STATE OF NEW MEXICO
ENERGY MINERALS AND NATURAL RESOURCES DEPARTMEN T
OIL CONSERVATION DIVISION '

~IN. THE MATTER OF THE HEARING
CALLED BY THE OIL CONSERVATION
~ DIVISION FOR THE PURPOSE OF
: CONSIDERING: : '

APPLICATIONS OF BURNETT‘OIL CO., INC.F OR
- COMPULSORY POOLING AND AN UNORTHODOX
~OIL WELL LOCATION, EDDYCOUNTY, NEW MEXICO.

Case Nos. 14673 and 14674 .
AND | |

APPLICATIONS OF COG OPERATING LLC FOR
NON-STANDARD OIL SPACING AND PRORATION
UNITS AND COMPULSORY POOLING, EDDY

COUNTY, NEW MEXICO. |
Case Nos. i4706 14718
Order No. R-13481
_ORDER OF THE DIVISION
BY THE DI-VIS.ION:

' These cases came on for hearing on Auoust 29, 2011 at 9 OO a.nm. at Santa Fe _
New MeXICO before Exammel Richard L. Ezeanylm

'NOW, on this 18Ih day of Novembe1, 20]1 the D1v1310n DnectOI hav1n0_‘
”consldeled the testimony, the record, and the recommendations of the Examiner, .

FINDS THAT: -

. - (). -Due’ pubhc notice ha% been given, and the Dwmon hdS ]umdlctlon of ‘
Athe@e cases and of the SUb_]CCt mattex ' : : o

. (9) Case Noq 1467% 14674, ind ]4706 tnou<7h 14718 were comohdated for®- ,
the pmpose of tesmnony, hOWCVGI one or del wxl] be mued f or all the cases. S

(%) In Case No. 14673 Bumett O1l Co., Inc seeks an O]dCI poolmo all. B

.mineral interests fr om" 42%0 feet subsurface to the base of the Gloriéta-Yeso formation - .

| - -underlying the SE/4 SE/4 of Section 24, Townslnp 17 South Range 31 East, ‘NMPM, lo‘ '
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~ form a standard 40-acre -oil spacing and proration unit for all pools or formations

~developed on 40-acre spacing within that vertical extent. The unit is to be dedicated to the
proposed Nosler Federal- Well No. 3; (API No. 30-015-38635) to be drilled at an
unorthodox location 890 feet from the South line and 1190 feet from the East line of:
Section 24. Also to be considered will be the cost of drilling and completing the well and
the. allocation, of the cost thereof, as ‘well as-actual operating cost§ and charges for

- supervision, desmnatlon of applicant as operator of the well, and a 200% chawe for the

risk involved in dnlhng and complelm(T the well.

(4) In- Ca%e No. 14674, Bumett Oil Co., Inc. seeks an order poolm0 dll' ‘
mineral interests from 4230 feet subsurface to the base of the Glorieta-Yeso formation - -
underlying the SE/4 SE/4 of Section 13, Township 17 South, Range 31 East, NMPM, to
~form a standard 40-acre oil spacing and proration unit for all pools or formations

developed on 40-acre spacing within that vertical extent. The unit is to be dedicated to the
proposed Partition Federal Well No. 2, (API No. 30-015-39062) to be drilled at an
~ unorthodox location 990 feet from the South line and 1140 feet from the East line of
Section 13. Also to be considered will be the cost of drilling and completing the well and

the allocation of'the cost thereof, as well as actual operating costs and charges for =

sUpervisibn, designation of applicant as operator of the well, and a 200% charge for the
risk involved in drilling and completing the well.

- (5) . In'Case No. 14706, Concho seeks an order: (1) creating a non-standard
spacing unit comprised of the W/2 W/2 of Section 12, Township 17 South, Range 31
East, NMPM, (2) non-standard location for the Puckett “12” Federal Well No. 1H and (3)
pooling all mineral interests in the Glorieta-Yeso formation in the non-standard spacing
unit which will be the project area for the Puckett “12” Federal Well No. 1H to be drilled
from a surface location 75 feet from the South line and 330 feet from thé West line and a .
bottomhole location 330 feet from the North line and 330 feet from the West line of .
Section 12. Also to be considered will be the cost of drilling and completing said well
" and the allocation of the cost thereof as well as actual operating costs and charges for
supervision, designation of COG Operating LLC as operator. of the well and a 700% )
chal ge f01 risk involved 'in dulhng said well. o

- (6) In Case No. 14707 Concho %eeks an order: (1) c1eat1n0 a non- st’mdzud
spacmU unit comp11sed of the E/2 W/2 of Section 12, Township 17 South, Range 31 East,
- NMPM, (2) non- standald location for the Puckett “12” Federal Well No. 3H and (3)
pooling all mineral interestsin the Glorieta- Yeso formation iri.the non-standard spacing’
unit which will be the project area for the Puckett “12” Federal Well No. 3H to be drilled

