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This closing :ax_'g'u'inen‘zt is submitted GMT Exploration Company LLC (“GMT™), BTA Oil

the close of the July 22, 2017 hearing in these consolidated cases.

Producers, LLC (“BTA”™), and Devon Energy Production Company, L.P. (“Devon™), as agreed at

I.  INTRODUCTION,

.- The lands involved mthese cases are the SW:be Section 33, Efdwnship 21 South, :Ran»ée

- 34 East, NMPM and the W/2 of Section 2, Township 22 South, Range 34 East, NMPM. Black
- Mountain Operating LLC (“Black Mountain™) seeks approval of two 1-1/2 mile Bone Spring

horizontal wells in Sections 35 jé_ihd‘Z, and GMT seeks the approval of two 1 mile Bone Spring
horizontal wells in Section 2. Each company Tequests -that it be designated operator of the

- acreage subject to its respective applications.
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This case was heard on May 11, 2017, wheére substatitial evidericé-was presented, but was

continu,eq'tq the July 20,2017 he@ﬁng to take ,additional_ evidence. _
o These cases involvc not ‘only gqnﬂicting well units, but also whiéhl-app'licanf will be
awarded operation of the subject acreage. - o

. . ,N_()TE:,.D'urin'g the pendency of these proceedings, 'Blfack ‘Mountain was acquired by
.Marathon Oil Company (“Marathon™), and GMT’s leasehold interests wereé acquired - by

Centennial Resources Development, Inc. (Centennial”). For ease of reference the names of the

original applicants are (mostly) used herein. -

1. FACTORS TO CONSIDER IN AWARDING OPERATIONS.

_ In Case Nos. 11666 and 11677 the Qil ’Conservajt_ion Commission c0ns_ider¢d conflicting
pooling applications, and set forth the factors which should be considered in deciding such cases.

They are: -

A Geology, :whi,ch is the :rn(_')'stf 'i'r‘np(_)rt:ant' factor.-
B. . ézf.quod faith En'egb'ti‘a't,ion_s prior to pooling.
C Capabiiifies as‘opcrat;)r,-::
D. = AFE’sand dthér operational gosfs, WH{ch is a:minor.'fézcz:.to;.. '
E. j_W‘o'rilgcing ihfjer_e?sjt’ -c'o_ntr_o'li.' | :
Cbmmissioh Order No. R-10731 -.B.: '

Mountain’s applications should be denied. This i's:di:s‘cuSsed below.

':Avréiiicw of these factors shows that GMT’s applications -shoulfd_ be granted, and Black

. ARGUMENT.

A.  Geology.

*BléCk_Mountain made a geological and engiqeéjfing prcsentjatiqﬁ jwhich set forth:
1. An isopach of rock with 6% porosity; which showed a thickness of
~_ approximately 275feet in the W/2 of Section 2 and up into the W/2 of Section 35.
~ This isopach was of the entire 3" Bone Spring section, including non-reservoir
facies. - o : S A o _
2. Ldng:er' ;l_ait:e'fal‘s are .mbr‘:e'-c.c:bhomi'c_, ba_sedﬁ”on--é_ri :éngineering‘stﬁay“b‘f
select areas of Bone Spring production in Lea County. The results of that study
showed, essentially, a one-to-one correspondence between a well’s lateral length
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and 1ts “ultimate- productlon (,Si_ testimony of -Michael McCracken Black
jMountaln s engineer.)

3. ° Black Mountam agreed with GMT that rock quality detenorated as you
move north and northeast of Sectlon 2 (_g_ testlmony of Roy Wlltby, Marathon s
geologist. )

4. As a result of its engmeermg, Black Mountain- requested approval of its 1-
1/2 mile laterals as more economlc and better able to prevent waste.

GMT presented a much more complete geologic and engineering analysrs of Sections 2
and 35 than did Black Mountain. Its presentatlon showed

l. ‘Mike Dllll, GMT’s geologrst testlﬁed that GMT, over the last 6 years, has
done a reglonal analysns of Bone Spring (and Wolfcamp) geology in Lea County,
‘and has mapped the entire area. The Bone Spring in Lea County is not uniform
and homogeneous, unllke the Bakken in North Dakota and the Eagleford in
Texas.

