_ STATE OF SOUTH DAKOTA
DEPARTMENT OF ENVIRONMENT AND NATURAL RESOURCES

BOARD OF MINERALS AND ENVIRONMENT

SURETY
(O & G Permit Nos.1) :

IN THE MATTER OF ) '
SPYGLASS CEDAR CREEK, LP'S ) PETITION TO REVOKE DRILLING
VIOLATIONS OF ) PERMITS
SDCL CHAPTER 45-9 AND ) &
ARSD ARTICLE 74:12 ) PETITION FOR FORFEITURE OF
)
)
)

The Minerals and Mining Program of the Department of Environment and
Natural Resources (Department), through the undersigned counsel of record, hereby
petitions the_Board of Minerals and Environment (Board) for a contested
enforcement hearing regarding the potential revocétion of Spyglass Cedar Creek’s
(Spyglass’) permits to drill, and forfeiture of the sureties associated with these
permits. This petition is filed pursuant to South Dakota Codified Law (“SDCL”)
chapters 1-26 and 45-9, and the Administrative Rules of South Dakota (“ARSD™)
articles 74:09 and 74:12.

1. In support of this petition the Department states and alleges as follows:

2. The Department is the state agency, along with the Board, that regulates

the production of oil and gas resources in the State of South Dakota,

pursuant to SDCL ch. 45-9.

1 Spyglass’ permit numbers are listed in paragraph (5).



Specifically, the Board has been granted authority by the South Dakota
Legislature to administer and enforce the provisions of SDCL ch. 45-9, and
may delegate that authority to the Department. SDCL 45-9-13 and 45-9-
54.
It is the historical practice of the Board to delegate authority to
administer oil & gas bonds to Department staff unless the Board asserts
jurisdiction over a matter.
Spyglass applied for and now holds the following Permit to Drill numbers:
1780, 1778, 1781, 1789, 1793, 1814, 1825, 1826, 1827, 1828, 1829, 1863,
1864, 1865, 1866, 1867, 1868, 1869, 1876, 1877, 1885, 1886, 1887, 1888,
1890, 1948, 1949, 1950, 1960, 1961, 1964, 1965, 1966, 1967, 1968, 1969,
1971, 1975, 1978, and 1979.
As authorized by these permits, Spyglass operates 40 gas wells located in
Harding County, South Dakota at the following locations:
a. State 1-2H, located in the northeast quarter of the northeast
quarter of Section 2, Township 17 North, Range 1 East.
b.  Price 13-24R, located in the southwest quarter of the southwest
quarter of Section 24, Township 19 North, Range 4 East.
C. State 4-16, located in the northwest quarter of the northwest
quarter of Section 16, Township 19 North, Range 4 East.
d.  Gold Point State 32-1, located in the northwest quarter of the

northwest quarter of Section 32, Township 19 North, Range 2 East.



10-27 State, located in the northwest quarter or the southeast
quarter of Section 27, Township 19 North, Range 4 East.
Peterson 6-5, located in the southeast quarter of the northwest
quarter of Section 5, Township 17 North, Range 4 East,.

Hett 8-24, located in the southeast quarter of the northeast quarter
of Section 24, Toﬁnship 18 North, Range 3 East.

State Jo 6-27, located in the southeast quarter of the northwest
quarter of Section 27, Township 17 North, Range 4 East.

State 14-36, located in the southeast quarter of the southwest
quarter of Section 36, Township 18 North, Range 1 East.

State 10-35, located in the northwest quarter of the southeast
quarter of Section 35, Township 18 North, Range 4 East.

State 13-23, located in the southwest quarter of the southwest
quarter of Section 23, Township 18 North, Range 4 East.

State 11-30, located in the northeast quarter of the southeast
quarter of Section 30, Township 18 North, Range 4 East.
Spyglass State 7-35, located in the southwest quarter of the
northeast quarter of Section 35, Township 18 North, Range 4 East.
State 2-27, located in the northwest quarter of the northeast
quarter of Section 27, Township 18 North, Range 4 East.

State 12-4, located in the northwest quarter of the southwest

quarter of Section 4, Township 17 North, Range 4 East.



Heairet-Henderson 10-15, located in the northwest quarter of the
southeast quart of Section 15, Township 17 North, Range 4 East.
Gilbert 12-16, located in the northwest guarter of the southwest
quarter of Section 16, Township 17 North, Range 4 East.

Gilbert 13-10, located in the southwest quarter of the southwest
quarter of Section 10, Township 17 North, Range 4 East.

Gilbert 1-34, located in the northeast quarter of the northeast
quarter of Section 34, Township 18 North, Range 4 East.
Gilbert-State 3-16, located in the center of the northwest quarter of
Section 16, Township 17 North, Range 4 East.

State 16-22, located in the southeast quarter of the southeast
quarter of Section 22, Township 18 North, Range 4 East.

