popsn o

;«gzﬂ ,
New Mexico E_nergg, Mincra]s

RS sopen:

and Natura] Resources Departmcnt

Bill Richardson

Governor
Jon Goldstein Mark Fesmire
Cabinet Secretary Division Director
Oil Conservation Division
Jim Noel

Deputy Cabinet Secretary

June 10, 2010

Ocean Munds-Dry

Attorney at Law,

Attorney for Three Rivers Operating Company, L.L.C.
Holland & Hart

P.O. box 2208

Santa Fe, New Mexico 87504-2208

Re: Request for Extension of Injection Deadline Pursuant to Ordering Paragraph (12) of
Order No. R-13143, Chesapeake Operating, Inc./Three Rivers Operating Company

Dear Ms Munds-Dry:

The Oil Conservation Division (OCD) received your letter dated May 28, 2010, regarding the
above referenced subject on June 1, 2010. The OCD has reviewed your request and determined
the following:

(1)  On July 6, 2009, the Division granted the Application ot Chesapeake Operating, Inc. tor
Approval of a Pilot Water-flood Project in the Seven Rivers Formation to Study the Feasibility
of Implementing Enhanced Recovery Operations in the Tonto-Seven Rivers Pool, Lea County,
New Mexico.

(2) It is our understanding that on April 9, 2010, Three Rivers Operating Company, L.L.C.
acquired from Chesapeake Operating, L.L.C. the wells that are the subject of the Tonto-Seven
Rivers Lease Water-flood Project.

3) It is also our understanding that Three Rivers Operating Company, L.L.C. requires an
extension of time to evaluate the Project before commencing injection operations.

4 Pursuant to Ordering Paragraph (12) of Order No. R-13143, Three Rivers Operating
Company, L.L.C. is hereby granted an extension of time to commence the injection operations
into the wells to July 31, 2011.

Oil Conservation Division * 1220 South St. Francis Drive

* Santa Fe, New Mexico 87505 B —

o
* Phone: (505) 476-3440 * Fax (505) 476-3462* http://www.emnrd.state.nm.us &“‘
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If you have any question, please contact Richard Ezeanyim at (505)-476-3467
Sincerely;
Mark E. Fesmire, P.E.

Director

Cc: 01l Conservation Division District I — Hobbs
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omundsdry@hollandhart.com

May 28, 2010

HAND-DELIVERED

Mark E. Fesmire, P. E.
Director
Oii Conservation Division
ew Mexico Department of Energy,
Minerals and Natural Resources
1220 South Saint Francis Drive
Santa Fe, New Mexico 87505

Re:  Qil Conservation Division Case No. 14325: Application ofSEhesgﬁ‘éake
Operating, Inc. for Approval of a Pilot Project in the Seven Rivers
Formation To Study the Feasiblity of Implementing Enhanced Recovery
Operations in this Pool (Tonto-Seven Rivers Pool), Lea County, New
Mexico.

Deuar Mr. Fesmire;

On July 6, 2009, the Division entered Order No. R-13143 which granted the
application of Chesapeake Operating Inc. in the above-referenced case to institute a lease
waterflood pilot project by the injection of water into the Seven Rivers formation to study
the feasiblity of implementing enhanced recovery operations by waterflooding in the
Toato-Seven Rivers Pool and to determine the proper injection and production patterns to
be used to maximize recovery from the reservoir.

Order R-13142 provides that the injection authority granted in the Order will
“terminate one year after the date of this order...provided, however, the Division, upon
writen request by the operator, may grant an extension for good cause.”

Three Rivers Operating Company, LLC (“Three Rivers”) acquired the wells that
arc the subject of the Tonto-Seven Rives Lease Waterflood Project effective April 9,
2010. However, Three Rivers just received the relevant files and will not take over
physical operaticns from Chesapeake Operating, Inc. until June 1, 2010. Three Rivers
needs to conduct its own evaluation of the project and then have time to commence the
work as required under Order No. R-13143. Since it will be unable to commence
injection prior to the current deadline set by this order, Three Rivers hereby requests an
extension of Order No. R-13143 from July 9, 2010 until July 9, 2011.

Holland & Hart w.e

Phone [505] 988-4421 Fax [505] 983-6043 www.hollandhart.com

110 North Guadalupe Suite 1 Santa Fe,NM 87501 Mailing Address PO.Box 2208 Santa Fe,NM 87504-2208

Aspen Billings Boise Boulder Cheyenne Colorado Springs Denver DenverTech Center Jackson Hole Salt Lake City SantaFe Washington,D.C. &
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Your attention to this request is appreciated.

Sincerely,ww ,Bé

Ocean Munds-Dry
Enclosure (Order No. R-13143)

cc: Mr. Jim Kiesling



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

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

APPLICATION OF CHESAPEAKE OPERATING, INC. FOR APPROVAL OF A
PILOT PROJECT IN THE SEVEN RIVERS FORMATION TO STUDY THE
FEASIBILITY OF IMPLEMENTING ENHANCED RECOVERY OPERATIONS
IN THIS POOL (TONTO-SEVEN RIVERS POOL), LEA COUNTY, NEW

MEXICO.

CASE NO. 14325 '
ORDER NO. R-13143

ORDER OF THE DIVISION

BY THE DIVISION:

This case came on for hearing at 8:15 a. m. on June 2, 2009 and June 25, 2009 at
Santa Fe, New Mexico, before Examiners William V. Jones, David K. Brooks and Terry

Warnell.

