STATE OF NEW MEXICO
ENERGY MINERALS AND NATURAL RESOURCES DEPARTMENT
OIL CONSERVATION DIVISION

. INTHE MATTER OF THE HEARING
CALLED BY THE OIL CONSERVATION
DIVISION FOR THE PURPOSE OF
CONSIDERING THE

'APPLICATION OF BEACH EXPLORATION, INC. FOR STATUTORY

UNITIZATION, EDDY COUNTY, NEW MEXICO
' "CASE NO 13972

APPLICATION OF BEACH EXPLOR_ATION INC. FOR APPROVAL OF A
WATERFLOOD PROJECT AND TO QUALIFY THE PROJECT AREA FOR

THE RECOVERED OIL TAX RATE, EDDY COUNTY, NEW MEXICO
CASE NO. 13973

'ORDER NO. R-12833

ORDER OF THE DIVISION

BY THE DIVISION:

These cases came on for heanng at 8:15 a.m. on October 12, 2007, at Santa Fe,

- New Mex1co before Examiners Wllham V Jones and David K. Brooks '

NOW, on this 25‘h day of October 2007 the DlVlSlOI’l D1recto1 having 001131de1ed
“the testimony, the record and the recommendations of the Exammers

FINDS THAT'

(1) Due pubhc notlce has been g,lven and the Division has jurisdiction of this
case and its subject matter.

(2) In Case No. 13972, Beach Exploration, Inc. (“Beach” or “applicant”),
seeks the statutory unitization, pursuant to the Statutory Unitization Act, Sections 70-7-1.
through 70-7-21, NMSA 1978, of 1040.1 acres, more or less, being portions of the
Turkey Track-Seven Rivers- Queen-Grayburg-San Andres Pool (61020) and the East
Turkey Track-Queen Pool (60920), in Eddy County, New Mexico, to be known as the
Eastland Queen Unit, (the “Unit Area”). The applicant further seeks approval of the Unit
Agreement’ and the Unit Operating Agreement; which were submitted in evidence as
applicant's Exhibits No. 2 and 3, in this case.

(3) In Case No. 1_3973, Beach seeks approval of a waterflood projectib_r the
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injection of water into the Queen formation within portions of thé Turkey Track-Seven
- Rivérs-Queen-Grayburg-San Andres Pool and the East Turkey Track-Queen Pool,
initially through conversion to injection of thirteen existing wells in Phase I, then .
conversion to injection of up to five additional wells as needed, said 18 proposed
‘injection wells are shown on Exhibit "A" attached to this order. Beach also seeks to
* qualify the proposed project as an "Enhanced Oil Recovery Project” pursuant to the
"Enhanced Oil Recovery Act" (NMSA 1978 Sections 7-29A-1 through 7-29A-5, as
amonded)

(4) Cases No. 13972 and 13973 were consolidated at the heéring for the
purpose of testimony. Because the cases involve the same p1operty and subject matter, a
single order is bemg issued for both cases. :

(5) The proposed Unit Area consists solely of State of New Mexico leases on
lands specrhcally described as follows: - -

Township 19 South, Range 29 East, NMPM, Eddy County, New Mexico

. Section 1: N/Z_, W/2 SW/4, NE/4 SW/4, NW/4 SE/4
Section 2: SE/4 NE/4, SE/4 SW/4, SE/4
-Section 11:  N/2 . :

(6) - The proposed vertical extent of the Unitized Formation is that interval
underlying the Unit Area extending from 100 feet above the top of the Queen Sand and
- 100 feet below the base of the Queen Sand, said Queen Sand interval occurring between
2335 feet and 2408 feet as shown by Schlumberger’s Compensated Neutron/Litho-
Density open hole log dated 6/18/87, in the Eastland Oil Company PJ State “A” Well No.
5, located 2310 feet from the South line and 2310 feet from the East line of Section 1,
Townsh1p 19 South Range 29 East, NMPM, Eddy County, New Mexico.

