qf operator ̂ ^ejls atgjnove4fr^rriJh^OORIDnurnber of
the operator of record with the division to the new operator* sQGRID numbei,
_______ ( 2) The operator of record with the divisjonjind the newLOperatot3hail^ppiy for a change of
operator by iointly _fili_ng a form C- 4.4 5 L using th^ division's web-based online application. If the operator of



record_with_thg_djyisipnjg unayailable^the^new operator shall apply to the divijionJorapprgyaLof change
of operator without aj'oint application^ The operator^sriall jnakg such application in writing, andproyide
documentary evidence^fihe^ppiicant'sj-ight to asjumeojjqrations^
operations _untjLth_e division appro vgs the application for change of operator.
_______ (3L _Thg_di_visip_n djre_cjor^r_his_des_igngejiiay_deny_a_changg of operatorjf:
___________ (a) the new_operator js_ngl mcgmpliance with Subsection A of 1 9. 1 5^1 ,40 NMACLor
___________ (bl the new_op_e_ratgris acjquiring^wglls^ facilitiesj)r^ites^ subject to a^ompliance order
requiring remediation or abatement of contamination, or compliance with .19.1_5.3±2Ql-NMAC.Lgnd_the_riew
operator has not entergd_i_ntp_an agreed compliance order setting a schedule for compliance^ with the existing
order
_______ (4) i__In j^ejmrrnjig^jiejhei lo^rant^r jje.nxjLchange_of operator when the new operator is
not in compliance with Subsection A of 19.15.1.40 NMAC. the division directororhis^esignee jhall

Jju^
compliance^ wjth jubsectipnA of 19. 1 5J .40 NM AC^Iftbejion^complianceis caused by the operator being
subjectjp a_diyjsig_n or cojnrnissipn order finding the opej;ato_r_to_bejri yjolatiorLof an order requiring
corrective action! the diyision^directQLorhi»Ldesignee shall consider the nature _of the underlyingjyjoiation
and the operator's efforts to achieve compliance. Ifthe non-compliance is caused by the operator having
more than the ajlcwed_nunibe_r_of_w_ellsjiotjn c_p_mpjiance_with Ig, 15_A.2Q 1_NMAC. tlie division director or
his dgsignee _shall consider Jhg_numbgr ofwglls not in c^nir^liajice^he^length^fjim^the^wellsiiave been
out ofcompliance and the operator's efforts to bring the wells into ggmpliancg^
_____ F. ____ Change of name.
_______ (1) _ A, change of operator name occurs when the narne^ofjhe^ntityxespgnsible^J'or^ well or
wells changes butjhe^ntity doesooLchange^ For ji change^ of jiame^the OGRJP^ number remains Jhe_sarne
but divisignrecprds are changed jo refleclthe^rigw Qperator^name,
_______ (2j_- _JAn._operatgx.sh_all_appJy for a^change of name by filing_a form C-I46jjsing the division's
web-based online a^pljc^tion^n4supplying_documentary^roQf that the ghange jŝ  a jiame change and not a
change^ofoperator. Ifthe operator is a corporation. limited liability company or limited partnership^ thg
name must be registered wjthjhe^ubjicj;egulatiorLgornniission or the New Mexico secretary of state, as
applicable^ T_he_diyis_ion_shall not approve a change of name until the state land office and the taxation jmd
revenue departnierit_have^ear_ed_the_gharige_of j^me oatrje QGR1D;
_____ G. ___ Ejcamples of changg Lof operator a_nd_ghange_Qf jiarne,
_______ (1)^ ^r^rnith.La soje^ropriejor^ppecates fjye wells underjhenaTne^lSmitlT LOJ! company".
IVlr. Srnith ^changes the name of Jiis_cornpany to t'Smithproduction^cornpany"^The na_rqg_of the entity
operaling^the jvells has changed. buLthe entity has not changed. Mr. Smith_should apply for a^change of
name.
_______ (2) Mr. Smith incorporatesjiis_busines_s, changing from_the_sole_proprjetorship. "Smith
producJioiLcompany". to a corporation: "Smith production company, inc.". The entity responsible for the
wells has changed, and Mr. Smith and "Smith production company, inc." should apply fora change of
operator.
_______ (3) Smith production company, inc.. a New Mexico operator, merges with XYZ, inc.. whigh
do^sjiptjjperateJnNewJvlexico, jVt the surviving entity's eiectjon^this transaction may be treated as a
cjiange^f njurie^rojnjiniith production company, to XYZ. inc.. maintaining the existing QGRIP, pr_as a
change of operator, with a new OGRID.
_______ (4) Two_New Mexigo .operators. Smith production company, hie, and Jones production

sunjving, corporation is Jones production company, inc. A different entity now
operates the wells Smith production company, formerly operated, and the wells must be placed underthat
entity's QCjRID. Jones production company, jnc^and .Srnit_h_pro_ductiQn company^ inc. should apply for a
change of operator as to the wells Smith production company, inc. operated.



19.15.3.101 IPfeTOGJNGBONDlFINANCIAL ASSURANCE FOR WELL PLUGGING:
A. Any person, firm, corporation [;] or association who has drilled or acquired, is drilling^]

or proposes to drill or acquire any oil, gas[?] or injectjonor other service well on privately owned or state
owned lands within this state shall furnish [te-the- division, and obtatft appFevai-tbefeof, a surety bond]a
financial assurance acceptable to the division in the form of an irrevocableletter of creditor cash or surety
bond running to the state of New Mexicofe-in-a form prescribed by the division, and]conditioned that the
well be plugged and abandoned and thejocation restored and remediated in compliance with [the-rutes -atid
regutetieas ef thejdivision rules. [Such bond may be a one-weH-plnggtftg43end or a blanket plugging -bond-.
—All bonds-shall-be exeetited by-a-fesponsible surety company authorieed-to-do-busiaess in-the-State ef New

B.____Thgi division accepts_two_Jbrms__Qf financial, assurance: ^one-well financial assurance that
covers_a_single_we_ll.and a blanket Financial assurance thatcoversjnultipk wdls^Any weljJhathas beenjn
temporary abandonment for rnorejhaji two years must be covered by a one-well financial assurance, except
that the jjjvisionmay waivejthejreqyirement of^a^ne^welLfinancia^assurance for a well that is^shut-in
because oXthejack oXapipelineiconnection^ The Aivision^may release the one-well Jinancial assurance
uponjhe operator's or surety's written request after the well isreturned ^production if^ blanket financial
assurance covers the well.

[B]C. Amounts,
(1) [Blanket -pluggmg-bea4&] A blanketfinancia] assurance shall be in the amount of [fifty

theusaftd-dollars-(]S50,QOQ [•) condittened as above provided,]covering all oil, gasy or service wells drilled,
acquired or operated in this state by the principal on the bond.
[————&————Qae-weH-pluggiftg bonds](2X A one^wellfinancjal assurance shall be in the amounts
stated below in accordance with the welTs depth and location [of the well].

IWIlSl Chaves, Eddy, Lea, McKinley, Rio Arriba, Roosevelt, Sandoval[?] and San
Juan counties, New Mexico: $5000 p_lus_$ Lperfoot olprojected depth olproposed wejl ormeasured depth
of existing well.