NOW, on this 6™ day of July, 2009, the Division Director, having considered the
testimony, the record and the recommendations of the Examiners,

FINDS THAT:

(1)  Due public notice has been given, and the Division has jurisdiction of this
case and of the subject matter.

(2)  The applicant, Chesapeake Operating, Inc., (“Chesapeake” or “applicant™)
seeks authorization to institute a lease waterflood pilot project by the injection of water
into the Seven Rivers formation to study the feasibility of implementing enhanced
recovery operations by waterflooding in this pool and to determine the proper injection
and production patterns to be used to maximize the remaining recovery from this

TESErvolr.

(3) This pilot waterflood project should be designated the “Tonto-Seven
Rivers Lease Waterflood Project” and encompasses Chesapeake’s Federal Oil and Gas
Lease NM 56749 covering 520 acres, more or less, of the following lands within Lea
County, New Mexico:
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TOWNSHIP 19 SOUTH, RANGE 33 EAST, NMPM

Section 14:  W/2, W/2 SE/4,
N/2 NE/4, SW/4 NE/4

4) Chesapeake proposes to utilize for injection its Federal USA L Well No. 4
located 2100 feet from the South line and 2310 feet from the West line of Section 14,
Township 19 South, Range 33 East, NMPM, Lea County, New Mexico. Based on the
information obtained from this first injection well, Chesapeake anticipates that it may
need additional injection wells and seeks authority to add these wells by administrative

application filed pursuant to Division rules.

(5)  Chesapeake presented the following geologic and engineering testimony:

(a)

(b)

(©

(d)

(e)

()

Chesapeake proposes to recomplete its Federal USA L Well No. 4
located 2100 feet from the South line and 2310 feet from the West
line of Section 14, Township 19 South, Range 33 East, NMPM, for
the purpose of injecting produced water into the Seven Rivers
formation to determine if effective enhanced recovery operation
can be conducted in this formation.

Although it appears that substantial oil remains in the Tonto-Seven
Rivers Pool, unless enhanced recovery methods can be devised that
will enable operators to move this oil, this reservoir is approaching
the end of its productive life and reserves will be wasted.

The Seven Rivers formation is continuous and correlatable across
the project ared and that this lease is a good candidate for the
implementation of a waterflood project.

Chesapeake proposes to conduct tests to establish the reservoir
conductivity under this Iease, confirm the natural flow
characteristics thereof, and determine if an effective response to
waterflood operations can be obtained.

If this project is successful, enhanced recovery techniques for other
portions of this pool can be developed and much, if not all, of the
Tonto-Yates-Seven Rivers Pool could be the subject to waterflood
operations and oil could be recovered from this formation that
otherwise will not be recovered thereby causing waste.

Chesapeake’s pilot project 1s within a single federal lease and all
owners of interest in this lease support this pilot project; therefore
correlative rights are not being affected.

©) Nearburg Producing Company appeared at the hearing through legal
counsel but did not oppose the application. No other operator or party appeared in this
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case in opposition to the application. Chesapeake presented a letter from the Bureau of
Land Management stating that it had reviewed the proposal and had no objection to

proceeding with the Pilot project.

(7)  Chesapeake’s application for injection into the Seven Rivers formation in
its Federal USA L Well No. 4 should be approved provided that prior to commencing
injection operations into the proposed injection well, Chesapeake should be required to
provide the results of compatibility testing on the proposed injection waters to the Hobbs
District Office of the Division, and satisfy the District Office that the proposed injection
can be conducted with no issues concerning the compatibility of the fluids in the

TESErvolr.

3] The Texaco Federal Well No. 3 located 660 feet from the South line and
1980 feet from the West line of Section 14, Township 19 South, Range 33 East, NMPM,
is the one well within the “area of review” for the proposed injection well on which
remedial work is needed to assure that injected fluid does not migrate from the Seven
Rivers formation into other formations. This well was initially completed with 5 72 inch
casing cemented from TD to a cement top of 5,150 feet which leaves the Seven Rivers

Formation open and not isolated by cement.

(9)  Prior to commencing injection operations, Chesapeake should be required
to consult with the Division’s Hobbs District Office to devise and execute a plan where
needed remedial work will be conducted on the Texaco Federal Well No. 3 to assure that
the Seven Rivers formation in this well is effectively isolated from other formations.

(10) The operator should take all steps necessary to ensure that the injected
water enters only the proposed injection interval and is not permitted to escape to other
formations or onto the surface from injection, production, or plugged and abandoned

wells.

(11) Injection should be accomplished through 2 3/8-inch internally plastic-
lined tubing installed in a packer set within 100 feet of the uppermost injection
perforation in each well. The casing-tubing annulus should be filled with an inert fluid
and a gauge or approved leak-detection device should be attached to the annulus in order

to determine leakage in the casing, tubing, or packer.

(12) The injection wells or pressurization system should be equipped with a
pressure control device or acceptable substitute that will limit the surface injection
pressure to no more than 0.2 pounds per foot of depth to top of the injection interval.

(13) Prior to commencing injection operations, the casing in each well should
be pressure tested throughout the interval from the surface down to the proposed packer
setting depth to assure the integrity of such casing.

