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

APPLICATION OF THE NEW MEXICO OIL
CONSERVATION DIVISION TO AMEND
RULES OF THE COMMISSION
CONCERNING THE DRILLING, SPACING,
AND OPERATION OF HORIZONTAL WELLS
AND RELATED MATTERS BY AMENDING
VARIOUS SECTIONS OF RULES 19.15.2,
19.15.4, 19.15.14, 19.15.15, AND 19.15.16 NMAC;
STATEWIDE.

CASE NO. 15957

NMOGA'’s PRE-HEARING STATEMENT

This Pre-Hearing Statement is submitted on behalf of the New Mexico Oil and Gas
Association (“NMOGA?”), through undersigned counsel, as required by NMAC 19.15.3.11.B.

NMOGA’s PROPOSED MODIFICATIONS

NMOGA'’s members participated in the technical work group created by the Division for
developing proposed amendments to the horizontal well rules. Most of the recommendations of
this technical group have been incorporated into the rule amendments proposed by the New
Mexico Oil Conservation Division (“Division”). Having now reviewed in detail the rule
amendments contained in Exhibits A, B, C, D, E and F to the Division’s filed Application,
NMOGA submits the following modifications, which are highlighted in yellow on the pages
corresponding to the Division’s filed Exhibits and collected under Attachment 1 hereto (entitled
“NMOGA’s Proposed Modifications™):
19.15.2.7 Definitions (Division’s filed Exhibit A):

1. In Subpart 2.7.A(8)(a), add “or federal” after “division-approved” to clarify this
definition applies to federally-approved units in addition to division-approved units.



19.15.4.12 Adjudicatory Proceedings (Division’s filed Exhibit B):
2. In Subpart 4.12.A(1)(a):

e Replace “an” with “each” in the first sentence to clarify that notice must go to
each owner.

o At the end of this subsection add the following sentence: “An applicant
seeking compulsory pooling of a standard horizontal spacing unit need not
give notice to affected persons in adjoining spacing units or tracts unless the
division specifically so directs.” This confirms notice to offsetting tracts is not
required when pooling what will now be a standard horizontal spacing unit
under the proposed rules.

3. In Subpart 4.12.A(1)(b) delete «, the proposed unit is not larger in size than provided
in 19.15.15 NMAC or applicable special pool orders,” to avoid any conflicts with the
proposed horizontal rules and ensure the affidavit process can be used for force pooling
horizontal spacing units.

4. In Subpart 4.12.A(2)(a):

o Add “in the same pool or formation” after the phrase “each adjoining spacing
unit” in line 5 and after “affected persons” in line 9 to clarify the notice
obligation extends to interests in the same correlative zone as the unorthodox
well.

e Inline 7, delete “pools” and add “formation” after the phrase “in the same
pool or” to clarify the applicability of this provision when a defined pool does
not exist and to conform with similar situations throughout the rules.

5. In Subpart 4.12.A(2)(b):

o Add“19.15.15.10.B or” before “special pool orders provide” to reference a
statewide rule that requires a permitted infill well in a standard 320-acre gas
unit to be in the undrilled quarter section.

e Add “in the same pool or formation” after the phrase “in all spacing units or
tracts” for the same reasons noted in the above changes to A(2)(a).

6. In Subpart 4.12.A(3), add the following ending sentence: “This requirement shall not
apply to applications for non-standard horizontal spacing units pursuant to Paragraph (6)
of Subsection A of 19.15.16.15 NMAC.” This modification confirms that the notice
requirements for non-standard horizontal spacing units are governed by the referenced
provision in the proposed horizontal well rules.



19.15.15.11 Acreage Assignment (Division’s filed Exhibit D).

7. In Subpart 15.11.A change “10 days” to “45 days” to conform this language to the
- recently-adopted changes to the rule governing filing deadlines for completion reports.

19.15.16.7 Definitions (Division’s filed Exhibit E)

8. In Subpart 16.7(1) (definition of Kick-off Point) delete the proposed new language “or,
in the case of a multi-lateral well, a separate lateral is intentionally diverted from the
vertical portion of the well bore.” A kick-off point is a point in the well bore, which is
clearly described by the first part of this definition, not the lateral section of the well bore
as suggested by the proposed language. It is well understood that a multi-lateral well will
have a different kick-off point associated with each lateral. Schlumberger Oilfield
Glossary further defines “kickoff” as “the point at which a vertical well is intentionally
deviated,” which is almost identical to the revised language.