[Projected Depth-of-Preposed-Well
—————————————————or AetuaH^th^Qf^^ngJ^-gJl——————————AmoHBt ^Bgnd
—————————————————Lcsflthan5,000feet——————————————————————$ 5,000

—————————————————More than 10,000 feet—————————————————————S 10,000]
All other counties, in the state: 1 1 Q^QQQ plus $L per foot of projected depth of

proposed \yell_or measured depth of existingjwell.
[Projected Depth of Proposed Weti

————————————————— of
————————————————— Less than 5^000-feet —————————————————————— $ 7,500
————————————————— 5^000-feotto 10,000 feet ——————————————————— £40^000
————————————————— More than 10,000 feet ————————————————————— S 12,500]
[ ———— Br] (3) The appropriate ^divisioiLdislrict oftlce^may^ approve revised plans for an
actively drilling well [may be approved by the- appropriate SistHC^Qffiee-ef the dtvis4en]for drilling as
much as 500 feet deeper than the [normal maximum] depth [atiewed] stated on the well's [bend] financial
assurance. Any well to be drilled more than 500 feet deeper than the [eoFmaJ-dep th-braeke+*nest] depth
stated on the well's financial assurance shall be covered by a new [beBd]fjnancial assurance in the amount
prescribed for the [deeper depth bracketjnewLprQJected depth.
[ ———— Er] £4) The [bemN=equirement] amount oXthe^one-wellJInancial agsurancgjec|uired
for any intentionally deviated well shall be determined by the well's measured depth, and not its true vertical
depth.
[ ———— ¥~. ———— A cash bond may be-aceepted-by-tbe-divisioH-pwsuaat-te the c-endrtions set ferth
hereinafter- Cash Feppeseating the fUH amotmt ef the bond shall be deposited by the operator -m aa-aeeouat
in a federally- insured financial institutioH4oeated-withifl-the-State-&f New Mexico, such aeeoimt te-be-heid



in-tfust-fof-the-divisien. Both one well and blanket cash bonds skaH-be-in-the-ameuat specified fer surety
beadfr A-deeiHaeftt, approved by the divistOHrevideaciflg-the-terms and conditions of the cash bond shall
be executed by an authorized Fepfesefitattve-ef-the-eperater-and-the-depositofy institution and filed with the
division-Brief te-the-e£feetive-date ef the bond. No cash bend-will ke atitherized-by-the-DiFeetor and no
weHs^aay-be-dFtlled Of-aequired under a blanket cash ben4 unless the epefatet/apBlieaH^is-in-goed standing
with-the division?- r&he-fiaarteial-status-erieliabilrty of the applicant is unknown to the Director he may
require the filing of a^Hanetal-statemen^er-si^ej^G4he^r^fermat^en-asiBay-be-neees8flry to evaluate the
ability-of-the applicant/operator to fulfill the conditions of the bond:
————— G ———— Ffom-time te ttffle-any-aecrued interest over and above the face ameunfof-the-boed-fflay
be -paid-to-the-operator— UpOH-satisfaetefy-pluggifig by the operator of any well(s) covered by a cash bond;
the-Difecter shaH-issue-an-erc-ef atttheriang-the-re4ease of-said bemk
————— tk ———— Any bond Feqaked-by Section 1Q1 of 19. 15.3 NMAC is a plugging bond, not a drilling
bond, afid-shatfeftdufeufltil-any-well^riHed-er-fteqtHred under- stteh-boad has-beefl-pfagged-and-abafldened
and such plugging and abandonment has been approved by the division, or has been covered by another
bond approved by the division?
————— ir. ———— Transfer -ef a-preperty does-net o£itselffelease-a bend-, fa the event of-transfef of

be fi4ed-with-the
District Office of the division in accordance with Rule 1 103 or Rule 1 104 by die new owner of the -well.

&e tffln^er^reviding^haia^ew-ofte-well^ofldeevering- the- well -era
tB-the name-ef-tlie new owner has been approved by the Santa Fe office of the division

————— 3-. ———— Upon appre¥8J-e£the bond and the Form C- 103 ef G—104, the transferror is released-of
plugging responsibility for the well, and-npefl requestHhe-eriginal bon4-wtH be-refeased^Ne-btanket bend
witi~be released,-4iowever, -mitiJ-aH-we^ls-eovefed-by-the-befld^ave been-pl»gged and -abandoned or
transfeffed-in -ftecerdance-wtth the provisions of Section 101 of 19.15.3 NMACv
————— K^. ——— A4ibend»shall-be-Jtled-with-the^flHta Fe ejfiee-of-the-dtvisien>-and-appfoval ef saeh
boads,-as weH-as-feleases-thereef, ebtained-fFem-said- officer
————— L; ———— AH43onds required by these rules shall be conditioned for-well plugging and lecafton
cleanup only, and not to secure payment for damages te livestock^ raflgerwateFrCFepsrtaagife4e
ttnprovementsrnef a
————— M: ——— tJpen feilafe-ef the eperatof-to-prepet4y pJug-and-abanden the well(s) covered-by-a-eond;
the division-shall give notice to the operator ond surety, if applicable, and-held-a hearifig-as te- whether the
weH(s)-sheHld-be-^lugged ifl-ac-eoFdartee with-a divisioH-flpprevedplttggiflg -program. If, at the hearing, it is
deteffiiifted-thaHhe-operater^ias-Jailed-te phi^the-well as provided for in the bond conditions and division
rules, die Division director shal!4ssue on order directing the well(s) to be pfagged-in a-time eertain.— Sueh ea
erder may also direct the forfeitur-e-of-the-koad Hpoa-the-failufe of-re&isal
Fespensiblfrpafty-te pfoperly-plttg the well(s)— If-the-^reeeeds ef the bend(s) are not sufficient to cover all
ef the costs incurred by the division in plugging the well(s)-ceveFed -by the -bend; the division-shall take-siioh
legal-aotton-as 4s necessaty te-reeover sttch-additieaal-costs.- Any mentes recovered through bond forfeiture
or legal aetieas shall be placed in the Oil & Gas Reclamation FunoV]
_____ D. ___ Generajjgmjirejrienfs for financial assurance.
_______ (1) _ The^perator shall iileJjnancjaLassurance documents with the division's Santa Fe office^
and obtain approvals and releases of financiaj_assurance__fro_m tliatpffjce,
_______ (2X ^Ij^financial assurance dociiments^hall be on forms prescribed by orotherwise
acceptable. tQ_the_diyision.
_______ (3) A Financial^ssurance^hall be conditioned for well plugging and abandonment^ and
locajjon restoration and r^mediatioji only^ancLnot .to_secure payment Jpr_damaggs tg_liyestQck,.rarjge._crpps
or^tangibje irnpro vgments or any other purpose.
_______ (4) The^diyision niay require proof Jhai the individual signingjbr an entity on ajjnancial
assurance dgcument or_.an_amend_rneiitjp a^rmnclal^ss^ar^ejlocjjnientjiajjhe^authojjtyjo jjbljgate that
entity.



E.____Additiojial requirements fo^cashand^uretv bonds.
_______(1) Surety bonds shall b$ issued by a jgputable corporate surety authorized to do business in
the state of New Mexico.
_______(_2) Jhe operator shall deposit cash representing the full amount of the bond in_an account in
a federally-insured financial institutionjocated within the state of New Mexico, such account to bejieldjn
trust for the division. Authorized representatives of the operator and the depository institution shall execute
a document evidencing the cash bond's terms and conditions. The operator sha.lljjle the docurnentwithjhe
division prior to the bond's effective date. J_f_the_op_gr_ator!.s fmancia]Lstatus.or_reliability. isjanknownjo the
division director he or she may require the filing of a financial statement or such other information as may
be necessary to evaluate the operator'sjibility toJulflU the bond^s.conditions. From time to time any
accrued interest over and aboveJhe^bond's face amount jnay be pajdjo the operator.