(14) The operator should give advance notice to the supervisor of the
Division’s Hobbs District Office of the date and time (i) injection equipment will be
installed, (ii) the mechanical integrity pressure tests will be conducted on the proposed
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injection wells, and (iii) remedial work as required will be conducted on the well
identified in Finding No. 8, so these operations may be witnessed. -

(15)  The operator should immediately notify the supervisor of the Division’s
Hobbs District Office of the failure of the tubing, casing or packer in any of the injection
wells, or the leakage of water, oil or gas from or around any producing or plugged and
abandoned well within the project area, and should take all steps as may be timely and

necessary to correct such failure or leakage.

(16) The proposed lease waterflood project should be approved and be
governed by Division Rules 19.15.26.8.C NMAC et seq.

(17)  The injection authority granted herein for the wells identified in Finding
No. 4 should terminate one year after the date of this order if the operator has not
commenced injection operations into the wells; provided, however, the Division, upon
written request by the operator, may grant an extension for good cause.

IT IS THEREFORE ORDERED THAT:

1) Chesapeake Operating, Inc., (“Chesapeake™) is hereby authorized to
institute a lease waterflood project within its “Tonto-Seven Rivers Lease Waterflood
Project”, described as follows, by the injection of water into the Seven Rivers Formation,
Tonto-Seven Rivers Pool in its Federal USA L Well No. 4 located 2100 feet from the
South line and 2310 feet from the West line of Section 14, Township 19 South, Range 33
East, NMPM, Lea County, New Mexico, for the purpose of injecting produced water into
the Seven Rivers formation to determine if effective enhanced recovery operation can be

conducted in this formation :

TOWNSHIP 19 SOUTH, RANGE 33 EAST, NMPM

Section 14: W/2, W/2 SE/4,
N/2 NE/4, SW/4 NE/4

¥)) The operator shall take all steps necessary to ensure that the injected water
enters only the proposed injection interval and is not permitted to escape to other
formations or onto the surface from injection, production, or plugged and abandoned

wells.

3) Injection shall be accomplished through 2 3/8-inch internally plastic-lined
tubing installed in a packer set within 100 feet of the uppermost injection perforation in
each well. The casing-tubing annulus shall be filled with an inert fluid and a gauge or
approved leak-detection device shall be attached to the annulus in order to determine

leakage in the casing, tubing, or packer.

(4)  The injection wells or pressurization system shall be equipped with a
pressure control device or acceptable substitute that will limit the surface injection
pressure to no more than 0.2 pounds per foot of depth to the top of the injection interval.
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(5) The Divistori Director may administratively authorize a pressure limitation
in excess of the above upon a showing by the operator that such higher pressure will not
result in the fracturing of the injection formation or confining strata.

(6) Prior to commencing injection operations, the casing in each well shall be
pressure tested throughout the interval -from the surface down to the proposed packer
setting depth to assure the integrity of such casing.

N Prior to commencing injection operations, Chesapeake shall provide the
results of compatibility testing on the proposed injection waters to the Division’s Hobbs
District Office and satisfy the District Office that the proposed injection can be conducted
with no issues concerning the comipatibility of the fluids in the reservoir.

® Prior to commencing injection operations, Chesapeake should consult with
the Division’s Hobbs District Office to devise and execute a plan where needed remedial
work will be conducted on the Texaco Federal Well No. 3, described in Finding No. 8, to
assure that the Seven Rivers formation in this well is effectively isolated from other
formations. This well has a current top of cement at 5,150 feet behind the production
string. The production tubing and rods have to be pulled, perforate below the Seven
Rivers and circulate cement either to the surface or sufficiently high enough to get
cement over and above the Seven Rivers Formation such that it is 1solated.

®) The operator should give advance notice to the supervisor of the
Division’s Hobbs District Office of the date and time (i) injection equipment will be
installed, and (ii) the mechanical integrity pressure tests will be conducted on the
proposed injection well, so these operations may be witnessed. '

(10) The operator shall immediately notify the supervisor of the Division’s
Hobbs District Office of the failure of the tubing, casing or packer in this injection well,
or the leakage of water, oil or gas from or around any producing or plugged and
abandoned well within the project area, and shall take all steps as may be timely and
necessary to correct such failure or leakage.

(11) The waterflood project is hereby designated the “Tonto-Seven Rivers
Lease Waterflood Project”, and the applicant shall conduct injection operations in
accordance with Division Rules No. 701 through 708, and shall submit monthly progress
reports in accordance with Division Rules No. 706 and 1115.

(12)  The injection authority granted herein shall terminate one year after the
date of this order if the operator has not commenced njection operations into the well;
provided, however, the Division, upon written request by the operator, may grant an
extension for good cause.

(13) This order does mnot relieve the operator of responsibility should its
operations cause any damage or threat of damage to protectable fresh waters, human
health or environment, nor does it relieve the operator of the responsibility for complying
with applicable Division rules or other federal, state or local laws or regulations.
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(14)  Jurisdiction of this cause is retained for the entry of such further orders as

the Division may deem necessary.
DONE in Santa Fe, New Mexico, on the day and year hereinabove designated.

STATE OF NEW MEXICO
OIL CONSERVATION DIVISION

TP A e

f/ ,
" MARK E. FESMIRE, P. E.
Director




Ocean Munds-Dry
omundsdry@hollandhart.com
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May 28, 2010

HAND-DELIVERED

Mark E. Fesmire, P. E. N oo
Director ::a Ej;g

:

Oil Conservation Division
New Mexico Department of Energy,
Minerals and Natural Resources -~

i
]

l - Nilt
A

1220 South Saint Francis Drive 0 CD
Santa Fe, New Mexico 87505 NS
O

Re: Qil Conservation Division Case No. 14325: Application of Chesapeake
Operating, Inc. for Approval of a Pilot Project in the Seven Rivers
Formation To Study the Feasiblity of Implementing Enhanced Recovery
Operations in this Pool (Tonto-Seven Rivers Pool), Lea County, New
Mexico.

