STATE OF NEW MEXICO )
ENERGY, MINERALS AND NATURAL RESOURCES DEPARTMENT
OIL CONSERVATION DIVISION

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

CONSIDERING:
CASE NO. 14268

ORDER NO. R-13059-A

APPLICATION OF DEVON ENERGY PRODUCTION COMPANY- FOR
COMPULSORY POOLING, EDDY COUNTY NEW MEXICO '

ORDER OF THE DIVISION -

BY THE DIVISION:
This case came on for hearing at 8:15 a.m: on January 22, 2009, at Santa Fe, New
Mexico, before Examiners Richard Ezeanyim, and Terry Warnell. : '

NOW, on this 11" day of February, 2009, the Division Director, having
considered the testimony, the record and the recommendations of the Examiners, .

FINDS THAT:

(1) Due public notice has been given, and the D1V1510n has JUHSdICtIOH of this
case and of the subject matter.

(2) The applicant, Devon Energy Production Company (“Applicant”), seeks
an order pooling all uncommitted interests from the surface to the base of the Morrow
formation underlying the E/2 of Section 15, Township 19 South, Range 31 East, NMPM,
Eddy County, New Mcx1co in the following manner:

The E/2 to form a standard 32O—a_cre gas spacing and proration-unit for any
formations and/or pools developed on 320-acre spacing within that vertical extent,
which presently mclude but are not necessarily limited to the West Lusk-Morrow
Gas Pool; .

The SE/4 to form a standard 160-acre oil or gas spacing and proration unit for any
formations ard/or pools developed on 160-acre spacing within that vertical extent,
which include but are not necessarily limited to the Undesignated Lusk-Strawn
Pool; and :

The NW/4 SE/4 to form a standard 40-acre oil spacing and proration unit for any
formations and/or pools developed on 40-acre spacing within that vertical extent,
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which include but are not necessérily limited to the Undesignated West Lusk-
Yates Pool, Undesignated Hackberry-Delaware Pool, and Undesignated
Hackberry-Bone Spring Pool. ‘ '

The above-described units (“the Units”) are to be dedicated to the Applicant’s proposed
Acme “15” Federal Com. Well No. 1 (API #30-015-36748) to be drilled at a standard gas
well location 1650 feet from the South line and 1650 feet from the East line (Unit J) of
Section 15 to test all formations from the surface to the base of the Morrow formation.

3) The primary target is the Morrow formation and the secondary target is the
Strawn formation. There were several working interest owners in the Strawn formation in
the NE/4 SE/4 of Section 15 who were not pooled by Order No. 13059 issued in Case
No. 14244 on November 20, 2008. At the time Case No. 14244 was filed, title
information in the NE/4 SE/4 of Section 15 was not complete, and Devon had to move
forward with the pooling of the E/2 of Section 15 as to the Morrow formation because of.
an expiring lease.

(4) Devon intends to drill the well to the Morrow formation, and if the
Morrow formation is not productive, it intends to re-complete the well in the Strawn
formation. Devon also seeks app1ova1 of the allocation formula as to a completlon
attempt in the Strawn formation.

(5) Two or more separately owned tracts are embraced within the Units,
and/or there are royalty interests and/or undivided interests in oil and gas minerals in one
or more tracts included in the Units that are separately owned.

(6) Applicant is an owner of an oil and gas working interest within the Units.
Applicant has the right to drill and proposes to drill its Acme “15” Federal Com. Well
No. 1 (API #30-015-36748) at a standa1d gas well location in the NW/4 SE/4 of Section
15 :
(7 There are interest owners in the proposed Units that have not agreed to-
pool their interests. However, title information in the Strawn formation in the NE/4 SE/4
of Section 15 is complex and unclear, thelcby requiring the need to set up an escrow
account.

(8) To avoid the drilling of unnecessary wells, protect correlative rights,
prevent waste and atford 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 application should-be approved by pooling all uncommitted interests, WhatGVCI they
may be, in the oil and gas within the Units,

(9)  The applicant should be designated the operator of the subject well and of
the Units. ) '
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(10)  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% (pursuant to Rule 35.A) thereof as a reasonable charge for
the risk involved in drilling the well.

