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

I Jai 20 B 21

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

APPLICATION OF MACK ENERGY
CORPORATION FOR COMPULSORY
POOLING, LEA COUNTY, NEW MEXICO. ' Case No. 14,763

MACK ENERGY CORPORATION'S
RESPONSE TO MOTION TO DISMISS

Mack Energy Corporation ("Mack") submits this Response in opposition to the Motion to
Dismiss filed by Tom M. Ragsdale ("Mr. Ragsdale") and Siana Oil & Gas LLP ("Siana").
L Facts.

.Mack is operator of the Cockburn A State Well No. 5 (the "well") aﬁ existing well,
completed in the Abo formation,v located in the SEYANWY4 of Section ’3'2, Township 17 South, -
Range 33 East, NM.P.M. The working interest in the well unit, acquired by the parties to this
case in 2004, is owned 6.25% by Mr. Ragsdale, with the remaining 93.75% owned by Mack-
related entities. There is no operating agreement covering the subject land and well.!

Mack desires to re-enter and frac the well to increase production. The following is a
timeline of contacts between the parties regarding the proposed operation:
(a) Mack sent Mr. Ragsdale a re-entry proposal, with an AFE, by letter dated August

30, 2011.

The prior operator of the well, 'OXY, owned 100% of the working interest, so there was no need for an
operating agreement.



(b) Mack's engineer, Lee Livingston, ‘and Siana's operations manager, Matt Doffer
(acting on Mr. Ragsdale's behalf), had at least three telephone discussions during
September and October 2011 discussing the proposal. Siana never signed the AFE.

(©) Mack filed its application on November 1, 2011, seeking an order pooling the

uncommitted mineral interest from the surface to the base of the Abo fqrmation

underlying the SEVANWY: of Section 32.

(d) Mr. Ragsdale's Texas attorney, Tom Zabel, called Mack's landman, Staci Sanders,

on November 21, 201 1, and requested that Mack send his client an operating agreement.

A proposed operating agreement was sent by Mack to Mr. Ragsdale by letter dated

December 7, 2011. Mr. Ragsdale has never sent Mack any comments on the agreement.

(e) The hearing in this matter was originally scheduled for December 1, 2011. Mack

voluntarily continued the case to the December 15, 2011 and the January 5, 2012

hearings, at Mr. Ragsdale 's request.

See Mack Exhibit 2, the testimony of the witnesses, and the case file.

Mack also presented evidence at the hearing that re-entering and fracing the well (i) will
recover additional reserves, (ii) should be economic, and (iii) entails geological and mechanical
risk.

II. . Argument.

Mr. Ragsdale first claims that Mack is not in compliance with pooling statutes because it
did not enter into an operating agreement with Mr. Ragsdale after assuming operations in 2004.
However, under the case of Bellet v. Grynberg, 114 N.M. 690, 845 P.2d 784 (S. Ct. 1992) (copy
enclosed), Mack was entitled to operate the well without an éperating agreement, and recover

operating costs. The Court in Bellet found that, in a situation identical to the present case, the



working interest owners were co-tenants, and the law implies a contract for the non-operator to
pay its proportionate share of reasonable and necessary operating expenses to the operator of a
well. To be sure, the evidence presented at the hearing demonstrates that Mr. Ragsdale acted in
accordance with this well established principle by paying his joint interest billings for many
years.

In addition, Mr. Ragsdale, at any time over the last 7-8 years, could have requested an
operating agreement or could have force pooled all interests into the well unit. He did not do S0,
although he was fully aware of the land matters affecting the well. The Division should not
penalize Mack for Mr. Ragsdale's own neglect. See Hegarty v. Board of Oil, Gas, and Mining,
57 P.3d 1042 (Utah 2002).

