. “STATE OF NEW MEXICO ‘
' ENERGY MINERALS AND NATURAL RESOURCES DEPARTMENT,‘ T
OIL CONSERVATION DIVISION

"IN THE  MATTER OF THE HEARING . -~ . - =
CALLED BY THE OIL CONSERVATION o
DIVISION FOR . THE PURPOSE  OF

- CONSIDERING:
APPLICATION OF CIMAREX ENERGY CO. ~ CASENO.14698
FOR COMPULSORY POOLING, - - .. CASENO.14703..

EDDY COUNTY; NEW MEXICO . - CASENO. 14704 -
L o " CASENO. 14705 *

APPLICATION OF COG OPERATING LLC-FOR A NON-STANDARD -
SPACING AND PRORATION UNIT, NON-STANDARD
- LOCATION AND COMPULSORY POOLING, ‘ o o
EDDY COUNTY, NEW MEXICO. . ‘CASE NO. 14725
' - - CASE NO. 14726
ORDER NO. R-13490

ORDER OF THE DIV IQION

BY THE DIVISION:

These.competing applications were consolidated by the ‘Division and initially

. came on for heaung on Septembel 1, 2011, in Santa Fe, New Mexico; before Examiner

Terry Warnell wheretipon evidence was: taken.” On September’ 29,2011, these mattens-

o were C’llled aoam befo1e Exam1ne1 Wllham V Iones to address ce1ta1n notice msue%

NOW on- this 14 day of Decembel, 2011 the . D1\71510n Dlrectm havmd". ,

'cons1dexed the test1mony, the record dnd the 1ecommendatlon§ of the Exammel on these» e

competing apphcauons

FINDS THAT

s

(1) Due pubhc notlce has been glven and the Dl\’lS]OD has JUUSdlCUOH of"_‘r;,‘: ‘

' these cases and of the wb]ect matte1

(9) Case - Nos. 14608, 14703" 14704, 1470% 14795, and 14776 wele.,f_‘-f;f;'
Comohdated at the time of heauno fo1 the pmposes of Lestlmony . SR s

(3) By its apphcatmns in C’lse NOS 14698 ]4703 14704 andl4705 Clmdlex |

L 'Enel Ofy Co. ( C1maxex”) seeks mdexs poohn0 "111 uncommmed mmel al mtele%t@ from the. . " -
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- ‘surface to the base of the Yeso formation underlyin '1e'spec'tively, (1) the SE/4 SE/4, (ii)
- the NW/4 SE/4, (iii) the NE/4 SE/4, and (iv) the SW/4 SE/4, of Section 6, Township. 19

" South, Range 26 East NMPM Eddy County, New Mexico, to form standard.40-acre oil -

4 'spacrng_ and’ proration units for all pools or formations developed on 40-acre spacing
- within that vertical extent. vThe units will be dedicated initial]y' to f0ur vertical wells o

(4 By its competrng apphcatrons in Case Nos 14725 and ]47’)6 COG e

. Operating LLC. (“COG”), seeks orders pooling all uncommitted mineral interests in the

“Yeso formation underlying, respectrvely, (1) the W/2 E/2, and (i1) the E/2 E/2, of Section
6, Township 19 South, Range 26 East, NMPM, Eddy County, New Mexico, to-form non- -
standard.160-acre oil spacing and proration units for all pools or: formations developed on -

" - 40-acre spacing within that vertrcal extent The units will be-dedicated initially to two *

horrzontal wells, -

_ (5) Due to the factna] 1elatronsh1p between the competing cases, one order :
should be entered as to all cases. - =

(6) Al partles appeared at the hearmo and presented testrmony and supporting
evidence. Cimarex presented evidence supporting its applications and opposing COG's
applications. COG presented evrdence supportrno its apphcatlons and opposmo_

Crmarex S apphcatrons

: (N Nerther Cimarex nor COG drspute wells costs, well locations, or ceolooy R
'(a controuous hetelooeneous carbonate) in the. proposed spacing units. :

o (8)  Both Clmarex and COG want to develop and operate the subject aoreaoe
in their well units in Section 6, tar geting the Paddoek producing member of the Yeso

- ‘formatron ata depth of around ’%OOO feet

(9) " Both COG and Clrnarex have the rroht to duH wrthrn the proposed spacrncr.'__ B

