o theqe cases- and of Lhe QleJCCt mattel

i he pmpose of tequmony, hOWCVCI one or del wﬂ] be lqsued f01 aI] the caqes S

‘ 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 :

APPLICATIONS or BURNETT OIL CO., INC. FOR
COMPULSORY POOLING AND AN UNORTHOD.OX
OIL WELL LOCATION, EDDYCOUNTY, NEW MEXICO.

Case Nos. 14673 and 14674
AND - :

APPLICATIONS OF COG OPERATING LLC FOR
NON-STANDARD OIL SPACING AND PRORATION
UNITS AND COMPULSORY POOLING, EDDY

COUNTY, NEW MEXICO.
| | | Case Nos. 14706-14718
Order No. R-13481
_ORDER OF THE DIVISION
BY T THE'DI\II»SION:

_ These cases came. on for heaung on Aumst 79,‘2011 at 9:00 a.m. at Santa Fe
New Mexmo before Examiner Richard L Ezeanylm =

"NOW, - on’ thlc 18Ih day of NOVCIleCI, 2011 the D1v181on D11ect01 havmcr
con31deled the. testlmony the 16001d and the 1ecommendatlons of the Exammel '

.g‘\

TINDS THAT

(1) Due pubhc notice has been 01ven and lhe vamon has JLIIISd]Cl]Ol] of '

(7) Case Nos 14673 ]4674 and 4706 thromh 14718 were comohdated f01

(3) , In Case ‘No: 14673 Bumett O1l Co Inc qeeks an 01cleJ poo]mcT a]lf‘-'- ot

mmam] interests from 4230 feet subsurface to the- base of the Glorieta- Yeno formation’
- undexlymcY the SE/4 SE/4 of Schon 24, Townshlp ]7 SouLh Ranoe 31 East NMPM 10 " .

B
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form a standard 40-acre oil spacing and proration unit for all pools or formations .
developed on 40- acre spacing within that vertical extent. The unit is to be dedicated to the
proposed Nosler Federal Well No. 3, (API No. 30-015-38635) to be drilled at an
unorthodox location 890. feet from the South line and 1190 feet from the East line of .
Section 24. Also to be considered will be the cost of drilling and completing the well and
the allocation of the cost. thereof, as well as actual operating costs and charges for

supervision, designation of .applicant as operator of the well, and a 200% charge 1”01 the

risk mvo]ved in dullmg and completm(Y the well.

@ In Caqe No. ]4674 Bumett oil Co., Inc. seeks an order pooling all
mineral interests from 4230 feet subsurface to the base. of the Glorieta-Yeso formation
underlying the SE/4 SE/4-of Section .13, Township 17 South, Range 31 East, NMPM, to
form a standard 40-acre oil spacing and proration unit for all pools or formations
developed on 40-acre spacing within that vertical extent: The unit is to be dedicated to the
~ proposed Partition Federal Well No. 2, (API No. 30-015-39062) to be drilled at an
~ unorthodox location 990 feet from the South line and 1140 feet from the East line of
~ Section 13. Also to be considered will be the cost of drilling and completing the well and
the -allocation of the cost. thereof, as well as actual operating costs and charges for
supervision, deswnatlon of applicant as operator of the well, and a 200% charge for the
risk involved in drilling and completmo the well. '

1 (5)‘ ~ In"Case No. 14706, ‘Concho seeks an order: (1) CIeatmO a non-standard
' spacing unit comprised of the W/2 W72 of Section 12, Township 17 South, Range 31

- East, NMPM, (2) non-standard location for the Puckett “12” Federal Well No. 1H and (3) - .
- pooling all mineral interests in the Gloriéta-Yeso formation in the non-standard spacing -

~unit which will be the project area for the Puckett “12”. Federal Well No. 1H to be drilled

- from a surface location 75 feet from the South line and 330 feet from the West line and a
‘bottomhole location 330 feet from the North line ‘and 330 feet from the West line of -

‘Section 12. ‘Also to be considered. will be the cost of drilling and-completing said well
.and the allocation-of the cost thereof as well as actual operating costs and' charges for

. supervision, designation of COG Operating LLC as opelatm of the well and a 700%"

) -cha1 ge for risk mvolved in dullmg said well . o -

S (6) In Case :No. 14707 Concho seeks an order: (1) Cleath a non- standald .
© spacing unit compused of the E/2- W/7 of, SectJOn 12 Townsh1p 17 South, Range 31 East, "

NMPM, (2) non- -standard- location for the Puckett “12” Pederal Well No. 3H and 3

- pooling all mineral interests in the Glorieta-Yeso foxmaﬂon in the non-standard spacmo E

“.unit which-will be the project area for the Puckett “12” Federal Well No. 3H to be drilled

from a surface location 75 feet from the N01th line and 1650 feet from the: West line to a o

standard bottomhole location ‘in Unit N of Section 12, Alsé to-be considered-will be the.
cost of dulhng and completing said well and the- allocation of the cost ther eof as well as