F.____Additional requirements for cash jmd jmrety bonds.
_______(VL The^ivisioninay accept irrevocable letters, ofcredvt issuedJ3yj\ational or state-chartered
banking associations.
_______(2) _Lettersjjf credit shall be irrevocable for a term of not less than five y_ears._unless the
applicant shows good causejbr ̂ shorter time period.
_______(3X- Letters of credifjhallproyide^J'orjiutoniatic renewal for successive, like terms upon
expiration.junless the igsjierjias jjonfied[thejiivision in writing of non-renewal at least 30 days prior to
expiration.
_______(4)_ The divisionmayjbrfeit and collect ajetter ofcredit ifnot replaced by an approved
financial assurance at least 30 days beforejhe^xpiration date.
_____G.___Release of financial assurance.
_______(1) The division shall release a financial assurance document upon the operator's or surety's
written request ifall we]ls_d_rille_d or^acguired underjhatjjnajigialjssurance have been plugged and
abandonecLandJhelocationrestored and[remediated and released pursuant to 19J5A-2Q2 NMAC. or have
been covered by another financial assurance the division has approved.
_______(2) Transfer of a property or a change of operator does not of itself release a Financial
assurance.Jhg_diy_ision_shall noi approve a jgquest jb.r change of_oper_ator_fora_ well until the new operator
has the required financial assurance in place.
_____H.___Forfejture^ of fjnancia^assurance.
_______(1) Upon the operator's failure to properly plug and abandoiLandjestore and remediate the
location o_f_any_well_orwells_a fjnancial^ssurance covers, the division shall give notice to the operator and
surety, if applicable^andjiolda hearing as_to_whether_the_welLor wells_should_be plugged and abandjmed
and the location restored and remediated in accordance with a division-approved plugging program. If it is
determined at the hearingJhaLth^operator^has fajled jo^plug and abandonJlie welljindjgstOTe and
remediate the location as provided for in the financial assurancg^or divisiorirules, the_diyisiori.ditgctQLshall
issue _an_order_djre^_dngjhe_well_to be plugged or abandoned and the location restored and remediated in a
time certain. Such an order may_also__djrect the^forfeiture^f the^financlal assurancejapon the^faihjrejjr
refusa^of the operator, surety or other responsible party to properly plug and abandonjhejwell and restore
and remediate the location.
_______(2) Ifthe financial assurance'sjjroceeds^xgeed Jhe cosjs thg^division incurred plugging and
abandoning the well and restoring and remediating the locationJiie financial^ssurange covers, the division
shall return Jhe excess to thgjmrety or the operator, as appropriate.
_______f31 Ifthe financial assurance's proceeds are not sufficientjocover^alljhe costs th^divjsion
incurred in plugging and abandonmgjhe^elland^restoring and remediating the locationjhe division may
seek indemnification from the operator as proyidedin NMSA 1978^Section^70-2- 14_(EJL.
_______(4)_. J~he division shall deposit all forfeitures__and_all funds collected pursuant to a judgment in
a suit fojLindemnification in the oil and gas reclamation fund.
_____L____Effective dates.
_______(1) 19.15.3.10 IJ^MACis gfFecLiveJmmediatejy asjo all wells drilled_or acquired a^fter its



effective date.
_______m As to all other wells. 19.15.3.101 NMAC is effective January 1. 2008.

19.15.3.102 INOT4GE-OF4NTENTION TO DR1LL1PERMIT TO DRILL. DEEPEN OR PLUG
BACK:
[————A;————Pfior-te the c-emmeneement-of operations, notice shall be delivered to the division of
intentien te drill aay welHbr oil or gas or for injection purposes-and-aperoval efetaiaed-on-FoFBi G-lO-k A
copy of the- approved Fefm-C-VQl -must-be-kept aHhe-well site during drilling operations^
—————&-.————No permit shall be approved for the drilliflg ef aey well-within the corporate limits of any
city, town, or village of this state unless- notice -of intentten-te drill such well has been given to the duly
coftstiteted-geverHing body of such city,- town or village or its- dtriy atttheriaed agenk- Evidence-of-such
notifie-atioH-shaU aecompafty the application fornB permit to drill (Form C-101).
—————G;————WheH-fi&Hg-a-permit to drill in-aay-ffiiarter quarter section containing an existing well or
welter the-apBlieant-shaH-coHeuFFently frie a plat er ether-aeeeptable-deeumen^4ooating-and-idefltifying such
well(s) and a statement that the operators) of such well(s) have-been rufflisfled-a-cepyef-the-pefmrtr]

A.___The operatorjjhal! obtain a permit priorJp commencing drilling, deepening or re-entry
operations, Qr_be_fore_plugging ajwelLback to a jifferenlpopi or^cornpleting^^rjg-compieting ajyeHjn_an
additional pool.
_____B.____Applicants shall file a complete form C-101. application for permit to drill deepen or
plug_back, and complete.form C-102^ well location and^creage^dedicatiQn^lat^andjrtegt the following
requirements, if applicable:
_______(1) an applicant for a permit to drill any well within the corporatgJimits of any cjty, towrior
yillage_of this state shall give notice to the duly constituted governing body of such city, town or village or
its duly juthorizgd agent_and_certify_on form C-jQl thatit gaye^uchjiotice;
_______(2) ___ aiLapplicant for a^permitjo drill in any quarter-quartgr section contaming^an^xisjingjvell
or wells operated by another operator shall concurrently file AplaLorothej: accepjable^documentjocating
and identifying such well oj\wejls. furnish a copy of the application to the other operator or operators in the
CjUarter-cjuarter jgctjon and certify on forrnC-UU that it famished such copies;
_______(3)_^ an applicant jor ajerrnino cjperate a well in a spacing or proration unit containing an
existing welLor weils^peratedbyLanoJheLoperator shall also coniplyLwith ParagraphJ^Xof Subsection E of
19.15.3.104 NMAC.
_____C.___The division directorj>r his designee may deny a permit to drill, deepen or plug back if
the applicant is nQLirLcompliance with Subsection A^if 19.15,1^40 N^AC._In^etermining_>yhethe.r_to
grant or deny the permit, the division^jrgctor or his designeg shall cpnsiderwhich of_the_..fac_tQrsJn
Subsection A of 19.15.1.40 NMAC cause the operator to be out oJlcompliangei with gubsectjoji A_of
19.15.Vi40 NMAC. If the non-compjiance is caused by the operator being subject to a division or
commission order finding the operatorto_be in vip_latign_Qf ajLorj.er^qujring_correc_tive_action_v_the jjvisjon
djrec_tor_or his designee shall consider the nature of the underlying violation and the operator's efforts to
achieve compliance. If the^non-cQmnliance js caused_by_the_Qpgrator_having more than the allowed number
ofwells not in compliance with 19 J 5,4.201 NM AC ̂ die^ivjsion director orjiis designee shall consider the
number of wells not in compliance, the length of timejlie wejls have:_bee_n^ou_t_ofcornrjliaiice_and_the
operator's efforts^touring the wellsjnto compliance.
_____D.___Thg_diyisio_n may jrnp_oge_c_onditions on an approved permit to drill, deepen or plug back.
_____E.____The_QpgratQr shall keerj^j. copy of .the agproyed_.fonn C-1QI at the well site during drilling
operations.



19.15.4.201 WELLS TO BE PROPERLY ABANDONED:
A. The operator of any [well drifed-fef eil,-gas of injectien;-fof-seisfflie; eere-or-ethef

exp4efatteft-er-for-a -seFviee-we^]of the Jbllpwing wells, whether cased or uncased, shall be responsible for
the plugging thereof^] ̂  wells driliedjbx oj] or gasLorservice3veJls including buniot limited^ to^seismia,
core^expljjration or injection jyells.

B. A well shall be either properly plugged and abandoned or [tempera?ily abafldertedjplaced
inapproyed temporary abandonment in accordance with these rules within [n«tety-(9Q}]9Q days after:

(1) a [sixty {6Q)]6Q day period following suspension of drilling operations[^e*];
(2) a determination that a well is no longer usable for beneficial purposes^]; or
(3) a period of one [fBJy6^ in which a well has been continuously inactive.

19.15.4.203 APPROVED TEMPORARY ABANDONMENT:
A. [WeHs-Whick May-Be T^n^erarily-AbQedenedjAppmvedJemporary abandonmenUffi]

The division may [permit -any- well-wkic-k is- required te be properly obandoned-uHdeF these rales buHvhieh
use~fer-eakafteed-reoovery or injection^ aad-any other well for which an

opefater Fequests-tempefafy abandenffleftt^-tc^be-teffiperarily abaadeaee'jplage any welHn approved
temporary abandonment for a period of up to five [(§)]years. Prior to the expiration of any approved
temporary abandonment the operator shall return the well to beneficial use under a plan [approved by] the
division approves, permanently plug and abandon said well and restore and remediate thejocation or apply
for a new approval to temporarily abandon the well.