Mr. Ragsdale next complains that Mack has not complied with NMSA 1978 §70-2-18.B,
which states:

Any operator failing to obtain voluntary pooling agreements, or failing to apply for an

order of the division pooling the lands dedicated to the spacing or proration unit as

required by this section, shall nevertheless be liable to account and pay each owner of
minerals or leasehold interest, including owners of overriding royalty interests and other
payments out of production, either the amount to which each interest would be entitled if
pooling had occurred or the amount to which each interest is entitled in the absence of
pooling, whichever is greater.
(Emphasis added). Mr. Ragsdale misinterprets this statute. This statute is meant to protect a
landowner when a tract of land is not pooled into a larger well unit. For example, assume that
the E% of Section 32 was dedicated to a Morrow well, located on the SEVaNWY4 of Section 32,
and the SEVaNW'4 had never been committed to the well by voluntary agreement or compulsory
pooling. In that situation, the above statute would apply, and Mr. Ragsdale would be entitled to

his 6.25% WOrking interest in the well's proceeds until pooling occurred, rather than a 6.25% x

40/320 = 0.78125% working interest if pooling had previously occurred. Attached hereto as



Exhibit A is a summary of the Wyoming case of Moncriefv. Harvey, 816 P.2d 97 (Wyo. 1991),
which is directly on point and confirms Mack's interpretation of the statute. Because the case at
hand involves a 40 acre well unit, without other lands involved, and Mr. Ragsdale has always
received the proceeds he would be entitled to under any scenario (whether voluntary or
compulsory pooling), Mr. Ragsdale is not entitled to any additional interest in the well simply
because no order has been entered pooling his interest: His working interest is 6.25% as a tenant
in common, and it will be 6.25% under a pooling order or operating agreement.

Next Mr. Ragsdale claims lack of good faith in seeking compulsory pooling. However,
the orders cited by Mr. Ragsdale contradict his argument. Order No. R-13155 involved a case
where the épplicant never proposed a well before filing a pooling application.‘ In the present
case, Mack proposed the re-entry to Mr. Ragsdale two months before filing its pooling
application.

Order No. R-13165 held that a pooling applicant should send to a working interest owner
a proposal with an AFE, which includes the well's location, at least 30 days before filing a
pooling application. This was done by Mack. It also states that a JOA need not be sent with the
proposal, although one should be furnished promptly upon request. . This wasv also done by Mack.
The facts set forth above show thaf Mack more than satisfied the pooling statutes and the
Division's requirements.

Finally, Mack notes that Mr. Ragsdale himself testified that there was "significant risk" in
the re-entry proposal, thus completely undermining Siana's request that no risk charge be
assessed if the pooling application is granted. There is no evidence of record justifying a

reduction in the standard cost + 200% risk charge.



WHEREFORE, Mack requests that (1) Mr. Ragsdale's motion be denied, (2) Mack's
application be granted, (3) the order provide for a 200% risk charge, and (4) the Division award
such further relief as is proper.

Respectfully submitted,

Y

jnes Bruce
Pgst Office Box 1056

Santa Fe, New Mexico 87504
(505) 982-2043 -

Attorney for Mack Energy Corporation

CERTIFICATE OF SERVICE

I hereby certify that a copy of the foregoing pleading was served upon the following
counsel of record this i 9% day of January, 2012 by facsimile transmission and United
States Mail:

J. Scott Hall

Montgomery & Andrews, P A.
P.O. Box 2307

Santa Fe, New Mexico 87504
(505) 982-4289

J ztmes Bruce



Nonunitized Royalty Interest Owner

The Wyoming Royalty Payment Act, Wyo. Stat.
§§ 30-5-301 et seq. (1977), was construed in Moncrief v. Har-
vey, Docket No. 90-122, (Wyo., filed July 18, 1991). Har-
vey brought suit under the Act against W.A. Moncrief, Jr.
and Texaco Inc. for unpaid proceeds of production, interest
at the penalty rate of 18% per annum, and attorney fees.

The court generally upheld judgment for Harvey entered
against Moncrief for $1,462,117.79 plus attorney fees of
$259,996.22, and against Texaco for $26,266.90, with ad-
justments of the interest initially awarded.