_Units, and both'seek to be named operator of then respectrve pr oposed wells and spacmo o
runrts : S

o Evidence:»' ‘

(iQ)_ _ijarex presented'the followin0'e§7iden'ce;- '

N

e :, ' (g) ' The E/2 of, Sectron 6 (surhce and mrnerals) is-all. pnvate fee land o

. (b) Crmarex owns or cont1 ols 55% of the. worl\rno mterest 1n the N/2
' 4SE/4 and SW/4 SE/4 (Co]orado lease) of Section .6, while COG owns-or controls

- 45% of the workrno interest: The SE/4: SE/4 (Kansas Iease) 1s owned 50% by. A

Cnnar ex and 50% by COG

" (¢) Cnnarex began evaluatmo the prospect n late summer. of 7010

and sent ‘well proposals to the then workrno interest owners in Aprr] 201]
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Cnnalex never received any Iesponses from the- othe1 woﬂuno interest owners to.
- its well pr oposal '

() Cimarex has obtained a smface use aﬂleemem from the smface

“owners .of the SE/4 of Section 6.
A ‘(e) - Cimarex has D1\11s10n—app1:ove'cl APDs'l’oi'lits pl'oposecl wells. -

- A compauson of dulhng and completlon methods n the Yeso :
mend shows that : : :

i . Both Cimarex's and ‘COG's Vemcal wells have hlohel lecovely:
© - factors than the partles honzontal wells and - )

i Due to diffe1ent fracing techmques Clmalek‘s vertical and
horizontal Yeso wells have obtained substantiall ly lnahel recovery
factors and EURs than COG's wells.

(2) After drilling one or. two hor1zontal wells on its" leases COG
" reverted to drilling vertical Wells :

(h) Cimarex's vertical well recoveries ac:1oss “the Yeso trend are
approximately 150- MBOE/well. (COG used-30-40 year old Yeso wells in the
area to contend that wvertical wells would recover only 12.5 MBOE/well. ) :

: | (i) Under a full plan of development for the E/’) of Sectlon 6 the
- following reserves would be produced o : .

‘i-. Thnty ~two (32) vertical wells will recover 4 800 MBOE at a -
1ecovery cost of $9. 18/BOE; and. : ' R

. ili Fom (4) houzontal Wells Wlll recover 1308 MBOE/well, at a":
. recovery cost of $8. 70/BOE ' o I

: (l)' Cnnalex is currently completmo several vertlcal wells in the. Yeso."
‘trend appr: oxnnately 1-1/2 -miles north-northeast of Section 6, in Section 32, -
. Township.18 South Range 76 East, NMPM. The completlon 1ep01 ts on some of ‘

E these wells wﬂl soon be filed: wnh the D1\7151on ' :

L v(ll) : COG presented the foll wing evidence'

. (a) - j COG Cnna1ex Yales Petroleum: C01p01auon MYCO Industnes .
“Inc., Abo- Peuoleum Corporation, DHA, LLC;. and Oxy Y-1 Company ‘hold |-
. l asehold mtelests in the SE/4: of Sectlon 6. DR '
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(b) " COG believes that their horizontal well proposa] pr'ovides a more ..
efficient and effective means of recovering the reserves in the Yeso formation
undellymo the E/2 of Sectlon 6, 1nclud1no those 1eserves in the SE/4 of Sectlon 6

A | (‘c)v - COG - has - discussed ‘the - proposed full section horizontal"
'-development plans with all of the W01k1n(7 interest owners in the SE/4 of Section

6.

: (@ COG has no surface use. avreement with the surface owner in the
- -SE/4 of Sect1on 6. : _ . A o

: (e) | COG derives its interest in the lands 1nvolved In. Case Nos 14703-
14705 under "a Development Agreement w1th Yates Petroleum Corporatron
(”Yates”) executed in June 2011 ' ' : :

() COG expects to recover 327 MBOE/horlzontal well though it
could not identify-any horizontal well i the Yeso trend that it has drilled Whrch,

-has recovered this amount of reserves

(g) -COG relied on horizontal wells drilled in the southern tier of

- Township 19 South, Range 25 East, NMPM to support. its calculated horizontal
~well EURs.. However, the nearest horizontal wells to Section 6, in Section 30, . -
Township 19 South, Range 26 East, NMPM (the - Coffln State and Clypt State

wells) are uneconomic.

