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

IN THE MATTER OF THE HEARING
CALLED BY THE OIL CONSERVATION
DIVISON FOR THE PURPOSE OF
CONSIDERING:
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-
PRODUCTION, EDDY COUNTY, NEW MEXICO.

ORDER OF THE DIVISON

BY THE DIVISION:

This case came on for hearing a 8:15 am. on February 5, and again on June 10,
2004, at Santa Fe, New Mexico before Examiner William V. Jones.

NOW, on this 30" day of August, 2004, the Division Director, having considered
the testimony, the record and the recommendations of the Examiner,

FINDS THAT;

(1)  Due public notice has been given, and the Divison hasjurisdiction of this
case and its subject matter.

2 This case was originaly scheduled for the November 20, 2003 hearing
date, but was continued by the applicant three separate times and finally heard on
February 5, 2004. After the February 5, 2004 hearing, additiona notice was provided
and the case briefly called at the June 10, 2004 hearing.

3 By Divison Order No. R-11013, issued in Case 12019, dated July 23, 1998
and made effective August 1, 1998, the Divison 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 limits for this pool currently comprise the following
lands in Eddy County, New Mexico:
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Township 17 South, Range 27 East, NM PM
Section25: S22
Section 26 E/2
Section 34: NE/4, S/2
Section 35:  All

Section 36: W/2

Township 17 South, Range 28 East, NM PM
Section30: §2
Section 31: NW/4

Township 18 South, Range 27 East, NMPM
Section 1: N/2
Section 2: W/2
Section 3: NW/4

(4  The Northeast Red Lake-Glorieta-Yeso Pool has no specia pool rules and
is currently governed by Divison 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 atop proration unit depth
bracket alowable of 80 barrels of oil per day while Division rule 506.A provides for a
limiting gas-ail ratio of 2000 cubic feet of gas per barrel of ail.

(5 The Applicant, Devon Energy Production Company, L.P. ("Devon"),
seeks to: (i) establish specia pool rules for the Northeast Red Lake-Glorieta-Yeso Pool;
(ii) increase the depth-bracket alowable for oil production to 300 barrels of oil per day;
and (iii) increase the limiting gas-ail ratio to 4000 cubic feet of gas per barrel of ail.

(6) In addition, Devon seeks cancellation of oil and gas over-production from
the spacing and proration unit congsting of the NE/4 SW/4 of Section 35, Township 17
South, Range 27 East, 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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(8)  All Glorieta and Yeso operators within the Northeast Red Lake-Glorieta-
Y eso Pool and within 1 mile of the pool boundaries were notified of the proposed specid
pool rules. Marbob Energy Corporation sent a letter supporting these pool rules. No
party appeared to object and no objections were received at the February 5, 2004 hearing.

(9  Minerd interests within this area are federally owned. Working interests
in most proration units surrounding the NE/4 SW/4 of Section 35 are either solely Devon
or Devon and “Oxy” (Oxy USA WTP Limited Partnership), with Devon as the operator.
The land witness for Devon testified that Oxy knew of the intent of this application.
Prior to the June 10, 2004 hearing date, all over-riding royaty owners within the
proration units surrounding the NE/4 SW/4 of Section 35 proration unit were notified of
the intent of this gpplication. No party appeared to object at the June 10, 2004 hearing.

(10) At the hearing, Devon asked that the part of the application requesting an
increase in the limiting gas-ail ratio to 4000 cubic feet of gas per barrel of ail, be dropped
from the application.

(11)  Devon presented additiona testimony from expert witnesses at the hearing
as follows.
@ Productive lenses within the Yeso formation are laterally
discontinuous and difficult to trace from one well to another. The Glorieta formation
rarely is produced within this pool.

(b)  The amount of net pay or the structural position within the Yeso
formation in these wells is not necessarily indicative of the productivity of the well or the
reserves within the well. In addition, water saturation calculations from logs are not
reliable.  The FMI (Schlumberger trade name) logs have shown some fracturing but
fracturing cannot otherwise be seen or inferred from the open hole logs.

(¢  The two most productive wells in this area are the Logan 35
Federd 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 sdes without success in finding
wells as capable of production.