3-30 State, located in the northeast quarter of the northwest
quarter of Section 30, Township 18 North, Range 4 East.

State 4-35, located in the northwest quarter of the northwest
quarter of Section 35, Township 18 North, Range 4 East.
Spyglass 16-24 Hett, located in the southeast quarter of the
southeast quarter of Section 24, Township 18 North, Range 3 East.
Gilbert 10-9, located in the northwest quarter of the southeast
quarter of Section 9, Township 17 North, Range 4 East.

Gilbert 5-26, located in the southwest quarter of the northwest

quarter of Section 26, Township 18 North, Range 4 East.



aa.

bb.

CC.

dd.

ee.

ff.

gg-

hh.

1i.

Jj-

kk.

State 16-8, located in the southeast quarter of the southeast
quarter of Section 8, Township 17 North, Range 4 East.
State 10-16, located in the northwest quarter of the southeast

quarter of Section 16, Township 17 North, Range 4 East.

State 8-8, located in the southeast quarter of the northeast quarter

of Section 8, Township 17 North, Range 4 East.

Gilbert 13-15, located in the southwest quarter of the southwest
quarter of Section 15, Township 17 North, Range 4 East.
Gilbert 5-15, located in the southwest quarter" of the northwest
quarter of Section 15, Township 17 North, Range 4 East.
Questar 9-27, located in the northeast quarter of the southeast
quarter of Section 27, Township 18 North, Range 4 East.
Peterson 10-5, located in the northwest quarter of the southeast
quarter of Section 5, Townsilip 17 North, Range 4 East.

Gilbert 7-9, located in the southwest quarter of the northeast
quarter of Section 9, Township 17 North, Range 4 East.

State 1-21, located in the northeast quarter of the northeast

quarter of Section 21, Township 17 North, Range 4 East.

Fox 6-22, located in the southeast quarter of the northwest quarter

of Section 22, Township 17 North, Range 4 East.
Gilbert 12-9, located in the northwest quarter of the southwest

quarter of Section 9, Township 17 North, Range 4 East.



1I.  State 2-16, located in the northwest quarter of the northeast
quarter of Section 16, Township 17 North, Range 4 Kast.
mm. Heairet-Henderson 2-22, located in the northwest quarter of the
northeast quarter of Section 22, Township 17 North, Range 4 Kast.
nn, Acton 11-22, located in the northeast quarter of the southwest
quarter of Section 22, Township 17 North, Range 4 East.
As part of the applications for the permits to drill, Spyglass submitted a
twenty-thousand dollar ($20,000.00) statewide Plugging and Performance
Bond in accordance with SDCL 45-9-15, The bond was submitted as a
certificate of deposit, number 52113, issued by the First State Bank of
New Braunfels, Texas. First State Bank was subsequently purchased by
First Victoria Bank and then by Prosperity Bank.
As part of the applications for permits to drill, Spyglass submitted a
$10,000 Surface Restoration Bond in accordance with the statutory
requirement current in 2008. SDCL 45-9-15.1 (repealed 2013). The bond
was submitted in the form of two official checks issued by Wells Fargo
Bank, the first, dated June 17, 2008 in the amount of $2,000, and the
seqk;nd dated October 24, 2008 in the amount of $8,000. In October, 2012,
the two checks were escheated by the Texas Comptroller of Public
Accounts. In 2013 the Department recovered the $10,000 associated with
the escheated checks from the State of Texas less a 1.5% fee charged by

Texas Unclaimed Property Division. Currently the Department holds the



10.

$9,850 portion of the Surface Restoration Bond recovered from the State of

Texas.

Spyglass completed, but reported no production for the following nine

wells:

a. State 1-2H, API No. 40 063 20715, Permit 1979, drilled in 2010.

b.  13-24R Price, API No. 40 063 20542.01, Permit No. 1780, drilled in
2006.

c. State 4-16, API No. 40 063 20605, Permit No, 1781, drilled in 2006.

d.  Gold Point State 32-1, API No. 40 063 20604, Permit No. 1778, drilled
in 20086.

e. 10-27 State, API No. 40 063 20609, Permit No. 1789, drilled in 2006,

f.  Hett 8-24, API No. 40 063 20644, Permit No. 1869, drilled in 2008,

g. State Jo 6-27, API No. 40 063 20657, Permit No. 1885, drilled in
2008.

h. State 14-36, API No. 40 063 20658, Permit No. 1886, drilled in 2008.

L.

State 11-30, API No. 40 063 20692, Permit No. 1948, drilled in 2010.

On February 16, 2012 the Department directed Spyglass to bring the nine

wells that have never produced into compliance with ARSD 74:12:03:03 by

returning the wells to production, plugging the wells, or submitting a

Sundry Request for temporary abandonment of the wells. Spyglass did not

respond.



