NEW MEXICO ENERGY, MINERALS and
NATURAL RESOURCES DEPARTMENT

BILL RICHARDSON Mark E. Fesmire, P.E.
Governor Director
Joanna Pruko : Oil Conservation Division
CabnetSeceary May 19, 2005 °
Southwestern Energy Production Company Telefax No. (281) 618-4757
2350 N. Sam Houston Parkway East - Suite 300
Houston, Texas 77032

Attention: W. Kurt Butler

Administrative Order NSL-5205
Dear Mr. Butler:

Reference is made to the following: (i) your initial application that was submitted to the
New Mexico Oil Conservation Division (“Division”) in Santa Fe, New Mexico on March 28,
2005 (administrative application reference No. pMES-509137579); (ii) your telephone
conversation with Mr. Michael E. Stogner, Engineer with the Division in Santa Fe on Tuesday .
morning, April 12, 2005; (iii) your reply on May 18, 2005 with an amended application and the
necessary data to support the your application; and (iv) the Division’s records in-Santa Fe, -
including the file in Division Case No. 13185: all concerning Southwestern Energy Production
Company’s (“SwWEPCo”) request to drill its No Bluff State Well No. 6 as an initial well within a
standard 40-acre oil spacing and proration unit in the Northeast Red Lake-Glorieta-Yeso Pool
(96836) comprising the NW/4 NW/4 (Unit D) of Section 36, Township 17 South, Range 27 East,
NMPM, Eddy County, New Mexico, at an unorthodox oil well location 1125 feet from the North :
line and 330 feet from the West line of Section 35.

This application has been duly filed under the provisions of Division Rule 104.F, revised
by Division Order No. R-11231, issued by the New Mexico Oil Conservation Commission in Case
No. 12119 on August 12, 1999.

It is the Division’s understanding that the area comprising the W/2 NW/4 of Section 36
comprises a single state lease issued by the New Mexico State Land Office (State Lease No. V-
5512) in which SWEPCo is the leasehold operator and all mineral interest is common.

It is further understood that SWEPCo’s plan of development for the Glorieta/Yeso in this
general area is with three or four wells per 40-acre unit and that this location exception is being
sought for engineering, geological, and topographical reasons. The proposed well location will
enable SWEPCo to develop and deplete the Glorieta/Yeso reserves within this state lease that might
not otherwise be recovered.
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By the authority granted me under the provision of Division Rule 104.F (2), as revised,
the above-described unorthodox oil well location for SWEPCo’s proposed No Bluff State Well
No. 6 within the Northeast Red Lake-Glorieta-Yeso Pool is hereby approved.

Sincerely,

Mark E. Fesmire, P. E.
Director

MEF/ms
cc: New Mexico Oil Conservation Division - Artesia

New Mexico State Land Office — Santa Fe
File: Case No. 13185
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: 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 . EERR v

CASE NO. 13185
' ORDER NO. R-12199

APPLICATION ‘OF DEVON ENERGY PRODUCTION COMPANY, L.P. FOR
SPECIAL POOL RULES AND REGULATIONS FOR THE NORTHEAST RED

LAKE-GLORIETA-YESO POOL, AND CANCELLATION OF OVER-
PRO]DUCTION, EDDY COUNTY, NEW MEXICO. : , s -

‘ ORDER OF THE DIVISION

This case came on for hearing at 8:15 am. on February 5, and agam on June 10
2004, at Santa Fe, New Mexmo before Exammer Wﬂham V. Jones. S

- the testlmony, the record and the recommendatrons of the Exammer,

FINDS THAT

( 1) Due pubhc notrce has been grven, and the D1v131on has Junsdmtmn of thls S

o _{-',»ca,seandlts subjectmatter

2) Th1s case was ongmally scheduled for the November 20, 2003 heanng e
- .- date, but was continued by the applicant threeseparate times-and ﬁnally heard on ' . o
- February 5, 2004. After the February 5, 2004 hearing, addmonal notrce was prov1ded ST

and the case briefly called at the June 10, 2004 hearing.
(3) By Division Order No. R-11013, 1ssued in Case 12019, dated July 23,1998

.and made effective August 1, 1998, the Division created and defined the Northeast Red
- Lake-Glorieta- Yeso Pool (Pool Code No. 96836) for the production of oil from the Glorieta -

and Yeso formations. The horizontal hmlts for this pool currently comprise the following
lands in Eddy County, New Mexico:
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Township 17 South, Range 27 East, NMPM
Section25:© S/2 . _
Section 26: Ef2
--Section34: NE/4,S/2
Section35: All
Sectlon 36:. W72

,; Townshlp 17 South, Range 28 East, NMPM- -_5 . T
- 'Section30: S/2 . A
Sectlon 31 NW/4 -

Township 18 South, Range 27 East, NMPM
, "~ Section 1: ‘N/2 :
.Section 2: w72
* Section 3: NwW/4

@) " The Northeast Red Lak&Glorieta‘__-Yeso Pool has no speclal poolrules and
is currently governed by Division Rule 104.B, which requires standard:40-acre spacing - -
. and proration units with wells to be located no closer than 330 feet:to:the outer boundary

of the-unit. At these depths, Division rule-505.A provides for a top proration unit depth

‘bracket allowable of 80 barrels of oil per day while Division rnle 506 A prov1des for a . o ..