Harvey retained a 5% overriding royalty in a state oil and
gas lease which was assigned to Texaco, and later to Mon-
crief. A voluntary unit was formed encompassing the lessor
and working interests in that lease along with other lands.
Harvey did not voluntarily join, nor was he force pooled into
the unit. A productive well was established on the lease, and
Harvey sought proceeds of production on a lease basis. In
the absence of a voluntary joinder, contractual provisions
in the lease, or force pooling, Harvey was entitled to 5% of
the well proceeds rather than a lesser amount under the unit
formula.

Harvey also sought to make Texaco jointly and severally
liable for the amounts owed by Moncrief on the basis that
Texaco, as predecessor, remained liable to him under a sub-
lease theory. Such theory was inapplicable as the principle
of proportionate responsibility was the most equitable basis
of allocating liability for nonpayment. This is a very signifi-
cant introduction of equitable doctrines into oil and gas law.
The result will be less predictability due to the much more
subjective nature of assessing the equities present in any given
case. :

Although Texaco was liable to Harvey for nonpayment
of royalties, it was not subject to the penalty interest and at-
torney fees provisions of the Act, as it was neither an “oper-
ator” nor “lessee” as defined therein. Also, Texaco was not
liable for prejudgment interest on its share of unpaid royal-
ties. The Act applies to disputes regarding who should be
paid, as well as the correct amount payable. Had Moncrief
deposited the disputed amounts into escrow, it could have
avoided the 18% penalty interest rate and Harvey’s attorney
fees. Wyoming adopted the “United States Rule” requiring
that, in the absence of agreement, partial payments on any
interest bearing debt are applied first to accrued interest and
then to principal.

EXHIBIT
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BELLET V. GRYNBERG, 114 N.M. 690, 845 P.2d 784 (S. Ct. 1992)

MARILYN BELLET, RUTH LEVANTHAL, and AUDREY MERVES,
Plaintiffs-Appellees,
Vs.

JACK GRYNBERG, d/b/a JACK GRYNBERG and ASSOCIATES,
Defendant-Appellant, v. NANCY ROBERTS SCHROEDER,
Executrix of the Estate of Victor Roberts,
deceased, Additional Party
Defendant-Appellee.

No. 20,374
SUPREME COURT OF NEW MEXICO
114 N.M. 690, 845 P.2d 784
November 16, 1992, Filed
Appeal from the District Court of Eddy County. Fred A. Watson, District Judge

COUNSEL
For Appellant: James E. Kirk, Albuguerque, NM.
For Appellees: W. T. Martin, Jr., Carlsbad, NM.
JUDGES
FROST, RANSOM, FRANCHINI
AUTHOR: FROST
OPINION

FROST, Justice.

{*691} On August 15, 1991, the trial court ordered the Appellee working interest owners, Marilyn
Bellet, Ruth Levanthal, Audrey Merves, and the estate of Victor Roberts, to pay the oil well operator
Jack Grynberg, Appellant, their proportionate shares of the oil well operation costs from November
1982 through December 1985. The trial court denied Grynberg's request for prejudgment interest,
however, and further concluded that the Appellees were not responsible for operation costs after January
1986. Grynberg appeals and challenges these findings and conclusions by the trial court. We reverse
the trial court's decision on the issue of prejudgment interest and remand to the trial court so that it may
include the interest at the statutory rate. We affirm the trial court's decision denying operation costs as
personal obligations of the Appellees after January 1986.

L.

By 1974, Grynberg was operating the six Eagle Creek oil wells GR-1 through GR-6 in Eddy County,
New Mexico that are at the center of this dispute. From 1974 through November 1982, Navajo Crude
Oil Purchasing Company (Navajo) purchased all of the oil from the six wells and made regular
payments directly to the working interest owners. In 1977, Grynberg filed a claim against the Appellees
alleging they had not paid their share of the operating costs from 1975 through 1982. In 1983, in a prior
case numbered CV-77-377, the trial court ordered the Appellees to pay their shares of the operating
costs and "continue to pay such operating costs and the operator's fee that has been charged by the

{ *692} Plaintiff in the past for operation in the future until such time as the parties enter into an
operating agreement covering the said wells."

