- - STATE OF NEW MEXICO - : '
ENERGY MINERALS AND NATURAL RESOURCES DEPARTMENT
OIL CONSERVATION CONﬂVIISSION

' INTHE MATTER OF THE HEARING
' CALLED BY THE OIL CONSERVATION
* ‘COMMISSION FOR THE PURPOSE OF

_ 'CONSIDER]NG R

* APPLICATION OF PRIDE ENERGY COMPANY et T e

- FOR CANCELLATION OF A DRILLING PERMIT

' AND REINSTATEMENT OF A DRILLING

_ PERMIT, AN EMERGENCY ORDER HALTING

~ OPERATIONS, AND COMPULSORY POOLING,
LEA COUNTY, NEW MEXICO .

‘ ORDER:NO. R-12108-C

9th day of December, 2004

~ FINDS:

1. Notice has been given of the application and the hearing of th1s matter and

the Commission has junsdwtlon of the parties and the subject matter.

2. In the original application in this case, Pride Enérgy Company (Pride)-sought
an order canceling a permxt issued to Yates Petroleum Corporation: (Yates) to re-enter the

.ORDER_OFTHE OILCONSERVATION COMMISSION R B

: BYTHECOMMISSI N S S

- THIS MATTER ongmally came before the Qil Conservatlon Comrmssrqn {the'~ - »
- Commission) on August 12,2004, and the Commission . entered- Order No. R12108-A. - .~
~ disposing of this application on September 10, 2004. Pursuant to the apphcahon of Yates -
Petroleum Corporation for reheating, and the order of the Commission granting same (Order
No:. R-12108-B, issued on October 14. 2004), this matter came again before the Commission :
- for rehearing on November 10, 2004 at Santa Fe, New Mexico, and the Commission, having
heard the evrdence and arguments of counsel and carefully consrdered the same, 1now, on th1s ‘

.
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~  abandohed State X Well'No. 1 (API No. 30-025- 01838) (the subJect Well), located. 1980 feet - ©

-+ from the North line and 660 feet from the West line (Unit E) of, Section 12, Township.12 .+ i -

- South, Range 34 East. NMPM, Lea County, New Mexico. Pride also squght reinstatement.of - -

- "a drilling permit previously issued to it to re-enter the same well, and: an. emergency order . .
‘preventing Yates from conducting any operations on the well. TR S

3. Pride additionally sought an order poohng all uncommitted mineral interests - . . .

o underlymg the W/2 of Section 12, Township 12 South, Range 34.Fast; NMPM, Lea County,.. * .

* New Mexico, from the surface to the base of the Mississippian formation; forming a standard: ‘ R
'320-acre gas spacing and proration unit (the Unit) for all formations or pools:spaced on 320 % upy

acres within this vertical extent, which presently include, but are not-necessarily limited to, --

the ‘undesignated Four: Lakes-Mississippian' Gas Pool and the undBSIgnated Four L akes--.,_

_Motrow Gas Pool, such umt to be dedrcatod to the Well

4, Both Yates and Pride appeared at the ongmal Commijssion hearmg on-August < -l

: .12 2004 through counsel and presented land and technical testimony. - Pride:presented the & ... . ...
testimony of John W. Pride, a petroleum landman and one of the principals of Pride;and Jeff - - ..
Ellard, a geologist employed by Pride. Yates presented the testimony of Charles E. Moran, 4. .

landman: employed by Yates, John Amiet, a geologist employed by Yates and Dav1d F.
o Boneau, apetroleum engineer employed by Yates ’ ' e AR o

Und1§puted Fact o

5. Based on the- statements of counsel and testimony offered by the partles, the S A

" Commlssron concludes that the followmg facts pertinent to this case-are undisputed:.

i

(a) “Yates is.the owner of the entire working interest in the north half- and-‘ L

: _southeast quarter of Section: 12 Townshlp 12 South, Range 34 East

» (b) Pnde is the owner of the entlre workmg mterest in the southwest
- quarter of Sectlon 12 ‘ : y e .

e

(c) The subJect well is located in the northwest quarter of Section 12 on .
: land leased exclus1vely to Yates : _ _ S

(d) -Pride is the operator of the State M Well No. 1 (API No. 30 025- Lo
: .20689) (the State M), located 660 feet from the south and west lines of Section 1,

