‘STATE OF NEW MEXICO .
ENERGY MINERALS AND NATURAL RESOURCES DEPARTMENT
OIL CONSERVATION COMMISSION _

N THE MATTER OF THE HEARING CALLED
- BY THE OIL CONSERVATION COMMISSION
FOR THE PURPOSE OF CONSIDERING: ST
S - CASE NO. 13348 (de novo)
| | - o e ' ORDER NO. R-12275-C

o APPLICATION OF MARBOB ENERGY COR_PORATION FOR COMPULSORY :
fl’j?f’-zPOOLING, EDDY COUNTY, NEW MEXICO ’ : .

AGREED ORDER OF THE COM]VIISSION

BYTHECOMMISSION T

o Th.lS case originally came before the Dn‘ector of the 011 Conservatlon D1v1s1on (the
~ “Division”) upon the motion of Mary T. Ard, et al. for a stay of d1v1s1on Order No. R-12275

pending the de novo hearing herein, resulting in (i) Order No.. R-12275-A, granting a "

temporary stay, and (ii) Order No. R-12275-B, denying the stay pending the de novo hearing,
but granting Mary T. Ard, et al.-until March 8, 2005 at 9:00 a.m.: to- -make an election under -
the terms of Division Order No. R-12275. This matter then came before the Oil

' Conservation Commission (the “Commission”) on March 8, 2005 at 9:00 a.m. at Santa Fe, o
- New Mexico. Counsel for all parties appeared before the Commission, annouriced that all -

~ parties waived hearing of ev1dence and consideration of the issues- by the Commission and - -
 requested the Commission to enter an order making the findings and determinations set forth = . .. .-

'j‘herem The Comm1ss1on havmg heard :the arguments and supulatlons of- counsel and;,f\_. SR

pursuant to such agrecment of counsel, now on this 14" day of April, 2005

FINDS THAT

(1) Due pubhc notice has been glven, and the Comm1ss1on has Junsdwtlon of thls- e L :

case and of the subj ect matter

2) The applicant, Marbob Energy Corporatlon (“Marbob” or “apphcant”) seeks

an order pooling all uncommitted mineral interests from the surface to the base of: the

Morrow formation underlying the S/2 of Section 12, Township 17 South Range 31 East o

NMPM, Eddy County, New Mexico, in the followmg manner:

the §/2 to form a standard 320-acre spacing and proration unit
for any formations and/or pools spaced on 320 acres within this
vertical extent which presently include but. are not necessarily
limited to the Undesignated Fren-Morrow Gas Pool;
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the SW/4 to form a standard 160-acre spacing and proration
unit for any formations and/or pools spaced on 160 acres . . -
within this vertical extent; and : I

the NE/4SW/4 to form a standard 40-acre spacing and o
proration unit for any formations and/or pools spaced on 40

acres within this vertical extent which presently include butare .- ..
not necessarily limited to the Undesignated Grayburg—Jackson e
“ (Seven Rlvers-Queen-Grayburg-San Andres) Pool '

, (3) The above-descnbed units (the “Units") are to be dedlcated to the apphcant s
‘Knockabout F ederal Well No. 1 which is to be drilled at a standard well locatlon 1830 feet
from the South line and 1980 feet from the West line (Unit K) of Sectlon 12. ~

4) At the Division hearmg, Marbob requested that its apphcatlon be amended to
‘pool only that vertical ‘interval from a correlative depth of 4,230 feet (as- found on the
Compensated Neutron/Lithodensity well log for the BTA 8809 JV -P.Puckett Well:No. 1 .. .
(API No. 30-015-25976) located 1880 feet from the North and East lines (Unit G) of Section -
25, Towniship 17 South, Range 31 East N]V[PM Eddy County, New Mex1co) to the base of
“the Morrow formatlon ‘ Sy

(5) ' Mary T Ard The W.W.L 1990 Trust, The S.J.L, Jr 1990 Trust The PIP
1990 Trust Iverson I, Inc., The S J. Iverson Trust, and the Edward R: Hudson Trust 4,

(collectively, the “Iverson Group”) ‘who own approximately 22.77% of the working. interest o :
- in the proposed Units, appeared at ‘the Division hearing and presentéd evidence int opposition - ..« .= " - |
~"to"Marbob’s’ request {5 desighate: Hudson - Oil Company of Texas as’ the operatdr of the, LT

: proposed Knockabout Federal Well No 1

(6) As of the date of the hearing before the Division, the owners of approxunately ST i
- T7% of the working interest in the proposed Umts had voluntarily: agreed to participate in. the R P S
- dnllmg of the proposed well.  Certain of the remammg interest owners. subsequently.joined = .

in the well, while certain working interest owners (primarily the Iverson Group) have not
: voluntanly commltted to the proposed well at this time. S i

(N Marbob is an owner of an oil and gas working interest w1th1n the Units.,

‘Marbob has the right to drill and proposes that Hudson Oil Company of Texas (“Hudson”) . |

drill the Knockabout Federal Well No. 1 to test the Morrow formatlon at a standard well‘
location within the NE/4 SW/4 of Section 12. _ .