Dear Mr. Fesmire;

On July 6, 2009, the Division entered Order No. R-13143 which granted the
application of Chesapeake Operating Inc. in the above-referenced case to institute a lease
waterflood pilot project by the injection of water into the Seven Rivers formation to study
the feasiblity of implementing enhanced recovery operations by waterflooding in the
Tonto-Seven Rivers Pool and to determine the proper injection and production patterns to
be used to maximize recovery from the reservoir.

Order R-13142 provides that the injection authority granted in the Order will
“terminate one year after the date of this order...provided, however, the Division, upon
writen request by the operator, may grant an extension for good cause.”

Three Rivers Operating Company, LLC (“Three Rivers”) acquired the wells that
are the subject of the Tonto-Seven Rives Lease Waterflood Project effective April 9,
2010. However, Three Rivers just received the relevant files and will not take over
physical operations from Chesapeake Operating, Inc. until June 1, 2010. Three Rivers
needs to conduct its own evaluation of the project and then have time to commence the
work as required under Order No. R-13143. Since it will be unable to commence
injection prior to the current deadline set by this order, Three Rivers hereby requests an
extension of Order No. R-13143 from July 9, 2010 until July 9, 2011.

Holland & Hart ue

Phone |505} 988-4421  Fax [505] 983-6043 www.hollandhart.com

110 North Guadalupe Suite 1 Santa Fe, NM 87501 Mailing Address PO.Box 2208 Santa Fe, NM 87504-2208

Aspen Billings Boise Boulder Cheyenne Colorado Springs Denver Denver Tech Center Jackson Hole SaltLake City SantaFe Washington, D.C. <3
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Your attention to this request is appreciated.

Sincerely,

Ocean Munds-Dry
Enclosure (Order No. R-13143)

cc: Mr. Jim Kiesling



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

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

APPLICATION OF CHESAPEAKE OPERATING, INC. FOR APPROVAL OF A
PILOT PROJECT IN THE SEVEN RIVERS FORMATION TO STUDY THE
FEASIBILITY OF IMPLEMENTING ENHANCED RECOVERY OPERATIONS
IN THIS POOL (TONTO-SEVEN RIVERS POOL), LEA COUNTY, NEW

MEXICO.

CASE NO. 14325 _
ORDER NO. R-13143

ORDER OF THE DIVISION

BY THE DIVISION:

This case came on for hearing at 8:15 a. m. on June 2, 2009 and June 25, 2009 at
Santa Fe, New Mexico, before Examiners William V. Jones, David K. Brooks and Terry

Warnell.

NOW, on this 6™ day of July, 2009, the Division Director, having considered the
testimony, the record and the recommendations of the Examiners,

FINDS THAT:

(1)  Due public notice has been given, and the Division has jurisdiction of this
case and of the subject matter,

(2)  The applicant, Chesapeake Operating, Inc., (“Chesapeake” or “applicant™)
seeks authorization to institute a lease waterflood pilot project by the injection of water
into the Seven Rivers formation to study the feasibility of implementing enhanced
recovery operations by waterflooding in this pool and to determine the proper injection
and production patterns to be used to maximize the remaining recovery from this

reservoir,

(3) This pilot waterflood project should be designated the “Tonto-Seven
Rivers Lease Waterflood Project” and encompasses Chesapeake’s Federal Oil and Gas
Lease NM 56749 covering 520 acres, more or less, of the following lands within Lea
County, New Mexico: -
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TOWNSHIP 19 SOUTH, RANGE 33 EAST, NMPM

Section 14:  W/2, W/2 SE/4,
N/2 NE/4, SW/4 NE/4

4) Chesapeake proposes to utilize for injection its Federal USA L Well No. 4
located 2100 feet from the South line and 2310 feet from the West line of Section 14,
Township 19 South, Range 33 East, NMPM, Lea County, New Mexico. Based on the
information obtained from this first injection well, Chesapeake anticipates that it may
need additional injection wells and seeks authority to add these wells by administrative
application filed pursuant to Division rules.

3) Chesapeake presented the following geologic and engineering testimony:

(a)

(®)

(©

(d)

(e)

()

Chesapeake proposes to recomplete its Federal USA L Well No. 4
located 2100 feet from the South line and 2310 feet from the West
line of Section 14, Township 19 South, Range 33 East, NMPM, for
the purpose of injecting produced water into the Seven Rivers
formation to determine if effective enhanced recovery operation
can be conducted in this formation.

Although it appears that substantial oil remains in the Tonto-Seven
Rivers Pool, unless enhanced recovery methods can be devised that
will enable operators to move this oil, this reservoir is approaching
the end of its productive life and reserves will be wasted.

The Seven Rivers formation is continuous and correlatable across
the project area and that this lease is a good candidate for the
implementation of a waterflood project.

Chesapeake proposes to conduct tests to establish the reservoir
conductivity under this lease, confirm the mnatural flow
characteristics thereof, and determine if an effective response to
waterflood operations can be obtained.