2. GMT has drilled approximately 40 Bone Sprlng wells in Lea County over
that perlod In‘looking at its suiccesses and its uneconomic wells, it has determined
that there needs to be 20 feet of rock with 8% porosity across a well unit to drill
an economic well. While lower’ porosity rock will contrlbute to production, if you
don’t have 20 feet of 8% rock the well will be uneconomic. GMT isopachs the
main target sandstone, which is where wells will be landed honzontally GMT has

~ found, during its dnllmg operations, that there needs to. be at least 20 feet of 8%

' "dens1ty porosrty in' the target zone to drill an economic well.

3 - ‘When the SW/4 of Sectlon 2 came up for a lease sale at the State Land
( -+ Office, GMT looked at its maps, saw that it matched its Bone Spring criteria, and
. decided to bid on the lease. It won the lease, and the lease was issued September
1 2016 GMT almost immediately began preparing to dnll a well.
-4, At the hearmgs Mr. Dilli testrﬁed that the w2 of Section 2 matched its
requlrement of 20 feet of rock with 8% porosrty He also testified that Bone
Spring ‘tock quality degrades as you move north and northeast of ‘Section 2.
. Finally, he pointed ‘out wells with less than 20 feet of 8% porosity which were
“‘economic failures:  Black Mountaln presented no “evidence that Mr. Dilli’s
testlmony was wrong ' : - -

IR} GMT’s englneer examined productlon from all Bone Spring wells in’ Lea _
. County (over 600), and presented production results on those wells. It showed that
there' was not a one-to-one correspondence between a well’s lateral length and its

~ ultimate productlon It showed that, on average, a 1-1/2 mile lateral produced only
about 125% more oil than a 1 mile lateral. Thus rock quality is very 1mportant '




6. Mr. Dilli, subsequent to the May 1" hearmg, reviewed ‘the wells Mr.
McCracken used in his study and compared them with his regional isopach. At the
,July 20" hearing Mr. Dilli testified that the 1 mile and 1-1/2 mile laterals used in
Black Mountain’s study all contamed more than 20 feet of rock- with 8% porosity

(in some cases up to 100 feet).

~ 7. . Because reservoir quality is not consistent throughout Sections 2 and 35, a
one-to-one recovery won’t result from a longer lateral i in the subject’ area

8. Asa result of the foregoing, GMT desires 1 mlle laterals dnllmg further
north from Section 2 will § impair its and Devon’s correlatrve rights.

BTA testified that it prefers 1 mile lateral development In addltlon it does not want its
acreage in the NW/4.of Section 35 to get stranded. Drilling north from Section 35 into Section 26
will dnll mto substantially degraded Bone Spring reservoir.

' Based on the foregomg, drlllmg 1 mile laterals is preferred;in this are_a. N

B.: - Good falth ne;@tratlons prior to poolmg

: Almost immediately after it acqurred its lease in Sectlon 2, GMT: made plans to drill
*:wells and notified Black Mountain in mid-October 2016 of its plans to. drill 1 mile laterals.
Within a month Black Mountain (using the exact same language as the letters GMT sent to Black

-Mountam) counter-proposed its 1-1/2 mlle wells .

“GMT’s well proposals have remamed constant over :the past'mne months: The wells have o

approved APDs; GMT has an' agreement with the surface owner (Merchant L1vestock_

. Company), so its surface locations are fixed; and it properly notified all interest owners in its-

well units, as well as offsets. The only two parties. being pooled were Black ‘Mountain and
Devon, and Dévon has since assrgned its interest to GMT. Devon entered an appearance in these
. cases, and supports GMT’s appllcatrons GMT has done all thmgs requlred to dl‘lll 1ts wells, and
_ there are no loose ends. - : -

‘Black Mountain owned 1ts acreage for about a year before it proposed its wells but did
nothing until GMT proposed wells. Black Mountain’s proposals were reactive to GMT’s, and its
applications were filed simply to gain operational control. In addition, it didn’t do-its homework:
It didn’t notify all offsets of its proposed non- standard units, so a contmuance was requrred to
notify additional offsets - A

‘In addition, Black Mountam was apparently unaware that BTA owned an mterest in the

. SwW/4 of Section 35, and needed to be pooled. This desplte the fact that there is a JOA covering

~ Section 35, and BTA is being, pa1d by Black Mountain on a well located in the SW/4 of Section
35.Asof the May 1" hearmg, Black Mountain had not proposed its wells to BTA.