Contrary to the expectations of the trial court, the parties never signed an operating agreement, and
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contrary to the order of the trial court, the Appellees did not pay their share of the operating costs
accrued after November 1982. In September 1985, the Appellees brought suit to obtain from Grynberg
an accounting of operating costs on the six oil wells that they alleged were operating at a loss.
Grynberg counterclaimed to recover the operating expenses unpaid since November 1982. Grynberg
now attacks specific findings and conclusions made by the trial court on August 15, 1991.

I1.

First, Grynberg attacks the findings and conclusions on the prejudgment interest issue. The trial court
found that Grynberg "intended to collect interest at the rate of 15% compounded monthly, which is in
excess of the statutory rate of 15% simple interest allowed in cases where interest is not specified by
written contract." The trial court concluded that the judgment "shall not bear pre-judgment interest by

_reason of Defendant Grynberg's attempt to impose and collect interest in excess of the rate allowed by
law."

The trial court's finding, without so saying, is based on the affirmative defense of usury. See generally
Maulsby v. Magnuson, 107 N.M. 223, 224, 755 P.2d 67. 68 (1988) (defendants properly raised the
affirmative defense of usury). The Appellees did not include the defense of usury in their pleadings.
Apparently, the trial court considered the issue of usury to have been tried with Grynberg's implied
consent and deemed the pleadings amended in accordance with SCRA 1986, 1-015(B) (Repl. Pamp.
1992) to reflect that perception. Grynberyg contends that this amendment was an abuse of discrétion. We
agree.

"Amendments are within the trial court's discretion and will be reversed on appeal only for abuse of

- discretion." Schmitz v. Smentowski, 109 N.M. 386. 390, 785 P.2d 726. 730 (1990). Finding an abuse of
discretion is appropriate when the opposing party has been prejudiced by the amendment. Laurie R. v.
New Mexico Human Servs. Dep't, 107 N.M. 529, 533, 760 P.2d 1295, 1299 (Ct. App. 1988). Prejudice
occurred if the party did not have a fair opportunity to defend the theory or could have offered additional
evidence on the new theory. Schmitz, 109 N.M. at 391, 785 P.2d at 731.

"“The theory of pleadings is to give the parties fair notice of the claims and defenses against them, and
the grounds upon which they are based." Id. at 389, 785 P.2d at 729. Even if a theory was not pleaded, if
it was tried by implied consent it indicates that the party was aware of the unpleaded theory being
alleged and had the opportunity to defend against it, thereby preventing a finding of prejudice. However,
implied consent to a theory is not indicated when unobjected-to-evidence is relevant to other pleaded
theories. Id. at 390, 785 P.2d at 730,

While Grynberg did testify that he intended to charge 15% interest compounded monthly, this
miscalculation did not per se indicate usury. The seminal case on the issue in New Mexico mandates
that a specific intent to violate the usury law must be shown to prevail on that defense. Maulsby, 107
N.M. at 225. 755 P.2d at 69. The word "usury" did not come up during the trial and the testimony cited
by the Appellees as dealing with usury was, when considered in context, addressed to the issue of
determining the proper amount of prejudgment interest. For this reason, usury was not tried with
Grynberg's implied consent.

Furthermore, we believe Grynberg could have defended the usury theory had he known it to be an
issue. For example, he could have introduced evidence indicating his lack of intent to violate the usury
law. By the time the Appellees raised the defense of usury in their requested findings of fact and
conclusions of law, Grynberg to his prejudice was precluded from introducing this additional evidence.

{¥693) The Appellees note that even had Grynherg objected, the issue of usury could have been
argued, "if 'the presentation of the merits of the action would have been subserved thereby." George M.
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Morris Constr. Co. v. Four Seasons Motor Inn, Inc., 90 N.M. 654, 658, 367 P.2d 965, 969 (1977)
(quoting an earlier version of Rule -015(B)). This is true only if no prejudice would result from the
amendment. If prejudice would result, then allowing the unpleaded theory to be argued, and granting an
amendment, would be an abuse of discretion. Here, Grynberg did not even have the opportunity to
object because he was unaware that the defense of usury was at issue.