9. In Subpart 16.7(K) (definition of Lateral):

e Replacing “deviated” with “diverted” as proposed creates confusion since wells
are diverted for operational reasons (for example, junk in the hole). Retaining the
term “deviated” better describes horizontal wells that are intentionally angled
from the vertical in a certain direction.

e The added language “or, in the case of a multi-lateral well, the point at which a
particular lateral has been intentionally diverted from the vertical portion of the
well bore” should be deleted. A horizontal well’s lateral section is a section of the
well bore, not a point in the well bore. Deletion of this language still allows the
term to be applied to multi-lateral wells.

10. In Subpart 16.14(B)(3) (Directional Wellbores), the phrase “of well’s” in the line 7
should be changed to “of a well’s”.

19.15.16.15 Horizontal Wells (Starting at p. 10 of Division’s filed Exhibit E)
A. Well Spacing
11. In Subparts 16.15.A(1)(c) and (3)(c) (Standard horizontal spacing units) the term
“horizonal” should be replaced with “horizontal.” Also in (3)(c) the phrase “the of”

should be deleted. These are clerical errors.

12. In Subpart 16.15.A(5)(a) (applications for permits to drill) replace “owner of”” with
“an unleased mineral interest in”. The term “owner” is broadly defined in the Division
rules and that definitional use here creates an ambiguity that could lead to an overly
broad application of this requirement.

13. In Subpart 16.15.A(8) after the phrase “and multi-lateral horizontal wells” add the
clause “described in Subparagraph (a) of Paragraph (9) of Subsection A of 19.15.16.15
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NMAC?” to reflect that only certain multi-lateral wells may be dedicated to the same
horizontal spacing unit per the referenced provision.

14. In Subpart 16.15.A(9)(a) (Multi-lateral horizonal wells) replace “an existing
horizontal spacing unit” with “a horizontal spacing unit for the longer lateral” to confirm
that the spacing unit for both laterals will be based on the longer lateral, which can be
either standard or non-standard. This addresses a concern that “an existing horizontal
spacing unit” does not arise until a lateral is drilled and completed in the spacing unit.

15. In Subpart 16.15.A(10)(a) (Unitized areas):

e Replace “a single lease or tract” with “an area” to broaden the circumstances of
uniform ownership that qualify for this provision. As written, the language is too
limiting and doesn’t recognize other circumstances that have the same
characteristics as a single lease or unitized area.

e Replace “all oil and gas mineral interests” with “the mineral estate” before “in
the objective formation” since “mineral estate” is a defined term that includes
royalty and overriding royalty interests.

e The reference to “Paragraph (2)” should be corrected to “Paragraph (3)”.

16. In Subpart 16.15.A(10)(b) (Unitized areas) should be deleted in its entirety. This is a
purely federal matter that is subject to change by the BLM and therefore should not be
addressed by state rules.

17. In Subpart 16.15.A(11)(b) (subsequent wells in spacing units):

¢ In (b)(i), the first phrase “any subsequent well, horizontal or otherwise”
should be replaced with “a horizontal well” to confirm these provisions only
apply to horizontal wells.

o In (b)(ii), the first phrase “a horizontal well” should be replaced with “any
subsequent well, horizontal or otherwise” to reflect that this provision applies
to any subsequent well drilled in an existing horizontal spacing unit. This is
consistent with the current rules governing this situation.

e In (b)(i) and (ii), the phrase “pursuant to a division order” should be deleted as
unnecessary. The notice process referenced at the end of Subpart 16.15.A(11)
requires an operator to provide waivers or a statement that notice has been
provided. Confirmation of this process can be accomplished by noting
compliance on the application to drill (thereby providing a record in the file)
and does not require the additional administrative steps required for issuance
of a Division order.

e In (b)(i) and (ii), the phrase “of record or known to the applicant” should be
added after “all operators and working interest owners”. This clarifies that an
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operator is only required to ascertain the identity of parties entitled to notice
from public records or company documents. Operators cannot be expected to
have knowledge of private transactions that are not in the public record.

