STATE OF NEW MEXI€O ' Al r L,f; VI D 0 ¥
ENERGY, MINERALS AND NATURAL RESOURCES DEPARTMENT-
~'OIL CONSERVATION DIVISION W5 531 P g9y

IN IHE MATTER OF THF IIE ARI’\IG CALLED
BY THE OIL CO‘JSLRVATION DIVISIO\I FOR
THEPURPOSE OF CO\SIDERII\G

APPLIGATION:OF MATADOR PRODUCTION

COMPANY, FOR A'NON:STANDARD SPACING.

AND PRORATION UNIT AND COMPULSORY _ L
POOLING, LEA:COUNTY; NEW-MEXICO. Case No./ 15,363

kMATADOR PRODUCTIOV COM PANY'S'
'RESPONSEIN OPPOSITIONTO '\/IOTIO‘I TO DISMTSS

‘Matador- Production’ Qompapy ("Mal;[dori'), submns this response in ‘opp{:o_""s'jt‘ibri"tb' the
Motion to Disiniss*filed by Jalapeno: Corporation ("Jalapeno”) and Yates. Energy ‘Corporation
("Yates'y

L. '-IN'lfR'ODUC-T ION.

stgﬁdgrq. oil SP%F{“,.% and ‘proration :um_t in th_e Tqulfgqp;p,fpr;patxonrqom;pn_‘sgd of ‘Lots '1=4’ (the
'W/2W/2)'6f Section -3‘:-1-, Township '1:8§Scuﬂi;ma'nge,s‘s‘ :Eéslu,;NMPM;.-Appiicaﬁt fui’ther:s;:_eks-’thc |
the’ noln-fsla_mdax_'d spg-;_mg,gu;d p_roranon umt‘for-gll»-Wo] feaip pools,or formations cfg:\_{,el_ggedgon |
40 acre sp'aping. The unitiis {0 be dedicated to the Alirstrip*31 18 35 RN%:axecum *W'éii;No..
201H, & Horizontal well with a sdffaée%locatio_.rl'in,‘-,-__Lut*.ti, and-a terminus in Lot 1 O_f‘_S_(_:gti_(_)li.:‘_3 R
Jalapeno owns a 2:76% working. intéfest, and Yates ’OWﬁS' a'4:48% working interest, ih-the"ngn-

Standard Onit.



Jalipend and Yates have filéd a-motion 0 dismiss, asserting. thatahe Division does. not
have authority under’ NMSA 1978 §70-2-17 to énter a forced (poo}ing‘cs’rder' Tor a non-standard
uitiit conipriscd of “otif lotsior quafteriquartef sections; ?T.hﬁ,:"-}icﬁiiibn of lalé?sirié and Yates is
completely: without ment The Diw{is{dﬁ.ﬁéé both the stattory agidj':l'égat. atithority qliestioned by
]f\jgll_e!pqgo‘ :g;}t:! “‘{;gt’;’_,‘s; and, _ffxrthejrmqre 1o ,de,ﬁ)f‘ s‘gg:h 'Qgth()tié}f _‘\‘vou’!‘.d cause. waste and .impair
coirelative 'fi:ght's.-'

I ARGUMENT

A. " The Division Has ~.Statu'f0&=..-AhtH0fitv‘-»Tb -‘-.Cc‘)rﬁfmisblz{hl?ool.,‘.A‘L,LLN(')Q'-‘
Slandard Unit |
“The: New: Mexico Legislaiure empowered the Division, fo, "make :and. enforce: rules,
-'i*é'g‘ulﬂat‘i'bn@é" anid orders, and ‘&OA Wﬁé‘téVef\mﬁ'S?béfrieéeb‘safy'l_o 'ézirr.y out lhcrpur_bosr-; ‘(_)_f thigag:i-,
wheiher of ot iridicated o, s_pégziﬁéd in afy seétion hercOF." NMSA 1978 §70-%:11.A. The two.
éorollaty "cfl’il_fifcs of ‘theé Division set forth -in the SGilite aré to “prevent: wasté” and protéct
correlative fi;g.hts;"'f‘a}qa' to'that g_r'}d;thc.f,ql?ivision hag-addpted:rules regardiny ridh"sraﬁ'é_iafd'_sﬁa_éiﬂg -
. :units, Jh?rvj_z::hgp}g:] wells, a'ncj'f‘co_r_gpg"l?s)cg_;x pooling.
- .;J;'x,lg’;'j'e'no and.Y_z;fé_s cortectly -cite' NMSA 1978 -§70-2-17.C, Wwhich allows. compulsoty
';Ropjiﬁgzﬁfﬁ@:{s}??@iﬁg ot proration unit. In fact, the statute;requir ff..-?'Ib,éf,D‘iYi.S‘iQ!i}Q':mO? a well unit
‘where: all. mterest owners have notvoluntanlyjoined i the well, 'lhe ‘Legislatire, -in NMSA
1978 -§70-2-17.A, required the. Division to; "as far as practicable to-do so, afford the owner of,
each property, in'a. pool the opportunity 1o produce. his st and :Qé-&}ﬁi—iﬁb'l'éiSHéi'iiéi‘ﬁf the oil-and-
gas.” -
‘In-*;'igl'di',libﬁ, NMSA 1978 .§70-2-18.C:specifically .grants’ the. Divisicn *ihg,‘atighﬁr’it?’“io.

