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:
CASENO. 13564
ORDERNO. R-12452

APPLICATION OF THE OlL. 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 19.154 NMAC; RULE 701 OF 19.159 NMAC; RULES
1101, 1103, 1104 AND 1115 OF 19.1513 NMAC; AND THE ADOPTION OF
RULES40 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 Commisson (“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(B) 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) shal 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 hasjurisdiction 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 sesson 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. "Apat 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(B) NM SA 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 70-2-12(BX1), (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 alowing the Division to deny operators permitsto 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, Divison rules and Divison 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 Divison 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 19.151.40 NMAC requires the Divison 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 wdl 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 amonthly 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 apermit, 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 aviolation 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 adminidratively, 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 darities that violation of the Division's
written directives is itself aviolation.

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
provisionsin 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 anew operator is acquiring wells, facilities or gtes subjectto 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 thisruleisto
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. 19153101 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. Financia assurance requirements should reflect
actual cods, S0 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 cog of plugging similar wells and other relevant factors. See
Section 70-2-14 NM SA 1978.

24. 19.15.3.102 NMAC should be amended to provide that the Division may
deny a permit to drill, degpen or plug back if the applicant is not in compliance with
Subsection A of 19.15.1.40 NMAC. The Division shdl consider which of the factors in
Subsection A of 19.15.1.40 NMAC cause the 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 mechanica 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 physicaly sound before they are placed in approved
temporary abandonment status is necessary because unsound casing and cementing can
dlow 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 Divison 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 awell within municipal boundaries
and to notify the other operators when they plan to drill awell in a quarter-quarter section
where awell 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 dlowable 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 thisrule 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, ether 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
Divison 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 reguires 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 procedura rules, 19.15.14.1200 through
19.15.14.1226 NMAC, st 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 arule 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 apermit.”)

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 al 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 Qil 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 aternative
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 awell that is inactive. Thisis
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 Legidature could not have intended. The Division may
require a one-well financial assurance on awell that isin compliance with Division rules,
but may not require one on an inactive wd | that isnot in compliance with Divison 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 Commisson 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 amaximum 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 awell had been on the inactive
well ligt, athough alist of inactive wells, which is updated daily, is aways 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% tota would alow 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 alowed 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 a 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
alow 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 alow 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
19.15.4.201NMAC.
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45, The Division generates the inactive well list by the entering information
from the reports operators provide to the Divison. 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. Thiswill 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 a 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 federa 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
federa 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 [19.154.203 NMAC], 701 [19.159.701 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 ISTHEREFORE 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 Qil 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 shdl 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
OlIL CONSERVATION COMMISSION

/’MARK E. FESMIRE, P.E., CHAIR
JAMI BAILEY, CP&G: MEMBER
Tt lr,,

WILLIAM OLSON, MEMBER

SEAL
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EXHIBIT A
CASENO. 13564
ORDER NO. R-12452

191517 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 awell or proration unit receives
after dl adjustments are made.

(5 Allocated poal 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.

{7y Approved temporary abandonment shall be the status _of a well that is inactive. has been
approved inaccordance with 19.15.4.203 NMAC and is in compliance with 19.15.4 203NMAC.

[€D1(8) Aquifer shall mean ageologica formation, group of formationsf;] or a part of a
formation that is capable of yielding a significant amount of water to a well or spring.

K. [Reserved:[Definitions beginning with the letter "K". Knowingly and willfully, for the
purpose of assessing civil penalties, shall mean the voluntary or conscious performance of an act that is
prohibited or the voluntary or conscious failure to perform an act or duty that is required. It does not
include performances or failures to perform that are honest mistakes or merely inadvertent. It includes. but
does not require, performances or failures to perform, that result from a criminal or evil intentor from a
specific intent to violate the law. The conduct's knowing and willful nature may be established by pilain
indifference to or reckless disregard of the requirements ofthe law, rules, orders or permits. A consistent
pattern of performance or failure to perform also may be sufficient to establish the conduct *s kno wing and
willful nature. where such consistent pattern is neither the result of honest mistakes nor mere inadvertency.
Conduct that is otherwise regarded as being knowing and wiliful is rendered neither accidental nor
mitigated in character by the belief that the conduct is reasonable or legal.

T. Definitions beginning with the letter "T".

() Tank bottoms shall mean that accumulation of hydrocarbon material and other substances
[whieh]that 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[{2%}] 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.

(20 Temporary abandonment shall be the status of awell [whiek]thatis inactive [and has
been spproved-fortemporary abandonment iN ascordance With the previsions Of these-sules].

(3 Top unit alowable 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 alocated gas pool.

(4) Top unit dlowable for oil shal mean the maximum number of barrels for oil daily for
each calendar month alocated on aproration unit basisin apool to non-margina 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
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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 isin compliance with Subsection A of 19.1 5, 1.40 NMAC if the operator;
(1) currently - meets the financial assurance requirements of 19.15.3.101 NMAC;
(2) _is not subject to a division or commission order, issued after notice and hearing, finding
the operator to bein violation of an order requiring _corrective action;
(3) _does not have a penalty assessment that is unpaid morethan 70 davs after issuance of the

order assessing the penalty; and
{4} has no more than the following number of wells out of compliance with 1 9,15 4.201
NMAC that are not _ subject to an agreed compliance order setting a schedule for bringing the wellsinto
compliance with 19.15.4.201 NMAC and imposing sanctions if the schedule is not met:
{a) __two wells or 50 percent of the ; wells the operator operaies, whichever is less, if the
operator operatgs 130 wells or less

(b) __five wells if the operator operates from 101 to 500 wells;
() _seven wells if the operator - operates from 501 to 1000 wells; and
(d) _1 0 wells if the operator operates more than 1 000 wells,

B. The division shall notify an operator when, according to records on file with the division.
awell on the inactive well list described in Subsection F of 19.15.1.40 NMAC shows no production or
injection for_the past 1 2 months by sending a letter by firstclass mail to the address the operator has
provided the division pursuant to Subsection C of 19.15.3.100 NMAC. The division shall send out these
notices on a monthly basis,

C. Compliance with financial assurance requirements. The division shali make available on
its website and update weekly the status of operators’ financialassurance required by 19.15.3.101 NMAC,
according to division records.

D. Orders requiring corrective action.

(1)__ Thedivision shall make available_ on its website division or commission orders, issued
after notice and hearing, finding an operator to be in violation of an prder requiring gorrective action.

{2) An operator who contests an order finding it to be in violation of an order requiring
corrective action may appeal and mav seek a stay of the order. An order that is stayed pending appeal does
not affect 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 motion
with) the order’s issuer to declare the order satisfied, The division or commission, as applicable, may grant
the motion without hearing, or may set the matter for hearing.

E. Penalty assessments.

(1) The division shall make available on its website penalty assessments and the date the
operator paid them, according to division Tecords,

{2) _An operator who contests an order assessing penalties may appeal and may seek a stay of
the order. An order that is staved pending appeal does not affect an operator’s compliance with Subsection
Aof 19.15.1.40 NMAC.