- -from a-surface location 75 feet from the. N01Lh line and 1650 feet from the West line to a’

. standard bottomhole location in Unit N of Section 12. Also to be considered will be the

-cost of drilling and completing said well and the allocation of the cost thereof as well as -
actual. .operating costs and charges for super vision, designation of COG Operating LLC as * -, "

~ _opel ator of the wel] and a 200% charge f01 risk mvolved in drilling szud well

_ . (7). In Case No.. 14708, Concho seeks ’an order: (1) cmating a non-standard -
. spacing unit compmed of the W/2 E/7 of- Sectlon 12, Townthp 17 South Rcmve 31 East,
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.- NMPM, (2) non-standard iocation for the Puckett “12” Federal Well No. 5H and (3) -
~ pooling all mineral interests in the Glorieta-Yeso formation in'the non-standard spacing
. unit which will be the project area for the Puckett “12” Federal Well No. 5H to be drilled
from a surface location 10 feet from the North line and 1781 feet from the East line of
Section 13 and'a bottomhole location 330 feet from the North line and 1980 feet fr ‘om the
" East line of Section 12. Also to be considered . will be the cost of drilling and completing -
-said well and the allocation of the cost théreof -as well as actual operating costs and
-+ charges for supervision, designation of COG Operating LLC as operator of the well cmd a
" 200% charge for risk involved in d111]m<* sald well.

) In Case No. 14709, Concho seeks an order: (1) creating a non-standard
spacing unit comprised of the E/2 E/2 of Section 12, Township 17 South, Range 31 East,
NMPM, (2) non-standard location for the Puckett.“12”-Federal Well No. 7H (3) pooling.
all mineral interests in the Glorieta-Yeso formation in the non-standard spacing unit
~which will be the project area for the Puckett “12” Federal Well No. 7H to be drilled =
from a surface location 10 feet from the North line and 850 feet from the East line and a -
bottomhole. location 330 feet from the South line and 990 feet from the East line of
- Section 12. Also.to be considered will be the cost of drilling and completing said well
and the allocation of the cost thereof as well as actual operating costs and charges for
supervision, designation of COG Operating LLC as operatm of the well and a ’)OO%

charge for risk involved in drﬂhnv said well.

© In Case No. 14710, Concho seeks an order: (1) creating a non-standard
.spacing unit-comprised of the N/2 N/2 of Section 12, Township 17 South, Range 31 East,
NMPM, and (2) pooling all mineral interests in the Glorieta-Yeso formation in the non-
standard spacing unit which will be the project area for the Puckett “12” Federal Well
No. 9H to be drilled at a standard surface and bottomhole location in Section 12. Also to
be -considered will be the cost of dulhn0 and completmU said well and the allocation of
the cost thereof as well as actual operating costs and charges for supervision, designation
of COG Operating LLC as opelatm of the well and a 200% chawe for risk 1nvo]ved in -

‘ dulhng said well

. (10) - - In Case No. 14711 Concho. qeeks an 01de1 (1) creafing a non-standard

o spacmo ufiit comprised of the W/2 W/2 of Section 13, ‘Township 17 South, Range 31

" East, NMPM- and (2) pooling all minera) interests in the Glorieta-Yeso formation in the ‘

- j‘ . non-standard’ spacing unit which will be the plo]ect area for the Puckett- 413”7 Fedemll -
- Well No. 1H to be.drilled from a standald qu1face location in Unit M and a standard

bottomhole location in Unit D of Section 13. Also to be considered will be the cost of
drilling and .completing said well. and the allocation of the cost thereof as- ‘well as actual _
operating costs and' charges for- supewmon designation of COG Operating’ LLC as

L '{j operator of the we]l and a 200% chau ge f01 usk mvolved in dullm(T 9a1d well.

(11) “In. Ca%e No 147]2 Concho qeeks -an oxdel (1) cxedtmo a non- standald 3
- spacing-unit comprised of the B/2 W/2 of Section ]3, Township 17 South Range 31 East,
. NMPM, (2) non-standard Jocation for the Puckett “13” Federal Well No: 3H and (3)

. on]m0 all ‘miner al interests n the Gloneta Ye<o founatlon in the non -standard spacing
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unit Which will be the project area for the Puckett “13” Federal Well No. 3H to be drilled
from a surface location 75 feet from the South line and 1480 feet from the West line and
a bottomhole location 330 feet from the North line and 1650 feet from the West line of
Section 13. Also'to be considered will be the cost of drilling and completing said well
- and the allocation of the cost thereof as well as actual oper ating-costs and charges for
supervision, designation of COG Operating LLC as operator of the well and a 200%
Chdl ge for risk involved.in drllhmT gcud well. '