- actual-operating. costs and char ges f01 supervision, desmnatlon of COG Opemtmg LLC as
- __operator of the we]l and a 900% c harge-for risk involved in dullmﬂ said well :

o ‘ (7) In Case No.. 14708 Concho seekg an. 01 d61 (]) ueatuw a non- Standald N
o ;spacmﬂ umt compmed of the W/2 E/’) of Secuon 12, Towmhlp ]7 South, Ranoe 31 ant o
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| NMPM (9) non- qtandcud locatlon f01 the Puckett “]7” Fedelal Well No 5H cmd (%) .
- pooling all mineral interests:in the, Glorieta-Yeso fo1ma110r1 in the non-standard spacing
. unit Wthh will be the project.area fo1 the. Puckett “12” Federal Well No -5SH to be drilled ="

.. from-a surface locatlon 10 feet from' the North' line and 1781- feet from Lhe East line ‘of

" Section 13 4dnd a bottombhole location 330 feet from the -North- line cmd 1980 1eel from the

o East line of Sect10n 12, Also to be considered will. be the- cost-of drilling and completing =~ .+~ -

| Adulhng sald well

- said well” and the- allocation” of the cost thereof as well as chtUdl ‘operating costs and
charg ges for superwslon designation, of COG: OpeldtmfT LLC as.oper ator of the well dnd a .
' 700% charoe f01 nsl\ mvo]ved n dullmg scud well. :

‘ E ,(8) 'In Cdse No. 14709 Concho seekq an’ order: (1) Cleating ‘a non-standard.
_spacing unit comprised of the E/2 E/2 of Section 12 , Township 17 South, Range 31 East, .- -
NMPM, (2) non-standard location for the Puckett “12” Federal. Well No. 7H (3) pooling
* all mineral interests-in the Glorieta-Yeso formation in the non-standard spacing unit

which will be the project area for the Puckett “12” Federal Well No. 7H to be drilled
- from a surface location 10 feet from the North line and 850 feet from the East line and a
bottomhole location 330 feet from the South line and 990 feet from the East line of
~ Section 12. “Also to be considered will be the cost of drilling and completm(T said well
and-the allocation of .the cost thereof as well as actual operating costs and.charges for.
supervision, designation of COG Operating LLC as operator of the well and a 900%

chal ge . fo1 risk mvolved in drilling said well.

_ _(9), . In-Casé No. 14710, Concho seeks an’ order: (1) creating a non-standard

_* spacing unit comprised of the N/2 N/2 of Section-12, Township 17 South, Range 31 East,
"NMPM, and (2) pooling all mineral interests in the Glorieta-Yeso formation in the non- -

. -standard spacing unit which will be the project-area for the Puckett “12” Federal Well

~ No. 9H to be drilled ata standard surface and bottomhole locatlon in Sect1on 12: Also-to .-
.be: con31deled will be the cost of drilling and-completing said . well and the allocation of -,

. the cost theleof as well ‘as actual operating costs and charges fo1 -supervision, designation . . -

.of COG- Opelatmo LLC as opelatm of the Well and a 200% cha1 ge f01 r1sk mvolved in e

' .i

(10) In. Case No 14711 Concho seeks an’ Oldel ( ]) cr eatmg a‘non- qtandmd'ﬁ:‘. S

,.'Spacmo unit compnsed of ‘the W/2 'W/2- of Sectlon 13, Township 17 South, Range 31" .-, R

.'f:'East NMPM and (2) poolmo all mmelal intefests in’ “the Gloneta Yeso foxmatlon in the™ -+

o non- Standald spacmo unit Wthh Wlll be the p10]ec1 area f01 the Puckett. “13” Federal

o Well No 1H to.be’ dulled from a standald su1face locatlon m Unit M and a standald R

: "J‘f'-"f"f_opel ator of the well dnd a 200% chal ge f01 usk mvolved n dulhnn %lld well

o poolm0 all mmeml mte]eqts in the: Gloneta Ye%o fcnmahon . the non- Qtandaxd QpcICIH(" R

" * bottomhole location in Unit.D-of Sectlon 13. 7 Also 1o be COHS]dCIGd will be the costof -
.f’ﬁ"_'dullmo and completmo ‘said wel] 'llld ‘the: allocatlon of the cost thereof as: well as actual-‘ R
B operating’ costs. and- ch"uoeq for supewlsmn de%wnann 'of .COG: Opelatmo LLC ds - .75

o (11) In Ca@e No ]47]2 Concho ceeks an; 01( er: (1) CIGdtlDU a non Standald SE
‘~.3:’9pacmg unit compmed of- the E/7 W/2.of ‘Section 1? Toanhlp ‘17 South, Rcmﬂe 31 East, LU
NMPM, (2) non- standard’ Jocation f01 the: Puckett “H” Fedem] Well-No: 3H ‘and (3).‘3_
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unit which will be the project area.for the Puckett “13” Federal Well No. 3H to be drilled-
from a surface location 75 feet from the South line and 1480 feet from the West line and-
a bottomhole location 330 feet from the North line and. 1650-feet from the West line of
Section 13. Also-to be considered will be the cost of drilling and completing said well
and the allocation of the cost thereof as well as actual operating costs and charges for
" supervision, designation of COG . Opelatmﬂ LLC as opeIatOI of the well cmd a 700%
char ge for risk mvo]ved m dnllm(T sald well. ~ : : -