F. [nactive wells,

(1) Thedivision shall make available on its website. and update daily, an “inactive well list"
listing each well, by operator, that according to division records;

{a)  does not have its wellbore plugged in accordance with 19.15.4.202 NMAC;
_{b)__ is not in approved temporary abandonment in accordance with 19.15.4.203
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NMAC: and

{¢) _isnot subject toan agreed compliance order setting a schedule for bringing the
well into compliance with 19.15.4.261 NMAC and imposing sanctions if the operator does not meet tite
schedule,

{2) For purposes of 19.15.1.40 NMAC, the listing of a well on the division’s inactive well
listas awellinactive for more than one year plus 90 days creates_a rebuitable presumption that thewellis
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 other writtenrauthorization or
approva from the division shall comply with every term. condition and provision of such permit.
administrative order. authorization or approval.

19.15.3.100 OPERATOR REGISTRATION; CHANGE OF OPERATOR; CHANGE OF
NAME:

A. Prior to commencing operations, every operator of a well or wells in New Mexico shall
register with the division as an operator. Applicants shall provide the following to the financial assurance
administrator in the division’s Santa Fe office:

(1} an oil and gas registration identification (QOGRID) number gbitained from the division. the
state land officep r the taxation and revenue department;
(2) a current address of record to be used! for notice, and a current emergency contact name
and telephone number for eachdistrictin which the operator operates wells; and
(3) the financial assurance required by 19.15.3.101 NMAC.
B. The division may deny registration as a well operator if:

(1) __the applicant is not in compliance with Subsection A of 19.15.1.40 NMAC;

{2} an officer, director, partner in the ; applicant or person with an interest in the applicant
exceeding 25 percent, is or was within the past five vears an officer, director, partner or person with an
interest exceeding 25 percent in another entity that is not currently in compliance with Subsection A of
19.15.1.40 NMAC;

(3) the applicant is or was within _the past five years an officer, director, partner or person
with an interest exceeding 25 percent in another entity that is not currently in compliance with Subsection A
of 19.15.1.40NMAC;

(4) the applicant is a corporation or limited liability company, and is not registered with the
public regulation commission to do business in New Mexico; ot

{5} the applicant is a limited partnership, and is not registered with _the New Mexico
secretary of state to do business in New Mexico.

C. Operators shall keep the di vision informed of theircurrent address of record and

emergency contact names and tel ephone numbers by submitting changesin writing to the division’s
financial assurance administrator in the division’s Santa Fe office within 30 days of the change.

D. The division may require an operator or applicant to identify its current and past officers,
directors | and partners, and its current and past ownership interestin other operators.
E. Change of operator.

{DA change of operator occurs when the entity responsible for a well or a group o f wells
changes. A change of operator may result from a sale. assignment by a court, a change in operating
agreement or other transaction. Under a chanpge of operator, wells are moved from the OGRID nunnber of
the operator of record with the division to the new operator’s OGRID number.

{ 2) The operator of record with the division and the new operator shall apply for a change of
operator by jointly filing a form C--14 5+ using the division’s web-based online application. If the operator of




record with the division is unavailable, the new operator shall apply to the division for approval of change
of operator without a joint application, The operator shall make such application in writing, and provide
documentary gvidence of the applicant’s right to assume operations, The new operator may not commmence
operations until the divison approves the gpplication for change of operator.

(3) _The division director or his designee may deny a change of gperator if;
(a) the new operator js not in compliance with Subsection A of 19.1 5.1 .40 NMAC: or
(b) the pew operator is acquiring wells, facilities or sites subiect to a compliance order
requiring remediation or abatement of contamination. or compliance with 19.15.3.201 NMAC, and the new
operator has not entered into an agreed compliance order setting a schedule for compliance with the existing
order.

(4y__Indetermiping whether to grant or deny a change of operator when the new operator is
not in compliance with Subsection A of 19.15.1. 40 NMAC. the division director or his designee shall
consider which of the factors in Subsection A of 19.15.1.40 NMAC cause the operator to be out of
compliance with Subsection A of 19.1 5.1 40NM AC. If the non-compliance iscaused by the operator being
subject to a division or commission order finding the operator to be in violation ofan order requiring
corrective action. the division director or his designee shall consider the nature of the underlying violation
and the operator's efforts to achieve compliance. If the non-compliance is caused bv the operator having
more than the allowed number of welis not incompliance with 19.15.4,20 ! NMAC, the divison director or
his designee shall consider the number of wells notin compliance, the length of time the wells havebeen
out of compliance and the operator's efforts to bring the wells into compliance.

F. Changeof name,

{1} A change of operator name occurs when the name of the entity responsible for awell or
wellschangesbut the entity does not change. For a change of name, the OGRID number remains: the same
but division records are changedjo reflect the new operator name.

(2) __An operator shall apply for a change of name by filing a form C-146 using the division's
web-based online application and supplying documentary proofthat the change is a name change and not a
change of operator. If the operator is a corporation. limited liability company or limited partnership, the
name must be registered with the public regulation commissionor the New Mexico secretary of state. as
applicable. The division shall not approve achange of name until the state land office and the taxation and
revenue department have cleared the change of name on the QGRID,

G. Examples of change: of operator and change ofname.

{1} Mr. Smith, a sole proprietor, operates fivewells under the name “Smith, oil company”,
Mr. Smith_changes the name of “his company to “Smith production company”. The name of the entity
operating the wells has changed. but the entity has not changed. Mr. Smith should apply for a change of
name.

(2) Mr. Smith incorporates his business, changing from the sole proprietorship, “Smith
production company”, to a corporation: “Smith production company, inc.". The entity responsiblefor 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 gperator, merges with XYZ. inc.. which
does not operate in New Mexico. At the surviving entity’s election, this transaction may be treated as a
change ofname from Smithproduction company, to XYZ. inc.. maintaining the existing OGRID. or as a
change of operator, with anew OGRID.

{4) Two New Mexico operators, Smith production company, inc. and Jones production
company, inc., merge. The surviving corporation is Jones production company, inc. A different entity now
operates the wells Smith production company, formerly operated, and the wells must be placed under that
entity’s OGRID. Jones production company, inc. and Sinith production company. inc. should apply fora
change of operator as to the wells Smith production company. inc. operated.




19.15.3.101 [PLEGGING BOND|FINANCTIAL ASSURANCE FOR WELL PLUGGING:

A. Any person, firm, corporation[s] or association who has drilled or acquired, is drilling[;]
or proposes to drill or acquire any oil, gas[;] or injection orother service well on privately owned or state
owned lands within this state shall furnish {te-the division; and obtain apprevat-thereef, a SUrety bandla
financial assurance acceptable to the division in the form ofan irrevocable letter of credit or cash or surety
bond running to the state of New Mexico[r-aform preseribed by the division, and]conditioned that the
well be plugged and abandoned and the iccation restored and remediated in compliance with [the-rules-and
regulations efthe]division rules. [Such bend may be a ene-well-pluggingbond or a blanket plagging bond:
-All bonds-shallbe executed by aresponsible surety company anthorized-to-do-business inthe-Siate ofNew
Mexice:]

B. The division accepts two forms of financial assurance: a one-well financial assurance that
covers a single well and ablanket Financial assurance that covers myltiple wells. Any well that has been in
temporary abandonment for more than two vears must be covered by a one-well financial assurance. except
that the division may waive the reguirement of a one-well financial assurance for awell that is shut-in
because of the lack of a pipeline connection. The division may release the one-well financial assurance
upon the operator's or surety’s written request after the well is returned to production if a blanket financial
assurance covers the well.