- (12) In‘ Case No. ]4713,’_C0ncho Seeks an -order: .(1) creating a non-standard
spacing unit cOmprised of the W/2 E/2 of Section 13, Township 17 South, Range 31 East,
NMPM, (2) non-standard location for the Puckett “13” Federal Well No. 5H and (3)
pooling all mineral interests in the Glorieta-Yeso formation in the non-standard spacing
unit which will be the project area for the Puckett “13” Federal Well No. 5H to be drilled
from a surface location 75 feet from the North line and 1940 feet from the East line and a
bottomhole location 330 feet from the South line .and 1980 feet from the East line of
Section 13. Also-to be considered will be the cost of drilling-and completing said well
and the allocation of the cost thereof as well as actual operating costs and charges for
supervision, designation of COG Operating LLC as operator of the well and a 200%
Chdl ge for risk 1nvolved in drﬂhno said Well :

(13) In Case No. 14714, Concho seeks an order: (1)'creating a non-standard
spacing unit comprised of the E/2 E/2 of Section 13, Township 17 South, Range 31 East,
NMPM, (2) non-standard location for the Puckett “13” Federal Well Nos. 7H and 8H and
(3) pooling all mineral interests in the Glorieta-Yeso formation in the non-standard
spacing unit which will be the project area for the Puckett “13” Federal Well No. 7H to
be drilled from a surface location 83 feet from the North line and 970 feet from the East
line and a bottomhole location 330 feet from the South line and 990 feet from the East
line of Section 13 and the Puckett “13” Federal Well No. 8H to be drilled from a surface
location 232 feet from the South-line and 459 feet from the East line of Section 12 and a
bottomhole location 330 feet from the- South. line and 330 feet from the East line of
Section 13. Also to be considered will be the cost of drilling and completing said well -
. and the allocation of the cost thereof as well ‘as actual oper ating costs and' charges for

‘supervision, designation of COG Operating LLC -as operator of the well and a 200%
chax ge for risk mvolved in d11llmg said well. :

(14) In Case No. 14715 Concho seeks an order: (1) c1eatmg a non- standald‘
--spacing unit comprised of the W/2 ' W/2 of Section 24, Township 17 South, Range 31
East, NMPM, (7) non-standard location for the Puckett “24” Federal Well No. 2H and (3)
- pooling all mineral interests in-the Glorieta-Yeso formation in the non-standard spacing -
" unit which will be the project area for. the Puckett “24” Federal Well No. 2H to be drilled
from a Su1face location 75 feet from the North line and 990 feet from the West line and a
~ bottomhole Jocation 330 feet from the-South line and 990 feet from the West line of
Section 24. Also to be considered will-be the cost of drilling and completing said well
. and the allocation -of the cost thereof as well as actual oper ating costs and char ges for
supervision,. designation of COG Operating LLC as_oper ator of the well d]’]d a 700%-’

charge f01 risk involved in drilling qald well .
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(15) In Ca'se No. 14716, Concho seeks an order: (1) creating a non-standard
%pdCan unit compnsed of the E/2 W/2 of Section 24, Township 17 South, Range 31 East,
NMPM, (2) non-standard location for the Puckett “24” Federal Well No. 4H and (3) -
pooling all- mineral interests in the Glorieta-Yeso formation in the non-standard spacing
unit which will be the project area for the Puckett-*24” Federal Well No. 4H to be drilled
- from a-surface location 75 feet from the South line and 1902 feet from the West line and
“a bottomhole location 330 feet from the North line and 1980 feet from the West line of

~ Section 24. Also to be considered will be the cost of drilling and completing said well -
~and the allocationof the cost thereof as well as actual operating costs and charges for

- supervision, designatiori of COG Operating LLC as opelatm of the well and a 200% .
v chal ge for risk mvo]ved in drilling said well. : L : '

(16) In Case No. 14717 Concho seeks .an 01del (1) creating a non-standard
spacing unit compnsed of the ' W/2 E/2 of Section 24, Township 17 South, Range 31 East,
NMPM, (2) non-standard location for the Puckett “24” Federal Well No. 6H and (3)
pooling all mineral interests in the Glorieta-Yeso formation in the non- -standard spacing
unit which will be the project area for the Puckett “24” Federal Well No. 6H to be drilled
from a surface location 75 feet from the South line and 1650 feet from the East line and.a
~ bottomhole location 330 feet from the North line and 1650 feet from the East line of