. ‘(1’)) In Case No. 14713, Concho seeks an order: (1) creating a non-standard

spacing unit comprised of the W/2 E/2 of Section 13, Township 17 South, Range 31 East,
 NMPM, (2) non-standard location for the Puckett “13” Federal- Well.-No. 5H and (3)

pooling all mineral interests in the Glorieta-Yeso formation in the non-standard spacing
~ unit which will be the project area for the Puckett “13” Federal Well No. 5H to be drilled

from a surface location 75 feet from the'North line and. 1940 feet from the East line and. a
. bottomhole location 330 feet from the South line and 1980 feet from the East line of
Section 13. Also to be considered will be the cost of drilling and completing said well
and the allocation of the cost thereof as well as actual operating costs and charges for
supervision, designation of COG Operating LLC as operator of the well and a 700% .
chax ge for risk 1nvolved in drllhno said well. : '

(13) In Case No. 147-14,11' Concho seeks an order: (1)4creating"a non-standard
. spacing unit comprised of the E/2 E/2 of Section 13, Township 17 South, Range 31 East, -
" NMPM, (2) non-standard location for the Puckett *“13” Federal Well Nos. 7H and 8H and -
(3) pooling all mineral interests in the. Glorieta-Yeso. formation in the. non-standard
.spacing unit which will be the project area for the Puckett “13” Federal Well No. 7H to
-be drilled from a surface location 83 feet from the North line and 970 feet from the East
~ line and a bottomhole location 330 feet from the South line and 990 feet from the East
line of Section 13 and the Puckett ““13” Federal Well No. 8H to be drilled from a surface -
location 232 feét from. the South line and 459 feet from the East line of Section 12 and a
bottomhole location 330 feet from the South hne and 330 feet from' the East line of
" Section 13.. Also. to be considered . will be the cost of drilling and completing said well
‘and the allocatlon of the cost thereof as well as actual operating costs and charges for -
. supervision, demgnaﬂon of COG Opelatmv LLC.as S .operator of the well and a 200%
L cha1 ge f01 llSk mvolved - dullmg sald well - - -

'1(1‘4)_' In Case No. “-14715,jCor'1Acho'Aseeks'an order: (1) Cx'éating a.ﬁon-étén_dard
spacing unit comprised-of .the W72 "'W/2 of Section 24, Township 17 South, Range 31

- East; NMPM (2) non-standard location. for the Puckett “24” Federal' Well No. 2H and (3) .-
- pooling all mineral interests in the Glorieta- Yeso f01rnauon in the non-standard spacing .

* unit-which will bé the.project area for the Puckett “24” Fedexal Well No. 2H to be drilled

from a SLuface location 75 feet from the’ North line and- 990 feet from the West line.and a
g bottomhole Jocation:330 feet ﬁom the South line and 990 feet from- the West line -of :

. Section 24. " Also to be conSldemd will be the cost of: drilling and completmo said well
~ ".and the: allocation of the cost ihereof .as well ‘as actual ooperating costs and char ges for |
supervision, designation of COG ‘Operating LLC as opemtcn of the well and a 700% '
chal ge. f01 risk mvo]ved in dullmo said well N : S
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; (15)" 1In Case No. 14716, Concho seeks an order: (1) creating a non-standard
“spacing unit comprised of the E/2 W/2 of Section 24, Township 17 South, Range 31 East, .
- NMPM, (2) non-standard location for the Puckett “24”. Federal Well No. 4H and (3) -
- pooling all mineral interests in the Glorieta-Yeso formation in the non-standard spacing
unit which will-be the project area for the Puckett “24” Federal Well No. 4H (o be drilled -
‘from a surface location 75 feet from the South line and 1902 feet from the West line and .
a bottomhole location 330 feet from the North line and 1980 feet from the West line of

" Section'24. Also (o be. considered will be-the cost of drilling and completing said well

and the allocation of the cost thereof as well as actual ope1at1n<7 costs and charges for
“supervision, designation of COG Operating LLC: as ope1ato1 of the well and a 200%
~ charge for risk mvolved n du]hm S’l]d well - '

: (16) In Case No. ']4717; Concho seeks an order: (1) creating a non-standard

spacing unit comprised of the W/2 E/2 of Section 24, Township 17 South, Range 31 East,
NMPM, (2) non-standard location for the Puckett “24” Federal Well No. 6H and (3) -
pooling all mineral interests in the Glorieta-Yeso formation in the non-standard spacing

| ~unit which will be the project area for the Puckett “24” Federal Well No. 6H to be drilled