If this project is successful, enhanced recovery techniques for other
portions of this pool can be developed and much, if not all, of the
Tonto-Yates-Seven Rivers Pool could be the subject to waterflood
operations and oil could be recovered from this formation that
otherwise will not be recovered thereby causing waste.

Chesapeake’s pilot project 1s within a single federal lease and all
owners of interest in this lease support this pilot project; therefore
correlative rights are not being affected.

(6) Nearburg Producing Company appeared at the hearing through legal
counsel but did not oppose the application. No other operator or party appeared in this
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case in opposition to the application. Chesapeake presented a letter from the Bureau of
Land Management stating that it had reviewed the proposal and had no objection to

proceeding with the Pilot project.

(7) Chesapeake’s application for injection into the Seven Rivers formation in
its Federal USA L Well No. 4 should be approved provided that prior to commencing
injection operations into the proposed injection well, Chesapeake should be required to
provide the results of compatibility testing on the proposed injection waters to the Hobbs
District Office of the Division, and satisfy the District Office that the proposed injection
can be conducted with no issues concerning the compatibility of the fluids in the

TESErvoIr.

(8) The Texaco Federal Well No. 3 located 660 feet from the South line and
1980 feet from the West line of Section 14, Township 19 South, Range 33 East, NMPM,
is the one well within the “area of review” for the proposed injection well on which
remedial work is needed to assure that injected fluid does not migrate from the Seven
Rivers formation into other formations. This well was initially completed with 5 2 inch
casing cemented from TD to a cement top of 5,150 feet which leaves the Seven Rivers

Formation open and not isolated by cement.

(9)  Prior to commencing injection operations, Chesapeake should be required
to consult with the Division’s Hobbs District Office to devise and execute a plan where
needed remedial work will be conducted on the Texaco Federal Well No. 3 to assure that
the Seven Rivers formation in this well is effectively isolated from other formations.

(10) The operator should take all steps necessary to ensure that the injected
water enters only the proposed injection interval and is not permitted to escape to other
formations or onto the surface from injection, production, or plugged and abandoned

wells.

(11) Injection should be accomplished through 2 3/8-inch internally plastic-
lined tubing installed in a packer set within 100 feet of the uppermost injection
perforation in each well. The casing-tubing annulus should be filled with an inert fluid
and a gauge or approved leak-detection device should be attached to the annulus in order

to determine leakage in the casing, tubing, or packer.

(12) The injection wells or pressurization system should be equipped with a
pressure control device or acceptable substitute that will limit the surface injection
pressure to no more than 0.2 pounds per foot of depth to top of the injection interval.

(13) Prior to commencing injection operations, the casing in each well should
be pressure tested throughout the interval from the surface down to the proposed packer

setting depth to assure the integrity of such casing.

(14) The operator should give advance notice to the supervisor of the
Division’s Hobbs District Office of the date and time (i) injection equipment will be
installed, (ii) the mechanical integrity pressure tests will be conducted on the proposed
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injection wells, and (iil) remedial work as required will be conducted on the well
identified in Finding No. 8, so these operations may be witnessed. .

(15)  The operator should immediately notify the supervisor of the Division’s
Hobbs District Office of the failure of the tubing, casing or packer in any of the injection
wells, or the leakage of water, oil or gas from or around any producing or plugged and
abandoned well within the project area, and should take all steps as may be timely and

necessary to correct such failure or leakage.

(16) The proposed lease waterflood project should be approved and be
govemned by Division Rules 19.15.26.8.C NMAC et seq.

(17)  The injection authority granted herein for the wells identified in Finding
No. 4 should terminate one year after the date of this order if the operator has not
commenced injection operations into the wells; provided, however, the Division, upon
written request by the operator, may grant an extension for good cause.

IT IS THEREFORE ORDERED THAT:

6] Chesapeake Operating, Inc., (“Chesapeake”) is hereby authorized to
institute a lease waterflood project within its “Tonto-Seven Rivers Lease Waterflood
Project”, described as follows, by the injection of water into the Seven Rivers Formation,
Tonto-Seven Rivers Pool in-its Federal USA L Well No. 4 located 2100 feet from the
South line and 2310 feet from the West line of Section 14, Township 19 South, Range 33
East, NMPM, Lea County, New Mexico, for the purpose of injecting produced water into
the Seven Rivers formation to determine if effective enhanced recovery operation can be

conducted in this formation :

TOWNSHIP 19 SOUTH, RANGE 33 EAST,. NMPM

Section 14: 'W/2, W/2 SE/4,
N/2 NE/4, SW/4 NE/4

(2)  The operator shall take all steps necessary to ensure that the injected water
enters only the proposed injection interval and is not permitted to escape to other
formations or onto the surface from injection, praduction, or plugged and abandoned

wells.

3) Injection shall be accomplished through 2 3/8-inch internally plastic-lined
tubing installed in a packer set within 100 feet of the uppermost injection perforation in
each well. The casing-tubing annulus shall be filled with an inert fluid and a gauge or
approved leak-detection device shall be attached to the annulus in order to determine

leakage in the casing, tubing, or packer.

(4)  The injection wells or pressurization system shall be equipped with a
pressure control device or acceptable substitute that will limit the surface injection
pressure to no more than 0.2 pounds per foot of depth to the top of the injection interval.



CASE NO. 14325
Order No. R- 13143
Page 50f 6

(5) The Division Director may administratively authorize a pressure limitation
in excess of the above upon a showing by the operator that such higher pressure will not
result in the fracturing of the injection formation or confining strata.