®) Marbob has made a good faith effort to secure the voluntary agreement of the
Iverson Group, but has been unable to do so. .

(9)  Marbob requests that Hudson be named operator of the subject well and of the
Units. This request is made for the following reasons: .
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~~ (a)  the proposed Units are contained within a four-section -
: federal lease that encompasses Sections 12, 13, 24 and
- 25, Township 17 South, Range 31 East, NMPM.
Hudson is the operator of the shallow producing
horizons on this federal lease. If Hudson operates the
proposed well, all oil production from oil pools in the
-~ well will qualify for federal ‘royalty reduction.  This
- royalty reduction will economlcally beneﬁt all interest
i owners in the well and :

() the owners - of approxrmately 77% of the - workmg.
~© - interest in the Units have agreed to allow Hudson to
drill and operate the proposed Knockabout Federal .

' Well No 1.

| (1 0)' The Iverson Group opposes the des1gnat10n of Hudson as. the operator of the
subject” well and of the Units. - In support of its position, the Iverson Group. presented
evidence at the hearing of this case before the Division hearing examiner to the effect that:”

- (a) 'rnost; if notall of the _Iv‘e_‘r'sjon ‘Group. has, in the past, .~
. -participated as a working interest owner -with Hudson
‘on numerous shallow oil wells on thrs federal lease, SR

PR ) the Iverson Group has ‘had drfﬁculty dealmg w1th R PN
-+ w7 Hudson a8 operator ofthese shallow wells. As’aresult, =~ oo 0l
~ the Iverson Group filed a. lawsult against Hudsoninthe . =~~~ .. e e
- Fifth Judicial District - Court,.. Eddy County, New = - ‘= ..o N
.. Mexico in: 1997, -The- lawsuit alleged .that Hudson. . . . 5w 7o
- - failed to operate the wellsin-a prudent manner and T R RS S S
“+ mismanaged the' properties.’ The lawsuit was settled in' .~ - oonen T
. December 1997. The settlement agreement stipulated,
* in part, that Hudson’s'operatorship was terminated as to
- rights for all depths below the stratigraphic equlvalent ‘
- of the base of the San Andres: formation (shown as a
depth of 4,230 feet in the BTA 8809 JV-P Puckett Well
~ No. 1, as furthier described in Finding No. 4 above);

(c) Hudson owns no interest in the subject well or Units;
. arld T . Tt e

(d) Hudson has very limited experience drilling and
operating deep wells in this area.
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(11) The Iverson Group does not obJect to Marbob dnlhng and operatmg the :
proposed Knockabout Federal Well No. 1. :

(12) The Iverson Group also requested that any pooling order issued by the
Commission contain certain prov1s1ons not currently contained within a standard compulsory

pooling order. These provisions, summanzed briefly as. follows, would grant addltlonal

nghts to pooled workmg mterest owners:
@ - ‘each pooled workrng mterest owner shall have access at
~ all reasonable times'to the area pooled, and shall have -

. .access at reasonable times to mformatlon pertalmng to

'the development or operatron thereof .

- (b) - rat easmg pomt in the Morrow formation, each pooled
working interest owner shall have the opportunity to
~ elect to either participate or not participate in the
- completion of the well. If such owner elects not to
~participate, the operator. shall reimburse to that party its
" share of advance well completion costs. Suchnon-
consent owners shall be subject to a 200% nsk charge
) for such completlon costs, and .

(e) - the “Accountmg Procedure Jomt Operatlons subm1tted .
- vas Apphcant s Exh1b1t No 5 shall be mcorporated in
5 p.'.'_“'i'_rts entlrety T g

e (13) D1v1$1on records demonstrate that both shallow and deep oil. productlon has T
- - been-encountered in: Townshrp 17 South, Range 31 East, NMPM. . Although Marbob's - = -'.o'
. witnesses testified at the examiner hearing that it does not anticipate encountermg shallow 3 R S

oo : '-productron in’ the Knockabout Federal Well No..1, -there - exists ‘a’ possibility that 0111_;"'?- RSN

production from the Paddock, Yeso, Abo, Wolfcamp, Clsco/Canyon and/or Atoka fOrmattons T SUIE
- maybe encountered in the wellbore , S T

