QTATE OF NEW MEXICO
ENERGY MINERALS AND NATURAL RESOURCES DEPARTMENT '
OIL CONQERV ATION DIVISI ON . ,

"IN THE MATTER OF THE HEARING .
CALLED BY THE OIL CONSERVATION ~
DIVISION: .FOR ‘THE . PURPOSE ~OF

CONSIDERING'

’ APPLICATION OF CIMAREX E ENERGY CO - CASE NO. 14_6_.9"8
FOR COMPULSORY POOLING, . “CASE.NO. 14703 -
EDDY COUNTY, NEW MEXICO I - CASE NO. 14704

CASE NO. 14705

' APPLICATION OF COG OPERATING LLC FOR A NON-STANDARD'
. SPACING AND PRORATION UNIT, NON-STANDARD

- LOCATION AND COMPULSORY POOLIN G

EDDY COUNT Y, NEW MEXICO. o } CASE NO. 14725
‘ ' CASE NO. 14726

ORDER NO. R-13490

ORDER OF THE DIV IQION

BY THE DIV ISION

. These competmo apphcat1ons were consohdated by .the DlVlSlOI’l and’ 1n1tlally
came on for hearing on September 1, 2011, in Santa Fe, New Mexico, before Examiner

Terry Warnell whereupon-evidence was’ ‘taken. On September 29, 2011, <these matters
were, called again bef01e Exammel Wllham V J ones to addlese celtam I]OUCC 1esueq '

NOW on this 14 day of December, 2011 the Dlwsmn‘ D1rect01 havmw ~
.con51dered the testlmony, the recmd and the 1ecommendahons of the Exammel on these_ :

' -COmpetmo applications, -

n T?INDS THAT:

(1) Due pubhc notlce has been gwen and Lhe Dlvmon has ]UIlSdlCthI’l of -

B these cases and of- Lhe ﬂub]ect matter S

(7) - Case Noq 14698 14703 14”704 14705,_14775, and ]4776 wele-‘v .
con%ohdated at the time of hearing for the pmpoeeq of testlmony ' A

(3) y its. applleatlons in Case Nos 14698 ]4703 ]4704 and]4705, Cl]llclle)\
Ener Uy Co [§ Clmax ex”), seeks orders pooling '11] uncommitted mineral mtexe%s Ar om the
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surface to the base of the Yeso formation underlyjn respectively, (i) the SE/4 SE/4, (i)
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
spacing and ‘proration-units for all pools -or formations. developed on 40-acre spacrnO_' .

within that vertlcal extent. The unrts WJH be dedicated mrtlal]y to four vertical wells.’

S4) By its competrnv apphcatrons n_ Case Nos. 14725 and ]4776 COG._ -
Operating LLC (“COG”), seeks orders pooling all uncommiitted mineral’ interests in the -
Yeso formation underlying, respectively, (1) the W/2 E/2, and (ii) the E/2 E/2, of Section

6, Township-19 South, Range 26 East, NMPM, Eddy County, New Mexico, to form non-
istandard 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 factualv 1e1atlonsh1p between the cornpetmo cases, one - ordel
should be entered as to aH cases. , :

6 Al partres appeared at the heaung and presented. testlmony and supportlno. C
evidence. Clmarex presented evidence supporting its applications and opposm0 COG's
applications. =~ COG presented ‘evidence supportrnU its apphcatlons and opposing

‘Cimarex's apphcatrons

(7)  Neither Cimarex nor COG dispute wells costs, well locations, or geology
(a contiguous hetelooeneous carbonate) in the proposed spacing units. . '

(8.) " Both Cimarex and 'COG want to deve]op and operate the sub]ect acreage .
in their ‘well units in Section 6, targeting the Paddock producmcy member of the Yeso.; :

' .formatlon ata depth of around 3000 feet.

: (9 Both COG and Crmarex have the noht to drill Wlthm the proposed spacmo -
. units, and both seek to be named: ope1 ator of their respectrve p1 oposed wells and spacrn0

.unlts
. r‘EVidenoe:‘
(10) __ Cinrare;r presented “'the.fol;]'oWing' e:viden\cef»_ S
| (a) .The"].E/?‘..of: Sectron o"(s'nrfacme.and'nrin.erals)' is al‘lprjyate'fee land.' '

. (b), A Clmarex owns or- contlols 55% of. the wod\mo 1nte1est in the N/2

SE/4 and SW/4 SE/4- (Colorado lease)-of Section'6, while COG owns or-controls .

