STATE OF NEW MEXICO
ENERGY, MINERALS AND NATURAL RESOURCES DEPARTMENT
OIL CON SERVATION DIV ISION - :

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

'CASE NO. 14880
- ORDER NO. R-13630

APPLICATION OF COG OPERATING LLC FOR A NON-STANDARD
- SPACING AND PRORATION UNIT AND COMPULSORY POOLING, EDDY -

- COUNTY, NEW MEXICO.

ORDER OF THE DIVISION

BY THE'DIVISION:

This case came on for hearmo at 8:15 a.m. on July 26, 2012 at Santa Fe, New
Memco bef01e Examiner Wllham V. Jones.

: NOW, ,-on this 19" day-of September, 2012, the Division Director, having
considered the__testimony,‘the record and the ree‘ommendations of the Examiner, :

| FIND§ THAT:

(1), Due pubhc notlce has been given, and the D1ws1on has _]LlllSdlCthI’l of this
- case and of the subject matte1

: 2). COG Opelatmg LLC (“Apphcant” or “Concho”) 18 ploposm0 to complete‘.

- for plOdUCtIOH the Loving Falcon 28 Well No. IH. (APIL No. .30-015-37000) (“the -
proposed”well"). " This well’ has been-drilled from a surface loeatlon 1980 feet from the -

4N01th line and 530 feet- from the East line. (Umt letter H) in a westelly direction, at '

. apploxunately 6100 feet true. ver tical depth 10.a.bottomhole location 1980 feet from-the .-

- . North lme and 350 feet from the West line (Umt lettel E) of Section 28, Township 23 -
~South, Range 28 East, NMPM in Eddy Counry, New Mexico. The well completion will

. be “standard”, all portions completed will be greater than or equal to 330 feet from the ‘
_ oute1 boundaly of the )10posed oil spacmﬂ and p1 or atlon unit and p1 oject area. .. -

S (3). Concho seeks dpp] oval ﬁom Lhe Dlvmon to dedlcate the S/’? of. 1he N/7 of ©
* Section 28 to the well to.form a non-standard 160 -acre oi} spacing and pror atjon:unit and.

plO]ect area (the “Unit") for a horizontal completxon in the Bone Spring founat]on South
Culebm B]uff— Bone Spun(T Pool (130 1)



Case No. 14880
Order No. R-13630
Page 2 of 6

-(4) - Concho further seeks to,pool all uncommitted interests in the Unit.

_ - (5) The South Culebra Bluff-Bone Spring Pool has no Special Rules;

therefore, well spacing in this pool is governed by statewide Rule 19.15.15.9.A NMAC,
which provides for- standard 40-acre units, each ‘comptising. a governmental quarter-
quarter section. The Unit consists of four adjacentquarter—quarter' sections.'

(6) Appllcant appealed at the heauno “and pxesented land and- erloolc"
evidence (o t]e effect that: - : .

: (a) ~All parties to be pooled are unleased miner al owners- and there are .
 no unlocatable OWners.- : )

"(b) -~ Concho acquired this well and commenced drilling it before
realizing all interests were not committed. All interest owners
have been located and one mineral interest owner, Mr. Larry A.
Jones, has not agreed to lease his interests or.commit to the well.

(¢) The well has been drilled but has not been produced. Concho.is
interested in the entire Bone Spring formation, but intends to
complete this well within the First Bone Spnno Sand membel of
the Bone Spring formation; .

(d) this area within the Bone Spring fOImann is smtable forh
' development by horizontal drilling; and -

(e) all quarter—quarter sections to be includecl_ in the Unit 'are--'expected'
to be productive in the Bone Spring formation, so that formation of -
the Unit as 1equested Wlll not: 1mpan correlative ri Clrhts ' '

_ (7) . Mr. Larry A. Jones of Central City, Nebraska enteled an appearance and.
-submitted a ple -hearing statement 1ndlcat1ng an opposition to'this appllcatlon but did not
appear and was not. 1ep1 esented at the hearln0 Thele were no: other appearances in this

case.
, _',The DiviSi011 eoncltldes that: -

= 8 - The D1v151on S well f1]e 1nd1cates the name of thls proposed well haq
,chanfred from the Falcon 28 Well No. 1H to the Loving Falcon 28 Well No. 1H. The
~ well file shows an operator change for this proposed well effective November 18, 2011
- from OGX Resources LLC to COG Production LLC. "The apphcant in this case is COG
. Ope1 ating LLC At the request.of the hearing examiner, attorney for Concho submitted a
" statément (see Case file). after the  hearing - explalmn0 the - 1elatlon§lnp between COG'