(11)  Reasonable charges for supervision (combined fixed rates) should be fixed
at $6,600.00 per month while drilling and $660.00 per month while producing, provided
that these rates should be adjusted annually pursuant to Section I1I.1.A.3. of the COPAS
form titled “Aecounting Procedure-Joint Operations.”

IT IS THEREFORE ORDERED THAT:

(1) Pursuant to the apphcatlon of Devon Energy Production Company, all
uncommitted interests from the surface to the base of the Morrow formation underlying
the E/2 of Section 15, TOWDShlp 19 South, Range 31 East, NMPM Eddy County, New
Mexico, are hereby pooled in the following manner: :

The E/2 to form a standard 320-acre gas spacing and proration unit for any

formations .and/or pools developed on 320-acre spacing within that vertical extent,

which presently mclude but are not necessarily hmlted to the West Lusk-Morrow

Gas Pool

The SE/4 to form a standard 160-acre oil or gas spacing and proration unit for any

-formations and/or pools developed on 160-acre spacing within that vertical extent,
which include but are not necessarily limited to the Undesignated Lusk-Strawn
Pool; and ‘ ‘

The NW/4 SE/4 to form a standard 40-acre oil spacing and proration unit for any
formations and/or pools developed on 40-acre spacing within that vertical extent,
which include but are niot necessarily limited to the Undesignated West Lusk-
Yates Pool,. Undesignated Hackberry Delawale Pool, and Undesignated
Hackberry- B« ne Sprmg Pool. - '

The above descubed units (“thc Units™) shall be dedicated to the Applicant’s proposed
Acme “15” Federal Com. Well No. 1 (API #30-015-36748), to be drilled at a standard
gas well location 1650 feet from the South line and 1650 feet from the East line (Unit J)
of Section 15, to test all formations from the surface to the base of the Morrow formation.

(2) Devon shall initially test the Morrow foﬁnation, which 1s the primary
target, and if the Morrow tformation is not productive, Devon shall then recomplete the -
well to the Strawn formation.

_ (3) The cost allocation formula proposed by the applicant as shown in Exhibit
No. 8 attached to this order for a completion attempt in the Strawn formation is fair and
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reasonable and shall be adopted in this case. This cost allocation formula shall also be
adopted should a dual completion ’1tt€mpt be made in the Morrow and the Strawn
for matlons

(4) Devon Energy Production Company is hereby designated the operator of -

the subject well and of the Units.

(5) The operator of the Units shall commence dllllmg the proposed well on or
before February 28, 2010, and shall thereafter continue drilling the well with due
diligence to test the Morrow and Strawn formations.

(6) In the-event the operator does not commence drilling the prdposed well on

or before February 28, 2010, Ordering Paragraph (1) shall be of no effect, unless the
operator obtains a time extension from the Division Director for good cause.

(7) Should the subject well not be drilled and cornpleted within 120 days after |

commencement thereof, Ordering Paragraph (1) shall be of o further effect, and the 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 satistactory evidence. ‘

(8) Upon final plugging and abandonment of the subject well, and all other
wells drilled on the Units pursuant to Division Rule 13.9, the pooled Units created by this

Order shall terminate, unless this order has been amended to authorize further operations. .

9) After pooling, uncommitted working ‘interest owners are referred to as -
pooled working interest owners. (“Pooled working interest owners” are owners of

working interests in the Units, including un-leased mineral interests, who are not parties
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 estimated costs of drilling, completing and equipping the
subject well (“‘well costs”).

(10)  Within 30 days from the date the schedule of estimated well costs is

furnished, any pooled working interest owner shall have the right to 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 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
thc of estimated well costs as provided in thls ) mdgl aph 1 all thereafter be referred to
as “non-consenting working interest ownms

(L) The operator shall furnish the Division and each known pooled working
interest owner (including non-consenting working interest owners) an itemized schedule
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of actual well costs within 90 days ifollowing 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 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 Division will determine reasonable well costs after public notice

and hearing.

(12)  Within 60 days following determination of reasonable well costs, any
pooled working interest owrier 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 authorized to withhold the following costs and
charges trom production:

(@) . the proportionate share of reasonable well costs
: . attributable to each non-consenting workmg interest
‘ownen and : '

(b) as a charge for the risk involved in drilling the well
- 200% of the above costs.

(14)  The opelatm shall distribute the costs and charges w1thheld from
production, proportionately, to the parties who advanced the well costs.