45% of the :working interest. The SE/4 SE/4. (Kansas lease) 1s owned 50%. by -
Cnnalex and 50% by COG : _ o

' A(c) ‘ Clmar ex becran eva]uatlng the prospect in late summer of 7010“
and sent- we]l proposals to the then workm0 interest owners in - Apul 2011.




Case Nos. 14698, ]4703 14704, 147()5 147”3 dnd 14726
Order No. R-13490
. Page30f9

* Cimarex never received any 1e§ponse§ 'from the other working interest Owners to
its well pr oposal ‘ : : '

('d) Clmarex hae obtamed a suxfdce use agreement ﬁom ‘the SLIIdeC:‘ A
_owners of thie SE/4 of SCCUOT] 6. ‘ : - L

(e) C_imarex has‘Diyision—approvéd APDs for its proposéd 'wéHs.

- ) A compdnson of dulhno and completlon methods in the quo
tlend showq that

1 Both Cimarex's and COG‘S vertical wells have higher recovery:
~ factors than the parties' horizontal wells; and : :

i Due to different fracing techniques, Cimarex's vertical and
* horizontal Yeso wells have obtained substantially higher recovery.
~factors and EURS than COG's wells.

(g) After drllhno one or two horlzontal WGHS on its ]eases COG
reverted to drilling ver tlcal wells. :

| (h) Cimarex's vertical- well -recoveries across the Yeso trend are
: apprommately 150 MBOE/well. (COG used 30-40 year old Yeso wells in ‘the
‘area to contend that vertical wells would recover only 12.5 MBOE/well.)

N (t) ~ Under a full plan of development for the E/7 of Sectlon 6, the'
'followmo 1eselves would be produced :

i ~ Thirty-two (37) vertical Wells will recover 4,800 MBOE .at.a -
1ecovery cost of $9.18/BOE; and L s

o 11 . Four (4) houzontal wells w111 recover - 1308 MBOE/well, at a -

) 1ecove1y cost of 5'1:8 70/BOE

SOR Clmalex is cuuently completmcY qevelal ver t1ca] wellq in the Yeso
. ttend apploxnnate]y 1-1/2 miles north- I]OItthSt of Section 6, in SGCUOH 32,
N Township 18 South, Range 26 East, NMPM. The complern 1ep01 ts on some of,A
these wells will soon be filed w1th the DIVlS]OI’l -

: (] 1) COG plesented the fol] wing evldence

: (a) COG Clmalex Yateq Petlo]eum C01p01atlon MYCO Industue@ .
, 'Inc Abo Petto]eum C01p01at10n ‘DHA, LLC, and Oxy Yl Company hold'f
; ]eaqehold mtetest% n the SE/4 of Sectlon 6 B , , y
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- (b . COG belleveq that then houzontal well ploposal provides a more -
- efficient and effective means. of recovering-the reserves in the Yeso formation
‘underlying the E/2 of Section 6, including those reserves in the SE/4 of Section 6. '

() . COG.. nae ‘discussed  the 'ploposed “full-section houzontal

' development plam -with all of the wokarr interest owrners in-the SE/4 of . Sect1on C )

(d), COG has no- surface use ameement w1th the surface ownel in the SR

' -SE/4 of Sectlon 6

"(e) COG derives its 1nte1es1 in the lands mvolved in Ca%e Nos. ]4703-'
- 14705 ‘under ‘a ‘Development Agreement with Yates Petroleum Corporatlon
- (”Yates") executed in June 2011. ' - : '

_ € COG expects. to recover 327 MBOE/houzontal well, thouOh it -
- could not identify any horizontal well in the Yeso trend that it has drilled wh1ch ‘

has-recovered this amount of reserves

g) ' COG‘relied on horizontal wells -drilled in thé southern tier of
Township 19 South, Range 25 East, NMPM to support its. calculated horizorital
well EURs. However, the nearest horizontal wells to Section 6, in Section 30, |
"Township 19 South, Range ’)6 East, NMPM (the Coffm State and nypt State '

,wells) are uneconomic.