Section 24. Also to be considered will be the cost of drilling and completing said well
and the allocation of the cost thereof as well as actual operating costs and charges for
supervision, designation of COG Operating LLC as operator of the well and a 200%
charge for risk involved in drilling said well. :

_ (17) In Case No. 14718, Concho seeks an-order: (1) creating a non-standard
spacing unit comprised of the E/2 E/2.of Section 24, Township 17 South, Range 31 East,
NMPM, (2) non-standard location for the Puckett “24” Federal Well No. 8H and (3)
* pooling all mineral interests in the Glorieta-Yeso formation in the non-standard-spacing -
" unit which will be the project area for the Puckett “24” Federal Well No. 8H to be drilled - -
from a surface location 170 feet from the North line and 440 feet from the East line of -

" Section 25 and a bottomhole location 330 feet from the North line and 330 feet from the. -

East line of Section 24. Also to be considered will-be the cost of drilling and completing .
'said well and the allocation of the cost thereof<as well as actual opefatino costs and . |
charges for supervision, designation of COG. Opemtmo LLC as operator of the wel] and a
- 700% charge f01 risk. mvolved n d111hncT said well o - :

Burnett Oil Company, Inc (“Burnett”) appeared at the heal mg tthU“h leﬂalv}l
counsel and pl esented the followmg testlmony

. (18) Bumeu owns or controls app1 oxnnale]y Smy seven (67%) percent of the
working interest within Sections 12, 13, and 24; Township 17 South, Range 31 East,
E NMPM ~while COG owns or conuols thnty tluee (3?%) percent of the wor kmﬂ mtelest

(19) Aftel receiving ‘two well plopoqals Trom Bumelt n. Tanualy 2011, COG'
.',1e§ponded by’ sendm(T 47 ver tlcal wel] pl opogals 10 Bumett Bumett S apphcanons on ns, .
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first two pooling proposals in Case Nos. 14640 and 14641 were graﬁted by Division
Order No. R-13450. COG has now abandoned its competing vertical well proposals.

(20) = Subsequently, Bumeti filed its applications in Case Nos. 14673 and
14674, which are the subject of this hearing. Thereafter, COG sent well proposals to
Burnett for 13 mple lateral houzontal wells, with total AFE costs of applommate]y

$123,000,000.

~ (21) Neither COG nor any other operator has ever drilled triple lateral

horizontal wells to any formation in the State of New Mexico. The triple lateral method is

replete with risks in both drilling and completion; and presents numerous pOSlell]thS for
-cost over-runs and production 1nef11c1enc1es '

(22) B’urnett believes that a pljudént plan of development for Sections 12,13,
and 24 should initially contain vertical wells, to gather important information on which to
base future horizontal drilling. Burnett's plan to. drill up to six vertical wells to gather

© critical data, followed by a horizontal drilling program is superior technically,- and less

risky than COG's proposal. Drilling and stimulation methods should be monitored to
,,allow for improvements in the drilling plan. - :

(23) ~ Burnett can'drill two or three single lateral wells from one wellpad.
Burnett's drilling and completion methods (in both vertical and horizontal wells) have. -
resulted in substantially higher oil rates and estimated ultimate recoveries (EUR's), ‘and
substantially lower gas-oil ratios than COG's methods. ~ Burnett's horizontal wells
produce more than two times the oil per lateral foot than COG's horizontal wells. Thus
~ Burnett's methods will prevent waste and pxotect co1relat1ve 11 ohts

(24)( Sections 12, 13, and 24 CQntain potentially endangered species habitat, as
well as an arroyo and a-highway, and the Bureau of Land Management ("BLM") wishes
to minimize the surface footprint in these sections. This can be most effectively

accomplished by having only one operator -in these sectlons, avoiding 1edundant_ S

infrastructure, and 1mplement1ng houzontal drilling in the- futme '

(75) Although Bumett has not filed poohntT apphcatlons covering all of::

Sections.12, 13 and 24, it has a competing plan of development which will result in full .-~

‘_ and prudent defvelopment‘ of these sections. , There is no need to pool all well units-in
: 'S?'ctions 12,13, and 24 at this time. ‘ : ' : ‘

(26) Burnett and its wmkmo interest par tnels control elohty fom (84%) pelcent‘ a

of the working interest in the formations above the Glori 1eta- Yeso formation. ‘Thus, it is '

' -appropriate. to designate Burnett the oper ator of the Taylor Draw Unit because shal]ow‘
and deep zones can be coopexatlve]y deve]oped to minimize: quﬂce dmuubance ,

' (27) anett has apploved apphcatlons for pelmit to drlll (APDQ) from thé
Bmeau of Land Management for its initial vertical wells in Sections 12, 13, and 24. COG
~hasno dpploved APD@ for its ploposed triple lateral horizontal wells.© =
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- COG Operating, LLC. (“COG” or “Cnndm”) appealed at the hearing through - |
legal counsel and plesented the following testlmony , .