(h) COG presented a letter from DHA LLC supportrno COG S full-
section horizontal wells and likewise expressing the opinion that COG’spr oposed '
horizontal wells provide a more efficient and effective means of recovering the .
reserves in the 'Glorieta—Yeso formation underlying the SE/4 of Section 6. .- '

oM COG S Landman testrfled the company has dlscussed its proposed“
full- section -horizontal wells. with Oxy Y-1 and that it favors COG’s proposed ,

' horizontal- development plan over, the vertrcal cleveloprnent plan ploposed by< o

" Cimarex..

'(j)' Thele have been ﬁve ve1t1cal wells dulled in the Yeso formatlon 1n.' o

- the nine sections sunoundmg Sectlon 6

(k) ) Shortly before the heanng, COG 1mt1ated a meetrno with Crrnaxex~ |

’but the compames were unable to 1esolve thelr competm0 development plans S _

Conclusrons: .

(12) The Division conclttdes.asfollovvsi )
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(a) " Both Cimarex and COG .are targeting the * Paddock ptodueincY
member of the Yeso fo1matlon at a depth of around 3000 feet The Paddock in
»thlS area is 500- 600 feet thJCl\ REEEE

- . (b) Both parties oenerally agree on the Yeso- oeolooy n the sub]ect. '
~area and both paltles are. capable operators in the Yeso trend. However, the .
_parties strongly disagree about how to.drill and complete the proposed wells. ‘

v(c’) _ Neither Cimarekfnor COG di_spute well costs, well locations,' or _'
-+ unit geology. CoL o o . g

'(t) Thele appear to be no faults or. othet 0eolomc 1mpednnents to’ full—
section development In the SUbJCCl area.

(e) U@lng proven “vertical dullmo methods as ploposed by Clmalex: '
, w1ll minimize well costs-and operating costs. :

(f) There is no debate that COG's proposed horlzontal well
. development plan will result in less surface disturbance than Cimarex’s p1oposed
: vertlcal well development plan I : . -

- (13) There is no cut and drled method of developmc this reservoir. Hlstoncally

it has been developed vertically; however horizontal completions are becornln0 more -

common. The evidence suggests that both horizontal and vertical wells may be needed to
_effectively . recover. the reserves 1n the Glorieta- Yeso format1on undellym(J the E/2 of

Section 6.
(14) Traditionaly, the Division has established spacing units "cornplisino '
separate -and distinct areas, ‘without overlap. However, the advent of horizontal wells has

~necessitated departures fr om that pattern. Hence the fact that the units established by this
Order will- overlap should not preclude then app1oval No statute or . 1ule fOI'bldS :

. ovellapplng spacm0 upits.- - . [

(15) .To pIO’[eCt c01relat1ve 110hts plevent waste, and -afford to the owner of e

- each 1ntelest in the Units the opportunity to.recover or receive ‘without unnecessary -
-expense its just and fair share of hydrocarbons, both Cimarex’s and COG’s applications

should be approved by: poohnc all uncommltted 1nte1ests whatever they may be 1n the .

: '01l and gas within the well Lll’]ltS

o - (16) Two -Or - more eralately owned txacts are embl aced WJthm the Umtq _—
.*and/01 there are. 1oyalty interests and/or undjvided: interests 1n 01l and gas mmetals in one
Ceoor mOIe t1acts included i n the units that are r%epax ately owned : : :

e I

‘ (17) 'Thele are mtexest owners in the pl opoged umts who have not - acneed to’
pool their mtelests - ‘ : -
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(18) . Any pooled working interest owner who does not pay its share of
estimated well costs should have withheld from production its-share of reasonable well
costs plus an addluonal 200% - theteof as a 1eaqonable charge fox the rlsk mvolved m_u

o dullmv the wells

IT 1S THEREF ORE ORDERED THAT

(l) Putsuant to - the. appllcatlons of Ctmarexv-Eue'r'gy éo, all uncomrriitted—

. mineral interests in all formations from the surface: to the. base of the Yeso formatlon are‘ B
. hereby poo ed to form the followmg units (“the Umtq”) ’ o

" Case No. 14698: The SE/4 SE/4 of SCCUOH 6 Townshlp 19 South Ranoe ’)6
East, NMPM, to form a standard. 40-acre oil spacing and proration. unit.for any .
and all formations or pools developed on 40-acre spacing ‘within that vertical .=
extent. The unit w1ll be ded1eated to the Kansas 6 Fee Well No: 1 (API No. 30— _.