(h) COG presented ‘a letter from DHA, LLC supportmU COG’s full-
.. section horizontal wells and likewise expressing the opinion that COG's ‘proposed

horizontal -wells provide a more efficient and effective means of recovering the L

-reserves in the Gloneta Yeso format1on unde1ly1ng the SE/4 of Sectlon 6.

). B COG s Landman testified the company “has dlseussed its ploposed )

“full- section horizontal wells with Oxy Y-1 and that it favors COG’s proposed - §

o .honzontal development plan over the vertlcal development plan plopoeed by
: Clmarex : : A

(l) Thele have been ﬁve VeltICEll wells dnlled n the quo f01matlon 1n
_ the nine SCCthllS quuoundmv Sectlon 6 ' TR :

k (k) - Shm tly bef01e the heaung, COG 1nlt1ated a meetmo w1th C1ma1 ex -_: '
. but'the compames were unable to 1esolve then competmc deve opment plans :

T Conclus1ons: :

(lZ)- f The Division concludes as folldw% .

ar
SN
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_ '(zl) - Both Cimarex and COG are targeting the Paddock producing -
member of the Yeso formation at a depth of around 3000 feet. The Paddock in
this area is 500-600 feet thick.

'(b) - - -Both parties generally agree on the Yeso geology in the subject
“area and both parties are capable operators in the Yeso tren»d. However, the .
_parties strongly disagree about how to drill and-complete the pf‘oposed wells.

 (c) o Nelthel Cimarex nor COG dlspute Well cogts well locations, or =
unit veology ' ' ‘ '

(d) “There appezu to be no faults or other "SOlOUIC 11T1p€dlll’l€nl§ to full-; .
sectlon developmem in the subject area. :

, C(e) Usmg proven vertical dullmcy methods as proposed by Clmalex
will minimize well costs and operating costs. -

69 There is no debate that COG's proposed . horizontal well -
development plan will result in less surface disturbance than Cimarex’s ploposed

- vertlcal well development plan. -

_ - (13) ~ There is no cut and dried method of developing this reservoir. Hlstorlcally, -
it has been developed vertically; however horizontal completions-are becoming more
common. ‘The evidence suggests that both horizontal and vertical wells may be needed to .
effectlvely 1ecove1 the reserves in the Gloneta-Yeso formatlon undellym0 the E/2. of

Sectlon 6

(14) - Traditionaly, the Division has. estabhshed 'spacing -units compusmO'
separate and distinct areas, without overlap However, the advent of horizontal wells has
necessitated departures from that pattern. Hence the fact that the units established by this
Order- will overlap should not preclude their appzoval No statute or rule forb1ds

‘OVCllﬂppan spacmU units. -

(15) To p1otect'001relative rights, prevent waste, and afford to. the owner of.
each 1nte1est in ‘the. Units the opportunity to- recover or receive w1thout unnecessary
expense its just. and fair-share of hydrocarbons, both Cimarex’s and COG’s applications - -

~ should .be appxoved by. poolm0 all uncomnntted interests, Wh'\tevel they. may be, in the' _'

'o1l and gas. wnhm the well umts

(16) Two or more %epal ately- owned tr acts are . embx aced wnhm Lhe Units,
and/01 ‘there are royalty interests and/or andivided interests in oil and gas mmexals in one
or more t1actq mcluded n the umts that are qepalately owned -

_ (17) Thexe are 11]161691 ownem m the pr: oposed umts who have nol meed to
. pool Lheu mte1ests : : : NI
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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 additional - 200% theleof as a 1ed§onab]e chaloe for the rlsk mvolved n .

dulhm7 the weHs

IT IS THEREF ORE ORDERED THAT

( N Pu1 suant to the apphcatlons of CJI]]EII ex- Energy Co ., all uucommltted-
mmeral interests in all formations from the surface to the base of the Yeso formatlon are -

" her eby pooled to form the followmg units- (“the Umts”)

" Casé No ]4698 The SE/4 SE/4 of Sectlon 6 Townshlp 19 South Rcmoe 26‘

- East, NMPM, to form a standard 40-acre oil spacing and proration unit for .any S
‘and all formations or pools- developed on 40-acre spacing within that vertical .. . -

extent. The unit will be dedicated to the. Kansas 6 Fee Well No 1 (API No. 30-
- 015- 39255) : :

-Ca%e No. 14703 The NW/4 SE/4 of SCCthH 6, Townsh1p 19 South, Ranve 26 L
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 will be dedlcated to the Colorado 6 Fee Well No. 1 (API No 30-

-015- 39346)

- Case No. 14704: The NE/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 formations or pools developed on 40- acre spacing -within that vertical
extent. The umt will be dedlcated to- the Colorado 6 Fee Well N 0.2 (API No. 30- “

" 015- 39256).