(28) Concho operates over 1,500 Yeso wells, and has drilled five Yeso
horizontal wells. In the vicinity of the subject leases, Concho has an extensive data
library of the Yeso which includes- 220 wells with. open-hole logs, 35 wells with
-FommUon Micro-Imaging - (FMI) ]oos 42 wells with sidewall cores, and five wells with

whole cores.

(29) In addition to this comprehensive data library, Concho plans to drill
vertical pilot holes for each cluster of surface locations to run a'full suite of open-hole
logs, such as-spectral, gamma ray, resistivity, neutron density porosity, a mud log, and
~possibly FMI and sidewall cores. In the horlzontal laterals, Concho plans to run a mud -
log and a gamma ray tool. :

_ .(30) - Concho’s. personnel have extensive experience drilling multi/p.le lateral
“horizontal. wells, including dual and triple lateral wells, and believe based on their.
experience and research that their proposed plan of development will be successful.-

(31) Because of BLM’s stringent surface-use restrictions, more than 82 percent -
of Sections 12, 13, and 24 are off-limits to development with vertical wells. As a
- consequence of ‘these stringent surface-use restrictions, horizontal wells are the only way
to fully produce these properties. Given these constraints, Concho has thus far proposed -
and is prepared to immediately commence drilling a horizontal well plan-that will fully

develop Sections 12, 13, and 24, by drilling triple- -lateral horizontal wells. Concho has .. '

- designed its’ houzontal well plan to contact as much of the Yeso formation with the triple
lateral well bores and subsequent fracture jobs as pos51b]e whlle minimizing surface

. dlstmbances

(32)  Under Burnett’s proposed. development plan, Concho would be denied a
reasonable and timely rate of return. on its term assignments because. Burnett is not
w1ll1ncT to advance-its drilling plooram '

(%) A ver ucal well p1001am hmlted to. 35 apploved SLuface locations’ became
: of BLM’s -habitat concerns, would ploduce fewer. than. 18%  of the recoverable oil :.
Teserves. Bumett s proposed vertical wells, including the two.that are the ‘subject of
Burnett’s appllcatlons ‘will interfere with an efﬁcnent houzontal wel] pattern and wﬂ]‘

cause wasle, 1esultmcT n- unploduced reserves.

(%4) The only ay to ful]y deve]op the entire 1 500 vertical feet of lhe Yeeo
formation- unde1 BLM’s restrictive surface-use constraints is to use three. honzoma]
Jaterals to drain the- xeselvou because it cannot be done with one or two laterals.
© ‘Concho’s proposed triple lateral horizontals, each 4,600 feet in length, will increase the .

" ‘chances for economic completion and development of the Yeso formation. Concho plan@ g

: to drill for each proposed well, one lc_uela]',m the Paddock and two lltela_ls in the -
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Blmebly Wlth fracture half length of 400 to 600 feet in heloht Concho S houzonta]_
drilling plan will contact nearly all of the productive Yeso formation. SR

(35) Because Burnett’s current plans have committed- to drilling.only vertical
wells with the possibility of single laterals ‘or possibly double laterals at some future date,
Concho’s full plan of development, employing triple laterals to contact all productive -
parts of the Yeso formation, will result in increased drainage of the réservoir relative to"
Burnett’s preliminary plan for vert;cal WCHS and posmbly single or dual houzontal wells

' drllled later.

(36)  Burnett’s preliminary plan to drill dual horizontal lateral wells across the
1,500-foot thick Yeso formation is not sufficient to contact the entiré formation and is
- inconsistent with- Burnett’s vertical -well completion strategy where two . fracture
stimulations are conducted in the Blinebry. - Accordingly, one lateral is required to drain -
the Paddock and two laterals are required to drain the Blinebry. A plan to drill only two
laterals across the entire Yeso would leave reserves in the ground, 1e9ultm0 in waste.

(37) Drilling - triple lateral horizontal wells will avoid the drilling of
unnecessary wells, prevent waste, protect correlative rights, and allow Concho and the
other interest owners in the non-standard units the opportunity to produce their JUS'[ and -
falr share of the 011 and gas under the SUbJCC'[ lands.

(38) Concho estimates " that the cost of dnllmo three individual laterals is
$11.34 million; however, drilling trlple lateral wells from within the same vertical well
bore is estimated to cost only $9.65 million, resulting in a cost saving of about $850,000
- for each additional lateral. The cost savings result from-eliminating redundant fac1ht1es at
~ the surface, such as lift equipment, pumping units and flow lines.