‘establish nohsstaiidard spacing imits. Jalipeno and Yates incorréctly citt NMAC



19.15.15.11(B)(1); cldimning:that the regulation only a)},gws;‘,ggg'-stgnﬁggd_'}lnits wi,thiac_réa_ge‘ 70%
10130%:0f the size of 4 staridard.unit. However;/inreality; that regulation clearly applies onfy o
the-authority of a Division.district office to administratively approve a noii-standard unit ‘due to -

:acreageivariations'in thé publicsurvey, and thus'itis inapplicable. -

B.  New MexicoCourts Confirmed The.Division's Authprity.

Moreovet, ] Ei_lapcpp.;al}-él‘ Yates fail to-cite current;case law to-shore up theirmotion. Tiie-
relévint case law, is set forth bélow.

-Eirs't;a"xhsé‘=1>'1e\if.—lMé;‘g'iéé-..SLtpféh1§.= Court held, in Riter &-Wilbanks vs. Qil Conservation.
c;;m;anf.q;}_i(_m,_.é? 256 332224 582 (1975),/that the Division Has“the authority.io create
-noﬁ‘-s_{_gp__’dgd ;paging ‘units larger “{han ihe.: standard .uhit for'a particular jpodl,. g;ﬁci;‘_pbd’l all
ifitéests i ihe non-staridafd-unit | | .

This;ruling ‘was first.applied to. horizontal iwell units:in Ciise"No. 13777, Divisioti Ordér:
No. R:12682:A -entered.on-August:8,:2007, cited Riuter. & Wizbauﬂgv-'tbkpcrﬁmn-;he_- formation ofa.
‘hohsstindard spaing nit(comprised of 80 Acres) for a?‘ﬁ@’tifgﬁﬁlﬁi \ell foeated in tHesS WYANWY:
.aqd‘.ﬁW%S:\'Vz%::of -S‘ch'igr_r_}‘;,?.’l,k',"lj"oy_\fn&_s_;l}ig‘p 15 _S"qj__t_;_th;‘f_{a;}gg: 36. East, NMPM, in T:¢a County. Tt
‘al§o pooled‘all uncommitted ifterésts:in the noh-standard Uit The Division dnd the Commission.
(with one é:}j;:_eb‘itiijr})_ have followed thai precedent for eight ycars cf’caﬁﬁé and “pooling
‘hundreds, if riot fiore, horizotital’ il'dl"l""iﬁfhdéfd“ ,S‘_'ii.".*c..li“gf‘ uiiits,

Jalapeno andYat\cq cite, Corg;&;iséiog Order No.—‘.‘_:R;;1'331"99;,'£;nt_'erg_d:.On'janqary‘2'3, 2012, ay
stippott for 'theﬁ'ﬁfoﬁgsitiﬁn&liﬂttc"rcéii@ E;I}df}_)OQ:]j—I‘_}.g of lhc_g‘:rz_:l:iggvr_a‘l;;_l non-standard spacing units'is
not allowed. Thal-asseTticitis incd{"re'ci‘," for the folli)wihg;fc'a's"qn's':

1. Jalapeno .appcared in’ Case. No. 14744, resiihing in Order-No. R-] 3499, -which

adopted -aniended horizontal svell rules. Jalapeno requéstéd that' compulsory paoling,_be

L}



f

lifhited 10.:spacing: units for-vertical wells. _'l;he_ Cominission, in Conclusion.of Law 79,
stated:.
Jalapeno, (‘orpomtlons proposal to liniit Lompulsorv pooling for horizontal wells

to: spacmL “units airmdy ‘established for vertigal wells, and only cmd in all
urcumstances shouid not.be’ adopltd

