STATE OF NEW MEXICO
ENERGY, MINERALS AND NATURAL RESOURCES DEPARTMENT
OIL CONSERVATION DIVISION

APPLICATION OF THE NEW MEXICO OIL CONSERVATION DIVISION,
THROUGH THE ENFORCEMENT AND COMPLIANCE MANAGER, FOR A
COMPLIANCE ORDER AGAINST MCDONNOLD OPERATING INC.
REVOKING INJECTION PERMITS R-3269 AND WFX-510; LEA COUNTY,

NEW MEXICO.

CASE NO. 14657

AFFIDAVIT OF NOTICE

- In accordance with Division Rule 19.15.5.10.D NMAC and Division Rule
{ 19.15.4.12 NMAC I hereby certify:

1. Notice of the June 9, 2011 hearing in the above-captioned case was mailed
on May 11, 2011 to the following by certified mail, return receipt requested, at least 20
days prior to the hearing date, with a copy of the application:

McDonnold Operating Inc.

505 N. Big Spring #204

Midland, TX 79702-4346

Certified Mail:7008 3230 0000 2318 8632

2. Attachment Aisa copy of the notice and the signed certified return receipt
for the notice that was mailed to McDonnold Operating Inc. on May 11, 2011.

%

Sonny gwazo

SUBSCRIBED AND SWORN to before me this ( O day of July, 2011.

Notary Publi

My Commission Expires: Q/;_(fﬁ/ 07

Case 14657
McDonnold Operating, Inc.
- OCD Exhibit 1
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Susana Martinez
Governor

Jami Bailey
Division Director
Oil Conservation Division

John Bemis
Cabinet Secretary-Designate

. Brett F. Woods, Ph. D.
Deputy Cabinet Secretary

May 11, 2011
NOTICE OF HEARING

McDonnold Operating Inc.
505 N. Big Spring #204 -
Midland, TX 79702-4346

Certified Mail No. 7008 3230 0000 2318 8632

CASE NO. 14657: APPLICATION OF THE NEW MEXICO OIL CONSERVATION
DIVISION, THROUGH THE ENFORCEMENT AND COMPLIANCE MANAGER, FOR A
COMPLIANCE ORDER AGAINST MCDONNOLD OPERATING INC. REVOKING
INJECTION PERMITS R-3269 AND WFX-510; LEA COUNTY, NEW MEXICO.

Dear Operator:

You are hereby notified that the New Mexico Oil Conservation Division (OCD) has filed
the above-captioned application for a compliance order against McDonnold Operating

Inc. (McDonnold). A copy of the application is enclosed.

A hearing on this application will take place before a Division hearing officer on
Thursday, June 9, 2011, at 8:15 a.m.; in Porter Hall, First Floor, 1220 South St. Francis
Drive in Santa Fe, New Mexico. At that hearing you will have an opportunity to oppose
the entry of the order. If you intend to present evidence at the hearing, you should
file a pre-hearing statement at least four business days in advance of the hearing,
as required by 19.15.14.1211.B NMAC. A copy of that rule is enclosed. | have also
enclosed a copy of 19.15.14.1212 NMAC, which addresses representation at

administrative hearings before the Division.

If you have questions about the application you may Call me at (505) 476-3451 or Sonny
Swazo at (505)476-3463. :

Very truly yours, Cuase 14657

// /?, z (/ ' McDonnold Operating, Inc.
P Gall MaC@ueSten e e e e e e e o o e o e OCI) Ex,’IbI{ ]
: Attachment A

Assistant General Counsel

Qil Conservation Division * 1220 South St. Francis Drive
* Santa Fe, New Mexico 87505 B
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Application in Case No 14657
19 1514 1211 NMAC
191514 1212 NMAC

Daniel Sanchez, Enforcement and Compliance Manager
Larry “Buddy” Hill, Supervisor, Hobbs District Office
Sonny Swazo, Assistant General Counsel