(15) Reasonable charges for supervision (combined fixed rates) are hereby

fixed at $6,600.00 per month while drilling and $660.00 per month while producing,
provided that these rates shall be adjusted annually pursuant to Section I1I.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.

(16) Except as provided in Ordering Paragraphs (13) and (15) above, all
proceeds from production from-the well that are not disbursed for any reason shall be
placed in escrow in Eddy County, New Mexico, to be paid to the true owner thereof upon
demand and proof ofiownership The operator shall notify the Division Records Clerk in
Santa Fe of the nameland address ot the escrow agent within one (1) year from the date of
issuance of this oxdcx

(17)  Any u‘;nlea_sed mineral interest shall be considered a seven-cighths (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
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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.

(18)  Should all the parties to this compulsory pooling order reach voluntary |
agreement subsequent to entry of this order, this order shall thereafter be ot no further
eftect.

(19)  The cperator of the well and Units shall notity the Division in writing of
the subsequent voluntary agreement of all parties subject to the forced pooling provisions
of this order. : '

(20)  This order replaces and supersedes original Order No. R-13059 in its
entirety. ' ' :

(21)  Jurisdiction of this case 1s retained for the entry of such further ordels as.
the Division may deem necessary. '

\
'

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

STATE OF NEW MEXICO
OIL CONSERVATION DIVISION
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hereby grants to Opcrétor full right, power and authority to exccute in each such party's name and on its behalf any financing statement which
Operator deems necessary in order t9 perfect the security interest hereby granted under the applicable Uniform Commercial Codc.
L.  Legal Costs: )

In the event Operator shall ever be required to bring legal proceedings in order to collect any sums due from any Nonl-Obcralors under
this Agreement, then Operator shall also be entitled to recover all court costs, costs of collection and a reasonable atlorney's fee, which the
lien provided for herein shall also secure. ‘

M. Controlling Language:

In the event of a conflict between the provisions-of this Article XVI. and any other provision of this Operating Agrcenixent, Lhe_
provisions of this Article XV, shall control and prevail. '
N. Operator Indenmity:

" 1. Notwithstanding any provision contamcd herein to the contrary, Operator shall not be obliged to perform nor shall be liable for its
failure to perform or to continue any work or incur any expenditure or indebtedness hereunder for the Joint Account until all funds requested
of Non-Operators pursuant 1o cash calls givei in accordance with the applicable provisions hereof have-been received by Operator.

2. Any provision of this Agreement to the contrary notwithstanding, and without lin}iling ahy other provision of this Agreement
(including, again without limitation Article V.AL);-Opcgnlor shall not be liable to the other parties for any failure of Operator, except such
failures as may result from willful misconduct, to comply with the requirements of any Federal, state or local ordinance, statute, law, rule,
regulation or procedure, pertaining to the establislunent of prices for oil, gaé or other minerals, or to the classification of wells for such
purpose, or pertaining to any olhcr‘,;natter related to the regulation of entitiements, supply, demand, allocation, delivery, comtracting t'or.or
pricing of oil, gas or other mineralg, it being understood and agreed by all parties tchat compliance with cucrent laws and regulations is subject
to confusion and to numerous risks,“uncenainties, conflicting dp@nions and burdensome filing requirements. Any liubili(); for refund of suims

obtained because the parties have been paid amounts in excess of lawful prices shall be beme severally by the parties to the same extent that

such excess funds were paid to the parties.

0. AFE:
" An AFE is an estimate only of costs; in no way shall the execution of an AFE limit the liability of the party.
P. Takein Kind: . )

In the event any Party-shall fail 1o make the arrangements necessary to take in kind or separately diépose ol its proportionate share of
the oil'and gas produced from the Contract Area, Operator shall have the right , but not the obligation, to purchase such oil and gas or sell it
to others at any time and form tume to time, for the account of the non—nking party, and Operator will use its best efforts to market Non-
Operators share of oil and gas on the same terms lhat Operator markets its own share of such production. Any such purchase or sale by
Operator shall be subject always to thie right of the owner of the production to exercise at any time its right o take in kind or separately
dispose of its share of all oil and gas not previously delivered to a purchaser by the giving of written notice thereof to Operator at least thirty
(30) days prior to'its requested taking (the “Taking Date™); such notice shall be deemed effective on the first day of the next month f{oliowing
the Taking Date. Any purchasé or sale by Operator of any other party’s share of oil and gas shall be only fur such reasonable periods of time

as are consistent with the mininmum needs-of the industry under the particular circumstances, but in no event for a period in excess of one (1)
year.