' (39) A _single vertical well costs $1.75 million. When the cost to drill eight.
vertical wells for $14 million is compared with Concho’s cost to drill a triple lateral
horizontal well for $9.6 million, covering the same acreage, the econom1cs of a tuple
<]atera1 horizontal well i is c]ea1ly faV01 able. ' :

(40) Given the su1face hmltatlons Concho beheves that hor1zontal wells eue the .
" best way to produce the reserves underlying the subject leases Concho anticipates that o

. .each quarter-quarter section in each of the- ptoposed p10Ject areas contains prospective
: leserves and is likely to contubute swmﬁcant ploductlon to the non- standald unlt

(4]) ‘The houzontal wellbcn es pr oposed by Concho wﬂ] test a 01eate1 reser Voir,
’ ]envth than the vertical wel]b01es ‘proposed by Burnett and 1nc1ease the chance% for an -

€Conomic completton and development of the Yeso-formation. Concho’s horizontal well -

. plan isa leasonab]e and ptudent method for deve]opmcT these units, cmd thelefOJe should ",
beappwved e S E o , o
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The Division concludes as follow:

(42)  When there are undivided interests in oil and gas minerals, which are
separately owned, and the owners have not agreed to.pool their interests and when one
owner or owners who has the right to drill proposes to drill a well to a common source of
qupply, the Oil Conservation Division shall pool all or any part of such lands or interests
or both in a spacing or proration unit as a unit to avoid the dnlhng of unnecessary wells -
or to p1 otect correlative rights, or to prevent waste. :

A (43) . All orders effecting such poolingshall be made after notice and hearing,

~and shall be upon such terms and conditions ‘as are just and reasonable and will afford to
‘the owner or owners of each tract or interest in the unit the opportunity-to recover or

receive without unnecessary expense hisjust and fair-share of the oil or gas, or both.

(44)  The Taylor Draw Unit is a federal exploratory unit consisting of Sections

12, 13, and 24 of Township' 17 South, Ranoe 31 East, NMPM, Eddy’ County, New

Mexico. The Bureau of Land Management (BLM) has granted preliminary approval of

- this unit to Burnett Oil Company, Inc. This preliminary approval is, however, a necesszuy
but not a sufflclent cond1t1on to award ope1 atorship of this unit to an operator.

(45) The issue to -be determined by the Division.is which of the- conipeting
compulsory pooling ‘applications filed by Burnett and Concho should be granted. Both
Burnett and Concho have the right to drill and develop.the Taylor Draw Unit, and both
seek to be named operator of their respective wells and the Taylor Draw Unit. - ‘

(46) The Taylor Draw unit coﬁtains exten.sive habitat for the Sand Dune Lizard, .

" and the Lesser Prairie Chicken. As a consequence of these Habitat issues, horizontal well- ~

development is preferred to vertical well development in order to minimize surface
disturbance. However, it is not unusual .in the oil and gas industry for operators to first
drill a few verticdl wells to gather formation evaluation data and use the data to describe
- ‘the local reserv01r and dete1m1ne horlzonlal well placement and ouentaﬂon ’

(47) Bumett oil Company, Inc. and COG Opelatmor LLC had emol]ed in the
Bureau of Land Management’s (BLM) Candidate Conservation Agreement (CCA),
‘which contains certain surface protection stipulations such as mamtammo a minimum
-distance from the Sand Dune Lizard and other restrictions.

: (48) ‘Both Burnett and Concho' ar e’pd udent operators, and are capable of drilling .
~'vertical wells as well as honzomal wells of any conﬁ qur dUOH ThlS shou}d thelef01e not-

'be a faclOJ in awar ding ope1a101 Shlp

(49) Good- falth nevotmtlon p1101 to’ f01ce poolmo is a factcn If- the fowe.

"poolmg palty does not negotiate i c’ood faith, the application for compulsory pooling is-
denied. However, at 'the hearing thé examiner determined that both Burnett and Concho

failed to negotiate in good faith, and therefore this is not a factor in “awarding operations.
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(50) The Division is obligated to prevent waste and protect correlative rights.
Geologic evidence is therefore one of the most important consideration or factors in
awarding operations to competing working interest owners. The Division concludes that
both Burnett and Concho. are prudent operators and have the capacity and experience to
develop the Taylor Draw. Unit efficiently without waste while.at the same time protecting
correlative rwhts Therefore oeo]omc evidence 1s not a factor in deIdan operatlons in

these cases.