Township 12 South, Range 34 East, which well is completed in, and_producm_g from, |
the Mississippian formation. That well is dedicated to a spacing unit comprising the ..

west half of Section 1, pursuant to a voluntary unit agreement to wh1ch Pride and
Yates are both part1es

. (e) On May 24, 2001 Yates filed an Application for Permit to Drill (APD)
to re-enter the subject well, which it designated the "Limbaugh AYO State Well No.
~ 1",-and to which it proposed to dedicate a spacing unit comprising the north half of
Section 12. The Division approved that APD on May 25, 2001.
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e o 'if) | On AprIllS 2002, in'anti.oipation"of the'fortthmlng expiration. of itse
Co ,APD Yates ﬁled a.sundry notice to extend its APD for an additional year; untrl May Lot e e
e 23, 2003 The Dmsron approved the requested extensmn on Apnl 18 2002 i D

(g)‘ On May 25 2003 Yates APD to re-enter the subJect well exprredt

IR ;.f(h)_; OnJuly 10 20()3 Prlde ﬁled an APD to re-enter the subject well under'

- S ‘-.the name "State . X Well:No.-1,"-to- which it proposed to. dedicate: a ‘spacing unit = .7 -]
+ e oomprising the: west half of Sectlon 12 mcludmg the southwest' quarter, wlnch i§ o

: S leasedtoPnde e ; _ Cirme s U

. Pnde s APD was approved by the Division onJ aly 16,2003

S well -again des1gnatmg the well as-the "Limbaugh AYO State No...1" and :ggain- : "> =
2P proposmg to dedlca’te to. the well a spacmg unit compnsmg the north half of Seotlon.- L

T (k) | On August 26 2003 the district superv1sor of O("‘D Dlstnct I, o
approved Yates' APD for the subJect well and prepared a letter to Pnde cance]mgi RESEN I
Pride's APD. - : R S

S ' () . Yateshas stipulated that' it will undertake no operations with respectto. . i .
; the subject well pending the- Commission's decision, theréby mootmg Pnde’s request [Nt
for an emergency order prohlbltmg such operatlons , RS

i ,Techmcal Ey_ldence

6. Although the hlstory and- land ownersh1p are undrsputed as mdlcated inthe' .
foregomg ﬁndmgs, there ex1sts controversy concemmg the techmcal aspe;ets ofthe case.. 7 -

f-_7.l At the August 12 2004 Commlssmn heanng, the partles presented the.:-.
followmg techmcal evidence: . o A o

- (3 Mr Ellard, Pride's geologist, testified that the objective in re-entering - -~
-the subject: well would be the ‘Austin- cycle of the upper Mississippian (the target -~ -
reservoir), in which productlon was encountered in the State M to the north of the -
subject well. . : :

() M. Ellard further testified that the target reservoir ‘was formed by -
-shedding of fragmented rock from a raised fault block produced by faults lying to the
west of these two wells. In wells farther to the south and east, away from the
: ~ faulting, where the rock was not fragmented, the formanon 1s present but with .
K insufficient porosrty to be productive.

(1) - On: August' 25, 2003, Yates filed a new APD: to re-enter the- subJectt::n..r:ﬁ RN
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- located closest to.the fault because; of the material shed from the.upthrown side of the .-

' (c)' Mr. Ellard opined that producible: hydrocarbons ‘would most likely. be.:

- fault; that- material . composed of larger . particles; and therefore characterized : by. .- penl

N greater porosrty andpermeabﬂrty, would be deposited in close proximity; to the fault. -

~Ad) . Mr: Ellard placed the fault that created the target reservoir.on a bearmg‘ R ‘3 -

: .‘inor‘c or less north to south and located a short distance to the west of the'State M'and - -
© . the subject well, generally along and-close to the section line between Section 12 and...
..~ the adjacent Section 11. - Om this basis, he opmed that the subject well would'-more. ==

- likely ‘drain producible :hydrocarbons from the quarter section ‘lyingisouth ‘of thé#
= subJect well'(the southwest quarter of Section 12), than from the: quarter sectlon lymg ,

o east of the subject well (the northeast quarter of Sectlon 12) el A o

(e) Mr Ellard testlﬁed that 1t is not poss1ble to determme w1th any degree » L e

S ‘of accuracy the extent of the target reservoir with the information: presently available: .7 .o
.~ However; he opined, based on comparison of the-old log of the subject well: with the .7 = .

old log of the-State M, that ‘the subject ‘well would likely encounter.a comparable .- e .