e In (b)(ii), the phrase “and in the same pool or formation,” should be inserted
after “an existing well’s horizontal spacing unit” to clarify when this provision
applies. This language exists in (b)(i) and should likewise exist in (b)(ii).

e In (b)(i1), there is a typo at the end: “; and” should be replaced with a period.
18. Subpart 16.15.A(11)(e):

o This subsection should be changed to “(d)” instead of “(e)”” based on the
designations of the preceding subsections.

e The phrase “to non-consenting owners” should be removed. It is redundant and
confusing since non-consenting interest owners are “working interest owners” in
the group entitled to notice under the provisions in (b)(i) and (ii). Removing this
phrase also conforms with the notice requirements and process described in the
referenced Subsection B of 19.15.15.12 NMAC.

B. Setbacks

19. In Subpart 16.15.B(3) (Surface locations) the proposed language does not clearly
relate that a horizontal well’s surface location may be anywhere in relation to the setback
distance, not just “farther from.” NMOGA proposes to replace the phrase “farther from
the horizontal spacing unit boundaries than the applicable minimum setback” with
“located anywhere inside” before the phrase “or outside” to clarify this point.

20. In Subpart 16.15.B(6) the first sentence should be deleted because it creates an
ambiguity as to the ability of the district office to approve as-drilled completed intervals
located more than 50° from the projected location but not encroaching on the outer
boundary of the spacing unit. This circumstance is not unorthodox, yet the first sentence
of this paragraph could be construed as preventing district office approval of the as-
drilled location. Deletion of this first sentence will avoid any confusion and confirm
district offices can approve as-drilled locations that are not unorthodox as defined in
preceding subparagraph (5).

21. In Subpart 16.15.B(7) (Unitized areas) the following changes should be made to be
consistent with the proposed modifications to Subpart 16.15.A(10)(a):

e Replace “a single lease or tract” with “an area” to broaden the circumstances of
uniform ownership that qualify for this provision. As written, the language is too
limiting and doesn’t recognize other circumstances that have the same
characteristics as a single lease or unitized area.



e Replace “all oil and gas mineral interests” with “the mineral estate” before “in
the objective formation” since “mineral estate” is a defined term that includes
royalty and overriding royalty interests.

C. Allowables

22. In Subpart 16.15.C(1) remove the term “its productive capacity” and insert “the
amount of oil that each well can produce” after “an allowable equal to”. Productive
capacity is not a defined term and this change makes the wording in the second sentence
consistent with the first sentence.

D. Other Matters
23. In Subpart 16.15.D(3), insert the following opening sentence: “Provisions of
statewide rules or special pool orders in effect on February 15, 2012, that limit the
number of wells that may simultaneously produce from the portion of a pool or area
underlying a spacing unit, or a particular portion of a spacing unit do not apply to
horizontal wells.” This language exists in the current rules and is necessary to confirm
that existing density restrictions do not apply to horizontal wells.
NMOGA will demonstrate that the rule amendments proposed by the Division, with the above
modifications, will streamline and improve the existing rules, allow operators in New Mexico to

more efficiently and effectively drill horizontal wells for the production of oil and gas, prevent

waste and protect correlative rights.

NMOGA'’S PROPOSED EVIDENCE

WITNESS: ESTIMATED TIME

Rick Foppiano, P.E. 3.0 Hours
Petroleum Engineering and
Oil & Gas Regulatory Matters

Mr. Foppiano is a registered petroleum engineer who has previously testified before the New
Mexico Oil Conservation Commission/Division, and other regulatory agencies, as an expert
witness on petroleum engineering and oil & gas regulatory matters. Mr. Foppiano participated in
the technical committee created by the Division to develop the proposed rule amendments. His
technical background and work experience are reflected in NMOGA Exhibit A filed herewith.
Mr. Foppiano will demonstrate the importance of horizontal drilling to the development of oil
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and gas in New Mexico, will discuss the participants and expertise of the workgroup that
developed the proposed rule amendments, will provide the Commission with a detailed review of
the proposed rule amendments, offer facts and expert opinions supporting the proposed rule
amendments and NMOGA’s modifications, and will be available to address any additional issues

that arise during the hearing.