(5]») - Ownership interest-is a necessary but not a sufficient sole condition or
factor in awarding operations. However, Burnett owns or controls approximately sixty-
seven (67%) percent of the working interest in the Taylor Draw Unit, while COG owns or
controls thirty-three (33%) percent of the working interest. In addition, Burnett and its -
working interest partners control eighty-four (84 %) percent of the wo1kmo interest in the
~ formations above the Glorieta-Yeso formation. Therefore, since all other variables are
fairly constant, it would be beneficial under these circumstances to designate Burnett the
operator of its proposed spacing units because it controls a larger percentage of the
Taylor Draw Unit, and because shallow and deep zones can be coope1at1vely developed
to minimize surface dlstmbcmce .

(52) The apphcat1ons of Burnett Oil Company, Inc. should be approved
(53) The apphcatlons of COG Ope1atm0 LLC should be denied.

(54) Two or more qepmately owned tracts are embraced W1th1n the Umts
and/or there are royalty interests and/or undivided interests in oil and gas minerals in one
or more tracts included in the units that are separately owned.

(55)- There are interest owners in the proposed units who have not acri'eed to
pool their interests. There are no unlocatable parties; the1ef01e €SCrow dep051ts W1ll not.
be requir ed

(56). To.avoid the drilling of uhnec‘essaly wells, “protect conelative tights,
-plevent waste, and afford to the owner. of each. interest in the units the opportunity to
recover or receive without unnecesealy expense its just and fair share of hydrocarbons,

- ;'Burnett s applications should be approved by poolmg all uncomrmtted inter ests, whatevel

they may be m the 01] and gas wuhm the well umts

(57) Bumett should be deswnated Lhe opex ator of the qubject wells- and of the S
spacmcy umts for its pr oposed wells : '

(58) Any poo]ed w01km° mLelest owner who does not pdy its shale of.l>
 “estimated well costs should have withheld from production its. share of reasonable well "
- costs plus an addmonal 200% theleof as a 1ea90nable chal ge f01 ‘the’ usk mvolved m

dnlhnﬂ the We]ls
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(39) Reasonable Chdl ges for SLIpCIVlSlOI] (combmed fixed rates) should be fixed

" at $5750.00 per month while drilling and $575.00 per month while producing plowded'

. that'these rates should be adjusted annually pumuanl to Section III.1.A.3. of the COPAS
form titled “Accounting Procedure-Joint Operations.’ -

*IT1S THEREFORE ORDERED THAT:

(1)~ Pursuant to the applications of Burnett Oil Co., Inc., all uncommmed o
interests in all formations from 4230 feet subsmface to the base of the Glorieta- Yeso o
formation are hereby pooled and in the followmrY manner: : :

' .Case No. ]4673: The SE/4 SE/4 of Section 24, Town’s'hip 17 South, Range 31 East,

" NMPM, Eddy County, New Mexico, to form a standard 40-acre oil spacing and proration -
- unit for all pools or formations developed on 40-acre spacing within that vertical extent.
- The unit shall be dedicated to the proposed Nosler Fed. Well No. 3 (API No. 30-015-
38635), to be drilled at an unorthodox location 890 feet from-the South line and 1190 feet

. from the East line of Section 74

Case No. 14674: The SE/4 SE/4 -of Section 13, Township 17 South, Range 31 East,
NMPM, Eddy County, New México, to form a standard 40-acre oil spacing and proration
-unit for all pools or formations developed on 40-acre spacing within that vertical extent. -
The unit shall be dedicated to the proposed Partition Fed. Well No. 2 (API No. 30-015-
- 39062), to be drilled at an unOIthodox location 990 feet from the South line and 1140 feet

from the East hne of Sectlon 13.

C (2) ~ The unorthodox locatlons of the Nosler Fed. Well No. 3 and Partmon Fed. -
- Well No 2are approved. . : .

_ (3) The apphcatlom of COG OpeIatmcT LLC 1n Case Nos. 14706 14718 are
hereby denied demed ‘ : .

(4 Burnett Oil Co Inc. (OGRID No 3080) 1S heleby deswnated the opelatcn v'
-.of its proposed wells and of the spacing units (the "Umts") ]

(5) " The opelat01 of the Unlts shall commence dn]hnO at least one of the
plopoged wells on or before Malch 31,°2012 and shall thereafter continue dulhmT the
- wel] wnh due dlhoence to test the Glorieta- Yeso fonnanon : ‘

(6) In. the event the oper a101 does not commence d11llmg at ]east one of the
- proposed - wel]q on or before March 31, 20]2, OJdeuno Palaﬂla)h (1) shall be of no

effect, unless the opex ator obtams a time extensmn f10m the Dwmon Dnecto1 f01 “ood" '
, 'cause : : . e

(7) - Should the ])1o])o<ed wel]s not be, dnl]ed and comp]eted wnhm ]°O days |
: ‘aﬂel commencement thereof,:Ordering Paragraph (1) shd]] be of no further: effect, and the
~ Units created by this Order shall terminate un]esq the opelatm appeaxs bef01e the =
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‘Division Director and obtains an extension of time to complete the well@ for good cause
demonqu ated by satmfaetm y evidence. : : )