- thickness of pay in the target reservoir (25 feet as compared to 30 feet in the:S.tat'-e-lvf)j.--‘ S

© including the assessment that the extent of the: target reservoir could not-be: = :

* the.fault that produced the up-thrown ‘block from whlch the reservoir: matenal wag: e

@ Mr‘ ‘Amiet, -Yates' .geologist, agreed generally with Mr. - Ellard's e e
mterpretatlon of the nature: of the target reservoir and the mechanism: of deposition;.. ... . .

determined with available information, but disagreed with Mr. Ellard's placement .of - '

. _,presumably eroded. . Pty

- (g) . Mr. Amlet testrﬁed that 3D seismic run along a west-to-east bearing - . ...

~ close to the location of the . subject well,.and which was admitted: inevidence, F

demonstrated that no significant fault- down-thrown to the east existed in. the. ...

a2

- westward proximity: of the. 'subJect well. He opined that the fault that controls ‘thew ... .-

location of the target reservoir runs to the north of the State M and trends northeast.to - .
southwest. Accordingly, he concluded that the subject well is more distant from the. %

. fault than is the State M,-and the Pride acreage in the southwest quarter of Sectmn 120000 o

is yet more distant.

(h) - Mr. Amiet interpreted the logs from the subject well to show no more - :

- than .10 feet of reservoir in the target formation (as compared to 30 feet in the M1), - e
: conﬁrmmg his conclus10n that the sub_]ect well is more distant from the fault. - RPN

(1) Mr. Amiet testlﬁed that Yates had other 3-D seismic runs that tended

to confirm his placement of the controlling fault, but Yates did not offer th1s other-

seismic mformauon in evidence.

: G) .~Mr Amiet mrther teetiﬁed that the prevailing contours on the down- |
thrown side. of the controlling fault favored the flow of eroded material to.the east,

_ rather than to the south. On this basis, he opined that the Yates acreage in the ‘east
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,. subJect well than is: the Pnde acreage m the southwest quarter Ll

. --halfof: Secuon 12 is more likely to contain reservoir rock that. might be dramed by the E

." o (k) Dr Boneau, Yates engmeenng wrtness, calculated the prohable
dramage area of the State M based on production data and log analysis, to be 145 .. "

.. acres. .Assuming that -the draimage . charaoteristics of the subject well: would: be ~ = -
-+ ‘otherwise similar to those of the State M, he calculated that 97% of production in the . .-+,

' - target Teservoir from: the subject well: would be drawn from Yates: acreage if Yates SR .

DRSRE ’assumptrons were: correct and 65% 1f Pnde s assumptrons were correct

: ST
.n_-.

, 8. Based on the ev1dence and arguments at the August 12, 2004 hearmg, the -
Commrssron ﬁnds and concludes concermng the legal issues presented as- follows* ISP

(a) T-hrs case requlres an a.nalysrs of the effect of the D1v1'>1ons actron m;z,s -

approvmganAPD. e

(b) | Pnde ﬁled an APD proposmg a well at an orthodox 1ocat1on, and attached- '

... thereto a Dedication Plat (C-102)- proposmg to dedicate thereto a standard unit which: - 'y : :_;..

:was. not then dedicated to any other well in the pool.: Accord.mgly, Pndes APD was.;f. St

| ‘{ » przma facze vahd, and the D1v1s1on properly approved it

' ;'f ~ (c) The D1v1sron, through its drstnct superv1sor subsequently purported to’ revoke SR

its approval of Pndes APD on the ground that Pride did not own .an interest in the . = s

dnll-srtetract S RIS TAN

R (d) As th1s Comm1ss1on obserVed 1in Order No R—11700-B entered in Cases No
+ 12731:and--12744, the Division::has neither the responsibility nor jurisdiction .to: -
. determine whether an applicant for & permit to drill has the reqmsrte trtle to the land RS

in questron. Order No. R—l 1700—B Fmdmg 27

- (e) The Commlssron further stated in Order No. R-1 1700-B that an apphcant for a. . o

permit to drill must have a _good faith claim of title. Order R-11700-B, finding 28. .

