C ~uncomm1tted interests. from the surface to the base of the Abo f01mat10n 1n the SE/4 .

STATE OF NiiW MEXICO
ENERGY, MINERALS AND NATURAL RESOURCES DEPARTMENT
OIL CONSERVA TION COMMISSION

APPLICATION OF MACK ENERGY -
' CORPORATION FOR COMPULSORY .
 POOLING, LEA COUNTY, NEW MEXICO

- (DE NOVO)

CASE NO. 14763
ORDER NO. R-13519-

ORDER OF THE COMMISSION

This matter comes before the Oil Conservation Commission (“Commission’) on an
Application for Hearing De Novo filed by Siana Oil and Gas LLP and Tom M: Ragsdale .
“concerning Case No. 14763 which concerns an application for compulsory pooling filed
by Mack Energy Corporation. The Commission having conducted a hearing on
September 13, 2012, in Santa Fe, New Mexico, and having considered the testimony and
record in this Case, enters the following findings, conclusions and order. o

" THE COMMISSiON FINDS THAT:

: 1. Due pubhc notlce has been given, and the Comrmsswn has ]LlrISdICtIOIl of .-
~thlS case and its SUb_]SCt matter. ' '

2. Mack ‘Energy Corpomtlon (Apphcant") seeks an oxdel poohno alll,_'

" NW/4 of Section 32, Townshlp 17 South Ranoe 33 East, NMPM, in Lea County New - '

"+ Mexico, 'to form'a standard 40-acre’oil spacm<7 and p101at10n unit . ("the “Unit") for all - - -

formatlons or pools Spaced ‘'on 40 acres. within this vertical extet, .which pxesently . ‘-‘

s mclude but a1e not necessauly I1m1ted to, the C01b1n Abo Pool (Poo] Code 13 130)

SR '3 The Umt is to be ded1cated to Apphcam S em%tmo C@clxbmn A State Well'f‘ L
No 5 (API No 30- 025-25286), (the ! "Well") Jocated at a. qtandcud location 1980 feet fxom‘_ T

- the North hne and 1980 feet ﬁom the West line (Unit F) of SCCUOD %7 el

' ’ ,condmons set fOIlh in OldCl No R 1’%519 dated Febluary’)] 70]7

. '\::"_-*;-;!‘-Apphcatlon fox Hemmo De: Novo. wnh Lhe Commission-on, Mar ch 1,2012." On Mar ch 70’
2 ‘-’)012, 1he Dwmon mucd a pamal Qtay of OId@l No R 13519 (Oldel No R ]3519 A)

e 4. A heaunc was he]d befoxe a Dwmon Exammel on Ianua;y 5 ’)Ol’) The” ' _
.D1v1s,1on app10V6d the apphcatlon 10 pool mtele@ts in the Unit qub]ect o a number of o

5 Snna Oil” and Gas LLP and Tom M Raoedae (‘Petmonex”) flled an-

6l The Commlssmn held a heaumY on Septembel ]%, 2017 in Scmta Te New, _
: _Mex1co Both Apphcam and Petmoner appeared at Lhe healmo thow*h counsel and‘j .
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presented evidence. Staci Sanders, Michael McCoy, and William meﬁetone testified
for the Applicant. Tom M. Ragsdale testified for the Petitioner.

7. OWnership of the Unit i1s divided. OXY USA Inc. assigned its interests in
the- Unit to Siana Operating, LLC (“Siana”) in 1998 (Applicant Exhibit 2A). Siana
assigned its interests to Caza Energy LLC (“Caza™) in 2004. (Applicant Ex. 2; Petitioner -
Ex. 1) Caza then assigned a portion of its interests to several individuals including a
6.25% working interest to Tom M. Ragsdale (Applicant Ex. 3; Petitioner Ex. 3). Caza
also assigned to Tom M. Ragsdale, in 2004, an overriding royalty interest of 1.041667%.
(Petitioner Ex. 2). In 2007, Caza assigned its interests to Chase Oil Corporation,
(Applicant Ex. 3A). There is no dispute that Petitioner owns both a working interest as
well as an overriding royalty interest.

8 Applicartt is the operator of the Well and in 2004 received approval to
“reenter the well in 2004. (Applicant Ex. 4). The Well has been in production since then.