. Productlon LLC and COG Opel ating LLC
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(9) Approval -of the proposed 160-acre non-standard Spéléi11g and prorau'onv

unit will enable Applicant to complete its horizontal well and will efficiently produce the =

-Teserves undel]ymﬂ the Unit, thereby preventing waste, and will not impair couelauve
ri Ohts Apphcant s proposed Unit should be dpploved :

"(10)  Two or more separately owned tracts are embraced within the Unit; and/or -
there are royalty interests and/or undivided interests in 011 and -gas mmemls in one or
' H]OIC tracts that are separ dlely owned: '

(1 1) Appllccml is an owner of an oil and gas w011\1nc mLeIesl within- this Unit.
‘Applicant has the right to drill and. proposes to dull the proposed well to a common
source of supply at lhe proposed location: ' '

,',_(12) . There are interest owners in-this Unit. that have not agreed to pool their
interests. There are no un-locatable owners or evidence of a title dispute. Accordingly, -
provision for escrow of funds is not needed.

(13) - To avoid the drilling of unnecessary wells, protect correlative rights,
‘prevent waste and afford to the owner of each interest in this Unit the opportunity to
recover or receive without unnecessary expense its just and fair share of hydrocarbons,
this application should be approved by pooling all uncommitted interests, whatever they
. may be, in the oil and gas within this Unit.

_ (14) COG Operating LLC (OGRID 229137) should be designated the operator |
of the proposed well and of this Unit. S B :

(15) Any pooled wmkmo interest . owner who does not pay its share of
- estimated well.costs should have withheld from productlon its share of reasonable well
“costs plus an-additional 200% theleof as a 1easonable charge for the risk mvolved m}

d111hn(T the well

(16) " Reasonable char ges for 'Supel'visi'on‘(combined fiXéd rates) should be fixed
at $6,000 per month -while drilling and $600 per-month while producing, provided' that
these rates should be adjusted annually pmsuant to Section IIL1. A 3, of the COPAS form S

tltled “Accoumm g Pr OC@C]LLI e-Joint Opeiarlons

IT Iq THEREFORE ORDERED THAT

’(l) . Pursuant fo the appllcann of COG Opelatmo LLC (“App ICElHt ) anon-
~sfandard 160-acre oil spacing and proration unit (the “Unit”) 1s hereby established in the
Bone Splmo formation, South Culebra' Bluff-Bone Spring Pool (Pool Code . 15011),

consmtmo of the S/2-. of the N/2 of Sectron 28, Towns)np 23 Souﬂ Ra.nge 28 East, =

B NMPM in; Eddy County, New Mexico.” | e

_ ' (7) All uncommltted mtele@ts wl atevel they mdy be are hCIeby pooled in the
011 md gas wnhm Lhe Unit. - : : :
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3) The Unit shall be dedicated to Applicant’s Loving Falcon 28 Well No. 1H
~ (API No. 30-015-37000, “the proposed well"). This well has been drilled from a surface
~ location 1980 feet from the North line and 530 feet from the East line (Unit letter H) in a

. westerly direction, at approximately 6100 feet true vertical depth, to a bottomhole

" location 1980 feet from the North line and 350 feet from the West line (Unit letter E) of.
. Section 28, Township 23 South, Range 28 East, NMPM, in Eddy County, New Mexico.

The well completion will be “standard”, all portions completed will be greater than or.
.'equal to 3?0 feet frorn the outer boundary of the Unn :

4) The operator of this Unlt shall commence completron of the pr oposed well
on or before October 1, 2013 1n order to test the Bone Spun(7 formatlon -

; (5) . In the event the. operator does not commence completion of the proposed o

well on or before the date specified in the preceding paragraph, Ordering Paragraphs (1)
. and (2) shall be of no effect, unless the operator obtains a time ‘extension from the
~Division Director for good cause demonstrated by satisfactory evidence.