19.15.4.13 PLEADINGS, COPIES, PRE-HEARING STATEMENTS, EXHIBITS AND
MOTIONS FOR CONTINUANCE:

A. Pleadings. Applicants shall file two sets of pleadings and correspondence m cases
pending before a division examiner with the division clerk and six sets of pleadings and correspondence 1n
cases pending before the commssion with the commission clerk. For cases pending before the
commussion, the comnussion clerk shall disseminate copies of pleadings and correspondence o the
commission members. The party {iling the pleading or correspondence shall at the same time serve a copy
of the pleading or correspondence upon each party who has entered an appearance m the case on or prior (o
the business day immediately preceding the date when the party files the pleading or correspondence with
the division or the comnussion clerk, as apphcable Parties shall accomplish service by hand delivery or
transmission by facsimile or electronic mail to a party who has entered an appearance or, if the party 1s
represented, the party’s attorney of record. Service upon a party who has not filed a pleading containing a
facsimile number or e-mail address may be made by ordmary first class mail. Parties shall be deemed to
have made an appearance when they have either sent a letter regarding the case to the division or
commission clerk or made an in person appearance at a hearing before the commission or before a division
exanuner. A wrillen appearance, however, shall not be complete until the appearmng party has provided
notice to other parties of record An imtial pleading or written entry of appearance a party other than the
applicant files shall include the party’s address or the address of the party’s attorney and an e-mail and
facsimile number 1f available.

B. Pre-hearing statements.
(1) A party to an adjudicatory proceeding who intends to present evidence at the hearing

shall file a pre-hearing statement, and serve copies on other parties or, for parties that are represented. their
attorneys 1 the manner Subsection A of 19.15.4.13 NMAC prowvides, at least four business days in advance
of a scheduled hearing before the division or the commission, but in no event later than 5:00 p.m. mountain
time, on the Thursday preceding the scheduled hearing date. The statement shall include:
(a) the names of the party and the party’s attorney;
(b) aconcise statement of the case;
(c) the names of witnesses the party will call to testify at the hearing, and in the case
of expert witnesses, their fields of expertise,
(d) the approximate time the party will need to present its case, and
(e) identification of any procedural matters that are to be resolved prior to the hearing.
(2) A party other than the applicant shall mclude 1n 1ts pre-hearing statement a statement of
the extent to which the party supports or opposes the issuance of the order the applicant seeks and the
reasons for such support or opposition. In cases to be heard by the commission, each party shall include
copies of exhibits that it proposes to offer in evidence at the hearing with the pre-hearing statement. The
commission may exclude witnesses the party did not identify in the pre-hearing statement, or exhibits the
party did not file and serve with the pre-hearing statement, unless the party offers such evidence solely for
rebuttal or makes a satisfactory showing of good cause for failure to disclose the witness or exhibit.
(3) A pre-hearing statement filed by a corporation or other entity not represented by an
attorney shall identify-the person who will conduct the party’s presentation at the hearing and include a
sworn and notarized stalement attesting that the corporation’s or entity’s governing body or chief executive
officer authorizes the person to present the corporation or entity in the matter.
(4)  For cases pending before the commission, the comimission clerk shall disseminate copies
of pre-hearing statements and exhibits to the commission members.

C. Motions for continuance. Parties shall file and serve motions for contimuance no later
than 48 hours prior to time the hearmg is set to begin, uniess the reasons for requesting a continuance arise
after the deadlme, in which case the party shall {ile the motion as expeditiously as possible after becoming
aware of the need for a continuance.

[19.15.4.13 NMAC - Rp, 19.15.14.1211 NMAC, 12/1/08]

19.15.4.14 CONDUCT OF ADJUDICATORY HEARINGS:
A. Testimony. Hearings before the commission or a division examiner shall be conducted

without 1'ig1d formality. The division or commission shall take or have someone take a lranxcript of

“lestimony and preserve the (ranscript as a part of the division’s permanen( records.” A person Llestifying

shall do so under oath. The division examiner or comnussion shall designate whether or not an interested
party’s un-sworn comments and observations are relevant and, 1f relevant, include the comments and
X .



observationsin the record

B. Pre-filed testimony  The duector may order the patties (o file prepared writien testimony
in advance of the hearing ot cases pendmg before the commission The witness shall be present at the
heanng and shall adopt, under oath, the prepared wiitten testimony, subject o cross-cxamination and
motions to stiike unless the witness” presence at hearing s warved upon notice 1o other parties and without
then objection The parties shall number pages of the prepared written testimony  which shall contamn hne
numbers on the left-hand side