P (14) Marbob’s proposal to allow  Hudson to drill and operate the Knockabout .
- Federal ' Well No. 1'will economically benefit the workmg interest owners 1in the well in the, -
~event 011 product1on is encountered : : -

(15) The evrdence presented at the examiner hearmg demonstrates only that there
have been previous disagreements over operations in this area between the Iverson Group
and Hudson. It does not establish that Hudson has-operated its wells in this area in an
imprudent manner or otherwisé* mlsmanaged its properties. : e

(16) There is also no basis to conclude that Hudson is not capable of drilling and
operating the proposed Knockabout Federal Well No. 1 in a responsible and prudent manner.
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(17) Marbob’s request to allow Hudson to drill and operate  the Knockabout
Federal Well No 1 is reasonable, Justlﬁed and should therefore be approved

(18) There is not sufficient Justlﬁcatron to amend the Comm1ss1on s standard
- compulsory pooling ordér by mcorporatmg the Iverson Group s proposed additional poohng ‘
- provisions. T .

L 19) To av01d the dnlhng of unnecessary wells, protect correlatrve nghts prevent .
. waste and afford to. the owner of each interest in the Units the: opportunity to recover.or .~
.- receive without unnecessary expense its just and fair share of hydrocarbons this apphcatlon

" should be approved by pooling all uncommrtted interests, Whatever they may be, in the oil. -

- and gas w1th1n the Umts

o (20) Hudson Oil Company of Texas should be des1gnated the operator of the
sub_]ect well and of the Units.

(21) Any pooled workmg interest owner who does ‘not pay its -share of estlmated -

well costs should have withheld from production its share of reasonable well.costs plus-an = -

o addltlonal 200% thereof asa reasonable charge for the risk mvolved in drilling the well

e (22) Reasonable charges for superv1s10n (combmed ﬁxed rates) should be fixedat -
85, 500 00 per month. while drilling and $550.00 per month while producing,. prov1ded that ~ R
_ these rates should be adjusted annually: pursuant to Sectlon III 1 A3 of the COPAS form SRR

L titled “Accounttng Procedure-Jomt Operatzons

IT IS THEREFORE ORDERED THAT B R SR

(1) Pursuant to’ the apphcatlon of Marbob Energy Corporatlon, all uncommltted.fi-.i. : :
' ;._mmeral mterests from a correlatrVe depth of 4,230 feet (as found on the: Compensated;'_.; v L
L Neutron/L1thodens1ty well log for thie BTA 8809 JV-P Puckett Well No.1: (API No. 30-015- " =+ i

N 25976) located 1880 feet from the North and East hnes (Unit G) of Section 25, Towmship 17 - AR

' South, Range 31 East, NMPM, Eddy County, New Mexico) to the base of the the Morrow -~
- formation underlying the S/2 of Section 12, Township 17 South, Range 31 East; NMPM' :

- Eddy County, New Mex1co are hereby pooled in the followmg manner

the S/2 to form a standard 320-acre spacing and proration unit
- for any formations and/or pools spaced on 320 acres within this
vertical extent which presently include but are not necessarily
e limited to the Undesignated Fren-Morrow Gas Pool;

the SW/4 to form a standard 160-acre spacing and proration
unit for any formations and/or pools spaced on 160 acres
~ within this vertical extent; and
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the NE/4 SW/4 to form a standard 40-acre spacing and . , o

proration unit for any formations and/or pools spaced on 40 C e T

acres within this vertical extent which presently include but are o
.--not necessarily limited to the Undesignated Grayburg-Jackson _ s
(SevenrRivers-‘queen-Grayburg-San Andres) Pool. T L

The above-descnbed Units are to be dedicated to the applicant’s Knockabout Federal Well'

~ No. 1. which is: to be drilled at a standard well location 1830 feet from the South hne and wo -

E 1980 feet from the West line (Umt K) of Section 12.

SR (2) The operator of the Umts shall commence dnlhng the proposed Well on-or
before June 15 2005 and shall thereafter contmue dnlhng the well ‘with due d111gence to test

the Morrow formation. . , _ y

- (3) , In the event the operator does not commence drilling the proposed well onor . .
before June 15, 2005, Ordering Paragraph (1) shall be of no effect, unless the operator o
obtains at1me extension from the Division Dlrector for good cause. . .. i

(4) Should the subject well not be dnlled and completed w1thm 120.days after - -

commencement thereof, Ordering Paragraph (1) shall be of no further. effect, and the Units - -

- created by this-Order shall terminate unless the operator appears before the. D1v1sxon Director

. and. obtains-an-extension. of tlme to complete the well for’ good cause. demornstrated by
~;’,sat1sfactory ev1dence o . B TSP T TR .