- () . Although the Division can and should cancel an APD when it properly
" :determines. that no such:good:faith claim exists (as the Commission determined,

‘based on a District Court judgment, in Order No. R-11700-B), it should not make that -

determination, which necessarily cannot be made on the face of the APD or from
Division records, without first giving the applicant notice and an opportunity for a

hearmg Although the Commission doubts that the right conferred by approval of an -

APD is properly characterized as "property," it nevertheless concludes that such
approval confers rights that should not be revoked arbitrarily.

- (g) Inany event, a determination that Pride did not have a good faith claim couid
" not have been made in this case. Here, unlike Cases No. 12731 and 12744, there is
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.. no title: dispute. . It is :undisputed: that Pride owns a working-interest ‘in -the. unit. -

.::-.proposed in/its APD, i.e; the west half of Section 12, and that the west half of Section . . - .

- 12 is a standard unit permJtted by apphcable spacing rules. -It is likewise.undisputed ...+ -~ -
.~ that;*at the time Pride filed its APD Yates' prev10usly approved APD callmg for af.-;.r R
: ,--northhalfspacmgumthadexplred - _ B D

= : (h) Agalm the Commrssmn sardm Order No R-11700-B : FAEEI

= \An operator may ﬁrst apply for a perrmt to dnll a well and may;rztts: T S
thereafier pool.(on a voluntary or compulsory basis) separately owned " . -
tracts to the well. ~Alternatively, the operator may first pool and later..- = -
seek a permit to drill. The two are not mutually exclusrve and there IS o

SIS 1 s) preferred methodology : O P R

_.OrderR-ll'ZOO—B ﬁndmg35 . . _y.: " | ViR Dade s

@D - The Comm1ss1on acoordmgly concludes that an owner who would have a: nght T
- to drill at its proposed location in the event of a voluntary or compulsory pooling of \ % .- . . -
.. the unit it proposes to dedicate to the-well has the necessary good faith claim of title . .. <<+~
SEPTHRCES (o) permrt it to-file an APD even:though it has not yet filed a.pooling: apphcatlon Ian' o7
v ;owner. uses ‘this right .to "tie-up".-acreage without proceeding ‘diligently to -seek. .- .. -
. ‘voluntary or compulsory poolmg, or if the acreage can'more property be developed -

by inclusion in a different unit, an aggrieved owner can file an application with the - =
- - Division to cancel 1ts approva.l of the APD which the D1v1s1on can do aﬁer notrce and SIS

. hearing. . R : : e

G It follows that Pride's approved APD in this case was improperly revoked,and ;. . oo
.. Yates' subsequent APD was improperly approved.. It does not necessanly follow
AR ..however that Pnde is entltled to. the rehef it seeksmthrs case TR R A

- . , *_;f (k) . ”As the Comrmssron stated mOrder No R-1 1700-B Ey

- An:application for a permrt to drill serves different obJectlves than an oo
~-application for ‘compulsory poolmg and the two proceedmgs should
not be confused. _

- Order No R-1 1700-B findmg 33.

@ In Order No R-1 1700—B the Commission ordered cancellation of an APD . -

based on a judicial determination that the party who filed the APD had no title to the .-

subject unit and therefore could not be an operator of a well within that unit. The
 Commission further ordered approval of an APD subsequently filed by a party whose

‘title the court had approved. However, the Commission deferred the issue of the.

proper configuration of the unit to be dedicated to the proposed well for .

determination in a pending compulsory pooling proceeding. 4 S
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oo (m) -.'Thus the: emstence of a properly approved APD should:not bea basis: for o -
. ‘prejudging the issues.in a compulsory: poohng application. If the apphcant prevails . . iz
- omits compulsory pooling application’ and is- appomted operator 'in a:compulsory .,
. pooling order, it is.entitled to- approval of an APD in.any case.::If the-compulsery -
' pooling application is denied; the- applicant having in this case no‘other basis for a s
claim. of title to the dnll-s1te tract, cancellatlon of the APD would be a necessary-;';.i*,...1_;:
"consequence ' : e k RETRENES v