C. Appearances pro se or through an attorney Parties may appcar and participate n
heatngs cither pro se (on thewr own behalf) or through an attorney  Corporations, partnerships,
goveinmental entities, political subdivisions, unincorporated associations and other collective entities may
appcai only through an attorney or through a duly authorized officer or member Participation in
adjudicatory hearings shall be mited to parties, as defined 1n 19 15 4 10 NMAC, except that a
1epresentative of a federal, state o1 tribal governmental agency or political subdivision may make a
statement on the ageney’s ot pohitical subdivision’s behalf The commussion o1 division exanuner shall
have the discretion to allow other persons present at the hearmg to make a 1clevant statement, but not to
present evidence or cross-cxamine witnesses A person making a statement at an adjudicatory hearmg, shall
be subjeet to cross-exammation by the parties or then attorneys
119154 14 NMAC - Rp, 19 15 14 1212 NMAC, 12/1/08]



STATE OF NEW NMEXNICO
ENERGY.MINERALS AND NATURAL RESOURCES DEPARTANIENT
OIL CONSERVATION DIVISION

APPLICATION OF THE NEW MEXICO OIL CONSERVATION DIVISTON.
THROUGH THE ENFORCENMENT AND COVIPLIANCE MANAGER. FOR A
CONMPLIANCE ORDER AGAINST NMCDONNOLD OPERATING INC.
REVOKING INJECTION PERNITS R-3209 AND WEN-310: LEA COUNTY.

NEW ATENTCO.

.

CASENO. _; 4/ ¢ 5

APPLICATION FOR COMPLIANCE ORDER

AGAINST MCDONNOLD OPERATING INC.

s

I. = McDomnold Operating Inc ("McDonnold™) 15 a -corporation operating

wells in New Mexico under OGRID 14372,

Unil. in Lea County, New Mexicor
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Apphcation for Comphance Order

McDonnold Operating Inc.
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" operaton i nol i comphianee With Subsection A of 197157379 NNMAC
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3. The Langhe Jack Uit operaies as o waterflood. pursuant to Order No R-

3269 (issued m 1967) and WEN-310 (issued 11 1983)  The mjection wells for the Lt
arc highhighted above

4 The O1l Conservation Division (OCD) sceks an order lérmm:ltmg
NcDonnold's authority to inject in the Langhie Jack Unit pursuant to Ord.er No R-3269
and WEFX-310. basced on two theorics

Termination of Injection Authorits Based on 19.15.26.8(AMNMAC

3 19 1326 S(A) provides. i relevant part. that “{t]he division may ievoke a

permit for mjection 1ssued under 1915268 NVMAC after nouce and hearnng f the

Applicaton for Comphance Order
McDonnold Opcrating Inc
Page 2 of 7
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0. VieDonnold s out of comphance with Subsccuon A of 19 1359 NMAC
IO Wavs: s out of u)mpli;.mcé with financial assurance requirements and out af
comphunce onmuacine wells
/ Financial Assurance Requirements  Paragruph 1ol Subsection A of
1O 1550 NMAC requiies the operator 1o be m‘ c(mlp.lumcc with financral assuiance
requirements of 1913 8 NMAC, McDonnold™s State A 16 001, 30-023-248 14,15 u state
well that has been mactive since 2003 and does noi have the simgle well fimaneal
assurance required by 19 15,8 N AC.

S. Inactive Wells.  Paragraph 4 of Subsection A ol 19.13.3.9 NMAC
requires the operator to be in substantial compliancé with the mactive welltemporar
abandonment requirements of 19.15.235.8 NMAC. As an operator of 36 wells.
McDonnold may have no more than 2 wells out of compliance with 19.13.25.8 NMAC to
be in compliance \\'it.h 19.15.59 NMAC. '.L\ccording to the inactive well list kept

pursuant to 19.15.5.9 NMAC, the follovwing five wells operated by McDonnold ate n

violation of 19.15.25.8 NMAC:

i 306-G25-G4408 BAY FEDERAL D-35-205-35E D <372 #COOIHIOLD F O .0 2008
=002 OPERATING INC

1 36G-023-.0738 CLMNEFEDERAL E-15-37S-378 E 14372 MCDOMHOLD F G 1172008 PENROSE
=0C2 GOPER; TING IC

0 30-625-1073¢ CLHIE FEDERAL (-15-22S5-378 D 1372 HCIOWUMOLD f C 117200¢ PZiROSZ
=002 QOERATING INC

1 3C-022-30870 RED CLOUD #1-3 -255-37% 11 14372 1MCDOHIIOLD P G 0452001 YATES SEVED
=002 CPERATIIC [T RI/ZRE

o 30-025-248i4 STATI LB 1i-16-20S-378 4 14372 NCOOMIIOLES S O 022003 7 RVRS QUESN
=00y . CRERATING 0T

Termination of Injection ‘Authoritny . Based on Failure to Complv  with
Injection Rules and Permit Terms ’