- 015 39255)

" Case No. 14703: The NW/4 SE/4 of Section 6, Township 19 South, Range 26

- East, NMPM, to form a standard 40- acre oil spacing and proration unit for any
~and all formatlons or pools developed on 40-acre spacing within -that vertical -
extent. The un1t w1ll be dedicated to the Colorado 6 Fee Well No. 1 (API No 30- -

015- 39346)

Case No 14704: The NE/4 SE/4 of Sectlon 6, Townshlp 19 South Ranoe 76

East, NMPM, to form a standard 40-acre oil spacing and proration unit for any -
- and all formations or pools. developed on 40-acre spacing within that. vertical
o extent .The unit will be dedlcated to the Colorado 6 Fee Well No 2 (API No 30-

- 015- 39256)

' Case No 14705 “The SW/4 SE/4 of Sect1on 6, Townshlp 19 South Ranoe ’)6';
East, NMPM, to form a'standard 40-acre oil spacing and proration unit for any.

and all formations or pools developed on -40-acre -spacing- within .that vertical " .

o -éxtent. The unit w1ll be ded1cated to, the Colorado 6 Fee Well No. 5: (API No 30— o
o “015 39257) : : C .

4»('2) Pursuant to the appllcatlon of COG Opelatlng LLC all uncomrmttedj. i S

- ‘mineral interests in all formatlons from- the Sulface to_the base- of the Yeso: f01matlon are-
L heleby pooled to f01m the followmo nor- standald 160 acre umts (“the Umts”) N

- | Caee No 14725 The W/’) E/’) of SCCUOH 6 Towmlnp l9 South Range 26 East,
L NMPM all uncomm1tted interests 'in -the Gloueta Yeso formation unde1lymg the’
" W/2 E/2 of SCCUOD 6, Townslup 19. South Range 26 East, NMPM,; to form a non-

- standard 160- -acre spacm and plOlathl] unit for any and all. formations or pools

-developed on 160-acre’ spacing within that VCll]C’ll exteut The unit will be
dedtcated to the Alablan “6” Fee Well No: 7H = : ‘
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Case No. 14726: " The E/2 E/2 of Section 6, Township 19 South, Range 26 East,
NMPM, all uncommttted interests in the Glorieta-Yeso for matton underlying the
E/2 E/2 of Section 6, Township 19 South, Range 26 East, NMPM, to form a non-
standard 160-acre spacing and proration unit for any and all formatioris or pools
developed -on 160-acre spacing - within ‘that vertical extent. The unit will be
dedicated to the Arabian “6’-” Fee Well'No. 8H. o o '

(?) * Cimarex Energy Co. and COG are heteby each deswnated opelatoxs (or
opel ator@”) of the subJect wells and. of the Units. . : - :

_ - (4) . The operators of the Units shall cOmmence drillino their respectively
~ proposed wells on or before December 15, 2012 and shall thereafter continue drilling the
wells w1th due dlhvence to test the Glorieta-Yeso formation. :

_ (5) In ‘the event the operator does not commence drilling any pr oposed-well on
or before Deeembet 15, 20]2 Oldenno Paragraph (1) shall be of no effect as to such well
and the unit dedicated thereto unless the operator obtains a time extensmn from the

Division Director f01 good cause.

-(6) Should any proposed well not be drilled and- completed within 120 days
- after commencemenit thereof, Ordering Pataoraph (1) shall be of no further effect and the -
- applicable Unit created by this Order shall terminate, unless the operator appears.before
- the Division Director and obtains an extension of time to- complete the - Well for good -
cause demonstrated by satlsfactmy ev1dence :

-(7) - Upon final plu ging and abandonment of any of the ploposed Wells and
any Gther wells drilled on the Unit herein dedicated to such well pursuant ‘to NMAC
15.19.13 Sections9-11, such pooled Unit created by. this Order- shall terminate, unless
_ 'thts order has been amended to authouze fmthel operations. aq to.such Unit. -

(8) Aftet'poohncT uncomrmtted w01l<1n0 1nte1est owners ale 1eferred to as L

pooled working interest owners. - (“Pooled working - interest owners” are Owners of -
working interests in the Units, including unleased mineral intérests, who are not parties to -

an operating ameement governing the Units established by this Order.) Pooled working
interest owners in each 40-acre: Unit shall share production and well costs in each vertical

- well to which quch Unit is dedicated in pr opomon to their lespecttve interests in such 40-