- from a surface location 75 feet from the South line and 1650 feet from the East line and a .
“bottomhole Jocation 330 feet from the North line and 1650 feet from the East line of
‘Section 24. Also to be considered will be the cost of drilling and completing said -well
and the allocation of the cost thereof as well as actual operating costs and charges for

supervision, designation of COG Operating LLC as ope1ator of the well and a 700% :

charge for risk mvolved in drilling said well.

a7 .In’ Case No. 14718, Concho seeks an order: (1) creating a non-standard
- spacing unit comprised of the E/2 E/2 of Section 24, Township 17 South, Range 31 East,
‘NMPM,; (2) non-standard location for the Puckett “24” Federal Well No. 8H and (3)
pooling all mineral interests in the Glorieta-Yeso formation in the non-standard- spacing’
" unit which will be the project area for the Puckett “24” Federal Well No. 8H to be drilled .
from a surface location 170 feet from the North line and 440 feet from the East line of
Section 25 and a bottomhole location 330 feet from the North line; and 330 feet from the

“East line of Section 24, Also t0 be con51deled will be the cost of dulhng and completing - L
“said well and the allocation of: the cost thereof as well as-actual opemtmcT costs and .

~ charges for superv151on deswnahon of COG Ope1atm<T LLC as ope1 ato1 of. the: well and a '
. 200%: chal ge f01 usk mvolved 1n drilling said well o - : -

‘Bux nett Oxl Company ‘Inc. (“Bumett”) appeared at the heal m<I tlnowrh lcoal_ .
: counse] and pl esented the iollowm0 testlmony - :

_ (] 8) Bumeu owns. or contr on app1 ommately Slxly seven (67%) pelcent of the'j
wmkmg miexest wuhm Sections 12, 13; and 24, Towmhlp 17. Soutl Range 31 EaQt '

NMPM whlle COG owm or conu o]s thuty thlee (33%) pe1 cent of Lhe WOr kmo interest.” .

, (19) Aﬂel 1ece1vm° two well plopoqals ﬁom Bumeu in Tanucu y 2011, .COG
1e<ponded by Qendmo 47 ver t]Cd] well pmpoqalq to Bumett Bumell S app]]Cdl]ODS onits .
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"'_'fnst two poolmo ploposals in Case Nos. ]4640 cll]d 1464 1. were omnted by Dlvmon
: Oldel No. R-13450. COG has now abandoned its competmv vertical well proposals.

(20) .Subsequent]y,: Burnett filed its applications in, Cztse NOs. 14673 and
14674, which are the subject of this hecuinfT Thereafter, COG sent well proposals to
Burnett for 13 triple lateral houzontal wells, w1th total . AFE cos‘tq of clpplommately'

$l 23,000,000.

(’)1) Nei[hel COG nor any - other opelaLOJ has ever dlilled triple latela]
horizontal wells to any formation in the State of New Mexico. The triple Jateral miethod is

replete with risks in.both drilling and completion, and plesents numerous possibilities for
cost over-runs and production inefficiencies.

" (22) - Burnett beheves that a prudent plan of development f01 Sections’ 12, 13
and 24 should initially contain vertical wells, to gather important information on which to
base future horizontal drilling. Burnett's plan to drill up to six vertical wells to gather
critical data, followed by a horizontal drilling program is superior technically, and less

risky than COG's proposal. Drilling and stimulation methods should be monitored to

allow for improvements in the drilling plan.

(23) Burﬁett can drill two or three sihgle.lateral wells from one wellpad.

Bumetts drilling and completion-methods (in both vertical and horizontal wells) have .

resulted in substantially higher oil rates and estimated ultimate recoveriés (EUR's), and
substantially lower gas-oil ratios than COG's methods. Burnett's horizontal ‘wells

produce more than two times the oil per lateral foot than COG's horizontal wells. Thus,

Burnett's methods will prevent waste and plotect co1relat1ve rights.

-(24) - Sect1ons 12, 13 and 24 contain potentlally endancered species habitat, as "~ -
. well as an arroyo and a'highway, and the Bureau of Land Management ("BLM") wishes

to minimize -the surface footprint in. these sections. - This' can be most effectively - '
accomplished by having only one operator in these sections, avoiding redundant . -

1nf1astructuxe and 1mplementmg houzomal dullmvm the fuuue ‘ )

(75) Althoucrh Bumett has not” filed” poohncT apphcations covering all of -
o Sectlons 12, 13, and 24, it has a competm p]an of development which will result in full o
.. ‘and prudent development of these. sections. Thele 19 no need to. poo] all well umts In L
B SCCUOI’IS 12 1? and 24-at thxs,nme L aa T L

(76) Bumett and’ 1ts wmkm0 mtelest pa1 tnelq cont1o] eJOhty—fom (84%) pelcent

L and deep zones can be coopelatlvely developed to mmnmze smf ace dmmlbdnce

(27) Bumett haq app1oved apphcat]ons f01 pelmlt to dnH (APD@) flom the
“,Bureau of Land Mananemenl for its initial vemcal WC]]S in.Sections ]2, 13, and 24. COG