9. In additon or in the aternative. the QCD sceks  termunation of

McDonnold's injection authority i the Langhe Jack Unit based on MeDonnold’s Tailure

Application for Comphiance Order
McDonnold Operating Inc
Pave 3 of 7



to comphy with the terms of 1ts mjecuon peinits and 1ts falure o comply with the Ol
Conseivauon Commssion s (OCCTs) myection tules

10 [he onamal order for the watetllood R=3269 1equires the operator o
comphy with the OCC s mjection rules then numbered Rules 701 702 7050 and 704
(mow tenumbered as 19 13 26 S through 1913 20 11 NMAC)  The second order for the
watetiood WIX-210 jequiies the operator o comply wath the tems of the previous
order and OCC njechion rules addine rules 703 and 700 (now renumbeied s
FO 1326 12 and 191520 15 NNTAC)  In addivon WEX-3T0 specifically provides that
the operator take all steps necessary to ensuie that the myected water enters ondy the
proposcd mjcction mterval and s not pernitted to escape 1o other formations o onto the
surface. and that the operator shall immediately notify the OCD of tatlures o1 leaks and
take such steps as mav be timely o1 necessarily to correct such failure or feakage

11 The OCC’s inyjection rules mclude the follow mg provisions

19 15.26.10(A) NMAC  The oparator shall equip, operate. monitor and maimtan

the well to facihtate periodic testing and to assure continued mechanical integrity

that will result 1 no sigmificant leak 0 the tubular goods and packing matenals

used and no signilicant flurd movement thiough vertical channels adjacent to the

well bore

o 191526.10(B)y NMAC  The operator shall operate und mamtain the mjection
project i such a manner as will confine the njected fluids to the mterval o
mtervals approved and prevent surface damage or pollution resulung fiom leaks
breaks o1 spills

e 191526 10(C) NMAC  The operator shall ieport the falwie of an mjection well
producing well or surfuce facihity. which failure may endanger undergiound
souices of” drnnkimg water. to the division under the “immediate notitication™
proceduic of 19 1329 TONMAC

o 191326 10(E)NMAC The division may shut i mjection wells o1 projects that
have exhibited farlure to confine mjected tluids to the authonzed ijection zone o
zoncs. until the operator has identified and corected the failuie

o 191526 11 NVAC. scts out mechanical mtegrity test requuements. mcluding

the requirement that tests to assure the wells continued mechanical mtegnity be

conducted at least every five vears
e 19.1526.13 NMAC" requires monthly tepoits of mjection on C-113s.

Application for Compliance Order
McDonnold Operating Inc
Page 4 of 7



|2 MceDonnold has violated the terms of its injection pernnis and the OCC s
myection rules i the followmg ways

o Alcchanical Infeerity Failures T our of Mebonnold « Lupehie Juch Unis myection wells

failed mechameal iiegrny tests on Maich 9. 2010,

2.30-025-11154
4.30-023-11109
50-025-11174

0-023-11270

Langhe Jack Unit No. |
Langhe Jueh Unit No.
Langlie Jack Umit No. 4.
Langhe Jack Unit No. 17,
According to the inspector’s notes, the No. 12 demonstrated commumcation
between tubing and casmg: the No. 14 had a bad wellhead lcak during the
pressure test: and the No. 17 had a surface leak during the pressure test. The -
wells have not passed mechanical integnty tests since tre failures m March 2010.
These failures constitute a violation di the permit terms requiring the operator to
inject only into the approved interval. and to prevent leaks. The failures also
violate the operation and maintenance provisions of 19.13.26.10 NMAC and the
mechanical integrity test 1'equircmcnfs of 19.15.26.11 NMAC,

e Continucd Injection Despite Failures/False Reporting. On March 10. 2010.
the OCD sent McDonnold a Letter of Violation and Shut-In Directive, requiring
McDonnold to shut-in the four wells i1dentified above until repaired. and requiring

" the repairs to be completed by June 12. 2010. Despite the March 10, 2010
directive to shut-in the four injection wells until repaired. McDonnold has
reported injection in each well through December 2010. Either McDonnold is
continuing 1o inject o the wells despite the directive and the demonstrated
failures of the wells. or it is reporting incorrectly, Continued injection despite
failed mechanical integnity tests consttutes a violation of the permit terms
requiring the operator to nject only into the approved mterval. and to prevent
leaks. Continued mjection also violates the operation and maintenance provisions