S (n) Ordmanly, Dwrsron precedent would require an ‘owner - opposmg a. e
e -.'compulsory pooling: application-on the ground -that prudent.development-wittttd -~ 1o
-.+.. -counsel the formation of 2 different unit fo file a competing application: ‘However,:in: .
- - this: case, ‘compulsory pooling would- be unnecessary to form a north-half-unit; as. o
-~~~ "Yates proposes.. Accordingly, Yates should be permitted to offer evadence n support'-.»:r'«t Mik
- of its proposal as a defense to Pnde s compulsory poohng apphcatlon e g

AR (o) - The Commlssmn accordlngly concludes that its de01s10n in tthS case must be.:
L based on its evaluation of the‘technical testimony presented in support of; and-against, -~ 7=
.- -Pride's compulsory pooling application;, 1rrespect1ve of the crrcumstances Wlth regardwz-_:‘- cupn
.to the approvaloftherespectlveAPDs R RIS Ll T T 3 e

o Anal'

LY

"s of Techmcal Issues

: 9 Based on the ev1dence and arguments at the August 12 2004 hearmg, the e
Commlssmn ﬁnds and conclud.es concemmg the techmcal issues presented-as- follows . ,

,i(a) Expert w1tnesses for both partles concurred that on:the basis. of the-_

- .. information presently -available, the-total quantity of reserves inthe: Mississippian' ...l
<o formation underlying Sectlon 12 o partlcular quarter sectrons thereof cannot
: '-'-5;:.ilpractxcablybedetermmed Gepr e R AR SR S

' ,(b). None of Yates witnesses offered any convmcmg reason for supposmg that the.
east half of Section 12 would be productive in the Mississippian.- Dr. Boneau testified .. - -

. that the.State M well would have a drainage. area of 145 acres, and that the subject: -~ .. ..
.. well is likely to be-only half as good a well, suggesting a drainage radius. for the . . - .
subject well of less than 160 acres. Although Mr. Amiet projected the target reservoir -~ :

into the northeast quarter of the section, he also testified that porosity would fall off. .. =

. rapidly as the distance from the fault.increased, and he conceded that:his projection.of - - *.
the alluvial fan that produced the target reservoir to the east’depended upon the
unproven assumption that the observed contours of the formation corresponded to the B
contours ex1st1ng at the tlme of deposmon : - .

. (c) If Pnde s placement of the controllmg fault as bearing north to south, and in
close proximity to the subject well, is correct, then its conclusion that the southwest -
quarter of Section 12 will likely be productive in the Mississippian, and th¢ east half
‘of the section will not be productwe, accords w1th the understanding of both
geologists of the nature of this reservoir. ’
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(d) Although no- good ﬂogs of the sub_]ect well are . avallable, the Commlsswn
il concludes that Mr, Pride's- interpretation that there is likely. a comparable amourit of
iz reservoir ‘footage-in the.subject well to that-encountered. in the State: M- well is-more

*;. ~convincing, and-that interpretation-is consistent w1th the north-south alignment.of the S i
- controlling ‘fault, and- w1th the concluswn that the southwest quarter of Sectlon 12.is .7
.:.11ke1y to be productlve . . TN KR TR

(.e) Both geologlsts predmted that.the. east half of the sectlon is less:likely to- be o
"-.'.:.fproductlve from 'the.-taggt:reservoir ‘thian .the. west half. - The southwest’ quarter;
- - however, is-quite likely productive:if the controlhng fault actually ex.lsts in the north- : P
o south onentatlonas Pnde's ewdencesuggests that itdoes. . v i i

-,‘;?»_'(t) j If the southwest quarter proves to be productwe and the east half of the.s: :
- section does not, then the establishment of lay down units in-this: section would.: = =
. ‘Violate'Pride's correlative rights.. If Pride drilled a well in the southwest:quarter; such: . .- 12205

- . - well-would-have to-be: included in'a'south-half unit, and Yates.would be entitled to - -
-+ .one-half of. the production -therefrom based on-its ownership of the unproduotlve

.. southeast.quarter. If, on the other hand:stand up units are established, and the east half- .+ ...* |
- -proves to-be productive, Yates can recover for 1tself all of the east half producuon by B

o dnllmg on the east—half umt

S -(g)_ : Yates rehes prmctpally on 1ts 3-D seismic to demonstrate that the cnt1ca1 fault

L +18° onented northeast-southwest; and not north-south. Though Mr: Amiet téstified that - - R
Yates has seismic data that confirms his suggested location of the fault Yates d1d not: i o

. j.offer any such seismic data in ev1dence

:z'(h) Though Mr Amlet testtﬁed that he mterpreted the seismic data offered incoc
evidence as disproving the existence-of a north-south fault in the location suggested:: .. .
by Pride, he conceded. that a small fault with a throw of as much as-100 feet might.. .~ . - -
- exist-that-might not be apparent:from.the seismic data. The existence of a fault with - -~ ..