[BJC. Amounts.

(1) [Blenketplugpingbonds] A blanket financial assurance shal be in the amount of [fifiy

theusand-dollars£($50,000 [+) conditioned as aboveprovided;]covering al oil, gas(;] or service wellsdrilled,

acquired or operated in this state by the principal on the bond.
[-——C————One-wellpluggingbonds](2). A one-well financial assurance shall be in the amounts
stated below in accordance with the well’s depth and location [of the wel].
[((a}y Chaves, Eddy, Lea, McKinley, Rio Arriba, Roosevelt, Sandoval];] and San
Juan counties, New Mexico: $5000 plus $ | per foot of projected depth of proposed well or measured depth

of existing well.
[Brojected Depth-of Propesed-Well
or Actial-Depth-of Existing-Well — — — — —Amount of Bond
More than H,000 feet— — — — — — - $ 10.600]
[D]b) All other counties, inthestate: § 10.000plus $1 per footof projected depth of
proposed well or measured depth of existing well.

[Prejected Depth of Proposed Well
or-Actul Depthof Existing Well — ———— Amount of Bond
Less than 5:000-feet $ 7,500
More than 10,000 feet $ 12:560]

{ Bl (3) The appropriate : division district office may approve revised plans for an
actively drilling well [may be appreved by the apprepriate Distriet Offiee-efthe divisien]for drilling as
much as 500 feet deeper than the [rerral maximum)] depth [elewed]stated on the well’s [bond|financial
assurance. Any well to be drilled more than 500 feet deeper than the [rormal-dep th-bracket-must] depth
stated on the well's financia assurance shall be covered by a new [berd}financialassurance in the amount
prescribed for the [deeper depth bracketlnew projected depth.

[ E.] £4) The [bondreguirement] amount of the one-well financial assurance required
for any intentionally deviated well shall be determined by the well's measured depth, and not its true vertical
depth.

[ E # cash bond may be-aceepted-by-the-division-pursuantto theeenditions setforth
hereinafter- Cash representing the full amesst ofthe bond shall be depesited by the operator 11 an-account
in a federally-insured finanecial instiitiontocated-wathin-the-State-ofNew Mexies; SUCh aceount to-be-held




in-trastfor-the-division: Both one well and blasket cash bonds shall-be-in-the-amount specified for surety
bonds: kdeeumemappmvedbytheémsmwéeaemg—ﬂmeﬂmmdeeﬂdiﬁemoftheemhbond shall
be executed by an autherized representative-of-the ate he stitation and filed with the
diviston-orier to-the-effective-date ofthe bond No Cashbend-m-llbe&mheﬁ-zed-bﬁhe—Dﬁeetefand no
wels-may-be-drilled oracquired under ablanket cash benrd unless the eperatoriapplieantis-in-goed standing
with-the diviston— H—ﬂi&—ﬁﬁ&fi&lﬁl—‘ﬁﬂﬁiﬁ—%—r&h&bﬂi—t—ydthe appl |cant is unknown to the Director he may
require the filing of afirancial-stateme 3 AHON-AS - ecessarylo evauate the
ab-rh%yef—%he&pphe&n#&pem&eﬂo fulfrII the condltlons of thebeﬁé

G Erem-time to time-any-accrvedinterest over and above the face ameousnt-of-the-bond-may
be paid-to-the-operator— Upon-satisfactory-plugeingby the eperator of ey well(s) covered by a cash bend;
the-Director shallHssue-an-order antherizingtherelease ofsaid bond:
H. —— Any bond required-by Section HH of K- 153 NMAC is aplugging bond, not a drilling
bond, and-shallendureuntitanywell-drilled-or-sequiredunder suchbond has-beenplugged-andnbandoned
and such plugging and abandonment has been approved by the division, or has been covered by anethesr
bond approved by the diviston:

E CPFaﬂsfeFeﬁa—prepeﬁyéees—ne-Eet—ﬁse}flreleme—&heﬂd- {ntheeveﬂ%ef—traﬂ%fefef

i pEO prope drshall-be filed-with-the
Drstrrct efﬁeeofthedmsraﬂ in &eeefé&neewrth Rule 1 1-93 or Rule 1 1~94bythe new owner of the welk
blanket-bond-in-the name-of-the new owner has been approved by the SantaFeofflceofthee}msre&
* Bpon appreval-efthe bond and the Form &- 193 er €104, the transferreris released-of
plugging respensibitity for the well, and-upen request-the-original bond-will be-released—Ne-blanketbend
willbe released however, until-allwellscovered by-the bond have been-plurged and abandoned or
transferred-inaccordanee-with the provisons of Section 101 of 19.15.3 NMAC:

—— — K, — — All bonds shall-befiled-with the-Santa Fe office- of the-division,-and-approvaldf sueh
bondsas well-asreleasesthereof, obtained-from-said-office:
L Albbonds required by these rules shall be conditioned ferwell plugaing and loeation

cleanup only, aad not to secure payment for damages te Livesteck; ranger-water-cropstansible
Hnprovements; nor apy-other purpese:

M Upon failure-ofthe eperatorto-properly plug-and-nbanden the well(s) covered-by-a-bond;
the dixvisien-shall give notice to the operator and surety, if applicable; and-holda hearingas to- whether the
we%}shemd—be—pmg;geé mfaeeerdaﬂeewrth-a division-approved-pluggingprogram: |f, a the hearing, it is

pmiped-that-the ; ed-to the-well as provided for in the bead conditions and division
ﬂﬂecr the D|V|sron dﬂ’eeteF ﬂ‘.ha-lhss&e an order directing the weHl{s) to be plugged-in a-time eertain— Such an
erder may also direct the ferfeiture-of the-bondupon-the-failure or refusal of the-operator-surety,orother
responsible-party-toproperly-plug the wellis)— H the preceeds o the bend{s) are not sufficientto cover all
ofthe eosts ineurred by the division in plugging the well{s}-covered by the bond; the division-shall take-such
legal-action-as -i8 necessary to-recover such-additienal-eosts: ANy memes recovered through bond forfeiture
or legal actions shal beplased in the Oil & Gas Reclamation Euad:]

D. General requirementsfor financial assurance.

(1} The operator shall file financial assurance documents with the division's Santa Fe office,
and obtain approvals and releases of financial assurance from that office.

(2) _All financial assurance documents shall be on forms prescribed by or otherwise
acceptable to the division.

{3) A financial assurance shall be conditioned for well plugging and abandonment and
location restoration and remediation only, and not to secure payment for damages to livestock, range, crops
or tangible impro vements or any other purpose.