» » ,has no apploved APDs fi 01 its ploposed tr 1ple ]ate1 al honzomal wells

e T

. of the working interest in the- f01mat10ns above the Glorieta-Yeso formation. Thus, it is "
s "Lppropuate to. deswnate Burnett the opelatm of” the Taylm Draw ‘Unit because’ ShdHOW
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- COG Operating, LLC. (“COG” or “Concho”) appealed at the hcauno through
legal counsel and presented the iollowmﬂr testlmony :

(28) ‘Concho_operates over 1,500 Yeso wells, and has drilled five Yesc
horizontal wells. In the vicinity of the subject leases, Concho has an extensive data
library of the Yeso which includes 220 wells with open-hole logs, 35 wells with

" Formation Micro- lmamno (FMI) logs, 42 wells wnh sidewall cores, and five wells wnh

whole cores.

' (29) In addition to thls complehenslve data llbldly, Concho plans to drill
- vertical pilot holes for each cluster of surface locations to run a full suite of open-hole
. logs, such as spectral, gamma ray, resistivity, neutron density porosity, a mud log, and
possibly FMI and S]dGWdH cores. In the houzontal latelals Concho plans to run a mud

- log and a gamma- Iay tool » :

(30) " Concho’s personnel have extensive experience drilling multiple lateral
‘horizontal wells, including dual and triple lateral wells, and believe based on their
- experience and research that their proposed plan of development will be successful.

(31) Because of BLM’s stringent surface-use restrictions, more than 82 percent
of Sections 12, 13, and 24 are off-limits to development with vertical wells. As a
“consequence of these stringent surface-use restrictions, horizontal wells are the only way
to fully produce these properties. Given these constraints, Concho has thus far proposed -
and is prepared to immediately commence drilling a horizontal well plan-that will fully
"develop Sections 12, 13, and 24, by drilling triple-lateral horizontal wells. Concho has
designed its horizontal well plan to contact as much of the Yeso formation.with the triple
lateral well bores and subsequent ﬁactme ‘jobs as pos51ble while- minimizing surface ’

dlstuxbances

(32) Unde1 Burnett’s proposed development plan, Concho would be demed a.
1easonable and timely.rate -of return on- 1ts te1rn asslonments because Bumett is not

_ vvﬂhncT to advance 1Ls dulhno p1001 am..

e - (33) A vertical well progr am, liniited to 35approved surface Jocations because.
. of BLM’s .habitat concerns, “would- ploduce fewer than 18%_ of the recoverable oil
~reserves. Burnett’s proposed vertical- wells, 1nclud1n0 ihé two ‘that are’ the subject’ of
* Burnett’ s applications, will ‘interfere with an efficient. houzontal wel] pattern and will -

cause waste, 1esu111ng in unpxoduced reserves.

o (’%4) The only way to fully: deve]op the entne 1 500 vertical® feet of the Yeso
“formation’ undel BLM’s . Testrictive. surface-use ;constraints is to use three horizontal
- “laterals to drain the reservoir, because: it: cannot ‘be“'done with one -or. two Jaterals.
-+ ~Concho’s proposed triple lateral horizontals, each 4,600 feet in Jength, will increase the
~‘chances. for economic completion’ and dcvelopment of the Yeso formation. Concho plans
k to drill for each ploposed wel] one late1al in’ the Paddock and two ]atelals in the:
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Bl1neb1y With a fmctme half length of 400 to 600 feet in heloht Concho S houzontal
~drilling plan will contact riearly all of the productive Yeso f01mat10n

(35) Because Burnett’s-current plans have comrmtted to drilling only vertical
wells with the possibility of singlé laterals or possibly double laterals at some future date,
- Concho’s full plan.of development, employing triple laterals to. contact all productive
~_parts of the Yeso formation; will result in-increased drainage of the reservoir relative to-
- Burnett’s preliminary plan for vemcal wells and pOSSlbly single or dual houzontal wells

dulled ldtel

, (36)  Burnett’s preliminary plan f‘to' drill dual horizontal lateral wells. across the =
. 1,500-foot thick: Yeso formation is not sufficient to contact the entire formation and is
“inconsistent. with Burnett’s vertical ‘well completion - strategy. where two fracture
stimulations are conducted in the Blinebry. Accordingly, one lateral is required to drain
the Paddock and two laterals are required to drain the Bhnebry A plan to drill only two

laterals across the entire Yeso would leave reserves in the ground, resulting in waste.