Case No. 14705: The SW/4 SE/4 of Sectlon 6, Townshlp 19 South Range 26

- -East, NMPM, to form a standard 40:acre oil spacing and proration unit for any
~and all formations. or pools deve]oped on-40-acre spacing within that vertical . .
extent. The unit w111 be dedlcated to’ the Colorado 6 Fee Well No. 5 (API No 30- .

T 015- %9757)

.,(7) Pmsuant to ‘the apphcatlon of .COG Ope1at1no LLC all uncommltted-f',‘ a

' mmelal mtelests in all formations from.the su1face 10 the base of the Yeso fo1matlon a1e'~ 5

he1eby poo]ed to f01m the followm0 non- Standatd ]60 -acre units’ (“t]e Umts”)

,Caqe No. 4725 The W/7 E/’) of Schon 6 Townsh1p 19 South Range 26 ant -
NMPM, all uncommitted interests in the Glorieta-Yeso formation unde11y1nc7 the

. W/2E/2 of Sectlon 6, Townslup 19 South, Range 26 East, NMPM, to form a non- -

standard 160-acre - spacmg “and proration unit for ‘any and all formations-or pools' '

developed on 160-acre spacing within th at vertical extent. The unit will "be - B

' dedlcated to the A1 ablau “6” Fee Well No 7H .
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"Case No. 14726: The E/2 B/2 of Section 6, Township:19 South 4Ran0e‘76 East,
NMPM, all uncommitted interests in the Glorieta-Yeso fonnatmn undellylnfT the
E/2 E/2 of Section 6, Towhship 19 South, Ranoe 26 East, NMPM, to form a non-

-standard 160-acre spacing and proration unit for any and all formations: or pools. .

developed on 160-acre spacing within . that -vertical extent. The unit will be

dedicated-'to the Arabian ‘f6”‘Fee Well No. 8H. ' C '

S (?) Cimarex Energy Co. and COG- are heleby each deswnaled operat01s (or
’ ope1at018 ) of the sub]ect wells and-of the Units. -

4) The opelatms of the Units shall’ commence drilling then 1espect1vely
p1oposed wells on or before December 15, 2012 and shall thereaftex continue drllllll(’ the-
“wells Wlth due d1110ence to test the Gloueta Yeso formation. ' - :

(5) In the event the operator does not commence drilling any pr oposed well on
or before December 15, 2012, Ordering Paraoraph (1) shall be of no effect as to such well
and the unit dedicated thereto unless the operator obtams a tlrne extension flom the

DlVlSlOI] Dlrect01 for good cause

(6) Should any proposed ‘well not be drilled and -completed within 120 days
. after commencement thereof, Ordering Paragraph (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 oood

cause. demonstrated by sausfactory evidence.

: (7 Upon final pluoomo and abandonment of any of the ploposed wells and
- any other wells drilled on .the Unit herein dedicated to such.well pursuant to NMAC

- 15.19.13 ‘Sections 9-11, such pooled Unit created by this Order shall terminate, unless o
thlS order has been amended to authonze further operatlons as to such Unit. -

(8) After pool1n0 uncommltted W01k1n0 1nterest OWners a1e 1eferred to as
i pooled working 1nte1est owners. - (“Pooled working intefest owners” are .owners of
* working interests in the Unlts including unleased mineral interests, who are not parties to
- an operating agreement. governing the-Units established by this Order. ) Pooled working -

interest owners.in each.40-acre: Unit shall share ploducuon and well costs 1n each vertical
Well to which such Unit is dedicated in ‘proportion to their 1especuve interests‘in such 40-
~“acre Unit. Pooled working interest owners'in each 160-acre ‘Unit shall share production
and well costs in each houzontal well to which such Unit is dedlcated in plOpOI uon to