(4) The division may requirg proof 'that the individual signing for an entity on a financial
assurance document or an amendment to a financial assurance document has the authority tcobligate that
entity.
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E. Additional requirements for cash and surety bonds.
{1} _Suretybonds shall be issued by areputable corporate surety authorized to do business in
the state of New Mexico.
2) The operator shall deposit cash representing the full amount of the bond in an account in
a federally-insured financial institution located within the state of New Mexico. such account to be held in
trust for the division. Authorized representatives of the operator and the depository institution shall execute
adocument evidencing the cash bond's terms and conditions. The gperator shall file the document with the
division prior to the bond's effective date. _If the operator’s financial status or reliability is unknown to 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’s ability to fulfill the bond’s conditions. From time to time any
accrued interest over and above the bond’s face amount may be paid_to the operator.
F. Additional requirements forcash and surety bonds.
(1} The division may acceptirrevocable letters of credit issued by national or state-chartered
banking associations.
{2) _ Letters of credit shall be irrevocable for aterm of not less than five years, unless the
applicant shows good cause fora shorter timeperiod.
(3) Letters of credit shall provide for automaticrenewal for successive. like terms upon
expiration, unless the issuer hagnotified the division in writing of non-renewal at least 30 davs prior to
expiration,

(4)  The division may forfeitand collect a letter of credit if not replaced bv an approved

financial assurance at least 30 days before the expiration date.
G. Release of financial assurance,

{1} Thedivision shal release afinancia assurance document upon the operator's or surety's
written request if all wells drilled or acquired under that financial assurancehave been plugged and
abandoned and the location restored and remediated and released pursuant to 19.15.4.202 NMAC. or have
been covered by another financial assurance the division has approved.

{2) Transfer of aproperty or a change of operator does not of itself release a Financial
assurance. The division shall not approve a request for change of operator for awell until the new operator
has the required financial assurance in place.

H. Forfeiture of financial assurance.

{1y Upon the operator's failure to properly plug and abandon and restore and remediate the
location of any well or wells a financial assurance covers. the division shall give notice to the operator and
surety, if applicable, and hold a hearing as to whether the well or wells should be plugged and abandoned
and the location restored and remediated in accordance with a division-approved plugging program. Ifitis
determined at the hearing that the operator has failedto plug and abandon the well and restore and
remediate the location as provided for in the financial assurance or division rules, the division director shall
issue an order directing the well to be plugged or abandoned and the location restored and remediated in a
time certain. Such an order may also direct the forfeiture ofthe financial assurance upon the fajlure or
refusal ofthe operator, surety or other responsible party to properly plug and abandon the well and restore
and remediate the location.

(2) Ifthefinancial assurance’s proceeds exceed the costs the division incurred plugging and
abandoning thewell and restoring and remediating the location the financial assurance covers, the division
shall return the excess to the surety or the operator, as appropriate.

(3) Ifthe financial assurance's proceeds are not sufficient to cover all the costs the division
incurred in plugging and abandoning the well and restoring and remediating the location, the division may
seek indemnification from the operator as provided in NMSA 1978, Section 70-2-14(E).

(4). The division shall deposit all forfeitures and allfunds collected pursuant to ajudgment in
a suit for indemnificationin the ol and gas reclamation fund,

L Effective dates.,
(1) 19.15.3.101 NMAC is effective immediately as to al wells drilled or acquired after its




effective date.
{2y Asto all other wells. 19.15.3.101 NMAC is effective January 1. 2008,

19.15.3.102 INOFICE-OHNTENTION TO BPRIEEIPERMIT TO DRILL. DEEPEN ORPLUG
BACK:

[————A——Prierto the commencement-of eperations; notice shall be delivered to the division of
imentien to deill any wellfor edl Or gas or for injection pumpeses-and-approval ebtained-onForm G104 A
copy of the approved Form-C—161 mustbe kept atthe-well Site during drilling eperations:
——-B:——Ne permit shall be approved for the drilling ofany well-within the corporate limits efany
city, town, or village of this state unless netice of intentionte drill such wel! has been given to the duly
constituted-governing body of such eity; town or village or #s daly autherized agent— Evidence-ofsuch
notification-shall accompany the application fora permit to drill (Form &-18+).

———CG———— When{iling-a-permit to drill maﬂyquaﬁer quarter section containi ng an eX|st|ng weII or
wells; the-applieant-shall-coneurrently file a plat e other+ b e : and-id ping such
well(s) and a statement that the eperater(s) of such well(s) havebeen &mshed—a—eepye#th&pemm—]

A, The operator shall obtain a permit prior to commencing drilling, degpening or re-entry
operations, or before plugging a well back to adifferent pool or completing or re-completing a well in 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 acreage dedication plat, and meet the following
requirements, if applicable:

(1) an applicant for a permit to drill any well within the corporate limits ofany city, town or
village of this state shall give notice to the dulv constituted governing body of such city, town or village or
its duly authorized agent and certify onform C-101 that it gave such notice;

(2)__ an applicant for a permit to drill in any quarter-quarter section containing an existing well
or wells operated by another operator shall concurrently file a plat or other acceptable document locating
and jdentifying such well or wells, furnish a copy of the application to the other operator or operators in the
quarter-guarter section and certify on form C-101 that it famished such copies,

(3)  an applicant for a permit to operate awell in a spacing or proration unit containing an
existing well or wells operated by another operator shall also comply with Paragraph (2} of Subsection E of
19.15.3.104 NMAC.

C. The division director or his designee may deny apermit to drill, deepen or plug back if
the applicant is not in compliance with Subsection A of 19.15.1,.40 NMAC._In determining whether to
grant or deny the permit, the division director or his designee shall consider which of the factors in
Subsection A of 19.15.1.40 NMAC cause the operator te be out of compliance with Subsection A of
19.15.1 40 NMAC. 1fthe 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
director or his designee shall consider the nature of the underlying violation and the operator's efforts to
achieve compliance. |f 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 or his desgnee 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 bringthe wells into compliance.

D. The division may impose conditions on an approved permit to dritl. deepen or plug back.
E. The operator shall keep a copy of the approved form C-1QI at the well Ste during drilling

operations.




19.15. 4. 201 VELLS TOBE PROPERLY ABANDONED:

A. The operator of any [well drilledforeilgas Of injection-forseismic;core-orother
exploration-or-foraservice-well; Jofthe following wells, whether cased or uncased, shall be responsible for
the plugging thereof]-]: wellsdrilled for oil or gas: or service wellsincluding but not limited to seismic

core, explorationor injectionwells..

B. A well shall be either properly plugged and abandoned or [temperarily abandened|placed
in approved temporary abandonment in accordance with these rules within {rinety-(38}190 days after:

() a[sixty 683160 day period following suspension of drilling operations|;es];
(2) adetermination that awell isno longer usable for beneficial purposes{s]; or
(3) aperiod of one [{H}yearin which awell has been continuoudly inactive.