(37) Drilling triple lateral horizontal - wells will- avoid the drilling of
unnecessary wells, prevent waste, protect correlative rights, and allow Concho and the -
~other interest owners in the non-standard units the opportumty to produce their just and

_ fair share of the oil and gas under the subject lands

(38) ‘ Concho_ estimates that the cost of drilling three individual laterals is

~ $11.34 million; however,: drilling triple lateral wells from within the same vertical well

bore is estimated to cost only $9.65 million, resulting in'a cost saving of about $850,000

for each additional lateral. The cost savings result from eliminating redundant facilities at
‘the surface such as lift eqmpment pumpm(Y units and ﬂow hnes '

(39) A single Ve1t1cal well costs $1.75 nnlhon When the cost to drill eight
-vertical wells for $14 million is. .compared with” Concho’ s cost to drill a.triple- latelal
horizontal well for $9.6 million, covering: the- same -acreage, the _economucs of a tuple :

latera] h01 izontal well is cleally favmable

, (40) G1ven the smface 11m1tat10ns Coneho belleves that horlzontal wells are the
_ best-way.to produce the reserves underlying the subject leases Concho anticipates that -
- each -quarter-quarter section’in.each of the proposed project aleas contains prospective
TEServes and 18 lllxely to contnbute swmﬁcant pIOdUCUOH to the non standald umt E

(4]) The houzontal Wellbm es p1 oposed by Concho wﬂl test a crleatel IeServoir
.length. than. the vemcal WellbOICS pr oposed by Bumett and increase- the chances for an:

- “ecofiomic complet10n and development of theYeso: founatlon Concho’s horizontal well -

" _be apploved

B plan is a: 1easonab]e and pludent method f01 deve]opmcY these umts and thelefOJe should -
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" The Division concludes as follow:

(42) - When thele are undivided interests in od and ‘gas 'minerals, which are
separately owned, and the owners have not agreed 1o pooJ their interests and when one
owner or owners who has the right to drill proposes to drill a well to' a common source of -
supply, the Oil Conservation Division shall pool all or any part of such lands or interests
or both in a spacing or proration unit as a unit to avoid the driliing of unnecessary wells

~or to protect correlative rights, or to prevent waste.

(43) All orders effecting such pooling shall be made after notice and hearing,
and shall be upon such'terms and conditions as aré just and reasonable and will afford to
the owner or owners of each tract or. interest in the unit the opportunity to recover or
1ece1ve without unnecessary expense his just and fair share of the 011 or gas, 01 both

(44) The Tay]or Draw Unit is a federal exploratory unit cOnSisting of Sections

12, 13, and 24 of Township 17 South, Range 31 East, NMPM, Eddy County, New

"Mexico. The Bureau of Land Management (BLM) has granted preliminary approval of”

this unit to Burnett Oil Company, Inc. This preliminary approval is, however, a necessary
but not a sufficient condition to award operatorship of this unit to an operator.

(45). The issue to be determined by the Division is which of the competing
compulsory pooling applications filed by Burnett and Concho should be granted. Both
Burnett and Concho have the right to drill and deve]op the Taylor Draw Unit, and both
seek to be named ope1 ator of their respective wells and the Taylor Draw Unit.

(46)  The Taylor Draw unit con_tains extensive habitat for the Sa_nd Dune Lizard,
and the Lesser Prairie Chicken. As-a consequence of these Habitat issues, horizontal well
deve]opment is preferred to -vertical well development in order to minimize surface
- disturbance. However, it is not unusual in the oil and gas mdustly for operators to first
~ drill a few vertical wells to gather formation evaluation data and use_the data to desc11be '

- the Jocal reservoir and detelmme houzontal wel] placement and ouentatlon :

, (47) " Burnett Oll Company Inc. and COG Ope1at1no LLC. had enr olled. An' the
: Bu1eau of Land Management’s - (BLM) Candidate "Consgervation '’ Agreement (CCA)
. which contains’ certain- surface protection stlpu]atlons quch as mamtmnmc7 a mm1mum- o
o dxstance from the Sand Dune L1za1d and othel 1est11chons L

(48) Both Bumett and Concho are p1 udent opc—:1 ators; and are capable of dulhnf’_ '
“vertical we]ls as well as honzontal we]ls of any confwm atlon This shou]d therefore not

- be a factor in awar dm<Y opers "tlomhlp

(49) " Good faith neootiation prior to force pdo]ino 1s a factor. If the force
‘poolmo party does-not negotiate in’good faith, the apphcat;on for compulsory poo]mO s .
.. denied. However, at the hearing the examiner determined: that both Burnett and Concho

- failed to negotiate-in ‘good falth, and therefore this is not a factor in awarding operations.
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*(50)"" - The Division is obli?nttecl to prevent waste and protect conelati'veriﬂhts
Geologic .evidence is therefore one of the most 11np01tant CODS]dCIdUOH or factors in’
awarding operations to competing working interest owners. The Division concludes that
both Burnett and Concho are prudent operators and have the capacity and experience to-
_ develop the Taylor Draw Unit efficiently without waste while at the same time protecting
correlative rights. Thelef01e geologic evidence 1s not a fact01 1n awarding operations in

these cases.