B. Request for approval and permit.
(1) Any operator seeking approval for approved temporary abandonnient shall submit on

form C-103, sundry notices and reports on wells, and a notice of intent to [temperafily-abaHdofl] seejc
for the well describing the proposed temporary abandonment procedure

to be used. [N^]The operator shallnQt cormnencg any work [shati-be commencedjuntil approved by the
division [and the]The operator shall give 24 hours notice to the appropriate district office of the division
before [wefleaeftHitly begira]begjnmngjwork.

(2) [No-tempefafy-akaadenmeat shatt be ̂ pK>¥ed]TJie^tj/isignj;hannot approve temporary
abandonment jintil JheorjeratoL furnishes evidence dernQnstrating_[ufttess evidence-is
that [the casing &f-^ttek-weH4s]such well's Leasing and^cementing are mechanically ancjphysically sound and
in such condition as to prevent:

(a) damage to the producing zone;
(b) migration of hydrocarbons or water;
(c) the contamination of fresh water or other natural resources; and
(d) the leakage of any substance at the surface.

(3) [If-the-wel Matte the-^nechanieal-iHtegrity tesH"ee.uired herein, the-weH-shal4-be-plugged
and afeaadened ia-aecefdanee with- these mle» of the easing pr-oblem- c-erFeoted-and the-easing r-etested

ysrjThe operatorshalLdemongtrate bjjtji interjiaiand exiemabne^hanicaLintegriry
pursuant to Paragraphs 0). (2) and (3) of Subsection C of 19.15.4.203 NMAC.

(4) Upon successful completion of the work on the temporarily abandoned well, the operator
[wiW] shall submit a request for [T-efflperaFy-Abflndoflment]appro ved temporary abandonment to the
appropriate district office on form C-103 together with such other information as is required by [Rule-1403
&m] Subsection E of 19.15.13. 1103 NMAC.

(5) [T-iie-dtvisioa-may-i'e6|uife-the-opeFQtef te pest with the division-a OHe-weH-pfaggiftg43oad
fer^e-well ia an ameuat te be determined -by-4he-divisioa to be satisfaetefy-4cnneet-the-pactteu4af

-of the
]The division shall specify the permit^s expiration date [ef the-pefmrt], which shall be not

more than five[-(5)] years from the date of approval.



C. [T-ests-Reqvttfed]Demonstratingjnechamcal integrity.
(1) The division may approve the following methods of demonstrating internal casing

integrity [may be approved for temporarily abflndoning-ft~weH]foj^ wejlsjojjejjlajgdjnjipproved temporary
abandonment:

(a) the operator may set a cast iron bridge plug [will be set within -ene-huftdred
fHJO)]within 1 00_ feet of uppermost perforations or production casing shoejoad [a«d]the casing
[leaded]with inert fluid and pressure [testedjtest to 500 pounds per square inch surface pressure with a
pressure drop of not more than 10[%]percent [fef-thirty (30) minutes]over a 30. minute period; [OF]

(b) thejjperator may run a retrievable bridge plug or packer [will be Hffljto within [eae
hundred (100)] 1QO feet of uppermost perforations or production casing shocj and test the well [tested]to
500 pounds per square inch surface pressure for [thwty]30 minutes with a pressure drop of not greater than
10[%]percent [fef thirty-(3Q) mintttesjover a 3Qjninute period; or
[ ——————————— (e) —— fef-a-gas well in southeast New-Mexico completed above the San-Andres
formation, if tJie-onerater-ean-demoHstr-ate-tfla^the-fluid4evel is-betew-the-base ef the salt-and-that a
Bradenhead test shews^o-easifig-4eaks,-tke-divisiea may-exempfthe- wellborn the requirement for a bridge
pJug-OF-paekefi of
——————————— (d) — a casing inspectien-4eg confirming the mechanical integrity of the production
e-asiRg may-be -submitted^

(c) the operator may demonstrate that_the_well has beeri completed for less than five
years a_nd_has_not_been connectedjo apipeline.

(2) [A»y-sueh test^htehis sabmitted musfhave-beea cendacted within-the^reviotts twelve
(4-2Vmoflth&:]Dunng the_testing_de.scri_bedin Subparagraphs (a) and (b) of Paragraph (IXof Subsection C of
19.15.4.203 NMAC the operator shall:
___________ (aj open all casing vatves_du^.ng__tr^.injern_al_pressure jests_and report ajiyjlow or
pressure^change occurring jmmedjately b^fgie^uring^orjrniriediatejy^fter the 30_ minute pressure test;

fbj Jop oft the casing with_jne_rt fluid _prjor_to_leaymg_thg_location;
___________ (cj _rep_Qrt_any :flj)W^uring_the^testin^Subparagraphs _Ca) Landjbj LofJaragraplillJ of
Subsgctign C_.o_f_l 9 .̂1 5^4.203 J4MAC tCLth^dj^isioq^isJricloffice^prlorJo^iriplelion^ofj^
abandonrnenLoperations: the division may require remediation of die flow prior to approving temporary
abandonment of the well
_______ (3) An operator may use_any_.rnethod approved by the United States environmental
protection, agency in 40 CJ.R. L46Ji(c) tq demonstrate exteiiialjasirig^andcern&nt integrity for weUsto__be
placedjn approved temporary abandonment.
[ ——————— (3^ —— Aay-suc4t test whieh is submitted mus^have43eeft oendacted within-the-previotts twetve

(4± The division shall not accgptjnechanical integrity testsj)r logs^ cojiducted more than 12
months^priorjo _submittal .
_______ (5)__. T_he_operator shall record mechanical imegritytests on aj;hart recorder with ^a maximum
twojiour clock and maximum 1 OOP pound^pring^whichhas bgen_calibra_ted_ within the six rnoriths_prigr_to
conducting tlie test. All witnesses^tQihejest shalLsign the chart The^perator _shal] submit _jhe_c.hgrt with
fQnii_C- 10 jj'eguesting^ approved temporary abandonment

[(3)]£6) The division may approve other [casing tests-submitted oa Ferm-C-403- oft-aa
ffldwidHal-ba&is]testjngjnethQds the^peiator proposes i£tr^opei^atotLdernonstratgs that Jhejestwiil satisfy
the requirements of Paragraph (2} of Subsection B of 19.15.14.203 NMAC.



19.15.9.701 INJECTION OF FLUIDS INTO RESERVOIRS:
A. Permit for injection required. The injection of gas, liquefied petroleum gas, air, water[y]

or any other medium into any reservoir for the purpose of maintaining reservoir pressure or for the purpose
of secondary or other enhanced recovery or for storage or the injection of water into any formation for the
purpose of water disposal shall be permitted only by order of the division after notice and hearing, unless
otherwise provided herein. The^division shalLgrantji permit forjnjectipn under 19.15,9.701 NMAC only. to
an operator whois incompliance with Subsection A of, l_9_fl_5.;1^40JjMAC_. T_he_di\jsJQ_n_may_re_yoke a
permit for inje.ction_issued under 1JU 5^9.701 _NMAC after notice and hearjngjf the .operator isjiotjn
compliance with Subsection A of 1 9. 1 5. 1 .40 NMAC.

B. Method of making application.
(1) [Applieatieft]The operatQr_shall jipply for authority [jbr-thfrinjeotion-ofjto inject gas,

liquefied petroleum gas, air, water or any other medium into any formation for any reason, including but not
necessarily limited to the establishment of or the expansion of water flood projects, enhanced recovery
projects, pressure maintenance projects^] and salt water disposal, [shall be-by-SHkmittal-ofdivisien
Fegftjbv submjttinj^form C-108 complete with all attachments.