‘much reduced throw compared to that. farther to the north would be cons1stent w1th RS R

s Mr Pnde s. testlmony that the fault "dles" to the south

-(1) The Comm1ss1on concludes that Pndes geologlc mterpretatlon 1s, on’ the

10.

whole ‘more convmcmg that Yates mterpretatlon

The Comm1ss1on accordmgly concludcs that

| .(a) A compulsory—pooled umt should be established consisting: of the west half of

Section 12, Township 12 South, Range 34 East. NMPM, Lea County, New Mex1co
and that such unit should be dedlcated to the subject well;

- (b)  Pride should be des1gnated operator of the subj ect well and of the unit.

¢

©) Yates APD for re-entry of the subject well should be cancelled.
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.- -costs.it incurred in the re-entry of the. sub_]ect well pnor to the tlme it voluntanly ceased
> .--«.operatlons on thewell or October7 2003 S e e r G

17 Mr Moran also testlﬁed that Yates had comphed with the provrsrons off-m cretoion
..,ordermg Paragraph 9 of Order No- ‘R-12108-A by providing a-schedule of all.actual well:. -\ -
- -costs.it had incurred in conductmg re-entry operations on the well by letter dated-October 8, .=~ ..
... 2004, that it.had received an AFE for the well from Pride by letter dated September-14,2004; -.* = . -
- .- -and, to be certain that it was not in a non-consent position under Commission Order No.R- 0
oL _»12108~A on. Qctober 13 2004 Yates had pard to Pride its share of these AFE ‘costs..: . ‘ R T

R 18 Mr Wrer rev1ewed the schedule of well costs submltted to Pnde and the R \:
ERNS .-'Ccmmlssuon on October 8,.2004; 1dent1ﬁed items’ that had:occurred after October 7 2003 and e
~.;-prov1ded supportmg mformatron for the costs mcm'red pnor to. that: date PRSI (RS LR

ST 19 Pnde requested that it be allowed tlme to review: and object to. the costs on the RS -
schedule prov1ded by Yates and the: supportmg mformatlon submitted at the hearing: . S

oy : .20, Yates should be rermbursed for all reasonable costs incurred through October R
. -;7 2003 in furtherance of the re-entry of the subject well, and the’ trme for objecnons to those RIS
- 'costs should be extended through Deccmber 31, 2004 SRR B P TR R S

IT IS THEREFORE ORDERED THAT

R 1'.» Pursuant to the apphcatlon of Pnde, all uncommltted mterests, whatever they. =+ i - =

.~ may be, in the oil and gas from the surfice to the base of the Mississippian: formation .- = -
., - underlying the W/2 of Section 12; Townshrp 12 South, Range 34:East, NMPM, Léa County, .. ... u.
.. ...~.. New Mexico, are hereby pooled.to form a standard 320-acre gas spacing and prorationunit -~ . .
RIS (the Unit) for:all formations-or pools spaced on 320 acres within-this vertical extent; which' . oo

.. - presently include, -but are not' necessarily . limited to, the ‘Undesignated :Four: Lakes- = = ::a:-
! ;;Mlss1ss1pp1an Gas Pool and the Undesignated Four Lakes-Morrow Gas. Pool.. The Umit shall - - ...

.. bededicated to the subject well, located- 1980 feet from the North lme and 660 feet from the Lo
Westhne(UmtE)ofSectlon 12 _ Sl e e

2.  The operator of the Unit shall commence re-entry operations on the subject

- 4».'-‘

' well within 90 days after issuance of this order, and shall thereafter continue such operations -
* with due diligence to test the Mlss1s51pp1an formation. If this order is suspended pending any
~ further appeals, the nmety-day penod prov1ded in this paragraph shall be: tolled dunng the.

- t1me of such suspens1on S

3, In the event the operator does 10t commence re-entry operations within the.