‘ 4the11 respecuve 1nte1ests in such 160- ac1e Umt

: - (9) Aﬂe1 the effecllve date of th]s O}del ‘the - opelatm of each Unn shall
_fulmsh the Dl\’lSlOD and ‘each -known pooled woﬂuno interést owner -in: such Unit an
_1tem1zed schedule of estlmated costs-of drilling,’ completmﬂ and eqmpplno the sub]ect
o »well to which such Unlt Wlll be dedicated ( well costs") , R :




A'Case Nos. 14698 14703, l4704 14705 14773 and 147’)6
- Order No. R-13490 - '
'_Paoe.S of 9 . o

"(l Oj W1th1n 30 days flom the date the schedule of estrmated well costs 1S

. furmshed any pooled working interest-owner in.the apphcable Unit srall have the right =
o pay its share. of estimated. well’ costs to the operator in lieu. of paymo its share of ~ .
reagonable well costs out of productron as hereinafter provided, and-any such owne1 who - *:

- pays its share of estimated- well costs as prov1ded above shall remain liable for operatlno L
"‘costs ‘but shall not. be liable for risk- char ges. Pooled working interest owners who elect. " = o
“not to pay their share of estimated well costs as pr ovrded n thls paraaraph shall thereafter Co

- be 1eferred to as "non- consentmg workmg 1nte1 est owners

’(ll) The - operator of” each well shall furmsh the D1v1sron and each known e

pooled workmg interest: owner (1nclud1ng non-consenting -working 1nte1est ‘owners) - ‘an:
itemized schedule of actual-well costs within 90 days following completlon of suich well. -

" If no objection to-the actual well costs is received by. the Division, and the- Dlvrston has - _' .
. not objected. w1th1n 45 -days followrng receipt’ of the schedule, the actual well costs.shall : L

be deemed to be the reasonable well costs. If there is an Ob_]CCthI] to actual well costs
within the 45-day perrod the D1V1s1on will deternnne reasonable well costs after pubhc S0

notrce and hearrng

(12) Within 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 estrmated well costs it has pa1d exceed its share of reasonable well costs S

T (13) The operator of each well is hereby authouzed to wrthhold the followmo

 costs and charoes flom productlon frorn such well

the ploportlonate share of 1easonable well costs attrlbutable to each non-

consentlng worktno 1nterest owner and

b 200% of the above costs as a charoe for the 11sl< 1nvolved in- dullrno the."" ’
wells : ‘ : A ‘ o

( 14) The operator of each well Shall dlstnbute the costs and cha1 oes wrthheld:'v
f1 om productron plOpOl tronately, to the part1es who advanced the Well costs '

(15) Reasonable charges for supelvrsron (combrned flxed 1ates) a1e hereby
frxedat : : L o R

whrle ploducmo (Cnnalex) and

e '4 é.-f _$4500 OO pet month whlle dullmg vertrcal wells and $45O OO per month_

Db _'$6000 OO per month wlnle dnllm0 honzontal wells and $6OO OO per month_ DR

L wlnle pre oducmo (COG)
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Provided that these rates shall be adjusted annually- purﬁu'ant'to Section II1.1.A.3. of the
COPAS form titled “Accounting Procedure-Joint Operations.” The operator of each well
is authorized to withhold from production from such well the proportionate share of both
the supervision ‘charges-and the actual expenditures 1equned for operating such well, not
n excess of what are reasonable, attributable to pooled WOI‘km“ 11‘1161691 owners.

(16) Any unleased mineral interest shall be con31deled a seven- ewhths (7/8)
w01km<y interest and a one- ewhth (1/8) royalty interest for the purpose of allocating costs
and chalges under this order. Any well .costs or chdwes 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 pI OdUCUOH attubutdble to royalty mtelests '

(17) Should al] the parties to thiq compulsory poolinU order reach VOlLintary
agreement subqequent to entry of- thlS order, this order -shall thereafter be of no further

effect.

- (18)  The operator of each well and Unit shall notify the Division in writing of -
the subsequent voluntary agreement of all parties SleJeCt to the forced poohn provisions
of. thlS order with respect to such Unit. - A : : o

A (19) Junsdmnon of this case 1s retamed for the entry of such further orders as
the Division ‘may deem necessary.. o e

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

STATE OF NEW MEXICO
OIL CONSERVATION DIVISION

@w@%

TAMI BAILEY
Dn ector