(6) - Should the proposed well not be completed within 120 days after
commencement thereof, then Ordering Paragraphs (1) and (2) shall be ‘of no further
effect, and the Unit created by this order shall terminate, unless operator appears before
the Division Director and obtains an extension of the time for completion of the proposed
well for good cause shown by satisfactory evidence. If the proposed well is drilled
horlzontally but is not completed in all of the quarter-quarter sections included in the Unit
within 120 days after commencement of drilling, then the operator shall apply to the
- Division for an amendment to this Order to contract the Unit so that it includes.only those
quarter quarter sectlons in which the well is completed -

(7) Upon final plu ging and abandonment of the proposed well and any other
- well drilled on this Unit pursuantto Division Rule 13.9, the pooled Unit created by this .
- Order shall termmate unless this 01de1 has been amended to authouze further operatlons

- _ (8) COG Operatrno LLC (OGRID 229137) is hereby desronated the operatori
o .Of the Well and of the Unit. o . o R

09 After poolmg, uncommltted WOILIHU interest ‘owners are 1efe11ed to as .
i pooled working interest -owners. “(“Pooled working 1nte1est owners” are Owners of
~ working 1nterests in the Umt including unleased mineral interests, who are: not parties to
.an operatrno agreement governing the Unit.) ‘After the effective date of this order, the
- operator shall furnish the Division and each lmown pooled working interest owner in the
-Unit an itemized schedule of estimated costs of dr illing, completing and equipping.the
-proposed well ("well costs") Estimated well costs shall’ be allocated among pooled
workrno 1nte1est owners based on then 1espect1ve 1nte1ests in the Unrt ' :

, (lO) thrn 30: ddys from the date the schedule of estnnated well costs is
’ftnmshed any pooled working 1nte1est owner shall have the right ‘to pay_its share” of ~
estnndted well costs to the operator in'lieu of paymo its share of 1easonable well costs’ out
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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
lmle of ‘estimated well costs as provided In le paragr aph shall thereafter be xefened to

ds non consentm(y w011\m0 intérest owners.'

( 11) - The .operator shall furnish ‘the Division and each known pool’ed working
interest owner (including non-consenting workirig interest ownexs) an itemized schedule
of actual well-costs within 90 days following completion of the proposed well. Actual
~well costs sha]] be allocated among pooled working -interest--owners based on their
“respective interests in the Unit.” If no objection to the actual well costs is received by the
‘Division, and ‘the Division has not objectéd, within 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 -period, the DlVlSlon will detelmme'
~ reasonable well costs after public notice and heaxmo S :

(12) . Within 60 days followm0 determination of reasonable well costs, any
-pooled wo1L1n0 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. .

(‘13.) The operator is hereby authonzed to Wlthhold the followmo costs and
* charges from productlon '

(a) the proportionate share of reasonable well costs .-
attributable to each non- consentmo WOI‘I\II’IC' interest
owner; and :

.(b) as azchargefor ‘_the risk involved in d1'illihg the well,
200% of the above costs. ' -

(14) The ope1ato1 shall - dmtubute the COStS . “and chdmeq w1thhe]d ﬁom",_

p1oduct1on pr op01 tlonately, to the pames ‘who advanced the well COStS.

_ ~ (15) - Reaqonable chal ges f01 supelvmon (combmed fmed 1ates) are I]exeby"'
._fmed at $6,000 per month while drilling.and .$600 per month while producing, pr ovided
that these rates shall be- adjusted apnually pursuant to: SGCUOH IIL.1.A3.of the COPAS

~form titled “Accoummg Pr ocedu;e Joint Operations.”- -The operator- is authorized to -

- withhold from production the propor tionate share of both the supervision-charges-and the

~actual expendltmes required for opel ating the well, not in excess of wh‘tt are Iedqonable S

: atmbutable to pooled wOr. kmo interest owners.

(]6) Any unleased mmelal mtelest shall -be COI]SldCICd a. ﬁeven emhthq (7/8)f :
WOIkmO interest: and a one- eloht] (1/8)- 10yalty interest for the purpose of: allocaling costs..

and chcuoeq tnder this order. Any well costs or char Ueq lhdt are. to be pdld out of .~
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production shall be withheld only from the working interests’ share of production, and no.
“costs or charges shall be withh’e]d _from production attributable to royalty interests.

- (17) Should all the pames to this compulsory poolmo order reach voluntdly‘ .
agreement qubsequent to entry of this- order, this order shall theleaftel be of no fmther '

effect
-(18)  The opesator of the well and the units shall notify the Division in writing: -
of the Subsequent voluntary agreement of all pames subject to the compulsmy poolmt*'

provisions of tlns order.

'(19) Jurisdiction of this case is retained for the entxy of quch fuxthel ordels as
the Dmsmn may deem necessary. :

g1 Santa Fé, New Mexico, on the day and yezir hereinabove designated.

STATE OF NEW MEXICO
OIL CONSERVATION DI_VISION

@vﬁg

JAMI BAILEY
Dlrector