_ t1me provided in ordering paragraph 2, this order shall be of no further effect, unless the - .
operator obtams atime extension ﬁom the Division Director for good cause.

4., & Should the subject well not be completed within 120 days aﬁer resumptlon of
re-entry operations pursuant to this order, then this order shall be of no further effect, and the
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“unit created by this order shall terminate, unless the operator obtams a tlme extensron ﬁom

~the D1v1s10n Drrector followmg"notrce and heanng :‘ R

S L8 Upon final pluggmg and abandonment of the subJect well the pooled anjt o
ST ’ilcrea,ted by thrs Order shall termmate unless tlns order has been amended to authonze ﬁn'ther; S

- ' operatlons Lo ’ SEREEEII SR

......

b Se 6v Pnde is hereby d:esrgnated the operator of the Sllb_] ect well and of the Umt

‘ Sl Aﬂer poolmg, uncommltted workmg mterest ownets are referred to as: pooled
. workmg ‘interést. owners. (“Péoled working interest owners are owners: of working mterestsf

i - incthe Unit,: mcludmg unleased mineralinterests; ‘who -are. not:parties ‘to::an: operatmgw |
- agreement  governing-the ¥nit.): - After the: effective date. of this order; the operator 'shall- . . =
- furnish the Division and each known pooled working interest ownerin the Unit an-itemized ;. =+ =

i +-schedule of estlmated costs of re-entenng, completmg and equlppmg: the subjeet Well ("Weu?'l.-‘,_’-?.',,_V'v.:-.«f:';:"‘.

‘interest ownets who elect not to pay their share of estimated well-costs. as: prov1ded in this

o paragraph shall thereaﬁer be referred to as "non-consentmg workmg interest oWners M

SRR .’~9. Wrthm 5 days aﬂer-the issuance of thlS order, Yates shall ﬁ.lrmsh the Dmsron RIS
L and Pride an itemized.schedule of actual well costs incurred by Yates.in conducting re-entry .. - . .
. operations on-the subject well after August 25,.2003 and prior to-Qctober 7, 2004, the-time:: ...~ ..
. when Yates voluntarily-ceased operations. on the: subject. well. Ifno.objection to:such-actual - - i -

" costs is recéived by the Division, and the-Diwision has not-objected on or before December: - .-,
31,:2004, such costs shall be deemed to be the reasonable well costs: - If there is-an objection - . = *

to the reasonableness of such costs within the time allowed by this order, the Division will.

determine the amount thereof that constitutes reasonable well costs after notice and hearing. - B

10. IfYates elects to pay in advance its share of costs of the re- entry of the subject -
well pursuant to this order, Yates may deduct the amount of such actual costs from its share -
of estimated well costs to be pald pursua,nt to ordering paragraph 8. If the amount to be paid ©.
by Yates pursuant to this provision is less than the amount paid by Yates to Pride at the time
~of its election pursuant to Order No. R-12108:A, Pride shall refund such excess to Yates -
within-45. days after receiving notice of Yates' election pursuant to this Order No. R-12108-

C. If the Division subsequently determines that any amount of actual costs for which Yates

claims reimbursement does not constitute reasonable well costs, Yates shall, within 60 days -

after such determination, pay to' Pride the amount that such actual costs previously
reimbursed to Yates exceed the amount thereof that the Division determines to be reasonable.

RN 8 Wrthm 30 days from the date the schedule of estlmated well costs is ﬁrrmshed,-...- T TR

S any pooled: workmg interest owner shall have the right to pay its share of estimated well.costs =+t

"2+ to the ‘operator in lieu of paying-its share:of reasonable well coéts out-of production as:. ="\ =

- hereinafter provided, and any such owner who pays its share:of: estlmated ‘well costs as~ =
-~ provided above shall remain liable for operating costs and charges-for supervision: but shall - - 1"~

.. not be lable for risk charges authorized by paragraph 14 of this order.~ Pooled working. . ..~ -~ .

o
]
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oo Ml -H Yates elects not to pay-in. advance its share of costs of the re-entry of the: - -
subject well pursuant to this order, Pride shall refund all amounts. paid by. Yates: atthe timeof . ... i