(7) " The proposed Unrt Area lies wholly within the horizontal extent of the
- Turkey Track-Seven Rivers-Queen-Grayburg-San Andres Pool discovered in 1943, with
_ the exception of that portion of the Unit Area in the S/2 of Section 1, which lands are
contained within the East Turkey Track-Queen Pool.- All Turkey Track pools, because of

’ low productivity, were included in Commissi_ori Order No. R-199, issued November 13,

1952, which did not change well spacing or density but granted exemptions from Gas Oil
Ratio (“GOR”) reporting requirements and from any GOR based production limitations.

(8)  Devon Energy Production Company, L.P. (“Devon”), Myco Industries,
Inc. (“Myco”), and Snow Oil & Gas, Inc. (“Snow”), entered appearances in each of these
~cases. Devon and Myco appeared-at the hearing and withdrew any opposition previously
- stated. Snow presented a statement at the end of the hearing expressing a concern about
the etfect of injection on 1ts offsettmg producing wells and gathered addltlonal
information at the hearing.

(9)_ 'Beach presented land, geology, and engineering testimony as follows:
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, (a)  Approximately one year ago, Beach purchased some of Eastland

Oil Company’s (“Eastland”) interests in this area. Eastland has agreed to
participate with the remainder of its interests. Beach has been in negotiations
with Myco since December of 2005 and with Devon since February of 2007. In
May 0f 2007, Beach had a meeting of owners within the proposed unit.

(b) The proposed unit area contains five separate tracts owned by
seven different working interest owners and ten royalty or overriding royalty
owners. Each tract internally has identical ownership within the proposed
Unitized Formation. Eastland is the Division’s operator of record of four of these
tracts and Myco operates the other tract. Beach now has controlling interests in
four of the five total tracts or 880.1-acres of the 1040.1. total acres.

(¢) -~ ~All owners of interests’ within the ploposed unit were notlﬁed of
this application and of this hearmg

(d)  Beach provided notice within the % mile area of review (“AOR™)
surrounding all proposed injection wells as required in Division Rule 701B.(2) to
all affected parties of its intent to inject into the proposed unitized formation.

(e) - At the date of this hearing, Beach still secks to unitize interests _
owned by Myco, Devon, and Sharbro Oil Ltd, although verbaI agreements with
these parties had been reached.

» - (f) ~ The New Mexico State Land Office (“SLO”), in August of 2007,
granted Beach pr ehmmary approval for unitization.

‘ (g) As of the date of the hearing, the owners of 83.64% of thé working
interest and 73.36% of the royalty interest (not countmg any SLO percentage) had
balloted to support the unit. :

| (h) Beach is. proposing a 200% non- pamCIpatwn penalty after the
100% cost recovery, to apply to parties unitized by order who do not elect to
pamclpate in subsequent operatlons

(i) = Within the unit area, the Queen formation trends northeast to

~ southwest and dips to the southeast as shown on top- -of-Queen structure maps.

The upper Queen Sand formation’s “Shattuck” member " is belng targeted for
injection and is:contiguous over the unit. '

0 ‘The Shattuck member of the Queen formation is a ‘well-sorted,
shoreline sandstone that usually produces oil and gas at porosities above 15
percent. The Shattuck consists of alternating low permeability silts and higher
permeability. sands with grain size governing the ability to produce. Above and
below the Shattuck are lower porosity, tighter anhydrltlc dolom1tes which form
vertical barriers to injection water.
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- (k) The unit as proposed is ho1140ntally bounded by a stratigraphic
pinchout as shown on isopach maps, except in Section 11 where it seems to thin -
“and transition into another more prolific reservoir pod located to the southwest.
- Beach mentioned that operators of production from the Queen formation
" southwest of its proposed unit should be free to-drill the necessary wclls and form
~a separate unit for purposes of watertlooding.