11. On May 02, 2012 the Department received a complaint from land and
royalty owner Ray Gilbert,

12. On May 15, 2012 the Department was made aware that New Frontier
Energy, Inc. (“NFEI”) had purchased interest in the wells, but the permits
were never transferred from Spyglass to NFEIL2

13. On May 16, 2012 the Department conducted inspections of Spyglass wells
in response to the Gilbert complaint. Inspections uncovered inadequate or
obscured signs at the State 13-23, State 4-35, State 7-35, Gilbert 12-9,
Gilbert State 3-16, and State 12-16 wells. Unused equipment and other
debris were documented at the Gilbert 5-26, State 12-4, State 16-8, State
12-16, Peterson 10-5, and Peterson 6-5 wells. Existing pipelines and access
roads were in poor repair.

14. On June 06, 2012 the Department directed Spyglass to address compliance
issues uncovered in the May 16, 2012 inspections within 30 days. Spyglass
did not respond.

15, On July 17, 2012 the Department conducted follow-up inspections for the
compliance issues documented during the May 16, 2012 inspections. As of
July 17, 2012, Spyglass had not corrected any of the previously identified
compliance issues.

16. On August 23, 2012 the Department directed Spyglass to bring twenty

wells that had not produced since 2011 or earlier into compliance with

2 Baged on information received by the Department, the relationship between NFEI and Spyglass
deteriorated and eventually ended in litigation. The interests in the wells were subsequently
returned to Spyglass.



ARSD 74:12:03:03 by returning the wells to production, plugging the wells,
or submitting a Sundry Request for temporary abandonment of the wells,
Spyglass did not respond. The following wells were identified:
a. State 1-2H, API No. 40 063 20715, Permit 1979, drilled in 2010.
b.  13-24R Price, API No. 40 063 20542.01, Permit No. 1780, drilled in
2006.
c.  State 4-16, AP1 No. 40 063 20605, Permit No. 1781, drilled in 2006.
d.  Gold Point State 32-1, API No. 40 063 20604, Permit No. 1778,
drﬂled in 2006,
e. 10-27 State, API No. 40 063 20609, Permit No. 1789, drilled in
2006.
f.  Hett 8-24, APT No. 40 063 20644, Permit No. 1869, drilled in 2008.
g. State Jo 6-27, API No. 40 063 20657, Permit No. 1885, drilled in
2008.
h. State 14-36, API No. 40 063 20658, Permit No. 1886, drilled in
2008. | |
1.  Peterson 6-5, API No. 40 063 2020621, Permit No. 1826, drilled in
2007.
j.  State 10-35, API No. 40 063 20640, Permit No. 1865, drilled in
2008.
k. State 13-23, API No. 40 063 20659, Permit No. 1887, drilled in

2010.



17.

18.

1. State 11-30, API No. 40 063 20692, Permit No. 1948, drilled in
2010.
m. Spyglass State 7-35, API No. 40 063 20693, Permit No. 1949, drilled
in 2010.
n. State 2-27, API No. 40 063 20694, Permit No, 1950, drilled in 2010,
0. State 12-4, API No. 40 063 20701, Permit No. 1964, drilled in 2010.
p. Heairet-Henderson 10-15, API No. 40 063 20703, Permit No. 1966,
drilled in 2010.
g. State 12-16, API No. 40 063 20705, Permit No. 1968, drilled in
2010.
r.  Gilbert 13-10, API No. 40 063 20711, Permit No. 1975 drilled in
2010.
8.  Gilbert 1-34, API No. 40 063 20714, Permit No. 1978, drilled in
2010.
t.  Gilbert State 3-16, API No. 40 063 20623, Permit No. 1828, drilled
in 2007.
On October 09, 2012 landowner and royalty owner George Acton lodged a
complaint with the Department concerning Spyglass’ non-payment.
On April 25, 2013 the Office of School and Public Lands canceled Spyglass’

state leases,

10



19.

20.

21.

22.

23.

24.

On July 14, 2013 the Department received a complaint from landowner
and royalty owner Ray Gilbert concerning the excessive presence of weeds
at Spyglass well sites and on well aceess roads.

On September 18, 2013 the Department conducted routine and compliance
ingpections of Spyglass wells in response to the landowner complaint, The
condition of the well sites had not significantly changed ﬁ‘om past
inspections. Excessive weeds were documented throughout well sites and
access roads.

On February 28, 2014 the Department conducted routine and compliance
inspections on Spyglass wells and discovered the Gilbert 5-26 well, API
No. 40 063 20624, was leaking gas. The Department coordinated with the
Bureau of Land Management (“BLM”), Spyglass, and New Frontier, Inc.
(“NFEI”) to coordinate repair ofl' the well.