More 1mportantly, Black Mountam has presented no ev1dence in the record of its efforts e
_jto obtam the voluntary Jomder of BTA in the wells Its proposals are not in ev1dence Also, Black' L




Mountain has changed lts well locations from Section 2 to Sectlon 35. That was not known until
the hearing .on July 20". New proposals for the new well locations have not been provided to
BTA or GMT. The only pending appllcatlons show only the Section 2 locatlons

As a result, there are no valld outstandmg well proposals to the partles on Black
Mountain’s.wells. It has not satisfied the- basic pooling requirements set forth in Division Order
No. R-13165. The appllcatlons as filed, are incorrect and cannot be granted.

The above-referenced JOA ‘covers, among other lands, the W/2. of Section 35 and the

 NW/4 of Section 2.' BTA owns leasehold and contractual rights in the entire W/2 of Section 35,

and is the operator of the NW/4 of Section 35. Thus it has the right to file APDs and drill wells

thereon. BTA provided evidence that it has valid, ‘approved APs issued on two wells it plans on

drilling in the W/2 of Section 35. BTA does not need to do anythlng else other than to send well
proposals pursuant to the JOA.

As noted above, GMT also has approved APD:s issued on its wells i in the W/2 of Section
2 Therefore, Black Mountain cannot drill its wells.

As a result this factor favors BTA and GMT

C. Cagabllltles as ogerato j

Both Centenmal and Marathon are new to the state, but they drill and operate wells in
other states and are both qualifiéd. However, the difference is that Centennial can rely on advice
from GMT on dnllmg 40 wells in Lea County. In contrast, Black Mountain has drilled no Bone
Spring wells in Lea County (and only one or two. wells in New Mex1co) Marathon, aﬂer a
lengthy absence from the state, has to develop its operatlons from scratch x :

BTA is a well known and hlghly quahﬁed operator in New: Mexnco and has dnlled
around 30 honzontal wells in Lea County ' , :

Thus tlus factor balances in favor of BTA and GMT

D - AFE’s and other,ogeratxonal costs.-- '

The Commrssron recognized in Order No. R-10731 B that AFE’s and overhead rates are
not significant factors in deciding operatorship. GMT and Black Mountain both testified that
their respective AFEs (both prepared at-about the same time) are fair and reasonable Of course,

_ completlon costs are subJect to change and after a poolmg order i is entered it may be necessary:-

A Black Mountaln (Marathon) testlﬁed at the July 20'h hearing that the NW/4 of Sectlon 35 had been “carved

out™ of the JOA, However, it could point to no instrument, signed by all the parties to the JOA, dissolving the JOA.

In addition, -ownership of each of the NW/4 of Section 35, SW/4 of Section 35, and NW/4 of Section 2 is different, _
~ and Black Mountain has not clalmed that other quarter sections are. “carved out” of the JOA

2. GMT is not subJect to the JOA and can propose wells wnhout reference to the JOA

- ';j ;.;f'*'”




to send revised AFEs to the pooled parties. Both appllcants also used slmllar overhead. rates. As a
result, this factor'can be ignored. S

E. Working interest control.

This should also be a minor factor in these cases. BTA owns a majonty of the workmg

interest in its two proposed wells; GMT owns a majority of the working interest in its two.

proposed wells; and Black Mountam owns a majonty of the workmg interest in its two proposed
wells Therefore this factor is a wash.

Iv. CONCLUSION

The factors dlSCUSSBd above clearly favor both BTA and Centenmal They have vahd
APDs, which don’ t mfnnge on Marathon’s rlght to partrcrpate in those wells.

The prlmary factor geology, clearly favors ‘1 mile laterals in this area. Unless the

- Division is going to adopt a blanket rule that longer laterals,. regardless of rock quality, will
- ,jalways trump shorter laterals, then Centenmal and BTA must be allowed to move- forward with

their proposals
The GMT apphcatlons must be granted and those of: Black Mountam denled
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