19.15.4.203 APPROVED TEMPORARY ABANDONMENT:

A. [Wells Which May Be Temperarily-Abandoned JApproved temporary abandonment.[¢3}]
The division may [permit-atywell-which is-required te be properly abandoned-under these rules bui-which
has-potentiak-for-future benefieiat-use for-enhaneed recovery OF infection; and-any other well for which an

operaior requests-temporary abandenmentto-be-temperarilyabandened|place any well in approved
temporary abandonment for aperiod of up to five [{5}]years. Prior to the expiration of any approved

temporary abandonment the operator shall return the well to beneficial use under aplan [appreved by]the
division approves, permanently plug and abandon said well and restore and remediate the location or apply
for anew 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 [temperarily-abandenkeck ‘
approved temporary abandonment for the well describing the proposed temporary abandonment procedure w
to beused. [NelThe operator shall not commence any work [shall-be eemmeneed Juntil approved by the
division, [and ¢he]The operator shall give 24 hours notice to the appropriate district office of the division
before [wetkactalbybeginslbeginning work,
(2) [Ne-temporaryabandenmentshall be approved]The division shall notapprove temporary
abandonment until the operator furnishesevidence demonstrating [unless evideneeis-furmished-to-show]
that [the casing efsuch-weltHs]such well’s ; casing and cementing are mechanically and physicaily sound and
in such condition asto prevent:
(@ damage to the producing zone;
(b)  migration of hydrocarbons or water;
(c) the contamination of fresh water or other natural resources; and
(d) the leskage of any substance at the surface.
(] [Hthe-welails themechanicalintegrity testreauired herein, the-well-shallbe-plugeed
and abandened in-aecordance with these miles Of the easing problen: corrected-and the-casing retested
within-ninety {90} days:]The operator shall demonstrate both internal and external mechanical integrity ;
pursuant to Paragraphs (1). (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
[wiHl] shall submit arequest for [Temperary-Abandonment]approved temporary abandonment to the
appropriate district office on form C-103 together with such other information as is required by [Rude1483
E-(H] Subsection E of 19.15,13.1103 NMAC.

(5 [Thedivisionmayrequirethe-operatorte pedt with the division-a ene-well plugeing bond
for the-well in an amount to be determined by-the-division {0 be satisfactoryto-meet-the-partieular
requirements-of the-welk

{6y —]The division shall specify the permit’s expiration date [efthe-permit], which shall be not
more than five{-£53] years from the date of approval.
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C. [FestsRequired]Demonstrating mechanical integrity.
(1) The division may approve the following methods of demonstrating internal casing

integrity [mey be appreved for temporarily abandening-a-wellforwells to be placed in approvedtemporary
abandonment:

(a) the operator mav set a cast iron bridge plug [wi#H be st within ene-hundred
(1663 within 1 00 feet of uppermost perforations or production casing shoe, load [and]the casing
fleaded]with inert fluid and pressure [tested]testto 500 pounds per square inch surface pressure with a
pressure drop of not more than 10[%e]percent [for-thirty(30) minutes]over a 30 minute period; [oF]

(b) the operator mav run aretrievable bridge plug or packer [wih be manlto within [ese
hundred @:685] 100 feet of uppermost perforations or production casing shoe, and test the well [tested]to
500 pounds per square inch surface pressure for [thisty]30 minutes with a pressure drop of not greater than
10[2%Ipercent [forthirty-(30) mirates|over a 30 minute period; or
[ (e) — foragas well inseutheast New-Mexico completed above theSar-Andres
formation, if the-operatorcan-demonstrate that-the-fluid level is-below-the-base ofthe salt-andthat a
Bradenhead test showsno-casingleaksthe-division may-exempt-the-well-from the requirement for abridge

plug-or-packer; of

{h — a casing inspestiendog confirming the mechanical integrity of the preductien
casipg may-be submiited.]

(c) the operator may demonstrate that the well has been completed for less than five
years and has not been connected to a pipeline.

(2) [Anysuchtestwhiehis submitted must-have beer conducted within the-previeus twelve
32y menths: | Duning the testing described in Subparagraphs (8) and (b) of Paragraph (1) of Subsection C of
19.15.4203 NMAC the operator shall:

(a) open al casing valves during the internal pressure tests and report any flow or
pressure change occurring immediately before, during or immediately afterthe 30 minute pressure test;

(b) top offthe casing with inert fluid prior to leaving the location:

(¢) _report any ' flow during the test in Subparagraphs (a): and (b): of Paragraph (1}of
Subsection C of 19.1 5.4.203 NMAC to the division district office prior to completion of th temporary
abandonment operations; the division may require remediation of the flow prior to approving temporary
abandonment of thewell.
____ {3y An operator may use any method approved by the United States environmental
protection agency in 40 C.F.R. 146.8(c) to demonstrate exiernal casing and cement integrity for wells to be
placed in approved temporary abandonment.
[ ———— 2)— Asny-such tetwhich is submittedmust-have-been conducted within-the-previous pvelve
2 meonths:|

(4) Thedivision shall not accept mechanical integrity tests or logs conducted more than 12
months prior to submittal,

(5)__ The operator shall record mechanical integrity tests on a chartrecorder with a maximum
two hour clock and maximum 1000 pound spring., which has been calibrated within the SX menths prior to
conducting the test. All witnesses to the test shall sign the chart The operator shall submit the chart with
form C-1(3 requesting approved temporary abandonment.

[33l(6) Thedivision may approve other [casing tests-sabmitted on Form-C103 on-an
individaal-basiajtesting methodsthe operator proposes if the operator demonstrates that _the test will 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[;}
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 shall grant a permit for injectionunder 19.15.9.701 NMAC only to
an operator who is incompliance with Subsection A of 19,15.1.40 NMAC. The division may revoke a
permit for injection issuedunder 19.15.9.701 NMAC after notice and hearing ifthe operator is not in
compliance with Subsection A of 19.15.1. 40 NMAC.,

B. Method of making application.

(1) [Applieation]The operator shail apply for authority [forthe-injection-of]toinject 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 sat water disposal, [shal be-by-submitial-of-divisien
Fom)by submitting formC-108 complete with al attachments.

(2) The applicant shal 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 other "affected person” within any tract wholly or partially contained within one-
half mile of the well. Affected person shall mean the (a) diviion designated operator: (b} in the absence of
an operator, any lessee whose interest is evidence by a written conveyance document either _of record or
known to the applicant as of the date he files the application; and (c) in the absence ofan operator or lessee
any mineral interest ownerwhose interest is evidenced by a written convevance document either of record
or known to the_applicant as of the date he filed the application.

C. Administrative approval.

(1) I theapplication is for administrative approval rather than for ahearing, it [saust)shall
also be accompanied by a copy of alegal publication the applicant published [by the-applicant]in a
newspaper of general circulation in the county in which the proposed injection well is located. [{Fhe-details
required inrsuchlegal notice are listed on Side-2 -of Form G108 The legal publication’s contents, shall
include the {a) name, address, phone number and contact party for the applicant; (h) the injectionweirs
intended purpose, with the exact location of single wells or the section. township and range location of
multiple wells; (¢} the formation name and depth with expected maximum injection rates and pressures; and
{d) a notation that interested parties must file objections or requests for hearing with the division within 15
days.

(2) [Ne]The division shall not approve an application for administrative approval [may-be
approved]until 15 days following the division’s receipt [by-the-divisien]otform C-108 complete with all
attachments including evidence of mailing as required under [Subsection-B; Paragraph (2) above]Paragraph
(2) of Subsection B of 19.15.9.701 NMAC and proof of publication as required by [SubseetionC;
Paragraph ()-abeve]Paragraph (1) of Subsection C of 19.15.9.701 NMAC.

(3) Iffre]the division does not receive an objection [isreeeived|within said 1 5-day period,
and a hearing is not otherwise required, the division may approve the application {may-be
approved]administratively.

D. Hearings!-]. If awritten 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-rules]pursuant to 19.15.9,701 NMAC or deemed advisable by the division director, the divisionshall
set the application [shall be set]for hearing and give notice [thereefgiven by the divisien]of the hearing.