: 11.m1tmg gas—oll ratlo of 2000 cubic feet of gas per barrel of oil.

L (5) “The, Apphcant, Devon Energy Productlon Company, LP (“Devdn”), LT R e
S '~‘seeks to: (1) establishspecial pool rules for the Northeast Red Lake«Gloneta-Yeso Pooly--.." 0 L
- (ii) increase the depth-bracket allowable for oil production to 300 barrels-of'oil. per day‘ AT

| 3 "and (m) in¢rease the hmmng gas-o11 ratlo to 4000 cub1c feet of gas per batrel of 011

(6) In addmon, Devon seeks oancellatlon of 011 and gas over~production from: =

»V_“"
i

25
s

BERRS the spacmg and proration unit consisting of the NE/4 SW/4 of Section 35, Townshlp 17 - B

South, Range 27 Bast, NMPM, Eddy County, New Mexico.

(7) - From June of 1999 until February of 2003, this 40-acre, NE/4 SW/4 of
Section 35, proration unit was overproduced by approximately 141 thousand barrels.of
- oil and 322 million cubic feet of gas. The over-production was discovered by Devon and, .

beginning in February, 2003, the total oil production within this -proration unit was
voluntarily curtailed to below the allowable of 80 barrels of oil per day.
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. Ex_ge.?of«f . _ :

: (8 Al Gloneta and Yeso operators w1th1n the Northeast Red La.ke-Gloneta- o
Yeso Pool and within 1 mile of the pool boundaries were notified of the proposed special

pool rules. Marbob Energy Corporation sent a letter supporting. these pool rules. No

.pa.rty appeared to obj ect and no Ob] ections were received at the Febmary 5, 2004 hearing,

® Mmeral interests w1th1n this area are federally owned. Working interests |

.7 in'most proration units sutrounding the NE/4 SW/4 of Section 35 are either solely Devon
. ot Devon-and “Oxy” (Oxy USA WTP Limited Partnershlp)s with Devon as the operator: .
L0170 The land witness for Devon testified ‘that Oxy-knew of the intent of this application.

. i Prior to the June 10, 2004 hearing date; all ‘over-riding’ royalty owners within the

. proration units surrounding the NE/4 SW/4 of Section 35 proration unit were notified of
~ the mtent of this apphcatlon No palty appeared to object at the June 10, 2004 hearmg ’

(10) At the hearmg, Devon asked that the part of the apphcatxon requesting an -
increase in the limiting gas-oil ratio to 4000 cubic feet of gas per barrel of oil, be dropped

 fromthe apphcatlon. :

(1 1) Devon presented addmonal testimony ﬁom expert w1tnesses at the heanng v
‘ ,as follows. .-

o (a) ' Productlve lenses thhm the. Yeso formatlon are latera.lly S -

: dlscontmuous and difficult to trace from one well to another. The Gloneta formatxon o
3 .rarely is produced w1th1n this pool . . S

) -  The amount of net: PaY or the su'uctural posmon w1thm the Yeso. T

» formatlon in these Wells s not necessarily indicative of the productivity of the wellor the = - - _- .. .
... ..-reserves.within-the well...In addition, water saturation calculations:from:logs ‘ate-not- % .. . .
.-+ reliable.: The.FMI (Schlumberger trade name) logs have shown: SOme ﬁ'aotm'mg butf:; R

o 'ﬁ'actlmng cannot othervmse be seen or mferred from the open hole: logs

(c) The two most productlve Wells in thls area are the Logan 35 "

Federal Well No. 5 and the Logan.35 Federal Well No. 6. These- wells are both located... -

within the NE/4 SW/4 of Section 35, which is the over produced.proration unit. Devon . .-
has drilled offsets to these two prolific wells on.three sides without success in fmdmgw g
Wells as capable of producuon. ' _ , ke

(d) This pool is currently being developed with two Wells per 40 acre

spacmg and proration unit. There are two nearby pools producing from the Glorieta and

- Yeso formations. These pools are being developed on closer spacing than one well per

20 acres. Each of these three Glorieta-Yeso oil pools show similar production.
characteristics, have similar decline rates, and-are all solution gas drive reservoirs.
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: (e) W1th1n the Northeast Red Lake-Glorieta-Yeso pool, as additional
wells are added, the initial GOR and initial production from the new wells remain similar -
-and therefore show that reservoir energy ‘'has not been s1gmﬁcant1y affected by prevmus

production.