L 9. No joint. operatm0 agreement exists with respect to the well or the Umt

‘Applicant claims that it was unaware that no operating agreement existed until- Angust
2011, There was a document titled “Operating Agreement” from' 1960 (Apphcant Ex. 5)
which Apphcant late1 determined was not a true operating aUreement

10.  Petitioner paid his share of operating expenses untrl October 7010 at
which time he ceased paying ‘joint 1nte1est billings. (Applicant Ex. 17, 18). ‘Revenue
'payments were made to Petitioner until Septembe1 2011. (Apphcant Ex. 19, 21A, 21B)."
‘Applicant also provided evidence concerning Well information ptov1ded by Apphcant to -
' Petlttoner over the last several years (Apphcant Ex. 11 - 14) ' : '

- 11 _ Apphcant seeks to 1ecomplete the Well in an attempt to sttmulatej
productlon throu0h a fracture treatment. Apphcant prov1ded testimony concerning the."

~ - costs of the 1ecomplet10n and. the potential increased production” and revenue 1esult1ng .o

_ from:the recompletion. (Applicant Ex. 25-28). Applicant’s. expert Wrtnesses testified that
the treatment. will significantly" accelerate ptoductlon and 1esult 1n an 1nc1ease n- overall"j o

R C_:productron frorn the Well
"12: - Applicant notified Petitioner in August 2011 of its proposal to recomplete
- . the 'Well and ‘provided Petrttoner wrth an Authorization for - Expendrture (“AFE”) for . .

A"V'Apphcant “review and - approva]’ -The™ AFE hsts the esttmated costs of the"_' Lo

1ecomplet10n (Apphcant Ex 6 Petmoner Ex 6)

]3 . Apphcant flled 1t9 apphcatlon for compulsory poolmo wrth the D1v1sron in -

November 2011 (Applicant Ex. 79) Upon tequth ﬁom Petitioner’s. attomey, Apphcant R

_..: -~ 'sént-Petitioner a proposed Joint Operatm(7 Agleement for the Unit ({JOA”).in December, - .
: 57',\’)011 ‘which Petitioner received onDecembeér 82011 (Apphcant Ex. 8; Petitioner Ex. .~ ». 7
1_,8) Jphcant ptovrded testlmony concemmcr contacts with Petrtloner to convmce,f,m o

S Petmonet to approve the AFE and/or sign thie JOA. - (Apphcant Ex. 7) Apphcant also -
- Tprovrded testlmony concemmo-mfonnatlon 1e<*ardm0 the Well that Apphcant has..;_' S

Ia
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provided Petitioner in the last several years. PeuuoneI has nellhel approved the AFE nor
signed the JOA. : : o .

14. Petitioner 1equcsts that the application for compulsmy pooling be denied
because the Applicant did not act with diligence and the evidence does not support that
there was a good faith effort 1o obtam the voluntary participation of the owner of the
unpooled interest. “Petitioner also ar gues that the Applicant failed to demonstrate that the
fracture recompletion of the well was necessary to preserve the well or the lease. 1f the
application 1s to be granted, then Petitioner requests that certain conditions be pldced on.

the dpploval

15.  Petitioner plesented testimony from M1 Ragsdale that he QLopped paying
his share of operating expenses because there was no operating agreement, that he did not
sign the proposed.JOA because he feared waiving his rights and that he believes the
proposed fracture recompletion is speculative and unnecessary.

' THE COMMISSION CONCLUDES THAT :

1. Thele are undivided interests in 011 and gas mmerals m the Unit that are

separately owned.

.

2 An ownm of an 011 and Uas working interest Wlthm the Umt has dulled the '
Well toa common source of supply wnhm the Unit. : : : '

o3 Thele are: 1nte1est owners in the Unit who have not . agreed to poo] thelry

. mtezests There are, hOW6V61 no unlocated OWners, and 10 ev1dence of a tltle dlspute

~ 4. NMSA 1978, Sectlon 70-2- 18 1equnes that an operat(n of a umt wuh two ‘:_ .