E. Salt water disposal wells.

(1) Thedivision director shall have authority to grant an exception to the hearing
requirements of Subsection A of 19.15.9.701 NMAC for water disposal wellsonly [witheut hear ing; | when
the waters to be disposed of are mineralized to such a degree as to be unfit for domestic, stock, irrigationf;]
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 received]pursuant to Subsection C of
19.15.9.701 NMAC.

(2) [Dispesalwillnotbepermitted] Thedivision shall not 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 administratively approve such injection [may-be-approved-administratively].

(3) Notwithstanding the provisions of [Subsection E-Parapraph(2yabove]Paragraph (2) of
Subsection E of 19.15.9.70¢1 NMAC, the division director may authorize disposal into such zones if the

waters to be digposed of are of higher quality than the native water in the disposa zone.
F. Pressure maintenance projects.

() Pressure maintenance projects are defined as those projects in which fluids are injected
into the producing horizon in an effort to build up [and‘es Jor maintain the reservoir pressure in an area
{»hich]that has not reached the advanced or "stripper" state of depletion.

(2) [AH]The division shall set all gpplications for establishment of pressure maintenance
projects [shall be set]for hearing. The division shall fix the project area and the allowable formula for any
pressure maintenance project [shal-be fixed-by-the-divisienlonan individual basis after notice and hearing.

(3 [Rressure]The division may authorize an operator to expand a pressure maintenance
projects [may be expanded]and place additional wells fplaced]on injection only [upen autherity from the
divisien]afternotice and hearing or by administrative approval.

(4  Thedivision 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
mai ntenance within such project and provided that the division receives no objections [are
reeeived]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.

() Wwater 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 ail
from other wellsin 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.

(20 (AH]The division shall setall applications for establishment of water flood projects [shatt
be-set] for hearing,

(3) The project area of a water flood project shall comprise the proration units [owned or
operated byla given operator owns or operates upon which injection wells are located plus al proration
units [ewned eroperated bylthe Same operator [whieh]owns o1operates that directly or diagonally offset
the injection tracts and have producing wells completed on them in the same formation; provided however,
that the divisionmay include in the project area additional proration units not directly {res]or diagonally
offsetting an injection tract [meay beincluded in-the project area]if, after notice and hearing, [it]jthe operator
has [beea]established that such additional units have wells completed thereon [whiehlthathave experienced
a substantial response to water injection.

(4) Theallowable [assigned]the division assigns to wellsin awater flood project area shall
be equal to the wells® ability [ef+the-wels]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 specia
alowables to wells in buffer zones after notice and hearing. [Speeial}The division may assign special
allowables [may also-be-assigred]in the limited instances where it is established at a hearing that it is
imperative for the protection of correlative rightsto do o.




(6) [Water]The divisionshall authorize the expansion of water flood projects fmay-be
expanded]and the placement of additional wells {plasedion injection only [upen-autherity from the
division]after notice and hearing or by administrative approval.

(7) Thedivision director shal 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 suchwell 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 receivedlpursuant to
Subsection C of 19.15.9.701 NMAC.

(8 An established water flood project shall have only one designated operator. [Asny]The
division shall set for hearingany application for exception [must be set for heasing].

H. Storage wells.

(1) Thedivisiondirector 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
gasor liquid hydrocarbons in secure caverns within massive salt beds, and provided the division receives no
objections [ate received]pursuant to Subsection C of 19.15.9.701 NMAC,

(2 Inaddition to the filing requirements of Subsection B of 19.15.9.701 NMAC, the
applicant for approval of astorage well under [this-rale] 19.15.9.701 NMAC shall file the following;

(@ withthedivision director, a [phigsing bond|financial assurance in accordance with
the provisions of [Rule104119.5.3.101 NMAC;
(b)  with the appropriate district office of the division [ir-triphcate]:
(i) form C-101. application tor permit to_drill, deepen or plug back;
(i) form C-102, well location and acreage dedication plat; and
(iif) formC-105. well completion or recompletion report and log.

19.15.13.1101 APPLICATION FORPERMIT TODRILL,DEEPEN OR PLUG BACK (Form C-
101):

[ A Before-cs i i i i Ing-a-w

anether ZOne, the operator of the%H—must-eb{am aperm|t te do 0. SFe ebm-saeh permlt the epemtef
shall-submit-to-the-divisionfive-copies-ofform &-K) L-application forpermitto-drill; deepenorplug baek
completely fled eut—TIfthe-operator has an epproved-bend-inaccordance-with 19.15.3-101 NMAC, one
eopy ofthe drilling-permitwill be returned to him on which willbe neted-the-division’s-approval—with any
modification deemed-advisable: Hthe propesalcantiot be approvedforany reasonthe forms €1 01 willbe
returned with-the-cause for rgjection stated thereon.

—— —— B. —— Form-G-101 must be accompanied Dy three copies-ofform € 102, well location-and
acreage dedieation plat. (See 194543 H82NMAC.)

L &8 Hihe well is-to-be-drilled on state-land-submitsix copies-offormC10 Land fourcopies
of form G162, the-exira copy of each-formbeingforthestate land-office:]

A, An operator applying for a permit to drill, deepen, re-enter or plug awell back to a
different; pool or complete or re-complete a well in an additienal pool shall file a_complete form C-101 and
a complete form C-102. weli location and acreage dedication plat.

{1} __ Anapplicant for apermit to drill any well within the corporate limits of any city, town or
village of this state shall give noticeto the duly constituted governing body of such city, town or village or
itsduly authorized agent and certifyon form C-1 01 that _it gave such notice,

(2) An applicant for a permit to drill in any - quarter-quarter section containing an existing
well or wells operated by another operator shall concurrently file aplat or other acceptable document
locating and identifying such wellor wells, furnisha, copy - of the application to any other operator in the
guarter-quarter section and certify on form €-101 that it furnished such copies.




(3) _An applicant for a permit to operate a well in a spacing or proration unit containing an
existing well or wells operated by another operator shall also comply with Paragraph (2) of Subsection E of
19.15,3.104 NMAC.
B. Ifthe division approves the permit, it may impose conditions of gpproval,
C. If the division denies, the permit , it shallretumn the form C-101 to the applicant with the
cause for rejection stated thereon

19.15.13.1103 SUNDRY NOTICES AND REPORTS ON WELLS (Form C-103): Form C-103 isa
dual purpose form [te-be-filed]the operator shal 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 anotice of intention,

(1) The operator shall file form C-103 {shali-be-filed in triplicate by-the eperator]and obtain
the division’s approval [ebtwn from the-divisioniprior to!

(a) effecting a change of plans from those previoudly approved on form C-131 or form
C-103(:];

(b) dtering adrilling well’s casing program or pulling casing or otherwise atering an
existing well's casing instaliation[-];

{¢) [Femperarily-abandoningawelt)placing a well in gpproved temporary
abandonment;

(d) plugging and abandoning a weil{-]: or

(& performing remedial work on awell [whieh]that, when completed, will affect the
well’s origina status[efthe-wel]; (this shal include making new perforations in existing wells or squeezing
old perforationsin existing wells, but is not applicable to new wellsin 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, [ef]plugback or add a zone,
nor to acidizing, fracturing or cleaning out previously completed wells, nor to installing artificial lift
equipment.)