(51) * Ownership- interest is a necessary but not a.sufficient sole condition or
factor in awarding operations. However, Burnett owns or controls approximately sixty- -
seven (67%) percent of the working interest'in the Taylor Draw Unit, while COG owns or
controls thirty-three (33%) percent of the working interest. In addition, Burnett and-its.
woiking interest partners control eighty-four (84%) percent of the working interest in the
‘f01matlons above the ‘Glorieta-Yeso formation. Therefore, since all other variables are

fairly constant, it would be beneficial under these circumstances to designate Burnett the
operator of its proposed spacing.units becausé it controls a:larger percentage of . the
Taylor Draw Unit, and because shallow and deep zones can be coopetatlvely developed'
. to nnnnmze surface dtsttnbance

(52) © The apphcatlons of Burnett Oil Company, Inc. should be apptoved
(53) The apphcat1ons of COG Ope1 atlno LLC should be demed

(54) Two or more- separ ately owned tracts are embraced within the Units,
and/or there are royalty interests and/or undivided interests in oil and gas minerals in one
or more tracts included in the units that are separately owned. ' Lo

. (55) ‘There are interest owners in the ploposed units who have not acrleed to
‘pool their interests. Thete are no unlocatable parties; thetef01e eSCrow dep031ts will not
bereqtnred R o Sl |

(56) To av01d the dulllno of unnecessaly wells plotect couelatlve uohts, -

‘ plevent waste and aff01d to the: owner of each interest: in ‘the’ units, the opportunity’ to .

~“recover or receive -without unnecessaly expense its just and-fair share of hydlocatbons -
" Burnett's apphcanons should:be: approved by poohn0 all uncommltted 1nte1ests whateve1 3
: they may be inthe 01l and gas: w1thm the well units. s : -

(57) Bu1nett should be des10nated the ope1at01 of the sub1ect wells and of the"
‘ spacm0 un1ts for 1t$ ptoposed wells : - : '

- (58‘) Any pooled w01k1no 1nte1est owner who does not pay ‘its shate of -
-~ estimated well costs: should have withheld from p1oduct10n its; shale of reasonable- well

-COsts plus an’ additional 700% theteof as a 1easonable char ge f01 the risk, 1nvolved 1n‘. =
drilling the wells : ’ : :
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(59)  Reasonable charges for supervision (combined fixed rates) should be fixed
at $5750.00 per month while drilling and $575.00 per month while producing, provided
- that these rates should be adjusted an’lUde punuanl to Section III.1.A.3. of the- COPAS ‘
form Utled ‘Acc()unrmg Pmcedu}e Joint Operations.” .~

IT IS THEREFORE ORDERED THAT:

(1) Pursuant to the applications of Burnett Oil Co., Inc., all uncommitted
interests in- all formations from 4230 feet subsurface to the base of the Glorieta- Yeso‘
formation are hereby pooled and in the followmfY manner: }

Case No. ]4(7? The SE/4 SE/4 of Section 24, Townshlp 17 South, Ranﬂe 31 East,

NMPM, Eddy County, New Mexico, to form a standard 40-acre oil spacing and proration
* unit for all pools or formations developed on'40-acre spacing w1thm that vertical extent.
The unit shall be dedicated to the proposed Nosler Fed. Well No. 3 (API No. 30-015-
38635), to be drilled at an unorthodox locatlon 890 feet fIOH’l the South lme and 1190 feet

. from the East line of Section ’)4

Case No. 14674: The SE/4 SE/4 of Section 13, Township 17 South, Range 31 East,
NMPM, Eddy County, New Mexico, to form a standard 40-acre oil spacing and proration
unit for all pools or formations developed on 40-acre spacing within that vertical extent.
"The unit shall be dedicated to the proposed Partition Fed.-Well No. 2 (API No. 30-015-
39062), to be drilled at an unorthodox location 990 feet from the South line and 1140 feet

from the East hne of Section 13.

2) The unorthodox locatlons of the Nosler Fed. Well No 3 and Partmon Fed.
Well No 2 are approved. o o S

(?) The apphcahom of COG OpeIatmo LLC in Case Nos. 14706 14718 are -
he1eby demed . —_—

- (4) ’ Bumett Oll Co., Inc (OGR]D No. ?080) is heleby deswnated the opelatop
‘ of its ploposed wells and of the spacm<J -units (the "Umts") : .

E) The oper ator of the Units shall commence dullmg at ]CdSt one of . the
proposed wells on or before March 31, 2012 and. shall theleaftel contmue drilling the :
Well with due d111 0ence to test the G]oneta Yeso fo1 matlon ‘ : C

, (6) In the event the opexat01 doeq not commence d11llmo at ]east one of the'
. proposed wells on or before March 31, 2012, Oldelmo Palamaph (1) shall -be of no" -
-~ effect, unless the ope1 ator obtains a t1me eMenSlon ﬁ om the -Division Dnectm for vood :

cause

(7). Shou d the pr oposed wel]S not ‘be dul]ed and comp]eted wnlnn 120 dayq

after commencement thereof, Or dering:Paragraph (]) shall be of no further effect, and.the” ;? -

- Units c1cated by tlm Order- shall. lelmmate un]esq the opelato1 appears befcne ‘the -
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 Division Director and obtains an extension. of time 1o complete the wells fox good cause -
demonstr ated by satlsfactm y evidence.