D From geologic studies performed over this area, the unit area 1s
- well suited for secondary recovery operations and all tracts within the unit area
should contnbutc to secondaly oil and gas p10duct1on

(m) - Several wells are vproducing from the middle Queen and the Seven

- Rivers formations in addition to the Shattuck within this proposed unit. The value

of oil and gas from these non-Shattuck intervals-is insignificant compared to the

value of secondary oil from the Shattuck member. Beach did say that-ownership
is identical - prior to formation of the unit - between formations in these wells. -

- (n).  Eight wells produce from the Seven Rivers within the unit area and
five of these are slated to become injection wells. Beach is prepared to squeeze -
off the Seven Rivers and plug back from the middle Queen as needed. There are

~ producing wells outside the unit area completed m both the Shattuck and other
formations.

_ (o) The proposed tract participation formula will be in effect during all
future secondary recovery operations, and the formula best allocates unitized
substances to the owners on a fair, reasonable and equitable basis. The formula is
Tisted in Section 12 of the unit agreement and consists of only “ultimate primary
recovery.” Ultimate primary is being used due to the fact that this area has been

~ uniformly drilled. The calculation of each tract’s ultimate prlmary recovery is
. shown in Exhibit “C” of the Unit Agreement. :

(p) Due to the tighter nature_of this reservoir, the watérflood project
will be initiated with thirteen peripherally placed injection wells to get water in
the ground as soon as possible and to contain oil reserves within the sweet spot of
the unit. As the project progresses, an additional 5 wells (phase 1I) will be

“converted to injectors as they are needed. Beach is asking for Division approval
at this time to inject mto all elghteen (Phase I and Phase 1) wells.

(q) - The production within the unit area is at an advanced state of
depletion with wells averaging about 1 barrel of oil per day. Cumulative
production is approximately 659,000 barrels of oil and remaining primary
reserves is estimated at approximately 75,000 barrels of oil. The producing gas

- oil ratio has almost always been near 1,000. Primary recovery is estimated to be
approximately 12.8 percent of the original oil in place. :

(r) The estumted total capital costs assoc1ated with initiating the
project is 2.5 million dollars. ‘
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"(s)  The Shattuck member of the upper Queen formation is also the
primary target in several other waterfloods such as Webb Oil Company’s Turkey
Track Section 3 Unit located directly west and northwest of the proposed unit.

(t) Based on available reservoir parameters and on analogy with other
Shattuck waterfloods and using a 1:1 secondary to primary recovery ratio, the
projected secondary recovery from the waterflood project is estimated to be
approximately 734, OOO barrels of oil, with estimated net revenue of 38 million
dollars.

(u)  Each of the proposed injection wells is expected to initially take an
average of 100 to 200 barrels of injection water per day. Additional makeup
water will be initially needed, and other produced water sources do not exist in
this area. Beach has a permit for two fresh water wells in this area that should
supply all needed makeup water, until the reservoir reaches fillup. The fresh
water will be treated with oxygen scavenger prior to injection.

(V) Due to the tighter nature of the Queen formatlon injection wells
are initially expected to require pressured injection operations. Based on analogy
of other Queen injection projects, Beach is asking for an initial surface maximum
injection pressure of 1250 psi — which is higher than the normally allowed 0.2 psi
per foot gradient. In lieu of this, Beach is willing to quickly run step rate tests to
verify formation fracturing pressures and apply for an increased maximum surface
injection pressure. Due to the lenticular nature of this reservoir and the presence
of streaks of higher permeabilities, Beach will be careful to remain below -
fracturing pressure while attempting to reach reservoir fillup as soon as possible.

~(w)  The fresh water interval in this area occurs at depths of up to 230
feet deep. Wells in this unit area have surface casing and cement across any fresh
water. Primary cement normally only extended to within 50 feet of surface which
was above any fresh water. Subsequent cement was normally pumped or placed
behind surface casing’, from ground level down to-this primary cement top.

(x)  There are 25 active and 12 plugged and abandoned Wells drilled to
this depth, within the Areas of Review.