(2) The applicant shall furnish, by certified or registered mail, a copy of the application to
[the] each owner of the surface of the land on which each injection or disposal well is to be located and to
each leasehold operator or_Qther "affected person" within any tract wholly o^partially contained .within one-
half mile of the well. Affe^tejpj^rsM^alLmearjJh^fajd^
an operator, any lessee whose interesijs^vjdence^by^ written conveyance document either :.of_record_or
known to the applicant as of the date he files the applicatioii;^ndjc^injhe^absencej?f an operator orjessegi
anyjrimeralintereslpwjiej: wliosg interestjs evidenced by a written conveyance^pcyment^ither of record
or knownjp the applicant as of the dgte_he_filed_the_app_Lica_tioa.

C. Administrative approval.
(1) Ifthe application is for administrative approval rather than for a hearing, it [must] shall

also be accompanied by a copy of a legal publication th^applicant published [by fee -applicant] in a
newspaper of general circulation in the county in which the proposed injection well is located,

- JH-saeh4egaJ rtetiee are feted en Side-2 -ef Form Q-l^)]The legaLpublication'A contents L
includejhe Xajjiame^address, phone number and contacLparty jor jhe^ppJicantL(bXthe injection weirs
intended purpose, with the_exactjpcatign. of single wells orjhe^ section, township and range location of

^
fd) a notation that interested partiesjnust file objections or requests for hearing with the divisiorrwithin 15
days.

(2) [Ne]Tl)g_.diyisipn_shalI not approve an application for administrative approval [maybe
appFeved]until 15 days following thejliyision's receipt [ky-the-divisienjof form C-108 complete with all
attachments including evidence of mailing as required under [S«eseetien-B. Paragraph (2-) above] Paragraph
(2) of SubsgctionB of 19.15.9.701 NMAC and proof of publication as required by [Subseetk>B-C;
Paragraph (4^ake¥e]Faragraph (1) of Subsection C of 19.15.9.701 NMAC.

(3) If [HO] the_di_visiQn does not receive an objection [is-reeeived] within said 1 5-day period,
and a hearing is not otherwise required, the division may approve the application [may-fee

d] administratively.
D. Hearings[-L If a written objection to any application tor administrative approval of an

injection well is filed within 15 days after receipt of a complete application, or if a hearing is required [by
these-^ules]pursuant to 19^15,9.701 NMAC or deemed advisable by the division director, the division jihajl
set the application [shall be set]for hearing and give notice [thereof- given by the divisiea]Qlthe hearing.

E. Salt water disposal wells.
(1) The division director shall have authority to grant an exception to the hearing

requirements of Subsection A of 19.15.9.701 NMAC for water disposal wells only [-without -hear ing, ] when
the waters to be disposed of are mineralized to such a degree as to be unfit for domestic, stock, irrigation[T]
or other general use, and when said waters are to be disposed of into a formation older than Triassic (Lea



county only) and provided the division receives no objections [are receivedjpursuant to Subsection C of
19.15.9.701 NMAC.

(2) [Dispesa4-will-ftoM:>e-pefffiitted]The division shalLnoJ permit disposal into zones
containing waters having total dissolved solids concentrations of 10,000 mg/1 or less except after notice and
hearing, provided however, that the division may establish exempted aquifers for such zones wherein the
division may^administratLvely approve such injection [may-be-appreved-admiflistFativeiy].

(3) Notwithstanding the provisions of [Subsection ErP-aragfaph43Vabeve]ParagraphX2)j>f
Subsection E of 19.15.9.701 NMAC, the division director may authorize disposal into such zones ifthe
waters to be disposed of are of higher quality than the native water in the disposal zone.

F. Pressure maintenance projects.
(1) Pressure maintenance projects are defined as those projects in which fluids are injected

into the producing horizon in an effort to build up [aftd/e? ]or maintain the reservoir pressure in an area
[whiek]that has not reached the advanced or "stripper" state of depletion.

(2) [A41]The division ghajl set all applications for establishment of pressure maintenance
projects [shall be set]for hearing. Thg divisioj^shalljixjhe project area and the allowable formula for any
pressure maintenance project [shati-be fixed-by-the-divisioH]on an individual basis after notice and hearing.

(3) [PressureJThe divigiorLmay authorize^n^operatorJo expandajjressure maintenance
projects [may be expandedjand place additional wells [pteeed]on injection only [upea aatherity from the
divisienjafter notice and hearing or by administrative approval.

(4) The division director shall have authority to grant an exception to the hearing
requirements of Subsection A of 19.15.9.701 NMAC for the conversion to injection of additional wells
within a project area provided that any such well is necessary to develop or maintain efficient pressure
maintenance within such project and provided that the division receives no objections [afe
Feceived]pursuant to Subsection C of 19.15.9.701 NMAC.

(5) An established pressure maintenance project shall have only one designated operator.
Any application for exception must be set for hearing.

G. Water flood projects.
(1) Water flood projects are defined as those projects in which water is injected into a

producing horizon in sufficient quantities and under sufficient pressure to stimulate the production of oil
from other wells in the area, and shall be limited to those areas in which the wells have reached an advanced
state of depletion and are regarded as what is commonly referred to as "stripper" wells.

(2) [AUjThe diyisiorLshall set j.11 applications for establishment of water flood projects [sfeaH
fee-set] for hearing,

(3) The project area of a water flood project shall comprise the proration units [owned or
operated by]a given operator owns^r operates upon which injection wells are located plus all proration
units [owned ef operated by]the same operator [whiehjowns^r jjperatgs jhat directly or diagonally offset
the injection tracts and have producing wells completed on them in the same formation; provided however,
that the division jnayirtcludejn the project area additional proration units not directly [neF]or diagonally
offsetting an injection tract [may-be-included m-the project oreajif, after notice and hearing, [itjthe operator
has [been]established that such additional units have wells completed thereon [whiefejthat have experienced
a substantial response to water injection.

(4) The allowable [assJgaedjthe division assigns to wells in a water flood project area shall
be equal to the wejlsj' ability [ef-the-weHs]to produce and shall not be subject to the depth bracket allowable
for the pool nor to the market demand percentage factor.

(5) Nothing herein contained shall be construed as prohibiting the assignment of special
allowables to wells in buffer zones after notice and hearing. [Special]The division may:assign special
allowables [may also-fe&-assigned]in the limited instances where it is established at a hearing that it is
imperative for the protection of correlative rights to do so.



(6) [WatefjThe^diyision shall authorizetheexpansion gf water flood projects [may-be
expanded] and the placementof additional wells [p4aeed]on injection only [^pen-authority from the
division]after notice and hearing or by administrative approval.

(7) The division director shall have authority to grant an exception to the hearing
requirements of Subsection A of 19.15.9.701 NMAC for conversion to injection of additional wells
provided that any such well is necessary to develop or maintain thorough and efficient water flood injection
for any authorized project and provided that the division, receives no objections [are received]pursuant to
Subsection C of 19.15.9.701 NMAC.

(8) An established water flood project shall have only one designated operator. [AsyjThe
division._shall setforjieaiing any application for exception [must be set for hearing].

H. Storage wells.
(1) The division director shall have authority to grant an exception to the hearing

requirements of Subsection A of 19.15.9.701 NMAC for the underground storage of liquefied petroleum
gas or liquid hydrocarbons in secure caverns within massive salt beds, and provided the, division receives no
objections (age fec-eived]pursuant to Subsection C of 19.15.9.701 NMAC,

(2) In addition to the filing requirements of Subsection B of 19.15.9.701 NMAC, the
applicant for approval of a storage well under [this-mle] 19J 5.9.701 NMAC shall file the following;

(a) with the division director, a [plugging bendjfmancial assurance in accordance with
the provisions of fRale-444-119.5.3.1Ql NMAC;

(b) with the appropriate district office of the division [iH-triplieate]:
(i) fornyC-iO L application tor r^rjniUo,jrill,_deepen_o_r_pjug.back;
(ii) forrn__C-10_24 welLlocatjorLand acreage^dedication plat; and
(iii) form _C-105^.welLcgmpletion^orrecornpletion report andjog.