(d  Thispool is currently being developed with two wells per 40 acre
gpacing 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 smilar decline rates, and are al solution gas drive reservoirs.
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(€  Within the Northeast Red Lake-Glorieta-Yeso pool, as additiona
wells are added, the initiadl GOR and initial production from the new wells remain similar
and therefore show that reservoir energy has not been significantly affected by previous
production.

(f)  The 300 barrels per day allowable is needed because of the high
average initia production per well. The majority of the better wells in the pool have had
initial production rates of 143 barrels of oil per day on the average. |If two wells were
drilled in the same proration unit a the same time, the average for that proration unit
would be 286 barrels of oil per day. The operators have therefore been redtricted to
drilling one well on each spacing unit, then delaying drilling the second well until the
first well declines.

(99  The over-production in this NE/4 SW/4 of Section 35 happened
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-
production be cancelled because Devon does not believe the reservoir has been harmed.

(120 Devon has shown that an increase in the depth bracket allowable to 300
barrels of oil per day per proration unit will not result in damage to the reservoir and will
be necessary for continued, rapid development within Division rules of this pool on 20-
acre or smaller well spacing. This 20-acre or smaller well spacing is necessary in order
to contact al compartmentalized lenses and fractures and prevent waste of oil reserves
that would not otherwise be produced.

(13) Devon was negligent in overproducing 141,000 barrels of oil from the
proration unit consisting of the NE/4 SW/4 of Section 35, over atota period of 3.5 years.
After discovery of this violation, Devon was responsible in curtailing the wells within
that proration unit and in scientifically determining if damage had been done.

(14) A review of Divison production records indicates that production within
the NE/4 SW/4 of Section 35 was averaging approximately 120 barrels of oil per day
prior to the curtallment during February of 2003, with an annua decline rate of
approximately 8 percent.

(15) Making the increased alowable for the pool effective September 1, 2004,
and alowing Devon two years to resolve the cumulative over-production 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) Increesing the depth-bracket dlowable for the Northeast Red Lake-
Glorieta-Yeso Pool will enable the operators in the pool to efficiently produce the
hydrocarbons within this reservoir, will not result in the excessve waste of reservoir
energy, should not reduce the ultimate recovery of oil from this reservoir, and will not
violate correlative rights.

| TI STHEREFOREORDEREDTHAT;

()  The application of Devon Energy Production Company, L.P. ("Devon™) to
increase the depth-bracket alowable for the Northeast Red Lake-Glorieta-Yeso Pool
from its current 80 barrels of oil per day limit to 300 barrels of oil per day is hereby
approved.

(2)  The portion of the application of Devon to increase the limiting gas-ail
ratio for the Northeast Red Lake-Glorieta-Yeso Pool to 4000 cubic feet of gas per barrel
ofail is dismissed.

3 The application of Devon for cancellation of cumulative over-production
of oil and gas from the proration unit conssting of the NE/4 SW/4 of Section 35,
Township 17 South, Range 27 East, NMPM in Eddy County, New Mexico is denied.
Devon personnd shal coordinate with the Artesia digtrict office of the Division to make
up al past cumulative over-production of oil and gas from this proration unit and in no
case shdl the proration unit have remaining cumulative over-production of oil after
September 1, 2006.

(4  Specid poal rules for the Northeest Red Lake-Glorieta-Yeso Pool are
hereby established as follows:

SPECIAL RULES AND REGULATIONS
FOR THE
NORTHEAST RED LAKE-GLORIETA-YESO POOL

RULE 1. The dlowable for a standard 40-acre oil spacing and
proration unit shal be based on a specia 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 produce the allowable assgned to the unit from the wells
on the unit in any proportion.

(5)  These specid poal rules shal be made effective September 1, 2004.
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(6)  Jurisdiction of this case is retained for the entry of such further orders as
the Divison may deem necessary.

DONE at Santa Fe, New Mexico, on the day and year hereinabove designated.

STATE OF NEW MEXICO
OIL CONSERVATION DIVISION

T

MARK E. FESMIRE, P.E.
Director