Q. Mandatory Operations (Optional For muiti-spacing unit Contract Arcas):

Notwithstanding the other provisions hereof, and pamcularly Article VI, if any well proposed hereunder is an obligation wcll a party
not participating in driltiag the well shall assign to the paiticipating partics its interest in thc leases or portion thereof which would be lost or
not earned if the well was not drilled. Such assignment shall be due upon the conunencement of operations for such well and shall be free
and clear of all. mortgages (unless sf;éh mortgages are subordinated to this Agreemeat), claims, liens, overriding royalty interests, produc(ion
payments, net profits interests, and sther encumbrances or leasehold burdens placed thereon by or resulting from the Assignor’s ownership
and operations, subsequani to the date of this Operating Agreement, but otherwise without warranty of tiile, either e}(press or implied. An
“obligation well” 1s defined as .a '{vcll which must be drilled to carn or rmaintamn a lease or portion thereof which cannot othenwise be
maintained. A vsell proposed within the last onc hundred eighty (180) days of thc primary tenn of a lease (whethier as a unit well or lease -
well) shull constitute an “obligation'well”. . :

In the event a puxw should propose ta rework or recoruplete a well which has \.eased to produce and such operation is necessary (o
perpetuate a lcase or leases whicli would otherwise expire, a party choosing to go non-consent on sucli operation shall assign to the
Consenting Parties its wnterest in the lease or leases or portion thereof which would expire if the proposed operaiion was not conducted. Such
assignment shall be made in the mapner provided for hereinabove for the drilling of an obligation well:

R.  Drilling Costs : . S
The entire cost of drilling the well to a depth to test the Morrow formation will be witially borne by the working interest owners

owning an interest in all formations fess and except the Strawn formation (“Other Formations™ as reflected on Exhibit “A”, Contract Area A.
The following working inierssi owners own Stawn formation rights oniy as retlected on Exhibit *A”. Contract Area B.:

Badger Encrgy, Inc, Amity Gil Company, DOlClleblﬁl Limited Partnesship, Auvax Oil & Gas, Inc. or their respective successors and
msxgns or affiliates

Should the well he completed, in the Strawn formation, he Wi ownars named above who own.Stiawn rights only shail reimburse the
working nteruat owners 16 the Other Formatisas in accorduice with COPAS Baudiciin Accounting Guidehne AG-1 dated April 2603, Artiele
LA 2.b. {Foataype Rar i) as Sllows: ’

All Pre-casing Point C
ele.y wili be paid for by v

whicl: can bie solated o the Stiawn isrmacion or D P sations (...
SR CTRutng ek pterst veness i the

. 57 snail be vorwe by, varis s participating owrnets, acciding to the
follows: - ’ -

logeing, testing, w'mg, Nshing,
stcular zones, Al othes Vre- ¢ Point Costs y“remaining
respeciive parteipating interests  ae formations involved as

Wi Strawn Formration On!y “'l /2 x fooluee 1 base of Strawn fonmation x RE W AINING “OS'I S
: TOTAL DEPTH

WI in Other Formations =1/2 x fontage: to the base of the Strawa formation x REMAINING COSTS
. TOTAL L[PTH .

Plus: 100% x footage from bige of Strawn loomation x REMAINING COSTS
TOTAL DEPTH

Oil Conservation Division

—
- Case No.
Exhibit No. _
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Should a dual completion attempt be made in both the Strawn formation or Other Formations, all completion costs that can be isolated to
" the Strawn formation or Other Formations shall be paid for by the participating working interest owners of those particula~ {ormations. All
3 other costs, with the exception of casing and tubing shall be paid for equally by the participants in the Strawn {ormation and the participants in
4 the Other Formations. Ali casing and tubing shall be paid lor as follows: ’ .

Average costs of casing and tubing from the surface to the basc of the Strawn formation:
6 B
7 Participants in the Strawn fonmation = 1/2
8 Participants in Other Formations =1
9

Average costs of casing and tubing from the base of the Strawn formation 1o total depth shall be borne 100% by the patticipants in the
10 Other Formations.
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