Because the affirmative defense of usury was not properly pleaded and because the resulting prejudice
should have prevented the trial court from deeming those pleadings amended, the issue of usury was
waived. "It is well settled that an affirmative defense not pleaded or otherwise properly raised is waived"
and may not be considered on appeal Xorbox v. Naturita Supply Co., 101 N.M. 337. 339, 681 P.2d
1114, 1116 (1984).

Thus, we must resolve the issue of prejudgment interest without considering the defense of usury. In
Ranch World of New Mexico, Inc. v. Berry Land & Cattle Co., 110 N.M. 402, 796 P.2d 1098
(1990), we stated:

This Court has adopted the view of the Restatement of Contracts § 337(a) (1932) that
prejudgment interest should be awarded as a matter of right where the defendant has breached a
contract to pay a definite sum of money. Nevertheless, we also recognize that the award should
not be made "arbitrarily without regard for the equities of each particular situation.”

.. It is the defendant's burden to adduce a sufficient basis for the denial of such an award
where the amount due is known with reasonable certainly [sic] at the time of defendant's breach.
Certainly one of the foremost equitable considerations before a trial court is the fact that a
plaintiff has been denied the use of the money during the pendency of the lawsuit. In the case of
a liquidated debt, prejudgment interest generally should be awarded absent peculiar
circumstances. The award does not represent a penalty, but is in the nature of compensation for
the loss of the use of the funds.

Id. at 404, 796 P.2d at 1100 (citations omitted). Without the benefit of the defense of usury, we cannot
see any reason why the Appellees should not be required to fully compensate Grynberg for the loss of
the use of the delinquent oil well operation costs. Accordingly, we remand to the trial court so that it
may calculate the proper amount of prejudgment interest at the statutory rate.

1L

Grynberg also claims that the trial court erred in denying him a personal judgment against Appellees
for operation costs after January 1986. He contends that the 1983 order requiring the Appellees to pay
future operation costs until the parties entered into an operating agreement (and the parties never did)

- should have barred relitigation of the operation costs issue. We find that while the trial court did
acknowledge the validity of the 1983 order, it concluded that changed circumstances in 1986 (the
operation of the wells at a loss for speculative recovery purposes) prevented the order's application after
that time. We agree.

Res judicata bars a subsequent suit when a judgment was adjudicated on the merits in a previous
lawsuit involving the same cause of action and the same parties. State v. Cotton Belt Ins. Co., 97 N.M.
152, 153-54, 637 P.2d 834, 835-36 (1981). However, changed circumstances may prevent res judicata
from operating, as we explained in Cotton Belt :

"The doctrine of res judicata was never intended to operate so as to prevent a reexamination of
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the same question between the same parties where, in the interval between the first and second
actions, the facts have materially changed or new facts have occurred which may have altered the
legal rights or relations of the litigants."

Id. at 154, 637 P.2d at 836 (quoting Hurd v. Albert, 3 P.2d 545, 549 (Cal. 1931)).

[/ *694) In the 1983 order, the trial court presupposed that the profit from the wells would exceed the
operating costs. In the present action, the trial court found that production had become marginal in late
1985, and beginning in September 1986 to the date of the final hearing on April 30, 1991, the wells were
operated at a cumulative net loss of more than $ 150,000. The trial court further found that Grynberg's
objective in continuing to operate the wells at a loss was to preserve the wells for a secondary recovery
program using water flooding or carbon dioxide injection. The court found that this operation was for a
speculative purpose. GGrynberg does not attack any of these fact findings, so they are binding for the
purposes of this appeal. Cordova v. Broadbent, 107 N.M. 215, 216, 755 P.2d 59. 60 (1988). These new
facts did alter the legal rights of the litigants, thereby preventing the application of res judicata.