(6)  Prior to commencing injection operations, the casing in each well shall be
pressure tested throughout the interval from the surface down to the proposed packer
setting depth to assure the integrity of such casing,

(7 Prior to commencing injection operations, Chesapeake shall provide the
results of compatibility testing on the proposed injection waters to the Division’s Hobbs
District Office and satisfy the District Office that the proposed injection can be conducted
with no issues concerning the compatibility of the fluids in the reservoir.

(8) Prior to commencing injection operations, Chesapeake should consult with
the Division’s Hobbs District Office to devise and execute a plan where needed remedial
work will be conducted on the Texaco Federal Well No. 3, described in Finding No. 8, to
assure that the Seven Rivers formation in this well is effectively isolated from other
formations. This well has a current top of cement at 5,150 feet behind the production
string. The production tubing and rods have to be pulled, perforate below the Seven
Rivers and circulate cement either to the surface or sufficiently high enough to get
cement over and above the Seven Rivers Formation such that it is isolated.

® The operator should give advance notice to the supervisor of the
Division’s Hobbs District Office of the date and time (i) injection equipment will be
installed, and (ii) the mechanical integrity pressure tests will be conducted on the
proposed injection well, so these operations may be witnessed.

(10) The operator shall immediately notify the supervisor of the Division’s
Hobbs District Office of the failure of the tubing, casing or packer in this injection well,
or the leakage of water, oil or gas from or around any producing or plugged and
abandoned well within the project area, and shall take all steps as may be timely and
necessary to correct such failure or leakage.

(11) The waterflood project is hereby designated the “Tonto-Seven Rivers
Lease Waterflood Project”, and the applicant shall conduct injection operations in
accordance with Division Rules No. 701 through 708, and shall submit monthly progress
reports in accordance with Division Rules No. 706 and 1115.

(12)  The injection authority granted herein shall terminate one year after the
date of this order if the operator has not commenced injection operations into the well;
provided, however, the Division, upon written request by the operator, may grant an

extension for good cause.

(13) This order does not relieve the operator of responsibility should its
operations cause any damage or threat of damage to protectable fresh waters, human
health or environment, nor does it relieve the operator of the responsibility for complying
with applicable Division rules or other federal, state or local laws or regulations.
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(14)  Jurisdiction of this cause is retained for the entry of such further orders as

the Division may deern necessary.

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

STATE OF NEW MEXICO
OIL CONSERVATION DIVISION

/ 1,; //

/

e MARK E. FESMIRE, P. E.
Director
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May 28, 2010

HAND-DELIVERED =
s [

Mark E. Fesmire, P. E. . T2
s e T
Director = Lo
Oil Conservation Division S
New Mexico Department of Energy, i
Minerals and Natural Resources v -

1220 South Saint Francis Drive N CD
Santa Fe, New Mexico 87505 N

Re: Oil_Conservation Division Case No. 14325: Application of Chesapeake
Operating, Inc. for Approval of a Pilot Project in the Seven Rivers
Formation To Study the Feasiblity of Implementing Enhanced Recovery

Operations in this Pool (Tonto-Seven Rivers Pool), Lea County, New
Mexico.

Dear Mr. Fesmire;

On July 6, 2009, the Division entered Order No. R-13143 which granted the
application of Chesapeake Operating Inc. in the above-referenced case to institute a lease
waterflood pilot project by the injection of water into the Seven Rivers formation to study
the feasiblity of implementing enhanced recovery operations by waterflooding in the

Tonto-Seven Rivers Pool and to determine the proper injection and production patterns to
be used to maximize recovery from the reservoir.

Order R-13142 provides that the injection authority granted in the Order will
“terminate one year after the date of this order...provided, however, the Division, upon
writen request by the operator, may grant an extension for good cause.”

Three Rivers Operating Company, LLC (“Three Rivers”) acquired the wells that
are the subject of the Tonto-Seven Rives Lease Waterflood Project effective April 9,
2010. However, Three Rivers just received the relevant files and will not take over
physical operations from Chesapeake Operating, Inc. until June 1, 2010. Three Rivers
needs to conduct its own evaluation of the project and then have time to commence the
work as required under Order No. R-13143. Since it will be unable to commence
injection prior to the current deadline set by this order, Three Rivers hereby requests an
extension of Order No. R-13143 from July 9, 2010 until July 9, 2011.

Holland &Hart we
Phone [505] 988-4421 fFax [505] 983-6043 www.hollandhart.com
110 North Guadalupe Suite 1 Santa Fe, NM 87501 Mailing Address P.O.Box 2208 Santa Fe, NM 87504-2208

Aspen  Billings Boise Boulder Cheyenne Colorado Springs Denver DenverTech Center Jackson Hole SaltLake City SantaFe Washington,D.C. <3



May 28, 2010

Page 2
HOLLAND & HART. 1P
Your attention to this request is appreciated.
Sincerely, uﬂdd ,
Cean M B
Ocean Munds-Dry G\/{

Enclosure (Order No. R-13143)

ce: Mr. Jim Kiesling



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

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

APPLICATION OF CHESAPEAKE OPERATING, INC. FOR APPROVAL OF A
PILOT PROJECT IN THE SEVEN RIVERS FORMATION TO STUDY THE
FEASIBILITY OF IMPLEMENTING ENHANCED RECOVERY OPERATIONS
IN THIS POOL (TONTO-SEVEN RIVERS POOL), LEA COUNTY, NEW

MEXICO.