" or more separately owned tracts or royalty or mineral interests must obtain a voluntzuy :
~-pooling . agreement Or an “order .of the Division. pooling Quch interests. The Applicant did -~
. seek. both a VOlUthly agreemient * and a pooling order: The Division found that .
Applicant’s actions, including’ senchn0 Petitioner an AFE; two months prior to.its pooling
. application, ‘sending a proposed JOA when 1equested by~ PCUUOHCI and contactmc'f
" "Petitioner to discuss the AFE or JOA, comphed with the Division’s pohcy on good; faith v
. negotiation provided in D1v151on OIdCIS No. R-13155 and R- 13165.  There is also no. o
oL evldence thdt Apphcant ever 1efused to dmcuw 1ts plopoeal with Petitioner or 1efu§ed dny';‘_'f e
o quuesl for mfonnann “or that Petmonel made dny plopoqal that Apphcam 1e]ected o '
*.did. not consider. The Commmsmn conc]ude@ L} at- the Apphcant has comphed Wlth"_:"’.','-

' _'NMSA 1978, Schon 70-2- 18

‘ 5 4‘ A]Lhounb Lhe Wel] was drilled at a: remote: datc cmd the Opmatox had‘_-.ﬂ "

- not obtamed voluntary or compulsoxy “pooling as - lequued by NMSA 1978, SGCUOH.‘-
| .:70-2-18, the provision of that Statute that an interest owner .is entitled to*"the amount;:—_.' S
. to wlncl1 each intéerest owner would ‘be entitled - if poohno had occuued -or* the ‘
e amount to -which. each mlexest 18’ entitled” in the” absence of . poohn WthhGVCI s L
f‘meatel doeq not ap aly, smce Petltlonel as owner- of an und1v1ded 11][61691 in . the

.. 5




- De Novo Case 14763
Order No. R-13519-E
- Page 4

“entire Unit, would not have been entitled to any drﬂelent or greater amount in the
absence of pooling.

6. To avoid the drilling of unnecessary wells, protect correlative rights,
prevent waste, and afford to the owner of each interest in the Unit the opportunity
" to recover or receive without unnecessary expense . its -just and fair share of
hydrocarbons, this application should be approved by pooling all uncommitted
. Interests, whatever they may be, in the oil and gas within the Unit. '

7. Applic‘ant should be designated the operator of the Wel]} and of the Unit.

8. Both Applicant's expert witnesses and Ragsdale testified that. Applicant's.
fracing recompletion proposal involves risk; however, the risk is less than the risk
would be for drilling a new Well. Applicant's witness further testified that the proposed '
operation would mvolve a high rate of return and a short payout.

9. Accordingly, a pooled working interest owner who does not pay 1ts
share of estimated well costs associated with the proposed fracing operation should
have withheld from production its share of reasonable fracing costs plus an’
additional 100%- (rather :than the usual 700%) thereof, as a reasonable charoe for the

risk involved in the proposed operatlon

10. Reasonable charoes for-supervision (combrned fixed rates) should be ﬁxed‘
at $6,500 per. month while drilling and $650 per month while producing, provided that
these rates should be adjusted annually pursuant to Section IIL 1 A.3:of the COPAS form

tltled ”Accountzng Procedure Jomt Operanons

AT IS THEREFORE ORDERED THAT

‘»1. o Pursuant to the apphcatron of Mack Ener gy Corporatron all uncomrnrtted'

_ 1nterests whateve1 they may be, in the oil and gas from the surface to the base of the Abo e ‘

formatron in the SE/4 NW/4 of SCCthI’l 32, Townshrp 17 South, Ranoe 33 East, NMPM

.'in Lea County, New Mexico, are-pocled to form a standard 40-acre oil spacing” and

o proratron unit for all formatrons or pools spaced on 40 acres within this vertical extent,
" which presently include, but are not necessarily limited to, the Corbin- Abo Pool.’ This . -

B paraoraph shall be effective. from and after the date of flrst productron of the well

' '_descrrbed in Fmdmv Paragraph 3.

The Unit shall be dedrcated to Apphcant S Cockburn A State Well No 5‘ -

;(API No 30 075 25’786) located at.a standard location 1980 feet from the North line and', -
1980 feet from the West hne (Umt F) of Sectron 3 Townshrp 17 South Ranoe 33 East '

'3 Upon fmal p]ucmrno and abandonment of the Well and any other wellli-.- SRTIEE

L jgdrrlled on []6 Unit pursuant to Division: Rules 19. ]5 13.9 thIOUUh 19 15.13: 11, the poo]ed .