) Upon ﬁnal pluggmg and abandonment of the subJect well the pooled Umts C

.";. ‘?vcfeated by thlS Order shall termmate, unless th1s order has been amended to authonze ﬁlrther: o
~.operat10ns TR :

: subJect well and of the Umts

(7) Aﬁer poolmg, uncomrmtted workmg interest owners are referred to as pooled '

Lo workmg interest owners. .(“Pooled working interest owners” are owners of working interests .

in the Units; mcludmg unleased mineral . interests, who. are not partles to an operating .-
-agreement governing the Units.) After the effective date of this order the operator shall -
- furnish the Division and each known pooled working interest owner in the Units an itemized
- schedule of est1mated costs of dnlhng, completmg and equipping the subject well ("well

costs")

(8) Any: pooled working interest owner who has elected to pay and pays.its share
of estimated well costs in advance shall remain liable for operating costs but shall not be
liable for risk charges. Pooled working interest owners who have elected not to pay their

Hudson Oll Company of Texas is hereby des1gnated the operator of the e




Case No. 13348
Order No. R-12275-C
Page 7

share of estimated well costs as. provrded in thlS paragraph shall be referred to as "non- .
_consentmg working interest owners." _

9 All pooled working interest owners have been furmshed a schedule of well
costs, and have made their elections. No ﬁJ.rther electrons as to Jommg in the well are ..
granted by th1s order. -

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

(10)  The operator shall furnish the Division and each known pooled working

45. days following receipt of the schedule, the actual well costs shall be deemed to.be-the . .

reasonable well costs. - If there:is an objection to actual well costs within the 45- day penod
the Division will determme reasonable well costs after public notice and hearing. '

(11) Within 60 days followmg determmatlon of reasonable well costs any pooled
working interest owner who. has paid -its share of estimated costs-in advance as prov1ded
~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, 1f any, that the estlmated :
well costs it has pa1d exceed its share of reasonable well costs. , R

(12) The operator is hereby authonzed to withhold the followmg costs and charges
from production:. . ST o .

(a)  the- proportionate share ~of reasonable well costs -
- attributable to each non-consentmg workmg mterest
- ‘owner; and. . ~ . o

. (b) - . as a charge for the risk involved in dnlhng the well, :
R A200% of the above:costs. e

_ ( 13) The operator shall dlstnbute the costs and charges withheld from productlon,
uproportronately, to the parties who advanced the well costs. :

(14) Reasonable charges for- superv1s10n (combined ﬁxed rates) are hereby ﬁxed at -
$5,500.00 per month while drilling and $550.00 per month while producing, provided that
these rates shall be adjusted annually pursuant to Section III.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,
attributable to pooled working interest owners. :

(15) . Except as provided in Ordering Paragraphs (12)" and (14) above, all proceeds
from production from the well that are not disbursed for any reason shall be placed in escrow
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in Eddy County, New Mexico, to be paid to the true owner thereof upon demand and proof of
ownership. The operator shall notify the Division of the name and address of the escrow R
agent within 30 days from the date of ﬁrst deposit with the escrow agent

- (16) Any unleased mmeral interest shall be consrdered a seven-erghths (7/8)

o ‘working interest and a one-eighth (1/8) royalty interest for the purpose of allocating costs and N

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 productron, and 1o costs or charges '

o fshall be Wlthheld from productron attnbutable to royalty interests.

(17) ShOuld all the part1es to th1s compulsory poolmg order reach voluntary LR .

agreement subsequent to entry of tlns order thls order shall thereaﬁer be of no further effect

, (18) The operator of the well and Umts shall notify the D1v1s10n in wntmg of the - -
subsequent’ voluntary agreement of all partres subject to the forced poolmg prov1s10ns of t}:ns ~
order. . . v '

(19)- : Tlns 'brder,?having been issued pursuant to the agreement of the parties, isvhalll
not be cited as precedent in any future case where similar or related issues may be raised.
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(20) Junsdlctlon of th1s case is retained for the entry of such further orders as the
Comnussmn may deem necessary. _ _ .

DONE at Santa Fe, New Mex1co, on the day and year heremabove des1gnated

 STATE OF NEW MEXICO
OIL ONSERVATION COMMISSION

SEAL'
| APPROVED AND AGREED TO

‘William F. C |
. Attorney for Marbob Energy Company and
.- Hu on 011 Company of Texas ;- R

i es G Bruce =
- Httorney for the Iverson Group .