Thus, the trial court properly reconsidered the operation costs issue. However, the trial court grappled
with an issue of first impression in this state. New Mexico statutory and case law is silent as to the legal
rights and obligations of working interest owners of a leasehold absent an operating agreement.
Following Texas law, the trial court addressed the working interest owners' relationship based upon their
status as cotenants. We adopt Texas law on this issue.

In Neeley v. Intercity Management Corp., 732 S.W.2d 644 (Tex. Ct. App. 1987), the court set out the
general rules governing the relationship between cotenants. The term "nonconsenting" means that the
nonoperating cotenant has not given his express or implied consent to share in the expenses of
exploration, drilling, development, or operation of an oil well in an operating agreement or otherwise.
See id. at 646. The court held that in the absence of an operating agreement addressing this eventuality,
an operating cotenant has the right to proportionate reimbursement from a nonconsenting cotenant by
way of personal judgment or equitable lien when he spends money that is reasonable and necessary to
preserve the common estate. Id. The law, in effect, implies a contract on the part of the nonconsenting
cotenant to pay his proportionate share of the reasonable and necessary expenses. Id.

However, the operating cotenant may only recover "out of the share in actual production " for money
spent speculatively. Id. (construing Shaw & Estes v. Texas Consol. Oils, 299 S.W. 307, 313 (Tex. Civ.
App. 1957)). In Neeley, the appellants contested the special issue submitted to the jury at trial that
allowed the appellees to recover operating expenses billed on an oil field that "wasn't producing enough
to pay for itself." Neeley, 732 S.W.2d at 647. The appellate court reversed the trial court, holding that
the "appellees were not entitled to recover for speculative efforts to preserve the common estate, if
unsuccessful." Id. A distinction must be made between expenditures which are necessary and reasonable
to preserve the estate from those which are speculative and not necessary to protect the cotenants' rights.
If the expenditures are necessary and reasonable, the operating cotenant may obtain a personal judgment
against the other owners for their pro-rata share of all expenses. However, for expenditures speculatively
made, the operating cotenant may seek reimbursement only from production.

The trial court properly applied the above described principles to our set of facts. First, the Appellees
were nonconsenting working interest owners because they had no operating agreement and made no
other express or implied promise to pay operation expenses. Second, the trial court refused to imply a
contract between the Appellees and Grynberg after 1986 because it properly found that the operating
expenses beginning in 1986 were not reasonable and necessary to preserve the estate. As there was no
contract, implied by law or otherwise, the trial court properly determined that (:rynberg was not
entitled to recover, except out of proceeds, the operation expenses speculatively applied towards the

http://www.conwaygreene.com/ 1 src/lpext.dll/nmcases/3/1f46a/1{f77f?f=templates&fn=docu... 1/4/2012

T eI R B SRR e




. “NextPage LivePublish | » rage > or >

secondary recovery of oil.

‘Most other states have not yet had the opportunity to deal with this particular oil product:on problem.
;"fOur resolution of this issue attempts to protect the operating cotenants, the nonoperating nonconsenting
- {*693} cotenants, and the public's need for oil. The law of oil and gas is designed to further oil and gas
“exploration and development. Our goal should be to promote oil development and at the same time
iproperly allocate the monetary risks of keeping oil wells in production.

We believe our holding achieves this objective. The operating cotenant will feel comfortable expending
money for "necessary and reasonable" maintenance on the wells, knowing the nonconsenting cotenants
are legally responsible for paying their share of these costs. In addition, the nonoperating nonconsenting
cotenants will be protected from bearing the personal risk of speculative efforts to preserve the
production of the well.

For the reasons expressed herein, we reverse and remand in part and affirm in part.

IT 1S SO ORDERED.

STANLEY F. FROST, Justice

WE CONCUR:

RICHARD E. RANSOM, Chief Justice

GENE E. FRANCHINI, Justice

Copyrxght © 2007 State of New Mexico. All nghts reserved.
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