. (f) The 300 barrels per day allowable is needed because of the high
- average initial production per well. The majority of the better wells in'the:pool have had: SRR
- initial productlon rates of 143 barrels of oil per day on the. average If two wells'were. © -
. drilled in the same proratlon unit at the same _time, the average for:that proration unit: .. ..
- would. be 286 barrels of. oil per :day. - ‘Thé operators have therefore been restricted to-. : -
. drilling one well on:each spacmg umt, then delaymg dnllmg the second well untrl the -

ﬁrst well dechnes _

’ ’ (g) The over-productron in this NE/4 SW/4 of Section 35 happenedf-

. after both of the wells came in better than expected, failed to decline as‘other wells had -
done, and this was not noticed by Devon personnel. Devon requested that the:over- - . -~ .
productlon be cancelled because Devon does not beheve the reservoir has been harmed. : ' @

(12) Devon has shown that an mcrease in the depth bracket allowable to 300- S

. : acre or smaller well spacmg “This 20-acre or smaller Well spacmg is necessary in order:*li S
to contact all compartmentalized lenses and fractures and prevent waste of 011 TESEIVES .. o vii o

Foy —v--“ I T T W iy

P l.thatwouldnotothermsebeproduced . "t:f;.'a‘ T LT TR

R ‘.,proratlon unlt conSistlng'of the NE/4 SW/4 of Sectlon 35 over a totalpenod of 3 5 y‘ears ; e
ik o v After dlscovery of, th1s vrolatxon, Devon was responsible in. curtailing' the- wells Wlﬂﬂn R
. that pror:atron umt and in. screnuﬁcally determrmng if damage had been done e

R (14) A rev1ew of D1v1s10n produetlon records mdrcates that productlon w1thmr "
- . the NB/4 SW/4 of Sectron 35 was averaging approx1mately 120 barrels ‘of oil per. day. S
. prior to .the cm'talhnent ‘during February of 2003, w1th an. annual declme rate of .
apprcxrmately8 percent. . o

(15) Makmg the mcreased allowable for the pool effective September 1, 2004 .
‘and allowing Devon two years to resolve the cumulative over-productron on the NE/4
SW/4 of Section 35, would resolve this issue and would avoid the otherwise unnecessary
economic loss incurred from temporarily shutting-in the wells to make up the over-
“production. .
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_ . (16) Increasing the depth-bracket allowable for the Northeast Red Lake-
--Gloneta—Yeso Pool will enable the operators in the pool to efﬁclently produce the
‘hydrocarbons within this reservoir, will not result in the excessive waste of reservoir .
_energy, should not reduce the ultimate recovery of oil from this reservoir; and w111 not .

v101ate correlatlve rights.

B ITISTHEREFOREORDEREDTHAT o
4 ST ( 1) The apphcauon of Devon Bnergy Productlon Company, L P. (“Devon”) to
1. increase: the depth-bracket allowable for:the Northeast Red Lake-Gloneta-Yeso Pool .
- ¢ . - from its current- 80 barrels of oil per day limit to 300 barrels. of oil per day is hereby ;
gpproved ‘ ERNT

© Q) The portion of the apphcatlon of Devon to increase. the hmltmg gas-oil
. rauo for the Northeast Red Lake-Glorieta-Yeso Pool to 4000 cub1c feet of gas per barrel
- ofoil'is d1sm185ed : , . .

@ S (3) The application of Devon for cancellation of cumulative over-producuon.
. -of oil and gas from the proration unit cons1stmg of the NE/4 SW/4.of Section 35, -
© ., -. Township 17 South, Range 27 East, NMPM in Eddy County; New:Mexico is denied:.
.~ Déven: personnel shall coordinate with the Artesia district office of’ the Division to make -
. - up all past cumulative over-production of oil and gas from this proration unit and in no-

. -case’ shall the. prorauon umt have remammg cumulatlve over-prbducuon of. 011 aﬁer S

S e

' --*:i..--—:»Septemberl 2006, -+ 7B L

G herehy established as follows:

: SPECIAL RULES AND REGULATIONS
' g “FOR THE : .
NORTI—IEAST RED LAKE-GLORIETA—YESO POOL

s 'RULE 1 : The allowable for ‘a standard 40-acre 011 spacmg and
, prorauon unit shall be based on a special depth bracket allowable of 300 . -
barrels of oil per day.. In the event there is more than one well on a unit,-
the operator may prodiice the allowable ass1gned to the umt from the wells

on the unit in any proportion. - .

) These specnal pool rules shall be made effective September 1, 2004.

(4) Speclal pool rules for the Northeast Red Lake-Glonetaerso »Pool are Pt
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©) Junsdlctlon of this case is retamed for the entry of such further orders as
the D1v1s10n may deem necessary. 4 A _

DONE at Santa Fe, New Mexico, on the day and year heremabove des1gnated . -

STATE OF NEW MEXICO -
OIL CONSERVATIG

SEAL
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