19.15.13.1101 APPLICATION FOR PERMIT TO DRILL, DEEPEN OR PLUG BACK (Form C-
101):
[ ———— A* ———— Before- cemmeHciBgdriHir^o^d^rjertffig-^peratic^s,-^^
another zone, the operator of the weH-Hrest-ebtain a permit te do so. ^Fe ebtain-such permit, the operate?

eepies-ef-fomi -G- K) !TapplieatioH-fef pefrnt^te-dritir, deepeH-OF-plag feaek,
eompteteiy filled etu^I&he-opeFatefhas an •appfoved-beftd-in-ftceerdaHee-with l^.l-5.3rlQ-l NMAG-, ene
eepy of the dfiHing-pefmit will be returned to him on whiek will-be noted-the-divisioH^^ppfoval.-with any
medifieatioft deemed-advisabte. -if -the-prepesal-caanet be approved jer-any-reasen,-the-foBrts-C-J &4 will-fee
returned with-the-oause for rejection stated thereon.
————— Bi ———— Fem -̂C-J -̂l must be aecompanied by three copies-of form C 102, well location-and
acreage dedication plat. (See 19.15.13.1102 NMAC.)
————— Gi ——— if the -weti- is-to-be-drilled on state-laadrflufemit six -eopies-o^OHn-C^O 1-and feur-cepies
of- ferm-C-403, the-ex4f a -eopy ef eacfl-foFm-befflg-fof-the state- lafld-effefr]

A. ___ An operator applying fora^ permit to _dri|l? deepen, re-enter Lor iphlg a welLback to a
different :_p_ooj or complete or re-cgmpleje^ welHn_an_ad_ditional pool shall file
a__complete_form_C-10Z1. welliocation^nd acre_age_dedic_ation plat
_______ (1) _ An applicant ._for_a permiLtQ^rill any_we_ll within_the_cgjpQrate limits of any^ity. town or
yillage__of_thig_stgte_shall_giye notice jp the_duty constituted goyerning^bgdy of such^ity, town or village or
its duly authorized agent andcertify on form C^ 1 01 jhat it^aye such notice,
_______ (2) An applicantfor apermJUojiriil m any iquartgr-guarter sectign^ontaining aji existing
wen_.or_wells_prjerated by anotheiLQperator shalLconcurrently file a plat or ̂ ther acceptable document
_locating__an_d identifying^sucnwell or wells, furnish a ^copy ^_of jhe_ap^li^atjpnjo^ny_ other. operato_r_in_thg
quarjer^quarter section and gei^fypnJiaitnjC-lOl that it fiarmsJiecLsuclLcopies,



_______(3L _An_arjplicant for apermino.operate a well in a^pacingjjrproration unitcontainin^an
existingjveil or wells operated by another operator shall, also comply with Paragraph (2) of Subsection E of
19.15.3.104 NMAC.
_____B.____If the division approves jhe_pe_rnut.jt may impQse^condjtions of approval,
_____C.____It'the division denies^ the permit Jtshajl return JheJorm C-i 01 to the applicant with the
cause_for_reiectio_n_stated thereon

19.15.13.1103 SUNDRY NOTICES AND REPORTS ON WELLS (Form C-103): Form C-103 is a
dual purpose form [te-be-fiJed]tbe operator shall file with the appropriate district office of the division to
obtain division approval prior to commencing certain operations and also to report various completed
operations.

A. Form C-103 as a notice of intention.
(1) The operatoi:shall filg form C-103 [shaH-be-filed in triplicate by-the operatorjand obtain

the^diyision's approval [obtam from the-divisienjprior to:
(a) effecting a change of plans from those previously approved on form C-101 or form

C-103W;
(b) altering a drilling well's casing program or pulling casing or otherwise altering an

existing well's casing installation^];
(c) [T-empefafily-abandoftiag a-weU]placing a welUn approved temporary

abandonment;
(d) plugging and abandoning a well[v].Lor
(e) performing remedial work on a well [w&ehjthat, when completed, will affect the

weJTs original status[ef-tfee-weH]; (this shall include making new perforations in existing wells or squeezing
old perforations in existing wells, but is not applicable to new wells in the process of being completed nor
to old wells being deepened or plugged back to another zone when such recompletion has been authorized
by an approved form C-101, application for permit to drill, re-enter, deepen^ [efjplug back or_add_a_zone,
nor to acidizing, fracturing or cleaning out previously completed wells, nor to installing artificial lift
equipment.)

(2) In the case of well plugging operations, the notice of intention shall include a detailed
statement of the proposed work[;] including plans for shooting and pulling casingkU plans for mudding,
including the mud's weight [o£mud?]; plans for cementing, including number of sacks of cement and depths
of plugsfc]; restoration and/emedjatioji^f thejocation; and the time and date of the proposed plugging
operations. [ifflo^prevteu^y-^led^Sie^neratQiLshallJik a complete log of the well on form C-105 with
thejiotice of intention Jo plug thejvell,Jf thejtpgratorjias nptj)reyiously filed thejog ([See] see
19.15.13.1105 NMAC[rj)[skflH-aeeomparty the-aotice-of-irrteHtion to phig-the weH]; the division shall not
release the financial assurance until the operator complies with this requirement [bend-will^iof be released
until -this-is-cempjied with].

B, Form C-103 as a subsequent report.
(1) [FefmjThe operator jhajl file form C-103 as a subsequent report of operations [shalt-be

Sled]in accordance with the [seetieflefthis^u4e]19.15.13.U03 NMAC applicable to the particular
operation being reported.

(2) Form C-103 is to be used in reporting such completed operations as:
(a) commencement of drilling operations;
(b) casing and cement test;
(c) altering a well's casing installation;
(d) work to secure^pproyed temporary abandonment;
(e) [pfeg-aftd-abafideH]plugging^ and abandonment;
(f) plugging back or deepening within the same pool;
(g) remedial work;



(h) installation of artificial lifting equipment; or
(i) [change of operator of a drilling well;

s«eh-]other operations [wh4eh]that affect the well's original status [of the well]but
[whieh]that are not specifically covered herein.

C. Information to be entered on form C-103, subsequent report, for a particular operation is
as follows: [Repert]report of commencement of drilling operations. Within [ten]10 days following the
commencement of drilling operations, the well's operator [of tho woll]shall file a report thereof on form C-
103 [HI triplicate]. Such report shall indicate the hour and the date the well was spudded.

D. Report of results of test of casing and cement job; report of casing alteration^ [A]T_he
well's operator shall file a report of casing and cement test [shall bo-fik?d by the operator of the well ] within
[teft]K> days following the setting of each string of casing or liner. Said report shall be filed [in tripHcatejon
form C-103 and shall present a detailed description of the test method employed and the results obtained by
such test and any other pertinent information required by 19.15.1.107 NMAC. The report shall also
indicate the top of the cement and the means by which such top was determined. It shall also indicate any
changes from the casing program previously authorized for the well.

E. Report of temporary abandonment^]. [A report-ef-temporary abandonment of a well shall
be filed by the operator-ef the well]The operator shall file a notice of work to secure approved temporary
abandonment within [thirty]30 days following the work's completion [of the work]. The report shall [be
filed in triplicate and shall]present a detailed account of the work done on the well, including location and
type of plugs used, if any, and status of surface and downhole equipment and any other pertinent
information relative to the well's overall status [of the well].

F. Report on plugging of welL
(1) The operator shall file a report of plugging operations [shall be filed by the operator ef

the-weW] within 30 days following completion of plugging operations on any well. Said report shall be filed
[in triplicatejon form C-103 and shall include the date the plugging operations were begun and the date the
work was completed, a detailed account of the manner in which the work was performed including the
depths and lengths of the various plugs set, the nature and quantities of materials employed in the plugging
operations including the weight of the mud used, the size and depth of all casing left in the hole and any
other pertinent information. (See 19.15.4.201 NMAC - 19.15.4.204 NMAC regarding plugging
operations.)