(8) + Upon final p]uvmmT and c1bandor1mem of the ploposed wells and any other
~well drilied on the Units pursuant to 19.15.13 NMAC, Sections 9-11, the pooled Units
created by this Order shall telmmate unless thlS 01de1 has been amended to authorize

fm ther oper atlons

9) After poolmv uncomm1tted working mtelest owners are refeued to as
pooled working interest. Owners. (“pooled working interest owners” are owners of
working interests in the Units, including unleased mmela] interests, who are not parties to
an opel atmg agreement governing the Units eqtdbhshed by this Order.) ' :

(10) After the effectlve date of this Order, the operator shall fuxmsh the
Division and each known pooled working interest owner in~ the Units an itemized
schedule of estimated costs of drilling, completmﬂ and equ1pp1n0 the subject wells ("well

costs").

(11)  Within 30 days-from the date the schedule of estimated well costs is
furnished, any pooled working interest owner shall have the right to pay its share of
~ estimated well costs to the operator in lieu of paying its share of reasonable well costs out
- of production as hereinafter provided, and any such owner who pays, its share of

-estimated ‘well costs as provided above shall remain liable for operating costs but shall

not be liable for risk charges. Pooled working interest owners who elect not to pay their . -

‘ shale of estimated well costs as provided in thls pznaoraph shall the1eafte1 be referred to . -
as "non- consentmc woero interest owners.' : :

, ( 17) " The. operator shall furnish the lesmn and each Lnown pooled’ working .
interest owner (including non-consenting working interest owners) an itemized schedule
~of actual well costs within .90. days followmcr completlon of the proposed well. If no
_objection to-the actual well costs is ‘received by the Division, and the Division has not
objected within 45 days following receipt of the schedule, the actual well costs shall be

- deemed 10 be the reasonable well costs. If there is an objection to actual well costs WJthm :
the 45-day’ period, the DIVIS]OH w111 detelmme 1easonable wel] costs after pubhc notlce _

: and healm0

(1’%) Wlthm 60 . days followm0 detemnnahon of 1easonable well coets _any

o pooled working interest owner ‘who has paid its share of estlmated costs in advance as . 0

", provided above shall pay to the oper ator its-share of the amount that 1easonab]e well costs . :
. exceed estimated well costs and ‘shall receive from the operator the amount if any, that :
- the eetlmated well cocts it has pcud exceed m shale of 1easonab]e well coqts ' ’

) (]4) The ope1a101 1s heleby authouzed to wuhho]d the followmo cost@ and
-+ charges. f1om ploductmn : :
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(a)  the proportionate share -of reasonable well - costs -
attributable to each non-consenting working interest
owner who has not paid its share of estimated well .
~ costs within 30 days from. the date the schedule of
estimated well costs is furnished; and

(b)y asa charge for the risk invb]ved in drilling the -well, -
~ 200% of the above costs. : :

(15). The operator shall distribute the costs and chdwes w1thheld ﬁom
pr oducUon p10p01 uonately, to the parties who ddwnwd the well costs.

(16) Reaqonable charges for supervision (combined fixed rates) are hereby
fixed at $5750.00 per month -while drilling. and $575.00 per month while producing, -
provided that these rates shall be adjusted annually pursuant to SCCUOH IIL1.A.3. of the
COPAS form titled” “Accounting Procedure-Joint Operations.” - The operator is
“authorized to withhold from production the proportionate share of both-the supervision ‘
charges and the actual expenditures required for operating the well, not in excess of what
are reasonable, attributable to pooled working interest owners.

(17) - Any unleased mineral interest shall be considered a seven-eighths (7/8)
working interest and-a one-eighth (1/8) royalty interest for the purpose of allocating costs
and charges under this order. Any well costs or charges that are to be paid out of
- production shall be withheld only from the working interests” share of production, and o
costs or cha1 ges shall be w1thheId from production attributable to royalty mterests

(18) Should all the parties' to this compulsory pooling Older reach voluntary =~
. agreement subsequent to entry of thlS order, this order shall thereafter be of no fUIIZhCl

effect.

(19) The opel ator of the wells.and the Units shaH 1otify the DlVlSlOI’l n ertmv
of the 'subsequent: voluntauy '101eement of aII pames qub]ect to the f01ced poohng'

p1 ovisions of thlS o1der -

(90) Junsdlctlon of this case is 1etamed f01 the enmy of such quthel 01dels aq'
the Commlssmn may deem neceqqzuy ' : o

' DONE at Santzi Fe, New Mexico, on the'day andryear hereinabové deSj gnated.

STATE OF: NEW MEXICO
OIL CONSERVATION DIVISION

"IAMIBAILEY
“Director ‘