- (8) Upon ﬁna] plugging and abandonmem of Lhe pzoposed wells and any other
~well-drilled on the Units pursuant to 19.15. 13 NMAC, Sections 9-11, the pooled: Units
created by this Order shall terminate, unless this order has been amended to authorize -

further eper atlons

: (9) After pooling, uncommitted working interest owners are referred to as

pooled working interest owners. (“pooled working interest owners” are owners of.

working interests in the Units, including unleased mineral interests, who are not parties to-
~ an operating agreement governing the Units established by this Order.) o

- (10) After the effective date of this 'Order,_th'e operator shall furnish the .
Division' and each known pooled working interest owner in -the Units an itemized
schedule. of estimated costs of dnlhng, completmt7 and eql.uppmo the subject wells ("well
costs").

(11) Within 30 days from the date the schedule of estimated well costs is
-furnished, any pooled working interest owner shall have the right to pay its share of
estimated well costs to the operator in lieu of paying its share of reasonable well costs out
of production as hereinafter provided, and any such owner who pays .its share of
estimated well costs as provided above shall remain liable for operating costs but shall
not be liable for risk charges. Pooled working interest owners who elect not to pay their
shale of estimated well costs as provided in thls pzuavraph shal] thereafter be refened to
as "non-consenting working interest owners.’ - : o

( 12) The operator shall furnish the Division. and each known pooled working
interest owner (including non-consenting working interest owners) an itemized schedule
of actual well costs within 90 days following completion..of the proposed well. If no
objection to the actual well costs is received by the Division, and the Division has not
objected within 45 days. following teceipt of the schedule the actual ‘well costs shall be. -
~ deemied to be the reasonable well costs. If there is an objection to actual well costs within
* the 45-day penod 'the DlVlSlOl’l Wll] detennme 1eaqonab1e Well costs aftel pubhc notlce'_

and healmo

(13) Wlthm 60 days fol]owmc determination of 1easonable well. costs any ‘
pooled working interest owner who has pald its share of estimated costs in advance ‘as
- provided above shall pay to the operator its share-of the amount that Jeasonab]e well costs

exceed estimated well.costs and shall receive from thie operator the amount, if any, that: -

' the estlmated well coqts it haq pdld exceed 1ts shzue of leaqonab]e well costs.

_ (]4) The ope1ato1 18 he1eby authouzed to wnhhold the followmcr costs and -
_chdwes ﬁom ploductlon ' D : o
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(a)  -the proportionate -share of reasonable well costs
attributable to each non-consenting working interest
owner who has not paid its share of estimated .well
costs within 30 days from the date the schedule of
estimated well costs is furnished; and

“(b) as a chargeafm' the risk involved in drilling the well,
- 200% of the above costs.-

- (15) The operator shall - distribute the costs -and charges Wlthleid fiom .
“pr oduction pioporlionate]y, to the deUCS who ddvanced the well costs.

‘ (-16) - Reasonable charges for supervision (co'mbined fixed rates) are hereby
fixed at $5750.00 per month while drilling and $575.00 per month while producing,
provided that these rates shall be adjusted annually pursuant to Section IIL.1.A.3. of the
COPAS form titled “Accounting Procedure-Joint Operations.” © The operator is.
- authorized to withhold from production the proportionate share of both the supervision
charges and the actual expenditures required for operating the well, not in excess of what
are reasonable, atti‘ibutable to pooled working interest owners.

(17)  Any unleased mineral interest shall be considered a seven-eighths (7/8) -
‘working interest and a one-eighth (1/8) royalty interest for the purpose of allocating costs
~ and charges under this order. Any well costs or charges that are to be paid out of
production shall be withheld only from the worl\inc interests’ share of production, and no
.costs or charges shall be w1thhe1d from production attiibutable to ioyalty interests.

(18) Should all the parties to this compulsory poolin(y order reach voluntary
- agreement subsequent to entry of this 01de1 this order shall theieaftei be of no further -

effeet
(19)  The oper ator.of the wells and the Units shall notify the Division in writing
‘of the subsequent voluntaiy agreement of all parties subJeCt to. the f01ced pooling

pr ovisions of this 01der

(20) Tunsdicnon of this case is 1etained f01 the entry - of such further orders as
the Commisnon may deem necessary :

: ,DONE at Sant_a“‘Fe, New Mexico,vvo.n the day and year hereinabove designated.

sTATE OF NEW MEXICO
 OIL CONSERVATION DIVISION -

IAMI BAILEY
Diiectoi