(2) [Ne]The division shall not approve a plugging report [will be approved by the
division] until the pits have been [fiHed] closed and the location [love-led and cleared of junlc] restored and
remediated. It shall be the operator^ responsibility [of the operatofjto contact the appropriate district office
of the division when the location has been so restored in order to arrange for an inspection of the plugged
well and the location by a division representative.

G. Report of remedial work[-]A The operator shall file a report of remedial work performed
on a well [shall be filed by the operator of the welljwithin 30 days following completion of such work. Said
report shall be filed [in quadruplicate]on form C-103 and shall present a detailed account of the work done
and the manner in which such work was performed; the daily production of oil, gas and water both prior to
and after the remedial operation; the size and depth of shots; the quantity [ef|and[;]type of crude, chemical
or other materials employed in the operation, and any other pertinent information. Among the remedial
work to be reported on form C-103 are the following:

(1) report on shooting, fluid fracturing or chemical treatment of a previously completed well;
(2) report of squeeze job;
(3) report on setting of liner or packer;
(4) report of installation of pumping equipment or gas lift facilities; or
(5) report of any other remedial operations [whieh]that are not specifically covered herein.



H. Report on deepening or plugging back within the same poolH^ [A]The operajor_shalj_fjle
a report of deepening or plugging back [shallrbe- filed- by tae-operatoF-o£ the -well] within 30 days following
completion of such operations on any well. [SaJd-repert-shall bo filed ifl-qHadrHpkeatejThe operator shall
file_said_repoTt on form C-103 and shall present a detailed account of work done and the manner in which
such work was performed. If the well is recompleted in the same pool, [itjthe operator shall also report the
daily production of oil, gas[?] and water both prior to and after recompletion. Ifthe well is recompleted in
another pool, thepperator shall file forms C-101, C-102, C-104 andC-105 [ffl«stfee-&Ied]ni accordance
with [Sections 1101. 1102. 1104 ond 1105 of 19.15^19.15.13.1101. 19.15.13.1102. 19.15.13.1104 and
19. 15. 13. 1105 NMAC.
[ ———— ir.
filed -fey-the new-operator ef -any df ifling weU- within-tefi days following ftetoai- tmnafef of ewaefship-OF

ftame-artd address
ef-feeth-the new-operater -and tke-prevteus operator, the effective dote-of the cfeaftge-ef-ownerskip-eF
Fespoftsteitity-QHd -any other pertinent iflfermatkm. -Ne ehaage m4he-opeFater-ef-a-driMiBg-weH-witi-fee
approved- by tke-divisioa-imless-the new- operator-has aaappreved feoad-in-aeeofdanee-wtth4-9T45T3r404
NMAC— (Fefm-G— 104 shall be used-te-FeperHFartsfe* ef eperator-of a-eompleted-weUt see-19rl5.V3.-t VQ4

[J]L Other reports on wells[-]. The j)pj;rator shall submit reports on any other operations
[whiehjthat affect the well ̂ original status [ef tke-well]but [whiekjthat are not specifically covered herein
[shalj-be-sabffljttedjto the division on form C-103[7ifHfiptieate, by the-operater ef -the-weH-tefljK) days
following [riiej sue h operation! s completion [of-sueh-opeFatten] .

19.15.13.1104 REQUEST FOR ALLOWABLE AND AUTHORIZATION TO TRANSPORT OIL
AND NATURAL GAS (Form C-104):

A. [Fomi-C-104 eompjetely- filled -eu^by tbe-operator of the-weH-^aust be filed m
qairrtuplieate befere-aa atiowable wiH-be asstgned-to-any «ewly completed or recomputed -well. -(A
feeempleted wei^s^tai^fee-eensideFed-ene-whieh-flas- been deepened -er^lagged-back-te-pfodueeftom-a

-4Q4-fflust-be accomponted-by-a-tafeufatiefl-o^ati devtatioa tests
tateefrea the-weU-as-^Fev4ded-fey-l 9^ 1- .̂̂ 14 l-NMAGTJThe^divigignjnay^ssign an allowable to
compieted^rre^cojnpleted well or a_welj_cp_mplgted in an additional^ool3 or issue an operator authorization
tojrarispojtpiljjr natural gas from such a_well_if the_op_era.tQri

Q)_ _has filed a^cojmplejejbrm C-J 04;
_______ (2) jias^rjroyidedjLswQni andjiotarizedjabulation_o£ail deviation te_sts.run_gn_the well, and
directional surveys with calc_ulatgd_bQttorn _hoje jpcatipn^ in agcordanee^withthe requirementsjjf
19.15.3. HI NMAC;
_______ (3) iias^dedicaledastandard uniifQ.rlhe_p_ooj in which Jhe well is completed, a standard unit
has beeg c^mjrmnitizedor p^ojedajid dejicatgdjo^the wejlor tlie^diyisionha^ approved ajion-standard
unit; ajid
_______ (4) js in compjiance^witk Subsection A of 1 9. 15. 1 .40 NMAC,

B, The allowable [assigaed]the divisjonjissigns to an oil well shall be effective at 7:00
[e!e4eek]a.m. on the date of completion, provided the diyisioiyrggeives form C-104 [is-reeeived43y-the
aivisien] during the month of completion. Date of completion shall be that date when new oil is delivered
into the stock tanks. Unless otherwise specified by special pool rules, the allowable [assigaed] the d iyi sioii
assigns to a gas well shall be effective at 7:00 [e'c4oek-]a.m. on the date of connection to a gas
transportation facility, as evidenced by an affidavit of connection from the transporter to the division, or the
date of receipt of form C-104 by the division, whichever date is later,
[ ———— G: ——— N^K^tewable-Aiv^l^be-assigned-to-afly-well-UHtil a standard umt-fef-the-peel-ift-which-the
weU-ts-eempleted
dfvisiofi,-er-a stafldard ufli^has%een-eemffl«nrtized-Of- peeled and dedieated-4e the-welk



No allowable will bo assigned to any well until all forms and reports due have beon
received by-the division and tho well ia othenviao in full compliance with these rules.
—————£,————Form C 104-with sections VII, III and VI,-eompletely filled out shall bo filed in
qeintepticatc- by tho oporater of the well in the event there is a change of operator of any producing well,
ffljeetiea well or dispesaJ-weHr^-ekango in pool designation, lease- name or well-number, or nny-efeer
portinont change in condition of any such well. When filing form C 101-for change of &porotor, the new
operator shall file tho form in the above manner, and shall give tho name and address of the prevkms-as-w*
as the present operator. The form C 101 will not be approved by the division unless the new operator has
an approved bond ifl-CGiiiptiance with-19.45:3. UH NMAC.]

19.15.13.1115 OPERATOR'S MONTHLY REPORT (Form C-115):
A. [Operator's] The operator shall file a monthly report, form C- 1 1 5* [eF-fbrmC 115

shall be filed ]for each non-plugged well completion for which the division has approved a C-l 04
authorization to transport, andjbr [on-eaeh producing-lease-and]each secondary or other enhanced recovery
project or pressure maintenance project injection well or otberjnjejDtionwell within the state of New
Mexico [for each calendar-month], setting forth complete information and data indicated on said forms in
the order, format and style [prescribed b^the- division dfrectefjthe division director prescribes. The
operator shall estimation production from wells [which-aFe]producing into common storage [shall be
estimated] as accurately as possible on the basis of periodic tests.