WITNESS: ESTIMATED TIME

Brian Taylor 30 minutes

Petroleum Engineer

Oxy USA, Inc.

Mr. Taylor is a petroleum engineer with experience drilling and completing horizontal wells in
New Mexico. His educational background and work experience are reflected in NMOGA
Exhibit B filed herewith. Mr. Taylor will discuss the completion process for horizontal wells,
including the general proppant concentrations expected from completion techniques; the factors
taken into account in designing horizontal well completions; the factors that impact fracture
height, length, and conductivity; and the ranges of effective drainage that can be expected from
horizontal well completion techniques. Mr. Taylor will offer facts and opinions supporting the
inclusion of un-penetrated “proximity tracts” in a standard horizontal well spacing unit under
certain conditions as reflected in proposed rule NMAC 19.15.16.15.A(1)(b), (¢) and (3)(b), (c)
on pages 10-11 of the Division’s filed Exhibit E. Mr. Taylor will also be available to address

any additional issues that arise during the hearing.

WITNESS: ESTIMATED TIME

Joseph J. Beer 30 minutes

Petroleum Geoscience and Geology

Encana Oil & Gas (USA) Inc.

Mr. Beer is the senior manager of geoscience and base asset development for Encana with

extensive development experience with Encana’s New Mexico and Wyoming oil and gas assets.
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Mr. Beer’s educational background and work experiences are reflected in NMOGA Exhibit C
filed herewith. Mr. Beer will offer facts and opinions supporting the need for transverse
horizontal wells in certain producing areas of New Mexico, the existing and unnecessary
régulatory constraints on development using transverse horizontal wells, the elimination of
mandatory rectangular requirements and the inclusion of “proximity tracts” under certain
conditions for horizontal well spacing units as reflected in proposed rule NMAC
19.15.16.15.A(1) and (3) on pages 10-11 of the Division’s filed Exhibit E, and will be available
to address any additional issues that arise during the hearing.

WITNESS: ESTIMATED TIME

Roderick Milligan 30 minutes

Petroleum Engineer

Chevron North America Exploration and

Production Co.

Mr. Milligan is a petroleum drilling and completions engineer with experience drilling and
completing horizontal wells in New Mexico. His educational background and work experience
are reflected in NMOGA Exhibit D filed herewith. Mr. Milligan will discuss the calculations
and tools utilized to drill horizontal wells in New Mexico and the difficulties encountered during
drilling projects. He will offer facts and opinions supporting the proposed definitions, the need
to retain a 50 foot drilling tolerance for the projected horizontal plane of a horizontal well as
reflected in proposed rule NMAC 19.15.16.15.B(5)(c) on page 16 of the Division’s filed Exhibit
E, the proposed drilling tolerance for previously approved unorthodox well locations reflected in

NMAC 19.15.16.15.B(6) on pages 16-17 of the Division’s filed Exhibit E, and will be available

to address any additional issues raised during the hearing.



WITNESS: ESTIMATED TIME

T. J. Midkiff 1.5 hours

Petroleum Reservoir Engineer

Concho Resources

Mr. Midkiff is a petroleum engineer with experience drilling and completing horizontal wells in
New Mexico. Mr. Midkiff received a Bachelor Degree in Petroleum Engineering from Texas
A&M in 2007. Since graduation Mr. Midkiff has worked as a reservoir engineer in the Permian
Basin of New Mexico initially with XTO Energy for three years and subsequently with Concho
Resources. Mr. Midkiff will discuss the nature of the formations targeted by horizontal wells,
the economic effect of unnecessary production curtailment from these formations, the results of
un-curtailed production from horizontal wells, the increased well density necessary both
horizontally and vertically in spacing units for these formations, the production impact of
enhanced completion techniques, and the production flexibility needed to accommodate
increased well density and improved completion techniques. Mr. Midkiff will offer facts and
opinions supporting the production allowables and the absence of limiting gas-oil ratios for

horizontal wells reflected in proposed rule NMAC 19.15.16.15.C on page 17 of the Division’s

filed Exhibit E and will address any additional issues that arise during the hearing.