~of 19.13.26.10 NMAC and the mechanical integrity -test requirements of
19.13.20.11 NMAC.

o Tailure to File Injection Reports. MceDonnold has not filed s C-113 reports for
January or Tebruary 2011, The January report was due Maich 152011, and the
February 1eport was due April 132011, Sce 19 15.7.24 NMAC, This failuie o
report constitutes a violation 01 19 13.20.15 NMAC

e« Tailure to Manage Well to Prevent Surface Damage. and Failure to Report
and Correct Release. On Apnl 18, 2017, Hobbs District Supervisor Lary
T Buddy T HI went 1o the site ol the Langlic Jack Unit Noo 4 and saw that'a tank
on the location had overflowed. 1t appeared that a backhoe had been used to
Apphcation for Comphance Order
McDonnold Operating Inc.
Page 50l 7



blade around the tank acioss the locanon and into pastuie south of the well
approvimately 40 mto o depresston OCD personned went back to the site on
\puk 20 2011 and saw fresh dov and caliche covenmg the area wround the tank
and the Tocation When they saratched the switace of the dirt they found the
underving sorl was wet and tound o1l and basic sediment NMceDonnold has not
m;m:v__'cd the mjecuon well o prevent swiface damage  as requied by
L9 1326 10(B) NMAC. and did not notily the OCD of the release under the
immediate notfication procedures setout i 191529 10 NMAC, as required by
191526 10(C) NMAC

WHIREFTORE  the Enforcement and Comphiance Manager ol the Divivion
hereby applies to the Duector to enter an ordue

A Determimng that VicDonnold s violation of 19 155 9 NNAC. based on
its lack of comphance with financial asswance requirements  and mactive
wllitemporary abandonment requirements.

B. In additon or 1 the alternative. determining that McDonnold 15
violation of the terms of R-3269 and WFX-510 and OCC mjection rules
191526 10 NMAC. 191526 11 NMAC and 19.1526 13 NMAC based on the
demonstrated mechanical integrity failures of 1ts injection wells. 1ts failure to
correct those failures, its continued mjection after being dnected to shut-in the
wells, 1ts failure to file injection 1eports. and the release at the Langhe Jack Unit
No. 14 that it failed to 1eport and has not properly corrected:

C Requining McDonnold to cortect the comphance issucs identified in the
order and provide proot of its complance to the OCD Enforcement and
Compliance Manager by a date certain.

D Setting this matter for a follow-up hearing at the next hearng date afte
the deadline-set for compliance to deternune 1t McDonnold's authoritv to mject.an
the Langhe Jack Unit should be 1evoked, and

E For such other and further reliel as the Director deems just and propa
under the circumstances

RESPECTFULLY  SUBMITTLD
this " davof May 2011 by

Sd

;o0 ! i -
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/ ey
./‘//-/ //é/ A gy G
- —Garl MacQuesten - oo oo -
Sonny Swuazo

Apphcanon for Comphance Order
McDonnold Operating Ine.
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Assistant General Counscl

Encrgv. Nhinerals and  Natural
- Resources Department of the State of

New Meviceo

1220S St Frunas Drine

Santa Fe. NM 87303

Phone

Guail MacQuesten (305) 4706-3451

Sonny Swaza (303) 470-3405

FAN-(303)476-3402

c-mat gl macauesien’a stage.nny us

SO LSW 70707 SLTC DI Us

Attorneys for the New Mexico O1l
Conservation Division

Case No. . Application of the New Mexico Oil Conservation Division for a
Compliance Order against McDonnold Operating Inc. revoking injection permits R-3269
and WFEX-310 for the Langlie Jack Unit.  The requested revocation would atfect the
following injection wells; Langlie Jack Unit 2004, B-20-24S-37E. 30-025-11174:
Langlie Jack Unit #006. D-20-24S-37E. 30-023-11173: Langhe Jack Unit 7007, F-20-
24S-37E. 30-023-11172; Langlie Jack Unit #010. E-21-24S-37E, 30-023-11177: Langhe
Jack Umt £012. 1-20-24S-37E. 30-023-11134: Langhe Jack Unit #014. O-20-24S-37E.
30-023-11169; and Langhe Jack Unit =017, A-29-245-37E. 50-025-11276. The affected
wells are located approximately > miles south of Teague, New Mexico iy Lea County.

Apphication for Compliance Order
NMcDonnold Operatimg Inc.
Pacc 7ol 7
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