On March 11, 2014 Spyglass and NFEI pumper, Billy Brence, repaired the
leaking well, |

On March 13, 2014 the Department conducted compliance inspections of
Spyglass wells in response to the repair of the leaking Gilbert 5-26 well.
Department staff was accompanied by NFEI/Spyglass pumper, Billy
Brence and Don Herauf, BLM.,

On March 19, 2014 the Department directed Spyglassr to bring its 40 wells
which had not produced in 6 or more months into compliance with ARSD

74:12:03:03 by returning the wells to production, plugging the wells, or

11



25.

26.

27.

28.

submitting a Sundry Request for temporary abandonment of the wells.
Spyglass was directed to file a follow-up report on the 5-26 Gilbert well,
pursuant to ARSD 74:12:04:11. The Department also directed Spyglass to
procure a new resident agent.

On April 21, 2014 Spyglass and NFE] replied to the Department’s letter of
March 19, 2014, and requested an abeyance to enforcement to allow for
continuing negotiations between Spyglass and NFEI.

On April 23, 2014 Spyglass and NFEI was granted a temporary abeyance
until July 1, 2014 provided the wells remained securely shut-in, a pumper
inspected the wells on a bi-monthly basis, and provided reports to the
Department, and Spyglass/NFEI counsel provided regular updates to
Depaftment counsel,

On June 9, 2014 and June 24, 2014 Department staff contacted Spyglass
and NFEI to remind them of the July 1, 2014 deadline and to request
inspection reports. Spyglass acknowledged the requests via email. Neither
Spyglass nor NFEI provided inspection reports or further communications
required under the temporary abeyance.

On May 15, 2015 landowner Don Hett contacted the Department with a
complaint of Ieakiﬁg tanks and debris at the 3-30 State, API No. 40 063

20611, well site.

12



29.

30.

31.

32,

On May 18, 2015 Department staff visually inspected the 3-30 State well
site to investigate the complaint of leaking tanks. No spill was documented
due to generally wet conditions. |

On July 06, 2015 Department contacted Spyglass and informed them of
upcoming joint inspections with NFEI. The Department directed Spyglass
to address compliance issues identified in previous inspections and to
bring its 40 wells into compliance with ARSD 74:12:03:03 by returning the
wells to production, plugging the wells, or submitting a Sundry Request
for temporary abandonment of the wells. Spyglass did not respond.

On July 10, 2015 the Department informed Spyglass that a spill case had
been initiated after the Iandowner notified the Department of leaking
tanks at the 3-30 State wellsite. Spyglass did not respond.

On July 13, 14, and 15, 2015 Department staff accompanied Tristan Farel
(NFEI) on inspections of the 40 Spyglass wells. Staff and Mr. Farel also
met with Don ﬂerauf (BLM), Don Hett (landowner), Ray Gilbert
(landowner), and Mark Heairet (landowner). In addition to continuing
issues of weeds and inadequate géuges, Department staff also identified
two wells, the State 1-2H and the State 14-36, which required fences to
prevent livestock from accessing them. Spyglass and NFEI were
mstructed to repair nﬁmerous small leaks at wellheads, to repair eroded
areas, rebury pit liner, and remove unused equipment. Additionally, it

was noted that the following wells had insufficient gauges:

13



Peterson 6-5, API No. 40 063 20621, out of compliance since June 16,
2015.

Hett 8-24, API No. 40 063 20644, out of compliance since June 16,
2015.

State 14-36, API No. 40 063 20658, out of compliance since June 17,
2015.

State 10-35, API No. 40 063 20640, out of compliance since June 16,
2015.

State 18-23; API No. 40 063 20659, out of compliance since June 16,
2015.

State 11-30, API No. 40 063 20692, out of compliance since June 16,

- 2015.

Spyglass State 7-35, API No. 40 063 20693, out of compliance since
June 16, 2015.

State 2-27, API No. 40 063 20694, out of compliance since June 16,
2015.

State 12-4, API No. 40 063 20701, out of compliance since June 16,
2015. |

Gilbert 12-16, API No. 40 063 20705, out of compliance since June 16,
2015,

Gilbert 13-10, API No. 40 063 20711, out of compliance since June 16,

2015.

14



Gilbert 1-34, API No. 40 063 20714, out of compliance since June 16,
2015.

Gilbert-State 3-16, API No. 40 063 20623, out of compliance since
June 16, 2015.

State 16-22, API No. 40 063 20660, .out of compliance since June 16,
2015.

3-30 State, API No. 40 063 206 1:1, out of compliance since June 16,
2015.

State 4-35, API No. 40 063 20614, out of compliance since June 16,
2015,

Spyglass 16-24 Hett, API No. 40 063 20620, out of compliance since
June 16, 2015. \

Gilbert 10-9, API No. 40 063 20622, out of compliance since June 16,
2015,

Gilbert 5-26, API No. 40 063 20624, out of compliance since June 16,
2015.