. E unit created by this- Order. shall termlnate unless this- Order has been amended to
o authorrze further operatlons ' SRR : IR .
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4. Mack Energy. Cou()muon (OL:J\ID 13817) is hereby designated the
operator of the Well and of the Unit.

. 5. After pooling, uncommitied working interest owners are referred 1o as
pooled working interest owners. ("Pooled working interest owners" are owners of
working interests in the Unit'who are not parties to an operating agreement governing the
Unit.) After the effective date of this order, the operator shall furnish the Division and
each known pooled working interest owner in the Unit an itemized schedule of estimated
costs of 1ts proposed fracing 1'ecompletion operation ("'fracinﬁ costs").

6. Within 30 days from the date the schedule of estimated fracing costs 1s
furnished, any pooled working interest owner shall have the right to pay its share of
estimated fracing costs to the operator in lieu of paying its share of reasonable fracing
costs out of production as hereinafter provided, and any such owner who pays its share of -

~ estimated fracing 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
share of estimated fracing costs as provided in ﬂns paragraph shall thereafter be referred

to as "non- consentmv w011\1n0 interest owners.'

7. The Operator shall furnish the Division and each known pooled working

interest owner (including non-consenting working interest owners) an itemized schedule

of actual fracing costs within 90 days following completion of the proposed operation.
The operator shall also fmmsh within 90 days after comp]etmn of the proposed

-operation, an accounting of all osts char eed to the joint account for the well (historical -
- costs) since October 2010. If no ob]eetlon to the actual fracing costs or historical costs is
" received by the Division, and the Division has not objected, within 45 days following:

receipt of the schedule, the actual fracing costs and historical costs shall be deemed to be . :

the reasonable costs. If there is an objection to any actual costs.within the 45 -day. perlod A

the Division wﬂl determme 1ea<ondble costs aftel pubhc notlce and heanno -

8. Wlthln 60 days followmcr detemunann of leasonable costs, any poo]ed

a w01k1n0 interest owner who has paid its share of estimated fracing costs in advance as .
“plowded above shall pay to'the oper ator its share of the amount that 1ea<onab1e fracing - -

costs exceed estimated fracing costs and shall receive .from the ~operator.the: amount, if B
any, that-the’ equmated ﬁacmcr costq it has pald exceed its: shzue of leasonable f1acm0' B

~-costs.”

9 Wlthm 60 dayﬁ fol owmo detex mmann ofleaeenable hlS[OIlCle coqts, cmy'-'

. pooled woﬂ\mo intérest shall pay. to the’ operator the amount that its share of 1eaqonab]e e
~historical. costs exceed the:amount of historical-cdsts it has paid, and shall receive from .~ .
‘the -operator the amount 1f any; | that the. hlsrouca] costs 1r haq pdld exceed 1ts shaxe of " g

‘1eaqonable hmoncal co<ts S \;,

]0 ' The opemtoz 19 heleby authon?ed to WJthho]d 1he fol]owm costq ‘eind‘"

cha1 ges ﬁom plOdUCUOH

- (a) the p1 oport tlonate shale of 1easonab]e f1 acma costs atmbutab]e to edch.'_ I

non consentmo w01k1nﬂ mlel e@t ownel, and
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(b) as a clmr ge for the risk involved in fracing the well, 100% of the aboveA
COSLS.
11.  The operator shall distribute the costs and charges withheld from
production, proportionately, to the parties who advanced the fracing costs. - .
12. Reasonable charges for supervision (combined fixed rates) are hereby

fixed at $6,500 per month while drilling and $650 per month while producing, provided
~that these rates shall be adjusted annually pursuant to Section ITL1: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. ’

13.°  Should all the parties to this éompuléory pooling order reach voluntary
agreement subsequent to entry of th1s Order, this Order shall thereafter be of no further

effect.

14.  The operator of the Well and Unit shall notify the Division in writing of
. the subsequent voluntary agreement of all parties subject to the forced poohn(T p10v151ons
of thlS order. :

15. Juusdlctlon of this case 1s 16tamed f01 the entry of such furthe1 orders .as
the Commlssmn may deem necessaly : , -

Done 1in Santa Fe, New Mexico, this 73th day of October 7017

o STATE OF NEW MEXICO
. OIL CONSERVATION COMMISSION

/z/mwp ‘f)% f/ﬁ-

- SEAL™