(y) The proposed injection operation will not pose a threat to
protectible underground sources of drinking water. .
The Division Concludes That:

(10)  Beach already has over 75 percent of the working interest committed and
after final approval by the New Mexico State Land Office Beach will have over 75
percent of the royalty interest committed to this proposed unit.
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(11)  The proposed Unit Ag1ee1nent and Unit Oper atmg Agreement, Exlnbns 2
~and 3 respectively, should be incorporated by reference into this order.

(12)  Beach has made a good faith eftort to secure voluntary unitization within
the unit area. '

(13)  The participation formula contained in the proposed unit agreement
allocates costs and revenue to the separately owned tracts in the unit area on a fair,
reasonable, and equitable basis.

(14)  The proposed unit agreement and unit operating agreement prescribe a
plan for unit operation necessary in order to efficiently manage the Queen reservoir
within the bounds of tlns proposed unit.

(15)  Statutory 'unitizat_io_n and adoption of applicant's proposed unitized method
of operation is necessary to effectively carry on secondary recovery operations, to
substantially increase the ultimate recovery of oil and gas from the unit area, will benefit
the working interest and royalty interest owners within the proposed unit area, and will
prevent waste and protect correlative rights of all parties.

~ (16) Beach Exploration, Inc. is in compliance with the Division’s Rule 40 and
shouldbe approved as the operator of the proposed Eastland Queen Unit. .

(17) The proposed Eastland Queen Unit should be approved for statutory
unitization conditional on final approval by the State Land Office. :

(18) ~ The applicant proposes to institute a “waterflood project” within -the .
Eastland Queen Unit area. The Queen reservoir has.-been depleted to “stripper” status by
primary operations and it is prudent to apply waterflood operations to extend the life of
the reservoir and to maximize the ultimate recovery of crude oil from this reservoir.

(19) - The following three plugged wells should be re-entered-and re- plugged as
specified below in erder to ensure high pressure injection is confined to the intended
Shattuck Queen interval and prevented from entering other fonnatlons or the Salado
(Salt) formation.

State B-7717 #1 (30-015-03544), 1980 FSL, 660 FEL, (Unit I) Sec 2, T19S, R29E
Re-enter to 2750 feet and re-plug to surface by perforating, squeezing, placing
cement plugs above the Queen (2200 feet), the Seven Rivers (1620 feet), and. the base of
the Salt (1080 feet). From there place cement plugs across the base of the 8-5/8 casmg A
(425 feet) and at surface. ’

Leonard State #3 (30 015-03580), 330 FNL, 2310 FWL, (Unit C) Sec 12, T19S, R29E

Re-enter to approximately 2578 feet and re-plug the open hole with venﬁed plugs
placed above the Queen (2300 feet), the Seven Rivers (1750 feet), and below the Salt
(1187 feet), across the 7-5/8 casing shoe (375 feet), across the top of the 7-5/8 casmg
(130 feet), and at surtace.
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Elliot #1 (30- 015 -04554), 330 FSL, 330 FWL, (Umt M) Sec 31, TlSS R3OE .
- Re-enter to approximately 2450 feet and re-plug the open hole with verified plugs
placed above the Queen (2415 feet), the Seven Rivers (1750 feet), and below the Salt
(1168 feet), across the 8- 5/8 casing shoe (355 feet) across the top of the 8-5/8 Casmg
(160 feet), and at surface.

" (20).  Beach reported that three producing wells and five injection wells contain
completions in both the Shattuck and in the Seven Rivers formations. In addition, there
are producing intervals lower than the Shattuck within the proposed unit. However, the
bulk of the remaining value in these wells within the unit is secondary oil to be obtained
from waterflooding the Shattuck member of the Queen formation. Prior to unitization,
interests within the tracts are identical and the majority of the owners of those interests
have agreed- to unitize the Shattuck and use the existing wells as part of the Shattuck
waterflood.  After unitization, interests between the Shattuck and other producing
intervals will no longer be identical. The unit injection and producing wells should be
utilized only on the Shattuck waterflood in .order to maximize recovery from the
waterflood and to ensure protection of correlative rights.