-~ its election pursuant to Order No. R-12108-A, and shall pay to Yates the- amount-of actual.- =~ ..
- ¢osts incurred by Yates; within 45: days after the later of (a) receipt of the: schedule.of such =+ .= =i -

| - ¢osts-as ‘required: by ordering paragraph 9:or (b)-the. expiration of: the time-provided: by:.. LA
- ordering paragraph 8 within'which Yates could elect to.pay its share of well costsdn advange. . o

" If, however, Pride files an objection to the reasonableness of such actual costs; Pride shall; in" S

» - liew.of paying actual costs claimed by Yates:at the time provided in:the.preceding sentence; : i

- . to: the actual well-costs:is received by thé:Division, and the Division has not objected: within: -

- * pay to-Yates the amount thereof that the: D1v1s1on determmes to be reasonable w1thm 60 days o o
: laftersuchdeternunatlon IR S A :
,. 12 The Operator shall furmsh the Drvrsron and each k:nown poolerl workmg B

. mterest -owner: (including non-consenting:working interest owners) an: itemized schedule. of -
-actual well costs within-90-days following completion of the propesed w¢ll.: If no-vbjection:

45.days following receipt ‘of the schedule, the actual well: costs shall be.deemed to-be:the SRR
reasonable well costs.. If there is an objection to actual well costs:within', the 45-day perlod S
. the Drvrsmn w111 determme reasonable well costs after notl,ce and. hearmg P ETEE PP E TP R

| '3 Wrthm 60 days followmg deterrnmatlon of reasonable well costs any pobled ST,

L workmg interest owner wha has paid :its. share of estimated costs-in advance-as providéd. .- . - |

: - above shall pay to the operator its share of the amount that reasonable well costs: exceed:: . -
- . estimated well costs and shall receive from the operator the amount, 1f any, that the estlmated.f-.. s
_ well costs. 1t has pa:ld exceed 1ts share of reasonable we11 costs. PR R R ST

14 The operator is hereby authonzed to w1thhold the followmg costs and oharges D e
"vﬁ:omproductlon. LT R L e . -

(a).J.--;..-the proportlonate share of reasonable well costs e e e R
coceseowlw oo attributable: to eaoh non—consentrng workmg 1nterest L g
TR o COWRETy and oL : ol Rt

(b) as a charge for the nsk mvolved in drrlhng the Well
1 :200% of the above costs. .

15, The operator shall distribute the costs and charges wuhheld from productlon T
»proportronately, to the partres who advanced the well costs. SRS el

' : 16. Reasonable charges for superv1s1on (combmed ﬁxed rates) are hereby fixed at -
. $5,000.00 per month while drilling and $600.00 per month while producing, provided that: =

- these rates shall be adjusted annually pursuant to Section III.1.A:3. of the COPAS form titled -

“dccounting Procedure-Joint Operations.”. The operator is authorized to -withhold from
production the proportionate share of both the superv151on charges and the -actual
expenditures required for operating the well, not.in excess of What are reasonable,
attnbutable to pooled workmg interest owners. . N
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. . -17. . Should.all :the: parties ‘to-this compulsory pooling ordér reach voluntary -~ :-:o
agreement subsequent to entry of th1s order, th1s order shall thereaﬁer be:of no further effect. R

SN The~operator ofthe well and Umt shall notlfy the D1v1sron n W‘ntlng of thef_ .;-_'~»:;'.
v subsequent voluntary agreement of aH parhes subjeet to the forced poolmg provasmns of th1s gl e
ordelz S , ., _

- 19 Pndes APD for the State “X” Well No. 1 dated July 10 2003 1S hereby T8~ -
o _mg__ed, and shall continue in. effect for one year from the date of th18 order, unless thls order. - ..
sooner termmates ' P LT _ S S eyt .

20, - Yates Petroletim Corporatlon 5 APD for the State “X” WeII No. 1 dated e
August 25 2003 is hereby eancelled ab mztzo . e, R e e

21 Order No R—12108-A 1s: hereby rescmded in 1ts entlrety, and th1s Order No *; .
R-121()8-C 1s substimtedtherefor s

S 22 Junsdieuon of thls case 1sretamed for the. entry of such further ordersas
the Comm1ss1onmaydeemnecessary RN T R R A

DONE at Santa Fe, New Mex1co on the day and year heremabove desrgnatedr

. STATEOFNEWMEXICO . . .
-+ OIL CONSERVATION COMMJSSION

SEAL