WITNESS: ESTIMATED TIME
George E. King, PE 1 hour
Petroleum Reservoir Engineer
Apache Corporation

Mr. King is a Registered Professional Engineer (Oklahoma PE 10831 and Texas PE 110993)
with 47 years of oilfield experience since starting with Amoco Production Research in 1971. His
technical background includes basic research on energized fracturing, production and fracturing
chemicals, acidizing, asphaltenes, perforating, well integrity, completions, unconventional
resources and sand control. Mr. King’s educational background and work experience are
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reflected in NMOGA Exhibit F filed herewith. Mr. King will discuss hydraulic fractures in the
formations targeted by horizontal wells, how hydrocarbons move through the targeted formations
and the drainage patterns around the hydraulic fractures. He will offer facts and opinions
supporting the definitions in the proposed rules, the reduced setbacks for the first take point and
the last take point for horizontal wells reflected in proposed rule NMAC 19.15.16.15.B(1)(b) on
page 15 of the Division’s filed Exhibit E, and will address any additional issues that arise during

the hearing.

NMOGA’S HEARING EXHIBITS

NMOGA anticipates entering into evidence NMOGA Exhibits A through F, which
contain multiple pages submitted in a designated notebook provided with this prehearing

statement.
PROCEDURAL MATTERS

None at this time.
Respectfully submitted:

HOLLAND & HART, L

)
Michael H. Feldewert
Adam G. Rankin

Post Office Box 2208
Santa Fe, New Mexico 87504
(505) 988-4421

(505) 983-6043 Facsimile

ATTORNEY FOR
THE NEwW MEXICO OIL AND GAS ASSOCIATION
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CERTIFICATE OF SERVICE

I hereby certify that on April 3, 2018, I served a copy of the foregoing document to the
following counsel of record via Electronic Mail to:

Cheryl L. Bada

Deputy General Counsel

New Mexico Energy Minerals and Natural Resources Department
1220 S. St. Francis Drive

Santa Fe, New Mexico 87505

(505) 476-3214

Email: Cheryl.bada@state.nm.us

Attorney for New Mexico Energy Minerals
and Natural Resources Department

Michael Condon

460 St Michael’s Drive, Bldg 300
Santa Fe, New Mexico 87505

(505) 983-6686
jeg@gallegoslawfirm.net

Attorney for Jalapeno Corporation

Jennifer L. Bradfute

Earl. E. Debrine, Jr
Modrall Sperling

500 Forth St. NW, Ste 100
Albuquerque, NM 87103
earl.debrine@modral.com
jlb@modral.com
Attorneys for Marathon

L

1\7(%1 H. Feldewert

10816220_1
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NMOGA Proposed
Modifications

Attachment - 1


















19.15.16 Drilling and Production

This is an amendment to 19.15.16 NMAC, amending Sections 1, 3, 7, 14, 15
and 20 effective XX/XX/XXXX.

19.15.16.1 ISSUING AGENCY: [Energy, Minerals-and Natural Resourees

Department;-Oil-ConservationDivisier] Oil Conservation Commission.
[19.15.16.1 NMAC - Rp, 19.15.3.1 NMAC, 12/1/2008; A, XX/XX/201X]

19.15.16.3 STATUTORY AUTHORITY: 19.15.16 NMAC is adopted pursuant
to the Oil and Gas Act, [NMSA1978;] Section 70-2-6, Section 70-2-11 and
Section 70-2-12 NMSA 1978. |

[19.15.16.3 NMAC - Rp, 19.15.3.3 NMAC, 12/1/2008; A, XX/XX/201X]

19.15.16.7 DEFINITIONS: These definitions apply specifically to 19.15.16
NMAC. For additional definitions that may apply see 19.15.2 NMAC.

A.  “Azimuth” means the deviation in the horizontal plane of a well bore
expressed in terms of compass degrees.

B. “Completed interval” means that portion of a well bore or lateral

that is:
(1) cased, cemented and perforated,

(2) anopen hole; or

(3) isolated by a packer or other non-permeable means and open to
the formation.

C. “Deviated well” means a well bore that is intentionally deviated from
vertical but not with an intentional azimuth.

D. “Directional well” means a well bore that is intentionally deviated
from vertical with an intentional azimuth but is not a horizontal well.

E. “First take point” means the shallowest measured depth of the well
bore, where the completed interval starts.

19.15.16 NMAC 1






