(21) It is necessary to equip all injection wells in a manner to confine injection
to only the Shattuck and provide means to measure mechanical integrity. Within all
injection wells, existing perforations below the Shattuck should be plugged off with
bridge plugs and cement.” In addition in all injection wells, any open perforations above
the Shattuck [i.e. Seven Rivers] should be squeezed with cement, drilled out and pressure
tested.

: (22)  All producing wells within thls unit should be dedicated only to the
- Shattuck production during the life of this waterflood. Remaining reserves from any -
other intervals should be isclated behind pipe with bridge plugs and/or squeeze
cementing operations. |

(23)  The "project area" should comprise the entlre area approved for statutory
unitization as descnbed in this order.

- (24) The proposed waterﬂood within the project area is feasible and will, with
reasonable probability, result in the recovery of substantially more oil and gas than would
otherwise be recovered.

(25) - The estimated additional costs of the proposed waterflood operations will
not exceed the est1mated value of the additional 011 and gas recovered plus a reasonable .
profit. : .

, ‘(26) " The proposed waterflood project wiH pre\./ent‘ waste, protect correlative
rights, and should be approved.

(27)  The project should be governed by Division Rules No. 701 through 708.
~ The eighteen listed wells in the attached Exhibit “A” should be initially approved for
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conversion and use as injection wells in the two phases as proposed. The permit to inject
should terminate within one year for each of the Phase T wells, if that well is not
converted to injection. To prevent premature conversion of the wells listed in Phase II
prior to the need for these wells, each of these Phase I wells should be allowed up to five
~ years before the individual well permits expire. Provisions should be made for the
operator of the Eastland Queen Unit to apply admlnlstlatlvely for additional or different
injection wells as needed

(28) In order to reach-fillup of this Shattuck Queen reservoir as soon as
possible, but also prevent fracturing and damage of this formation, Beach should be
allowed an initial maximum surface injection pressure of 1000 psi to apply to each
injection well. Additional injection pressure increases should be approved only after a
- proper showing that such increase would not fracture the formation and after notice is

provided by the 0pe1at01 to offsetting operators of producing wells within the Shattuck
“form atlon : -

~(29)  The evidence establishes that the proposed waterflood project meets all
the criteria for certification by the Division as a qualified "Enhanced Oil Recovery (EOR)
Project” pursuant to the "Enhanced Oil Recovery Act" (NMSA 1978 Sections 7- 29A 1
through 7-29A-5). . :

(30)  To be eligible for the EOR credit, the operator should advise the Division
when water injection commences in the project area and at such time request the Division
review project performance and recommend certification of the project to the New
Mexico Taxation and Revenue Department. : :

(31)  The project area within the waterflood project and/or the producing wells
within such area eligible for the recovered oil tax rate may be contracted and reduced .
dependent upon the evidence presented by the applicant in its -demonstration of the.
occurrence of a positive production response.

IT IS THEREFORE ORDERED:

(1)  The application of Beach Exploration, Inc., (“Beach”) for the statutory
unitization of 1040.1 acres, more or less, being portions of the Turkey Track-Seven
Rivers-Queen-Grayburg-San ‘Andres Pool (61020) and the East Turkey Track-Queen
Pool (60920), in Eddy County, New Mexico, to be known as the Eastland Queen Unit
(the “Unit Area”), is hereby approved for statutory_unitizati}on pursuant to the Statutory
* Unitization Act, Sections 70-7-1 through 70-7-21, NMSA 1978. E

(2)  The Eastland Queen Unit shall be operated by Beach Exploration, Inc.
(OGRID 1903) and shall comprise the following described 1040.1 acres, more or less, of
State of New Mexico lands, all in Eddy County, New Mexico: :