B. The operator shall file the reports required to be filed by 1 9 . 1 5 . 1 3 . 1 1 1 5 NMAC [shaH-fee
filed-by-the operator as folio wsjusirigjhejiiyision's^ web-based online applicatignfc
——————— (4) — Any operator which operates fovror than one hundred (1 00) wells in tho state- of New
Mexiee- shalHile a C 1 1 5 either eteetFoaicatiy-er by delivery of a printed eepy-ef the report to the oil
eenservation dmsien-at its Santa-Feoffice]on or before the [fifteenth-^ 5th)]15th day of the second month
following the month of production, or if such day falls on a weekend or holiday, the first workday following
the [fifteenth] 15th.
[ ——————— (3) — Afiy-eperator which-epefates oae hundred (1 00) or more wells- in-&e-state of~New
Mexic-e-shall^tle a-C-4 1 5-electFenieally^ either by physical delivery of-eJeetroflicaHy^eadabte media or by
electronic transfer of data, to the-oil conservation division at its Santa Fe effiee-oa-o^befere-the-fifteenth
day of-the-seeend-moHtfe-foltewiflg-the-moftth ef pfedaetieR, ef i£sueh day falls on a weekend or holiday,
the first workday- folio wing the fifteenth.] Any operator [otherwise required to file-eleetroflicatiyjmay apply
to the division for exemption from [thisjthe electronicjiling requirement based upon a demonstration that
such [eleetrom'c filing] requirement would operate as an economic or other hardship.
[ ——————— 0> — ]C. If an operator fails to file a form C-l 15 thaUhe_di_yjsion accepts, [er4£the
division finds errors in any C-l 1-5;] the division shall, within [thirty f30)]60 days of the appropriate filing
date, [prepare and send-to the eperator-an efroE/emissien message which identifies the specific well as to
whieh-the report has not been filed or is in error and a statement e£ the-eFFer.—The-operator to whem-the
eyref/emission messageis addressed shall respond to the division withia-thifty (30)-days-ackftow4edgjng
reeeip^of the error/omissten message and mfetmtftg the- division of the operator's schedule to file the

Ifthe division does not f&eeiye the operator's response within thirty (30)
divisioH-shaH send notice to the operator that-epeFatOF4ias-Jailed to comply with the provisiens-ef
+9r4~h43r4 1 lr§-NMAC ond-may- be-subjected to loss of authority-to produce from the affected well ifthe
epemter does not-Fespead tethe-division. Willful -faihare-ef the operator to respend-to -fee notice and to
eefreeHhe errof or omission may resuk in-the-division informittg-the-epefato^by certified return reeeipt
letter that thirty (30) days from the date of such letter the diviaea-wiH cancel the C 104 authority of
eperater to producc-eF-iaject into the woll. Any operator which receives such notice may contact the
divisiea and- request that the matter of-the-eaneellation of -authority to produce or inj ect be set for hearing
before- a-heafrng-ofiicer duly appointed by tho division. If tho division sends cortifiod return receipt
eeFFespondence informing the operator of cancellation of authority to produce and the operator does not



-.. the-dtvisioH-may-caneel-the &HtkoiHty-o£tke eperator te-produee the-well-on the-date-set
fofth-in-the tetter
——————— (4) — The eieetFeme-fiUttg-reeuifefiients-set forth in
4M5: 1-3. H5-NMAG-shaH be phased m with aJI-eperatefs of three hundred (300)-OF-rHOFe weHs%emg
required -to -file-eJeotroaieaHy-fef-Jafiuary- 1̂ 9? predHetiorfr all eperatoffr of two hundred (2QQ)-er-fflefe wells

-< K)Q-) er
mere weUs being- required to file el ectfeaieatiy-fof- January 1998 prediction.] notify the operator by
electronic mail or letter of its inteiittoj'eyoke the opejatorls authorization to transport or injeclLJfjhe
operator ̂ ogsjiot submit an acceptable ^ and ajmplete fonrLC ~_l 15. If the operator does nptjije an
acceptable and ^complete form C-l j^oo'equeslaJieanng.Qn theprorjosed canceljatigriwitlL 1 20 days of the
original due date, of the form C-ljjythe diyisior^rriay^cancel the operator 'sjiuthority to JranspQrtjrQnT ^or
inject into all weUs it operates.

19.15.14.1227 COMPLIANCE PROCEEDINGS:
_____ A. ___ T^proyi^ions irLl^JJ 5J4 N MAC applicable to adiudic^tory^roc^e^ings^shall apply to
complianceproceedings unless altered^r ̂ amended bylg,15.j4^1227 NMAC.
_____ B. ____ A cornpliaricejiroceedingjs^n^adjudicatory procegdjng in which^the division^ seeks an
order imposingjanctions^for ytolatlorioj'any proyisjon of the Oil and Gas Act^NMSA 191̂  Sections 70^2-
1 through 70-2-38 or any provision j>fany rule or order issued jmrsuant to the act. Such sanctions may
include but are notjimited to:
_______ (1) _ requiring c^mpjiange wjthany prQyisioji^fJhe Oil^ndijas Act, NMSA 1978, S^ectiojis
70-2:iJhrough 70-2-38 orany provision of any rul^or^ordgrissued pursuant to tlie^act;
_______ tt) assessment of civil penalties pursuant to NMSA 1978. Section 70-2-3 1(A):
_______ (31 correctiye^ction including butnot Hmite^djo abatement or remediation of contammaticin
andj"emoyal of surface^quiprnenj;
_______ (4j piuggmg^and abandonmeatofa well and restorationand remediation ofthe wejl location.,
and^ujhorvty jbr^the diyisjon to forfeit jhe applicable ^frnancLa! assurance if tbey^ejljs notplugged^and
abandoned and^the location^restQred^nd remediated;
_______ (5)

(6) _ c]e^i^^ancejlatigrior^siispension of authorizationjQjransport^ or
0^ ^hutting in^ well Qr

_____ C. ___ T1ie^iyisipjiinitiaje^_aji^djnjn^
appligajion with jhe division clerk:
_______ (I) _ identifying the operator jind any other responsible parties agajngty^hpm the order is
sought; including the^ surety ifthg division seeks an ordet allowing forfeiture of a^surety bond;
_______ <2) identifying the provision ofthe Oil and Gas Act. NMSA 1978, Sections 70-2-1 through
70^38, or the^prpyisjoriof thejiile^r order issued pursiianlto^the^ct, allegedly viojajgdj
_______ (31 providing ^general descriptioii of thejacts^ supportingjhe allegation^:
_______ (4) stating^the sjtrtctjorLor sanctions sought; and
_______(5_)_. jaroyidin^proposed legal notice.
_____D.___The diyision^halLproyide notice of compliancejirocgedinggLasLfollows:
_______(1)_ the division^shallpubjish notice in accordance with 19J. 5,14.1207J^MAC
_______(2) the division shall provide notice to the operator and^ny other responsible parties against
whom the^ompUance^nxler is sought by following the proyjsij

E. ____ Tjie^iyisioji^rectorjnayLenter jnto^an agreed conTpji
whom complianceis sought to resolye alleged yiojationsj)f any proyisionpf thejpil andjGas^Act.JjMSA
19Z8^Seetions^7Qr2^1jhrough TQ-Z-l^QotnyprQYisiorLof any_nile^)Lorder issued pursuant to the act. The
divisioiL director jnay enter :intq Lan agreed compliance jjrder prior to j>rjifterthe
an administrativg compliance proceeding^ Aii^greed^Qjnpliance order jhalLhave the same forge jmd effgct



as acojnpiiance^orderissued after an adjudicatory hearing.
_____F.____Nothing iiL 1JL1JL 14.1227 NMAC precludesiJhe^diyisioTi from bringing other actions
r^oyi4ej3JbrJnjheJ^^d_Gas_Act1NMSA 1978. Sections 70-2-1 through 70-2-38. including but not
limitgdjojhe following: suit for indemnification pursuanUoJNMSA._197_8.,_Section 1Q-2-l_4(E)_grNMS_A
J9 78 ̂ Section 70^2-38 (BXanaction through the^ttorneygeneral with respect to^the forfeiture ojjl legal pjl
or illegal gas pursuant to NMSA 1978. Section 70-2-32: an injunction under NMSA 1978. Section 70-2-28:
or collection of penalties pursuant to NMSA 1978. Section 70-2-31 (A).