State 16-8, API No. 40 063 20638, out of compliance since June 16,
2015.

State 10-16, API No. 40 063 20639, out of compliance since June 16,
2015.

State 8-8, API No. 40 063 20641, out of compliance since June 16,

2015.

15



w. Gilbert 13-15, API No. 40 063 20642, out of compliance since June 16,
20156.
x. Gilbert 5-15, API No. 40 063 20643, out of compliance since June 16,
2015.
y.  Peterson 10-5, API No. 40 063 20651, out of compliance since June
16, 2015,
z.  Gilbert 7-9, API No. 40 063 20662, out of compliance since June 16,
2015.
aa. Fox 6-22, API No. 40 063 20699, out of compliance since June 16,
2015.
bb. Gilbert 12-9, API No. 40 063 20702, out of compliance since June 16,
2015.
cc.  State 2-16, API No. 40 063 20704, out of compliance since June 16,
2015. |
dd. Acton 11-22, API No. 40 063 20708, out of compliance since June 16,
2015.
33. With the exception of the leaking well (Gilbert 5-26) repaired on March 11,
2014, Spyglass failed to correct any of the previously identified violations,
34. On September 28, 2015, landowner Don Hett contacted the Department to
complain again about leaking tanks at the 3-30 State well site.
35. On September 29, 2015 the Department directed Spyglass and NFEI to

assess and clean up the spill associated with storage tanks at the 3-30

16



36.

37,

38.

39.

40.

41.

42.

State well site; the Department re-sent the inspection and spill letters of
July 06 and 10, 2015 to Spyglass and NFEI.

On October 01, 2015 March Kimmel (Spyglass) responded that he would
have pumper Billy Brence check the tanks and report back.

On October 27, 2015 the Department inspected Spyglass wells and met
with landowner Don Hett at the 3-30 State well site. Spyglass had taken
no action to address the alleged spill at the 3-30 State well site.

On December 15, 2015 the Department directed Spyglass to bring its 40
wells into compliance with ARSD 74:12 by addressing lingering
compliance issues including those identified during the July 2015
inspections, the spill case at the State 3-30 well site, addressing well
statuses, providing cement bond logs, and providing a completion report
for the Gilbert 1-34 well. Spyglass did not respond.

On December 17, 2015 the Department directed Spyglass again to address
the open spills case at the 3-30 State well site. Spyglass did not respond.
On March 07, 2016 landowner Don Hett contacted the Department to
reiterate complaints about the 3-30 State well site.

On June 23, 2016 landowner Don Hett again contacted the Department to
reiterate complaints about the 3-30 State well site,

On July 19, 2016 the Department directed Spyglass to bring its 40 wells
into compliance with ARSD 74:12 by addressing lingering compliance

issues. Spyglass did not respond.

17



43.

44.

45.

46.

47.

48.

49.

On January 17, 2017 the Department held a conference call with March
Kimmel (Spyglass). The Department directed Spyglass to provide a plan to

return its 40 wells to compliance with ARSD 74:12 by March 30, 2017.

Ond anuary 24, 2017 the Department sent Spyglass a certified letter

documenting the required compliance actions the Department outlined for
Spyglass during the January 17, 2017 call. The letter was never picked up
and was returned to the Department.

On March 27, 2017 March Kimmel (Spyglass) provided a work plan,
itemized by well, via email.

On July 17, 2017 the Department conducted inspections of all Spyglaés
wells. The work outlined in Spyglass’ March 27, 20.17 letter was not
completed.

On November 13, 2017 the Department held a conference call with March

Kimmel (Spyglass) and James McCutcheon, Spyglass’ counsel. The

" Department directed Spyglass to provide a work plan for the next six

months by December 01, 2017. Spyglass did not provide the work plan.
Spyglass failed to perform the work directed by the Department on
January 17, 2017,

Based on Department inspections of Spyglass’ permitted well sites, the
cost of performing surface restoration at Spyglass’ 40 sites exceeds the
remaining nine thousand eight hundred fifty dolars ($9,850.00) of the

Surface Restoration Bond posted by Spyglass.

18



50.

51.

52.

Based on field inspections and review of the permit files, the Department
estimates the cost of plugging Spyglass’ 40 wells exceeds the twenty-
thousand dollar ($20,000.00) Plugging and Performance Bond posted by
Spyglass.

On July 6, 2018, the Office of Attorney General was notified that Kevin
Sellers of Spyglass cashed out the twenty-thousand-dollar ($20,000.000)
Certificate of Deposit that was serving as Spyglass’ Plugging and
Performance Bond. Spyglass has not met the conditions of the bond under
SDCL 45-9-15. The Certificate of Deposit was cashed out on October 23,
2015, without notification to the Department.