- acre Unit. Pooled working interest- owners in each 160-acre ‘Unit shall share production
~ and well costs_in each honzontal well to which.such Unlt 18 dedtcated In ptopomon to
; then 1e§pect1ve 1nte1ests in such 160 acre Umt L '
(9) Aftet the effectlve date of this Oldet the .oper ator of each Umt shall
fmnlsh the Division and each known poo]ed ‘working 1nte1eqt owner-in such Unit an
. citemized schedu]e of estimated costs of drilling, compl etmg and eqmppmcr the @ub]ect
" well to which SUCh Unlt w1ll be dedlcated ("well coqtq") : ‘ ,
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(10) Wlthm 30 days ﬁom the date the schedule of est1mated well costs 18

N fu1mshed any pooled working interest-owner in the apphcable Unit shall have the right
10 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 plov1ded above shall remain liable for operaunol N

costs but shall not be liable for risk charges. 'Pooled working mlelest owners -‘who elect :

- not to pay their share of estimated well costs as provided 4 in thls pammaph shall theleafteL .

be referred to as "non- consentmg W01k1ng 1nte1est owners.' .

(11) The op‘erator of{ each well shall _furnish' the -Divisjon and each -knov‘\i/‘n‘ :

pooled working intetest owner - (including non-consenting’ working interest owners) an *-

. itemized schedule of actual well costs within 90 days following completion of such well. :
* If no objection fo the actual well costs is received by the Division, and the Division has

- not objected within 45 days following receipt of the schedule, the actual well costs shall- »
- be deemed to be the réasonable well costs. If there is.an objection to actual well costs .

. within. the 45-day period, the Division will determine reasonable well costs after public
notice and hearing. : _

(12) Wlthln 60 days following determination of reasonable well costs, any -
' .pooled working interest owner who has paid its share of estimated costs in advance as
- provided-above shall pay to the operator its share of the amount that reasonable well costs

. exceed estimated well costs and shall receive from the operator the amount, if any, that
* the estimated well costs: it has paid.exceed its share of reasonable well costs. |

A (13) The opexator of each well is he1eby authorized to w1thhold the followmo
costs and charges from productlon from such well:. :

~a. the. p1oport10nate share of- leasonable well costs attrlbutable 'to each non-
~‘~consent1ncr W01k1n0 1nterest owner and o L '

b. '200% of the above costs as a charoe f01 the usk 1nvolved 1n dulhno the o
",Wells : e - L

“(14)  The ope1ator of each well shall ‘distribite the costs and char; ges. w1thheld. U

7. f1 om. ploducnon propor nonate]y, to the pa1 t1es who advanced the well costs

(15) Reasonable charcres for supelvmon (combmed leGd 1ates) a1e heleby'
flxed at:. - SR R

.

_ A;- $4500.00 per month whﬂe dulhno vemcﬂ wells and $450 00 pe1 month s
‘ wln]e plOdUClD" (C1ma1ex) and -~ . T . -

-

.b‘.' »$6000 OO pe1 month whlle dnlhno honzonta] wells and $600 OO pe1 month‘
o wlnle p10duc1n° (COG) E : -
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Provided that these rates shall be adjusted annually pur@uant to Section II1.1.A.3. of the
" COPAS form titled’ “Accountuzg Procedure-Joini.Operations.” The operator of each well'
1S authorlzed to w1thhold from production-from such well thie proportionate share of both
the ‘supervision ch harges and the actiial expenditures required for operating such well, not -
in'excess of what are reasonable, attributable to pocled working interest owners.-. .

(16) - 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 working interests’ share of production, and no
costs or charges shall be withheld from production attributable to royalty interests.

(17) Should-all -the pch ties to this comipulsory pooling order reach Vbluntai"y
_' ameement subqequent to ently of this ordel thls order. shal] thereafter be of no further
effect.

, (18) The op"erator of each well and Unit shall notify the Division in ‘writing of
the subsequent voluntary agreement of all partles SUbJBCt to the forced pooling provisions
of th1s order w1th respect to such Unit. : :

(19) Juusdlctlon of this case is retained for the entry of such further orders as
the Division may deem necessary.

DONE at Santa Fe, New Mexicd, oﬁ the day and year héreinab_ové designated.

' STATE OF NEW MEXICO
OIL CONSERVATION DIVISION

' JAMI BAILEY .
Du ector