Township 19 South, Raﬁge 29 East. NMPM

Section 1:  N/2, W/2 SW/4, NE/4 SW/4, NW/4 SE/4
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Section2:  SE/4 NE/4, SE/4 SW/4, SE/4
" Section11:  N/2 ‘

(3) The Unitized Formation shall comprise that interval underlying the Unit
Area, the vertical limits of which extend from 100 feet above the top of the Queen Sand
and 100 feet below the base of the Queen Sand, said Queen Sand interval occurring
between 2335 feet and 2408 feet as shown by Schlumberger's Compensated
Neutron/Litho-Density open hole log dated 6/18/87, in the Eastland Oil Company PJ
State “A” Well No. 5, located 2310 feet from the South line and 2310 feet from the East
line of Section 1, Townshlp 19 South, Range 29 East NMPM, Eddy County, New
Mexico. - :

4) The Eastland Queen Unit Agreement and Eastland Queen Unit Operating
Agreement submitted to thé Division at the time of the healmg as Exhibits No. 2 and 3
are hereby incorporated by reference. '

(5) This order shall not become effective unless and until the owners of 75%

of the royalty interest in the Unit Area approve the plan for unit operations as required by
Section 70-7-8 NMSA 1978. If the persons owning the required percentage of royalty
“interest in the Unit Area do not approve the plan for unit operations within a period of six
~months from the date of this order, this order shall cease to be effective, unless the
Division shall extend the time for ratification for good cause. When the persons owning
the required percentage of royalty. interest in the Unit Area have approved the plan for
unit operations, the interests of all persons in the unit area are unitized whether or not
such pGISOI]S have approved the plan of unitization in Wﬁtmg

(6) . The applicant, as Unit Ope1 ator, shall notify the Division in writing of its
removal or the substitution of any other working interest owner within the Unit Area as
Unit Operator. In the event an entity other than Beach assumes operation of the unit
~ established hereby, such entity shall comply with all the terms and provisions of this
order. :

_ (7) The unit established hereby shall terminate :upon the plugging and
abandonment of the last well in the unit area completed in the unitized fonnation.

(8) Beach is hereby authorized to institute Waterﬂood operations within the
Eastland Queen Unit area by the injection of water into the unitized fonnatlon through
he eighteen wells shown on Exhibit "A" attached to this order. -

(9) The waterﬂood projeet authorized by this order shall be known as the
Eastland Queen Unit Waterflood Project.

- (10)  Each well is specifically permitted for injection -only within the depth
intervals (“permitted injection intervals”) specified on Exhibit “A” attached to this order.

(11)  As preparation and prior to injection;
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(a) In all injection wells, existing perforations below the Shattuck shall
be plugged off with bridge plugs and cement. In addition, any open perforations
above the Shattuck [i.e. Seven Rivers] shall be squeeéed with cement, drilled out
and pressure tested. : : :

(b)  All producing wells within this unit shall be dedicated only to the -
Shattuck production during the life of this waterflood. Remaining reserves from
“any other intervals shall be isolated.behind pipe with bndgc plugs and/or squeeze .

cementing operations. .

“(12)  As preparation and prior to injection within_any well located within /5

. mile:

, the following three plugged: wells shall be re- entered and re-plugged as fol]ows
and undcn supervision of the Division’s Artesia dlStrlCt ofﬁce :

State B-7717 #1 (30-015-03544), 1980 FSL, 660 FEL, (Unit I) Sec 2, T19S, R29E

' . Re-enter to 2750 feet and re-plug to surface by perforating, squeezing, placing
cement plugs above the Queen (2200 feet), the Seven Rivers (1620 feet), and the base of
the Salt (1080 feet). From there place cement plugs across the base of the 8-5/8 casing
(425 tfeet) and at surface. ' :

Leonard State #3 (30-015-03580), 330 FNL, 2310 FWL, (Unit C) Sec 12, T19S, R29E
~ Re-enter to approximately 2578 feet and re-plug the open hole with verified plugs
placed above the Queen (2300 feet), the Seven Rivers (1750 feet), and below the Salt
(] 187 feet), across the 7-5/8 casing shoe (375 feet) across the top of the 7-5/8 casing
(130 feet), and at sur face. ‘