Along with the filing of this Petition, the Department issued a Notice of
Violation and a Notice of Contested Case Hearing to Spyglass regarding
the above-described viclations. Both the Notice of Violation and the Notice
of Contested Case hearing indicated that if Spyglass did not contest the
allegations contained in the Notice, these allegations were to be ‘deemed
admitted. See attached Notice of Violation and Notice of Contested Case
Hearing hereby incorporated into this Petition by this reference.
VIOLATIONS
The Department realleges and incorporates by this reference each of the
facts contained in the preceding paragraphs as if fully alleged herein.
In accordance wi_th ARSD 74:12:03:03, written approval must be

obtained from the secretary for the temporary abandonment of a well,

19



and a well with production casing may not be temporarily abandoned for
more than six months unless the operator is granted an extension by the
secretary.
In accordance with ARSD 74:12:03:08, before approving a request for
extension of temporary abandonment status, the secretary may require
mechanical integrity testing of the temporarily abandoned or shut-in
well. A temporarily abandoned or shut-in well that successfully passes a
mechanical integrity test may not be required to undergo another test
for five years unless the secretary finds that circumstances have
substantially changed to alter the condition of the well.
The following wells have never produced and remain unplugged:
a. State 1-2H, API No. 40 063 20715, Permit No. 1979, drilled in
2010.
b. 13-24R Price, API No. 40 063 20542.01, Permit No. 1780, drilled
in 2006.
¢. State 4-16, API No. 40 063 20605, Permit No, 1781, drilled in
2006.
d. Gold Point State 32-1, API No. 40 063 20604, Permit No. 1778,
drilled in 2006.
e. 10-27 State, API No. 40 063 20609, Permit No. 1789, drilled in
2008,

f.  Hett 8-24, API No. 40 063 20644, Permit No. 1869, drilled in 2008.

20



g. State Jo 6-27, API No. 40 063 20657, Permit No. 1885, drilled in
2008.
h. State 14-36, API No. 40 063 20658, Permit No. 1886, drilled in
2008.
5. The following Spyglass well regularly produced gas, but has not been
productive since 2010:
a. Peterson 6-5, API No. 40 063 20621, Permit No. 1826.
6. The following Spyglass wells regularly produced gas, but have not been
productive since 2011 and remain unplugged.
a. State 10-35, API No. 40 063 20640, Permit No. 1865.
b. State 13-23, API No. 40 063 20659, Permit No. 1887.
c. Spyglass State 7-35, API No. 40 063 20693, Permit No. 1949.
d. State 2-27, API No. 40 063 20694, Permit No. 1950,
e. State 12-4, API No. 40 063 20701, Permit No. 1964,
f  Heairet-Henderson 10-15, API No. 40 063 20703, Permit No.
1966.
g.  Gilbert 12-16, API No. 40 063 20705, Permit No. 1968.
h.  Gilbert 13-10, API No. 40 063 20711, Permit No. 1975.
1. Gilbert 1-34, API No. 40 063 20714, Permit No. 1978.
J.  Gilbert-State 3-16, API No. 40 063 20623, Permit No. 1828,
7.  The following Spyglass wells regularly produced gas, but have not been

productive since 2012 and remain unplugged:
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a. State 16-22, API No. 40 063 20660, Permit No. 1888,
b.  3-30 State, API No. 40 063 20611, Permit No. 1793.
¢. State 4-35, API No. 40 063 20614, Permit No. 1814.
d. Spyglass 16-24 Hett, API No. 40 063 20620, Permit No. 1825.
e.  Gilbert 10-9, API No. 40 063 20622, Permit No. 1827.
f.  Gilbert 5-26, API No. 40 063 20624, Permit No. 1829,
g. State 16-8, API No. 40 063 20638, Permit No. 1863.
h. State 10-16, API No. 40 063 20639, Permit No. 1864.
i.  Gilbert 13-15, API No. 40 063 20642, Permit No. 1867.
J.  Gilbert 5-15, API No. 40 063 20643, Permit No. 1868,
k. State 8-8, API No. 40 063 20641, Permit No. 1866.
l. Questar 9-27, API No. 40 063 20650, Permit No. 1876.
m. Peterson 10-5, API No. 40 063 20651, Permit No. 1877.
n. Gilbert 7-9, API No. 40 063 20662, Permit No. 1890,
o. State 1-21, API No. 40 063 20698, Permit No. 1960.
p. Fox 6-22, API No. 40 063 20699, Permit No. 1961.
q. Gilbert 12-9, API No. 40 063 20702, Permit No. 1965.
r. State 2-16, API No. 40 063 20704, Permit No. 1967.
8. Heairet-Henderson 2-22, API No. 40 063 20706, Permit No. 1969.
t.  Acton 11-22, API No. 40 063 20708, Permit No, 1971.
8.  Failure to plug and abandon, produce, or temporarily abandon Spyglass’

40 gas wells is a violation of ARSD 74:12:03:08.
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In accordance with ARSD 74:12:02:09, identification signs, legible under

normal conditions at a distance of 50 feet, must be posted not more than

20 feet from the well. Each sign must show the number of the well; the

name of the lease, which must be different or distinctive for each lease;

the name of the lessee, owner, or operator; the permit number; and the

location by quarter-quarter-section, township, and range.