CASENO. 14325
ORDER NO. R-13143

ORDER OF THE DIVISION

BY THE DIVISION:

This case came on fbr hearing at 8:15 a. m. on June 2, 2009 and June 25, 2009 at
Santa Fe, New Mexico, before Examiners William V. Jones, David K. Brooks and Terry

Warnell.

NOW, on this 6™ day of July, 2009, the Division Director, having considered the
testimony, the record and the recommendations of the Examiners,

FINDS THAT:

(1)  Due public notice has been given, and the Division has jurisdiction of this
case and of the subject matter.

(2)  The applicant, Chesapeake Operating, Inc., (“Chesapeake” or “applicant™)
seeks authorization to institute a lease waterflood pilot project by the injection of water
into the Seven Rivers formation to study the feasibility of implementing enhanced
recovery operations by waterflooding in this pool and to determine the proper injection
and production patterns to be used to maximize the remaining recovery from this

TEServoir.

(3)  This pilot waterflood project should be designated the “Tonto-Seven
Rivers Lease Waterflood Project” and encompasses Chesapeake’s Federal Oil and Gas
Lease NM 56749 covering 520 acres, more or less, of the following lands within Lea
County, New Mexico:
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TOWNSHIP 19 SOUTH, RANGE 33 EAST, NMPM

Section 14:  W/2, W/2 SE/4,
N/2 NE/4, SW/4 NE/4

4) Chesapeake proposes to utilize for injection its Federal USA L Well No. 4
located 2100 feet from the South line and 2310 feet from the West line of Section 14,
Township 19 South, Range 33 East, NMPM, Lea County, New Mexico. Based on the
information obtained from this first injection well, Chesapeake anticipates that it may
need additional injection wells and seeks authority to add these wells by administrative
application filed pursuant to Division rules.

(5)  Chesapeake presented the following geologic and engineering testimony:

(a)

()

©

(d)

(e)

®

Chesapeake proposes to recomplete its Federal USA L Well No. 4
located 2100 feet from the South line and 2310 feet from the West
line of Section 14, Township 19 South, Range 33 East, NMPM, for
the purpose of injecting produced water into the Seven Rivers
formation to determine if effective enhanced recovery operation
can be conducted in this formation.

Although it appears that substantial oil remains in the Tonto-Seven
Rivers Pool, unless enhanced recovery methods can be devised that
will enable operators to move this oil, this reservoir is approaching
the end of its productive life and reserves will be wasted.

The Seven Rivers formation is continuous and correlatable across
the project area and that this lease is a good candidate for the
implementation of a waterflood project.

Chesapeake proposes to conduct tests to establish the reservoir
conductivity under this lease, confirm the mnatural flow
characteristics thereof, and determine if an effective response to
waterflood operations can be obtained.

If this project is successful, enhanced recovery techniques for other
portions of this pool can be developed and much, if not all, of the
Tonto-Yates-Seven Rivers Pool could be the subject to waterflood
operations and oil could be recovered from this formation that
otherwise will not be recovered thereby causing waste.

Chesapeake’s pilot project is within a single federal lease and all
owners of interest in this lease support this pilot project; therefore
correlative rights are not being affected.

6) Nearburg Producing Company appeared at the hearing through legal
counsel but did not oppose the application. No other operator or party appeared in this
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case in opposition to the application. Chesapeake presented a letter from the Bureau of
Land Management stating that it had reviewed the proposal and had no objection to

proceeding with the Pilot project.

(7 Chesapeake’s application for injection into the Seven Rivers formation in
its Federal USA L Well No. 4 should be approved provided that prior to commencing
injection operations into the proposed injection well, Chesapeake should be required to
provide the results of compatibility testing on the proposed injection waters to the Hobbs
District Office of the Division, and satisfy the District Office that the proposed injection
can be conducted with no issues concerning the compatibility of the fluids in the

reservoir.

(8) The Texaco Federal Well No. 3 located 660 feet from the South line and
1980 feet from the West line of Section 14, Township 19 South, Range 33 East, NMPM,
is the one well within the “area of review” for the proposed injection well on which
remedial work is needed to assure that injected fluid does not migrate from the Seven
Rivers formation into other formations. This well was initially completed with 5 ' inch
casing cemented from TD to a cement top of 5,150 feet which leaves the Seven Rivers

Formation open and not isolated by cement.

(9)  Prior to commencing injection operations, Chesapeake should be required
to consult with the Division’s Hobbs District Office to devise and execute a plan where
needed remedial work will be conducted on the Texaco Federal Well No. 3 to assure that
the Seven Rivers formation in this well is effectively isolated from other formations.

(10) The operator should take all steps necessary to ensure that the injected
water enters only the proposed injection interval and is not permitted to escape to other
formations or onto the surface from injection, production, or plugged and abandoned

wells.

(11) Injection should be accomplished through 2 3/8-inch internally plastic-
lined tubing installed in a packer set within 100 feet of the uppermost injection
perforation in each well. The casing-tubing annulus should be filled with an inert fluid
and a gauge or approved leak-detection device should be attached to the annulus in order

to determine leakage in the casing, tubing, or packer.

(12) The injection wells or pressurization system should be equipped with a
pressure control device or acceptable substitute that will limit the surface injection
pressure to no more than 0.2 pounds per foot of depth to top of the injection interval.