:The%f;fore;, the primary case E:itegji;by Jalapeno.and Yates giog},_'pbfég?‘péﬁ-’_ghéifipg:sitjuﬁn};_
2. ;;quse_gugnti?_', Commission Order No. '_R-fl"VS 708-A, ehtje’rg:é'.iﬁ Case No. 14966 on
- Novembet 21,2013, éssé'hﬁaliy’ac!gp_ted the _‘rggslogjg‘gﬁi&pjyisjpn.O_r'der_" No R- 12682-A
‘and approved, the .creation and ppﬁliﬁg of & 240 icie non-standard spacing,unit, The
:Cpﬁﬁﬁiss'im{heid in Concliision S tiat:

The: amended honzonml well rulcs do fiot réstrict the latéral length of a horizontal

. well that nidy bé drilled; o the sizé ofa fion-standatd- $pacing ufit. tor a-hor 1zonta1
well whn,h mav bc compulsorv pooled ' _ .

S _thmsmn OrderNosR-13425:A.

3 ‘NMAC 19.15.16.15; the sp!c_‘jc"iq_i_ rules for horizontal wells; épééi‘ﬁc'al}_}f permii

compulsory. p'oofiingj of-horiZontal wellunits.
from'the facis of Mat’adci"-’lé ‘¢ase. aCSmrriis'sibn"Order:Nb. R: 1'3??8'—:]5 . entered inCase'Nos. 14418
and 14480 on December 20, 2010 denied the poolmg of twa. 160 acre honzontai well umte
u.n_rder the facts," namely cvidénce that éach quarter- quarter sccnon would not be -equally
productive and would therefore i:p_p‘air‘ Cprre;latiifé fiig_hts';._.ialiipgnb 'and Yates ga;lgaot; rely on this
Ordé.'r-' bécauseé it is sui generis, or "the-only one of its.own kind," Biagk"s L:‘au’-‘bic{ibﬁﬂﬁ, 4th
Re;ij. Ed. ‘E"urthemloré;‘ the facts in the case-dt ha_nd 'are:-easily..ais_li_@lguishgzblc; z_‘}l.qq_j;ﬁtl)gcvi_w(_ler_{ce
will show that each quarter-quarter section will be equally productive. The.téasofiing in Order

No. ‘R‘-i3‘:7_2“8-l'7. was never used by the Division, and has been superséded by subsequent



Com@ﬁsion;@rder ‘No. .R-l'-3-708-A, which conciud,e‘d, as noted above, that "the. gm_e_:_gdcd
horizontal well rules do nof restrict the lateral length of a horizoital well that may be-drilléd, or

the;size.of a vion=standerd Spacing unit for d horizontal well Which may be compulsory pooled.

€. Preventing Waste

- The-primary duty of'the C,qu_gi_ssio_n. and the Diyisign Is"to prevent waste. NMSA- 1978’
§§70-2:2, 19 Horizontal drilling has been,a boor to the Gil and gas‘industry and. the-economy:.
Al'thqg_gh_hogizqnggl_ wc_ll§ are morc _pxggns'i'yc than \;gr;gggl }véil_lfs;- _hgr_izon_;g‘_l drlllmg _gm'lblf:s
intérest owriers to incréase recovery from --:a reSCFTiE and ﬂiéféﬁ’y"\'ﬁi‘é\'}cnt' waste.. Other ‘than,
possibly; re-completions of decper wells, few. if any, vertical Wolfcamp: wells are being drilled
in New Mexico. If Cornpulsor§ pooling, of horizontal .nénistandard spacing mms'.ié denied,
horizc.)pt:_ql drilling to test the Wolfeamp a;@d sgv;zral other;t‘érmatiogs- will be-stifi'ed, and réser\fcs
will be leR in'the ground, The effect of agréeing with Jalapcro's and Yates' arguingt would be
o inhibit-horizorital, drilling and cause waste. '

D. Protecting Correlative.Rights:

jalapeno and Yatcs ask that the Division dismiss Ma'iaqu;s applicatiofi, and thereforé
inhibit-its ability to drill and complete horizontal wells testing the Wo_ifcafnp formation: To grant
their request-would impair the cortelative Tights of olher:interest-owners in'the spacing unit and
,i_mp'a_ir development of natural resources,

Hi.  Concluston.

C:"eati‘onr of ;}0,11—5ia‘_r1dard spacing'units for the purposc-of;drilling horizontal wells; and
compulsory pooling of in'teres.;t‘omaers in the unit, are authonzed by statute, court cases, Divisio.n
reguilations, and Division and Commission caseé law, The 'motion to dismiss has no statutory or

legal basts and must be denied.



‘counsel of record thls ‘

WHERE%OR}Ei_Ma‘igdér requests the Division to cntef an order-denying Jalaperio's ‘and

. Yates' motion to dismiss. -
e At o A .
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