10. The following wells have no sign or a sign that is not legible:

a.

Gilbert 1-2H, API No. 40 063 20715, out of compliance since June
17, 2015.

Price 13-24R, API No. 40 063 20542.01, out of compliance since
July 15, 2015.

State 4-16, APT No. 40 063 20605, out of compliance since July 15,
2015.

Gold Point State 32-1, API No. 40 063 20604, out of compliance
since July 15, 2015.

Hett 8-24, API No. 40 063 20644, out of compliance since June 28,
201s.

State 14-36, API No. 40 063 20658, out of compliance since
September 2, 2014.

State 11-30, API No. 40 063 20692, out of compliance since June

16, 2015.
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11.

12.

13.

14.

15.

16.

h. Heairet-Henderson 10-15, API No. 40 063 20703, out of
compliance since July 15, 2015.
i.  Gilbert 10-9, API No. 40 063 20622, (;ut oﬂf compliance since July
18, 2017.
Failure to maintain legible identification signs at nine well sites is a
violation of ARSD 74:12:02:09.
In accordance with ARSD 74:12:02:17, completion and/or recompletion
reports must be filed with the secretary within 30 days of completing or
recompleting a production or injection well.
A completion report for the Gilbert 1-34, API No. 40 063 20714, was due
on October 31', 2010, but has not been filed with the secretary.
Failure to submit a completion report for the Gilbert 1-34 is a violation
of ARSD 74:12:02:17.
In accordance with ARSD 74:12:02:12, the operator shall file a cement
bond log within 60 days after completion of a well.
The following wells have no cement bond log on file:
a. State 1-2H, API No. 40 063 20715, completed on October 20, 2010.
b.  State 4-16, API No. 40 063 20605, completed on July 2, 2009.
c. Gold Point State 32-1, API No. 40 063 20604, completed on July 2,
2009,

d. 10-27 State, API No. 40 063 20609, completed on May 2, 2007.
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State 14-36, API No. 40 063 20658, completed on February 22,
2007.

State 13-23, API No. 40 063 20659, completed on March 17, 2010.
State 11-30, API No. 40 063 20692, completed on April 28, 2010.
Spyglass State 7-35, API No. 40 063 20693, completed on March 5,
2010.

State 2-27, API No. 40 063 20694, completed on February 8, 2010.
State 12-4, API No. 40 063 20701, completed on June 19,'2010.
Heaifet—Henderson 10-15, API No. 40 063 20703, completed on
July 28, 2010. |

Gilbert 13-10, API No. 40 063 20711, completed on July 27, 2010.
Gilbert 1-34, API No. 40 063 20714, completed on October 31,
2010.

3-30 State, API No. 40 063 20611, completed on December 13,
2006.

State 10-16, API No. 40 063 20639, completed on July 30, 2008.
Gilbert 5-15, API No. 40 063 20643, completed on July 31, 2008.
Questar 9-27, API No. 40 063 20650, completed on July 31, 2008.
State 1-21, API No. 40 063 20698, completed on May 18, 2010.
Fox 6-22, API No. 40 063 20699, completed on May 18, 2010,
Gilbert 12-9, API No. 40 063 20702, completed on November 29,

2010.
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17,

18.

19.

20.

21.

22.

u. Heairet-Henderson 2-22, API No. 40 063 20706, completed on July
28, 2010.
v. Acton 11-22, API No. 40 663 20708, completed on May 19, 2010.
Failure to submit cement bond logs for twenty-two Spyglass wells is a

violation of ARSD 74:12:02:12.

-In accordance with ARSD 74:12:02:16, valves and gauges must be

installed and maintained in good working order to permit pressure
readings to be obtained on both casing and tubing.

The wells identiﬁed‘ in paragraph 32 do not have sufficient or working
gauges.

Failure to install and maintain adequate gauges at thirty well sites is a
violation of ARSD 74:12:02:16.

In accordance with ARSD 74:12:03:07, interim reclamation must be
conducted on all areas disturbed by a well drilling operation and not
needed for production operations within 12 months after the well is
completed. Interim reclamation includes backfilling pits, correcting
subsidence of backfilled pits or trenches, controlling erosion, removing
unused or discarded equipment, and related activities.

The following well sites have a pit that is not properly reclaimed, erosion
issues, unused equipment or debris onsite, or pit liner material at the

surface:
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State 1-2H, API No. 40 063 20715, out of compliance since June
17, 2015.7

State 4-16, API No. 40 063'20605, out of compliance since June
15, 2015.