(2) Inthe case of well plugging operations, the notice of intention shall include a detailed
statement of the proposed work([;] including plans for shooting and pulling casing[;]; plans for mudding,
including the mud’s weight [efsmud.]; plans for cementing, including number of sacks of cement and depths
of plugsf;]; restoration and remediation ofthe location: and the time and date of the proposed plugging
operations. [Haetprevieuslyfiled;]The operator shall filea complete log of the well on form C-105 with
the notice of intention _to plug the well, if the operator hasnot previously filed the log ([See] see
19.15.13.1105 NMAC[:]){shall-accompany the-notice-ofintention {0 plug-the well]; the division shall not
release the financial assurance until the operator complies with this requirement [bead-willnetbereleased

B, Form C-103 as a subsequent report.

(1) [Feem]Theoperator shall file form C-103 as a subsequent report of operations [shali-be
fledlin accordance with the [sectionof thisrude]19.15.13.1103NMAC applicable to the particul ar
operation being reported.

(2) Form C-103 isto be used in reporting such completed operations as

(8 commencement of drilling operations;

(b) casing and cement test;

(c) dtering awell's casing installation;

(d) work to secure approved temporary abandonment;
(& [plugandabenden)pluggingand abandonment;
() plugging back or deepening within the same paol;
(g remedia work;




(h) instalation of artificia lifting equipment; or

(i) [change of eperater of a drilling well;
— e {j)—such-]other Operations [which]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
asfollows: [Repest]report of commencement of drilling operations. Within [tes]10 days following the
commencement of drilling operations, the well's operator [efthe well|shall file a report thereof on form C-
103 [in triplieate]. 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]The
well's operator shdl file areport of casing and cement test [shall be-filed by the operator of the well Jwithin
[ten]10 days following the setting of each string of casing or liner. Said report shal be filed [in triplicate]on
form C-103 and shdl 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 aso
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 repert-of temporary abandonment of a well shall
be filed by the eperater-ofthe well] The operator shall file a notice of work to secure approved temporary
abandonment within [thirty]30 days following the work's completion {efthe swetk]. The report shall [be
filed in triplicate and shaH]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 overal status [of the weH].

F. Report on plugging of well.

() The operator shdl file areport of plugging operations [shal be filed by the operator &f
the-welt] within 30 days following completion of plugging operations on any well. Said report shal be filed
[in triplieate]on 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) [MNe]The division shall not approve aplugging report [will be approved by the
divisien] until the pits have been [filed]closed and the location [leveled and eleared efiunk] restored and
remediated. It shall be the operator’s responsibility [of the eperater]to 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[-]. The operator shall file areport of remedial work performed
on awell [shdl be filed by the operator of the wel]within 30 days following completion of such work. Said
report shall be filed [in gquadruphieate]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:

()  report on shooting, fluid fracturing or chemical treatment of a previously completed well;

(2) report of squeezejob;

(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 [whiek]that are not specifically covered herein.




H. Report on deepening or plugging back within the same pool[-]. [A[The operator shall file
areport of deepening or plugging back (shelibe-filed-by the-operatorof the well]within 30 days following
completion of such operations on any well. [Said-repertshall bo filed inguadruphieate] The operator shdl
file said report 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 isrecompleted in the same pool, [it]the operator shall aso report the
daily production of oil, gas[;] and water both prior to and after recompletion. If the well is recompleted in
another pool, the operator shall file forms C-101, C-102, C-104 and C-105 [mustbe-fied]inaccordance
with [Seetions 10+ HO2: HO4 and HO5 of 19:-45-43719.15.13.1101, 19.15.13.1102. 19.15.13.1104 and
19.15.13.1105 NMAC
f L8
filed -bﬁheﬂew—epem’tef e-f-ﬂﬂ?f d-l’ﬂ-‘-!ﬂgweﬂ- wahmtendaysfollowmg &emal-tfaﬂ-sfe}’d ewe#sh&p—eiz

espoRsib p hatl befiled-in-trip e-onfo and-sha nde-the-rame-and address
eﬁbe{h—ﬁaeﬂeweﬁefatef aﬂd the—pfekus epef&ter— the effectlve da%e—e%the ehaﬂge—ef—mers-hfpef
responsibility-and any Other pertinent information. Neo change in-the-operator-of-a-drilling well will be
approved by the-division-unless-the new operator-has an approved boad-in-accordancewith 10153101
MMAG Fommr-104 shadl be used to-reporttransfer f eperatorofacompletedwell: see-19:15.13.3 104
NMAC)

[F]L Other reports on wells[-}. The operator shall submit reports on any other operations
[shich]that affect the well’s original status [ef the-well]but [which]thatare not specifically covered herein
[shall-be-submitted]tothe division on form C-103[in-triplicate; by the-operater ofthe-wel-ten]10 days
following [thelsuch operation’ s completion [efsuch-operation].

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

A. [Form-C-104 completely filled cut by the-eperator Of the-weH-must be filed s
guintuplicate before-an allowable will-be assigned-to-any newly completed or recompleted well, —(A
recompleted well-shall-be-censidered one-which-has been deepened or-plugeed-baclta-producefroma
differentpoolthan-previousiy:)Feorm C-104-must-be accompanied-by atabulationofall deviaten tedts
takem-on the-well-as-previded by19- 1531 FNMAC | The division may assign an allowable to a newly
completed or re-completed well or a well completed in an additional pool, or issue an operator authorization
to transport ¢il ornatural gas from such a well if the operator:

(1)_ _has filed a complete form C-104;

(2) has provided a sworn and notarized tabulation_ of all deviation tests run_on the well, and
directional surveys with calculated bottom hole location, in accordance with the requirements of
19.15.3.111NMAC;

. _ has dedicated a standard unit for the pool in Which the well is compieted, a standard unit

unit; and
{4} is in compliance with Subsection A of 19.15.1 .40NMAC,

B, The alowable [assigredlthe division assigns to an oil well shall be effective at 7:00
[e'eloek]a.m. on the date of completion, provided the division receives form C-104 [isreeeived-by-the
divisien] 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 specid pool rules, the allowable Jassigaed]the division
assigns to agas well shall be effective at 7:00 [e'sloek-Ja.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,

{ o Ne—aﬂewahlewﬂ—beﬂsq*gﬂed—te—aﬁyweu-umﬁ astandardum+£ef—%he—pee¥u%wh%eh-ehe




—— P.— —Neo allowable Will bo assigned to any well until al forms and repetts due have been
received by-the division and tho well is otherwise in full compliance with these males.
—— % Form C 14-withseetions VII, [l and VE-eompletely filled out shall bo filed in

by tho eperater Of the well in the event there is a change of eperator of any praducing well,
tnjectionwell Ol'dfspes&l—weﬂ-—a—eh&ﬂgeln pool desigration; lease name or well-sumber; or amy-other
pertinent change in condition of any such well. When filing form C 184-ferchange of eperator; the new
operator shall file tho form in the abeve manner, and shalt give tho name and address of the previous-as-well
as the present eperator. The form C 184 will not be appreved by the division unless the new eperater has
an approved bend in-complisnce with10153: 161 NMAC]

19.15.13.1115 OQPERATOR'S MONTHLY REPORT (Form C-115):

A. [Operator's] The operator shall file a monthly report, form C-11 5, [erformm & 115-EDE:
shall be filed ]for each non-plugged well completion for which the division has approved a C-104
authorization tO transport, and for [en-each preducinglease-and]each secondary or other enhanced recovery
project or pressure maintenance project injection well or other injection wellwithin the state of New
Mexico [for each ealeandar-menth], setting forth complete information and data indicated on said forms in
the order, format and style [prescribed by-the division direstoz]thedivision director prescribes. The
operator shall estimate oil production from wells [which-are)producing into common storage [skatt be
estimated] as accurately as possible on the basis of periodic tests.