El liot #1 (30 015-04554), 330 FSL, 330 FWL (Umt M) Sec 31, TISS RJOE

Re-enter to approximately 2450 feet and re-plug the open hole with verified plugs
placed above the Queen (2415 feet), the Seven Rivers (1750 feet), and below the Salt
(1168 feet), across the 8-5/8 casmg shoe (355 feet), across the top of the 8-5/8 cqsmg
(160 teet) and at surface : :

(13) The operator shall p.rovide written verification and completed sundry
forms to the Division showing that the requ1red work specified in Paragraphs (11) and
(12) has been complcted

(14) Beach shall take all steps necessary to ensure that the injected water enters
only the permitted injection intervals and is not permitted to escape to other formations or
onto the surface from injection, production, or plugged and abandoned wells.

(15) Injection into each of the wells shown on Exhibit "A" shall be
accomplished through. lined tubing installed in a packer located within 100. feet of the
uppermost injection pedoxatlon The casing-tubing annulus shall be filled with an inert
fluid, and a gauge or approved léak-detection device shall be attached to the annulus in
order to dete1 mine leakage in the casmg, tubmg, or packer. '
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(16)  The injection wells or pressurization system shall be equipped with
pressure control device or acceptablc substitute that will limit the surface 1mect10n
pressure to 1000 psi.. ’

(17) The Division Director may administratively authorize a pressure
limitation in excess of the above upon a showing by the operator that such higher.
pressure will not result in the fracturing of the injection formation or confining strata
AND after notice is provided of such application to all offsetting operators of producing
wells within the Shattuck formation located within % mile of the injection well(s) and
those operators are given 15 days in which to protest the pressure increase.

(18)  The Division Director may admrmstratrvely authorize addmonal inj ectlon
wells within the unit area as provided in D1v151on Rule 701.F(3).

(19) Prior to commencing injection operations, casing shall be installed and
cemented if not present in any well, and the casing in each well shall be pressure tested
throughout the interval from the surface down to the proposed packer setting depth to
assure the mtcgr ity of such casing. '

(20) The unit operator shall give 72 hours advance notice to the supervisor of
the Division's Artesia District Office of the date and time (i) injection equipment will be
installed, and (ii) the mechanical integrity pressure test will be conducted on the proposed
injection wells, so that these operations may be witnessed.

(21)  The unit operator shall immediately notify the supervisor of the Division's
Artesia District office of any failure of the tubing, casing or packer in any of the injection:
wells or the leakage of water, oil or gas from or around any producing or plugged and
abandoned well within the project area, and shall promptly take all steps necessary to
correct such failure or leakage

(22)  The unit operator shall conduct injection operations. in accordance with
Division Rules No. 701 through 708, and shall submit monthly progress reports n
accordance with Division Rules No. 706 and 1115.. :

(23) - The injection authority granted herein for each Phase I well shown on
Exhibit "A" shall terminate one year after the date of this order if the unit operator has not.
commenced injection operations into that well; provided, however, the Division, upon
written request for that well, may grant an extension for good cause if such request for
extension is recerved prror to the end of that year.

(24)  The injection authority granted here_in for each of those Phase Il wells
shown on Exhibit "A" shall terminate five years after the date of this order if the unit
operator has not commenced injection operations into that well; provided, however, the
Division, upon written request for that well, may grant an extension for good cause if
such request for extension is 1ece1ved prior to the end of five years.
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(25) The Eastland Queen Unit Waterflood Project is hereby certitied as an
"Enhanced Oil Recovery Project” pursuant to the "Enhanced Oil Recovery Act” (NMSA
1978 Sections 7-29A-1 through 7-29A-5). The project area shall comprise the entire
Eastland Queen Unit; provided the area and/or the producing wells eligible for the -
~ enhanced oil recovery (EOR) tax rate may be contracted and reduced based upon the
evidence presented by the unit operator in its demonstration of a positive production
response. .