State 14-36, API No. 40 063 20658, out of compliance since
September 2, 2014,

3-30 State, API No. 40 063 20611, out of compliance since March
13, 2014,

Fox 6-22, API No. 40 063 20699, out of compliance since March 13,
2014,

Gold Point State 32-1, API No. 40 063 20604, out of compliance
since June 29, 2016,

Gilbert-State 3-16, API No. 40 063 20623, out of compliance since
June 28, 2016.

State 4-35, API No. 40 063 20614, out of compliance since June
29, 2016. .

Gilbert 5-15, API No. 40 063 20643, out of compliance since July
18, 2017.

State 1-21, APT No. 40 063 20698, out of compliance since June
16, 2015.

Heairet-Henderson 2-22, API No, 40 063 20706, out of compliance

since June 28, 2016.
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23.

24,

25.

Acton 11-22, API No. 40 063 20708, out of compliance since June
28, 2016.

State 13-23, API No. 40 063 20659, out of compliance since May
16, 2012,

State 16-22, API No. 40 063 20660, out of compliance since June
29, 2016. |

Failure to properly reclaim pits, remove unused equipment and
debris, remove or rebury pit liner material present at the surface,
and to correct erosion issues at fourteen well sites is a violation of
ARSD 74:12:03:07.

By cashing out the twenty-thousand-dollar ($20,000.000)
Certificate of Deposit on October 23, 2015, Spyglass failed to
maintain a bond as required by SDCL 45-9-15.

Failure to maintain an adequate bond is a violation of SDCL 45-9-
15,

RELIEF REQUESTED

The Department respectfully requests the Board enter an Order stating the

following:

1.

Ordering that Oil & Gas Permit nos. 1780, 1778, 1781, 1789, 1793, 1814,

1825, 1826, 1827, 1828, 1829, 1863, 1864, 1865, 1866, 1867, 1868, 1869,

1876, 1877, 1885, 1886, 1887, 1888, 1890, 1948, 1949, 1950, 1960, 1961,

1964, 1965, 1966, 1967, 1968, 1969, 1971, 1975, 1978, and 1979 be
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revoked for failure to comply with the terms and conditions of said
permits and the applicable statutes and administrative rules of South
Dakota; and

2. Declaring that the above-referenced Surface Restoration Bond, in an
amount totaling nine thousand eight hundred fifty dollaré ($9,850.00),
and Spyglass’ twenty thousand ddllar ($20,000.00) Plugging and
Performance Bond be forfeited to the State of South Dakota, and
instructing the Department to carry out all activities necessary to
transfer the proceeds to the Department.

ALTERNATIVE RELIEF
In the alternative to the relief requested above, should the Board allow
Spyglass to continue operating under the above-listed permits, the Department
fespectfully requests the Board enter an Order stating the following:

1. Order Spyglass to comply with the terms and conditions of said permits
and the applicable statutes and administrative rules of South Dakota.

2.  Order Spyglass to submit plugging plans for its 40 wells.

3. Order Spyglass to plug the State 1-2H, Price 13-24R, State 4-16, Gold
Point State 32-1, 10-27 State, Hett 8-24, State JO 6-27, State 11-30, and
State 14-36 wells in accordance with ARSD 74:12:03 by December 31,
2018.

4. Order Spyglass to plug, or perform mechanical integrity tests and

request temporarily abandoned status for the following wells: Peterson
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6-5, State 10-35, State 13-23, Spyglass State 7-35, State 2-27, State 12-4,
Heairet-Henderson 10-15, Gilbert 12-16, Gilbert 13-10, Gilbert 1-34,
Gilbert-State 3-16, State 16-22, 3-30 State, State 4-35, Spyglass 16-24
Hett, Gilbert 10-9, Gilbert 5-26, State 16-8, State 10-16, State 8-8,
Gilbert 13-15, Gilbert 5-15, Questar 9-27, Peterson 10-5, Gilbert 7-9,
State 1-21, Fox 6-22, Gilbert 12-9, State 2-16, Heairet-Henderson 2-22,
and Action 11-22.

5. Order Spyglass to reclaim all sites within one year of plugging and
abandoning in accordance with ARSD 74:12:03:06.

6. O_rder Spyglass to post a plugging and performance surety increase of
eight-hundred fifty five thousand oné hundred fifty dollars ($855,150.00)
to cover the estimated costs of plugging, performance, and reclamation at

Spyglass’ 40 well sites.

y

Dated this 29 day of July, 2018.

/ i et ‘.
Richard M. Williams B
Deputy Attorney General

1302 East Highway 14, Suite 1
Pierre, South Dakota 57501-8501
Telephone: (605) 773-3215
Rich.williams@state.sd.us

Counsel for Department of Environment
and Natural Resources
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