B. The operator shall file the reportsrequiredto be filedby 19.15.13.11 15 NMAC [shall-be
filed-by-the operator as fellewsjusing the division’s web-based online application[:
————— (1) — Any eperater which operates fower than esne hundred £ 86) wellsin tho state of New
Mexiee- shall-file aC 1 1 5 either elecironically-er by delivery of aprinted eepy-efthe report to the eit
conservation divistonat its SantaFe-office]onor before the [fifteenth-(15th}]15th day of the second month
following the month of production, or if such day falls on aweekend or holiday, the first workday following
the [£ifteenth]! Sth.
[————— @) — Any eperatorwhich-operates ene hundred (1 69) or morewels inthe-state ef New
Mexico-shatl-file a-C 1 S-electronieally; either by physical delivery efelectronicallyreadable media or by
electronie transfer Of data, to the-oil conservation division at its Santa Fe effice-onorbeforethe-fifteenth
day efthesecond-monthfollowingthe-tnonthel production; or ifsuch day falla on a weekend or holiday,
the first weskday- fellewing the ffteenth-]Any operator [otherwise required to file-elestronically|mayapply
to the division for exemption from [this]the electronic filing requirement based upon a demonstration that
such [eleetrente filing]requirement would operate as an economic or other hardship.
[——————8)— ]C. If an operator fails to file aform C-l 15that the division accepts, [erifthe
divison &ads errorsin any € 15;] the division shdl, within [ehirts 363160 days of the appropriate filing
date, [prepare and send-to the eperatoran errorfomission message which identifies the speeifie wel aste
which-the report has not been filed or isin error and a statement of the-ertor—The-operater t0 whem-the
errorfomission message-is addressed shall respond to the division within-thirty (30)-days-acknowledging
receipt-ofthe erorfomission message and inferming the divisien of the operator's schedule to file thereport
orcorrectthe-error—If the divdsion does not receive the eperater's response within thirty (30)-days-the
divisionshall send netice to the operator that-eperator-hasfailed 10 cemply With the previsions-of
1915133 1 I5-NMAC and-may be-subjected to loss of autherity-to produee from the affeetedwel| ifthe
operator does rotrespend to-the-division. Willful failure-efthe operator to respend-to the netice and t0
correct-the FFor Or OMission may result in-the-division informing-the-operatorby certified retrn receipt
letter that thirty (30) days from the date of such |etter the division-will eaneel the C 104 autherity Of
eperator to produce-er-inject into the well: Any eperator which receives such notice may contact the
division and request that the matter of-the-eancellation of authority to produce or inj eet be st for hearing
before a-hearing officerduly appeinted by tho divisien. |f tho divisien sends eertified return receipt
cerrespendence informing the operator of eaneetation of autherity to produce and the eperater does not




forth-in-the letter

— {4 —— The electronic-Glingrequirements setforthi N-Paragraph{2), Subsection B of

1915 13. S MNMAC shall be phased 1 with all-eperators of three hundred (300)-ormore wells-being
fequed%ﬁleelee&emeaﬂ-y—fer—}aﬁuﬂfy%pfedue{wa—aﬂ eperatefsoftwohuﬂdfed QQQ}ﬂrmefeWeHs

merewe}}s bemg feqaﬁeé to ﬁ%e d ee-tfemeauy—fer-laﬂum'-y 1598 ﬁfedﬁ%ﬁeﬁ—] notlfy the operato ¥ by

electronic mail or letter of its intent to revoke the operator’s authorization to transport or inject if the

operator does not submit an acceptable: and complete form C-115. If the operator does not filean
acceptable and _complete form C-1 15 or request a hearing on the proposed cancellation with 1 20 days of the
origina due date of theform C-115, the division may cancel the pperator s authorityto _transport from. or
inject into all wells it operates.

19.15.14.1227  COMPLIANCE PROCEEDINGS:

A. The provisionsin 19.115.14NMAC applicableto adjudicatory proceedings shallapply to
compliance proceedings unlessaltered ot amended by 19.15.14.1227 NMAC.

B. A compliance proceeding is an adjudicatoryproceeding inwhich the division seeksan
order imposing sanctions forviolation of any provision of the Oil and Gas Act. NMSA 1978, Sections 70-2-
1 through70-2-38 or any provision of any mile or order issued pursvant tothe act. Such sanctions may
include but are not limited to:

(1) _ requiring compliance with any provision of the Qil and Gas Act. NMSA 1978, Sections
70-2-1 through 70-2-3R or any provision Of anyrule or order issued pursuant to the act;

{2) assessment of civil penalties pursuant to NMSA 1978, Section 70-2-3 L{A)

{3) corrective action including but not limited to abatement or remediation of contamination
and removal of surface equipment;

{4) plupging and abandonment of a well and restoration and remediation of the well location
and authority for the division to forfeit the applicable: financial assurance if the well isnot plugged and
abandoned and the location restored and remediated:;

(5)___denial, cancellation or suspension of a permit;

(6) _denial, cancellation or suspensionof authorization to transport; Or

(7)_ _shutting in a well or wells,

C. The division initiates an adminisiative compliance proceeding by filing a written
application with jhe division clerk:

(1)_identifying the operator and any other responsible parties against whom the order is
sought; including the surety if the divison seeks an order allowing forfeiture ofa surety bond;

{2) identifving the provision of the Oil and Gas Act. NMSA 1978, Sections 70-2-1 through
70-2-38, or the provision ofthe rule or order issued pursuant to the act, alegedly violated;

(3). providing a gengral description of the facts supporting the allegations;

{4} stating the sanction or Sanctions sought; and

(5)_ providing proposed legal notice.

D, The division shall provide notice of compliance proceedings as follows;

(1)_ the division shall publish notice in accordance with 19.15.14.1207 NMAC.

(2} the division shall provide notice to the operator and any other responsible parties against
whom the compliance order is sought by following the provisions of 19.15.14.1210 NMAC.

E.__ _ _The division director may enterinto an agreed compliance otder with an entity against
whom ¢ omghance is sought to resolve alleged violations ofany provision of the Oil and Gas Act, NMSA
1978, Sections 70-2-1 through 70-2-38 or any provision of any rule or order issued pursuant to the act. The
division director may enter into an agreed compliance order prior to or after the filing of an application for
an administrative compliance proceeding. An agreed compliance order shal] have the same force and effect




as a compliance order issued after an adjudicatory hearing.

F. Nothing in 19.15.14.1227 NMAC precludes the division frombringing other actions
provided for in the Qil and Gas Act, NMSA 1978. Sections 70-2-1 through 70-2-38. including but not
limited to the following: suit for indemnification pursuant to NMSA 1978, Section 70-2-14(E) or NMSA
1978, Section 70-2-38(B); an action through the attorney general with respect to the forfeiture of itlega oil

orillegal 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).