(26) To be eligible for the EOR tax rate,.the unit operator shall advise the
Division of the date and time water injection commences into. the project area and at such
time, request the Division certify the project to the New Mex1co Taxation and Revenue
D cpal tment. -

(27)_ At such time as a positive production response ‘occurs, and within five
years from the date the project was certified to the New Mexico Taxation and Revenue
Department, the unit operator must apply. to the Division for certification of a positive
production response. This application shall identify the area benefiting from enhanced -
oil recovery operations and the specific wells eligible for the EOR tax rate. The Division
may review the application administratively or set it for hearing. Based upon the evidence
presented, the Division will certify to the New Mexico Taxation and Revenue
Department those wells that are eligible for the EOR tax rate.

(28)  This order does not relieve the operator of responsibility should -its
operations cause any damage or threat of damage to protectible fresh water, human health
or the environment, nor does it relieve the operator of responslblhty for complymg, with
applicable Division rules or other federal, state or local laws or regulations.

(29)  Jurisdiction of this case is 1etamed for the entry of such further orders as
the Division may deem necessary.

DONE at Santa Fe, New Mex1co on the day and year helemabove desi gnated

STATE.OF NEW MEXICO
OIL CONSERVATION DIVISION

MARK E. FESMIRE, P. E
‘Director

A_ttachment_s: Exhibit “A”
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CASE NO. 13973

EXHIBIT “A”
INJECTION WELLS
EASTLAND QUEEN UNIT
WELL NAMES AND LOCATIONS

Phase | (13 Injection Wells)

WELL _NAME J - API , N-S E-W Unit | Sec | Tsp | Rge | Shattuck Perfs

STATE 004 (P&A) 30-015-03541 1650 FSL 1650 FEL J I 195 29E  Approx 2400
STATE HL 1 002 30-015-24911 660 FNL 1980 FWL € I 19S5 29E  2328-2370
P.J. A STATE 001 30-015-25655 990 FNL 990 FWL D I 198  29E 2306-2341
PJ. A STATE 007 30-015-25794 330 FNL 990 FEL A I 19S 20E 23982418
P.J. A STATE 008 . 30-015-25856 - * 2310 FSL 990 FWL L 1" 198 29E 227222311
PJASTATEOI - 30-015-25887 990 FSL - 990 FWL M I 195 29E  2326-2336
PJ ASTATEOIS . 30-015-26190 1650 FSL * 1650 FEL J 20198 29E  2270-2290
P.J. A STATE 020 30-015-26444 2310 FNL 330 FEL H 2195 29E  2244-2294
P ASTATE 022 30-015-03542  2310FNL - 330 FEL H C1 195 29E  2414-2452
P.J.BSTATE 001 30-015-26095 . 330FNL - 2310FWL  C’ 1198 29E 22292247
P.J. B STATE 002 30-015-26120 330 FNL 990 FEL A 1195 29 2268-2301
BB O C STATE 001 30-015-22957 1980 FNL 1980 FEL . G 1195 29E 22612314
BBOCSTATEOO3  30-01526235 ‘990 FNL 990 FWL D 11198 29E 22162237

Phase Il (5 Injection Wells as Needed)

WELL NAME API N-S- E-W 1 Unit | Sec | Tsp | Rge | -Shattuck Perfs
STATEHL1003 3001524912 660FNL 1980 FEL B 1198 29E 23512415
PJ.ASTATE009 - - 30-015-10235 1470 FSL 2420 FWL K 119§ 29E 2360-2388
PJASTATEOI2  30-015-25888  1650FNL 990 FEL H 1 19S  29E  2400-2428
P.J. ASTATE017 . 30-015-26148 =~ 660FSL - 1980 FEL 0 2 198 29E  2257-2278

F 1

PJ.ASTATEO2l - 30-015-30846  23I0FNL 2310 FWL 198 29E  2304-2354