(13) Prior to commencing injection operations, the casing in each well should
be pressure tested throughout the interval from the surface down to the proposed packer

setting depth to assure the integrity of such casing.

(14) The operator should give advance notice to the supervisor of the
Division’s Hobbs District Office of the date and time (i) injection equipment will be
installed, (ii) the mechanical integrity pressure tests will be conducted on the proposed
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injection wells, and (iil) remedial work as required will be conducted on the well
identified in Finding No. 8, so these operations may be witnessed.

(15)  The operator should immediately notify the supervisor of the Division’s
Hobbs District Office of the failure of the tubing, casing or packer in any of the injection
wells, or the leakage of water, oil or gas from or around any producing or plugged and
abandoned well within the project area, and should take all steps as may be timely and

necessary to correct such failure or leakage.

(16) The proposed lease waterflood project should be approved and be
governed by Division Rules 19.15.26.8.C NMAC et seq.

(17)  The injection authority granted herein for the wells identified in Finding
No. 4 should terminate one year after the date of this order if the operator has not
commenced injection operations into the wells; provided, however, the Division, upon
written request by the operator, may grant an extension for good cause.

IT IS THEREFORE ORDERED THAT:

) Chesapeake Operating, Inc., (“Chesapeake”) is hereby_authorized to
institute a lease waterflood project within its “Tonto-Seven Rivers Lease Waterflood
Project”, described as follows, by the injection of water into the Seven Rivers Formation,
Tonto-Seven Rivers Pool in its Federal USA L Well No. 4 located 2100 feet from the
South line and 2310 feet from the West line of Section 14, Township 19 South, Range 33
East, NMPM, Lea County, New Mexico, for the purpose of injecting produced water into
the Seven Rivers formation to determine if effective enhanced recovery operation can be

conducted in this formation :

TOWNSHIP 19 SOUTH, RANGE 33 EAST, NMPM

Section 14: W/2, W/2 SE/4,
N/2 NE/4, SW/4 NE/4

¥)) The operator shall take all steps necessary to ensure that the injected water
enters only the proposed injection interval and is not pemmitted to escape to other
formations or onto the surface from injection, production, or plugged and abandoned

wells.

(3) Injection shall be accomplished through 2 3/8-inch internally plastic-lined
tubing installed in a packer set within 100 feet of the uppermost injection perforation in
each well. The casing-tubing annulus shall be filled with an inert fluid and a gauge or
approved leak-detection device shall be attached to the annulus in order to determine

leakage in the casing, tubing, or packer.

(4)  The injection wells or pressurization system shall be equipped with a
pressure control device or acceptable substitute that will limit the surface injection
pressure to no more than 0.2 pounds per foot of depth to the top of the injection interval.
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(5) The Division Director may administratively authorize a pressure limitation
in excess of the above upon a showing by the operator that such higher pressure will not
result in the fracturing of the injection formation or confining strata.

6) Prior to commencing injection operations, the casing in each well shall be
pressure tested throughout the interval -from the surface down to the proposed packer
setting depth to assure the integrity of such casing,

(7 Prior to commencing injection operations, Chesapeake shall provide the
results of compatibility testing on the proposed injection waters to the Division’s Hobbs
District Office and satisfy the District Office that the proposed injection can be conducted
with no issues concerning the compatibility of the fluids in the reservoir.

(8) Prior to commencing injection operations, Chesapeake should consult with
the Division’s Hobbs District Office to devise and execute a plan where needed remedial
work will be conducted on the Texaco Federal Well No. 3, described in Finding No. §, to
assure that the Seven Rivers formation in this well is effectively isolated from other
formations. This well has a current top of cement at 5,150 feet behind the production
string. The production tubing and rods have to be pulled, perforate below the Seven
Rivers and circulate cement either to the surface or sufficiently high enough to get
cement over and above the Seven Rivers Formation such that it is 1solated.

9 The operator should give advance notice to the supervisor of the
Division’s Hobbs District Office of the date and time (i) injection equipment will be
installed, and (ii) the mechanical integrity pressure tests will be conducted on the
proposed injection well, so these operations may be witnessed.

(10) The operator shall immediately notify the supervisor of the Division’s
Hobbs District Office of the failure of the tubing, casing or packer in this injection well,
or the leakage of water, oil or gas from or around any producing or plugged and
abandoned well within the project area, and shall take all steps as may be timely and
necessary to correct such failure or leakage.

(11) The waterflood project is hereby designated the “Tonto-Seven Rivers
Lease Waterflood Project”, and the applicant shall conduct injection operations in
accordance with Division Rules No. 701 through 708, and shall submit monthly progress
reports in accordance with Division Rules No. 706 and 1115.

(12) The injection authority granted herein shall terminate one year after the
date of this order if the operator has not commenced injection operations into the well;
provided, however, the Division, upon written request by the operator, may grant an
extension for good cause.

(13) This order does not relieve the operator of responsibility should its
operations cause any damage or threat of damage to protectable fresh waters, human
health or environment, nor does it relieve the operator of the responsibility for complying
with applicable Division rules or other federal, state or local laws or regulations.
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(14)  Jurisdiction of this cause is retained for the entry of such further orders as

the Division may deem necessary.

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

STATE OF NEW MEXICO
OIL CONSERVATION DIVISION

/1’._ //(

,/ /
" MARK E. FESMIRE, P. E.
Director

SEAL



