Rule m Hork Group
Richard E. Foppiano, Faciltator

P. Q. Box 50250
Midland, Texas 79710

December 10, 1996

District Directors, Hearing Examiners & Legal Counsel
New Mexico Oil Cunservation Division
(addresses on attached mailing list)

Gentlemen:

Thank you for taking the time to meet with us on December 2. We felt that the
discussion was extremely valuable. It also helped us to re-think some of our
suggestions to streamline the process of getting directional and horizontal wells drilled.
Following our meeting with you, the Rule | I | Work Group got together and
considered your comments and suggestions. Significant changes were made to our
proposal, for the following reasons:

> Why not let the NMOCD District Office approve ALL directional and
horizontal wellbores under Rule 11 except unorthodox situations? After
much discussion, we felt that the operator’s certification on the C-102 form
adequately addressed our concerns about working interest participation on
multiple lease/multiple proration unit situations. Since the District Directors also
felt they could police the allowable assignments for project areas consisting of
multiple proration units, we agreed that District Office approval was a more
efficient process.

> Defining ‘project areas” only when you had multiple proration units
seemed to create unnecessary confusion. Everyone seems to be more
comfortable with having a project area associated with ANY directional or
horizontal well. That is the way it is now, so the Rule | | | Work Group
decided to change it back and clarify that the C-102 would be used to
designate the project area associated with the directional or horizontal
wellbore.

> There seemed to be different interpretations of the “50 foot” allowance on
deviated wells by each District. Based on the small number of wells affected
by this provision, we decided to temporarily back off replacing the “50 foot”
allowance with an “85%" allowance. Some members of the Work Group still
feel this is a good idea, and may bring it up again when the proposal is
communicated to industry.



> Rand’s formatting suggestions were incorporated.

> We did not understand or see the need for Part C of the current rufe. No one

seemed to have any objection to deleting it. If objections do arise, Part C could be
amended to reflect current practice where an operator calls the District Office if he has
to intentionally sidetrack the well.

> Some darification of the District Director’s authortty was needed so ‘creative”
APD packages relating to honizontal or directional wellbores could be forwarded
to the OCD staff in Santa Fe for further review. Consequently, the Work Group
decided to amend Part D to allow the District Director to forward an APD package on
to Santa Fe for further review, with the possibility of forcing it into the formal
regulatory approval process of application, notice and opportunity for hearing. This will
provide the District Directors with the flexibility of handing off “unconventional”
applications to Stogner and Catanach if they are uncomfortable approving something.

Attached is our latest draft of proposed changes to Rule | 1 1. Please review and provide your
comments to the undersigned no later than January |, 1997. My fax number is 915/685-5742
and my INTERNET address is:

rick_foppiano@oxy.com

If, based on early feedback, you feel that we need to have another meeting to review and
discuss this latest draft, please let me know as soon as possible and we will endeavor to
schedule it. Otherwise, the Rule | | | Work Group will review and discuss your comments,
submit another draft and request that it be docketed for rulemaking. Once again, thank you
for your valuable feedback, and please have a happy and safe holiday season!

Sincerely,

Lk

Richard E. Foppiano
Facilitator
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Tim Gum, Supervisor
NMOCD District Il

P. O. Drawer DD

Artesia, New Mexico 88210

Rand Carroll
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Draft No..§
Date: December 3, 1996

(Note => [Fhis ind: t detetions] This ind { additions.)

RULE 111-Deviation Tests[/Deviated-Wells] and Directional Wells:
A Definitions: The following definitions shall apply to this Rule only:

(1) [€16)] Azimuth - means the deviation in the horizontal plane of a wellbore expressed in terms
of compass degrees.

(2) [(D)] Deviated Well - means any wellbore which is intentionally deviated from vertical but not
with an intentional azimuth. Any deviated well is subject to Rule 111-B [and-€].

(3) [€2)] Directional Well - means a wellbore which is intentionally deviated from vertical with an
intentional azimuth. Any directional well is subject to Rule 111-C [B].

(4) Drilling Unit - means the surface acreage assigned to a vertical wellbore in accordance with
NMOCD Rule 104. Included in this definition is a “unit of proration for oil or gas” as defined by
the Division and all non-standard such units previously approved by the Division.

(5) [(11)] Kick-off Point - means the point at which the wellbore is intentionally deviated from
vertical.

(6) [(+H4)] Lateral - means any portion of a wellbore past the point where the wellbore has been
intentionally departed from the vertical.

(7) [€9)] Penetration Point - means the point where the wellbore penetrates the top of the pool
from which it is intended to produce.

(8) Producing Area - means all points that lie along a rectangular or square window formed

by plotting the measured distance from the North, South, East and West boundaries of a project
area, inside of which a vertical wellbore can be drilled and produced in conformity with the
setback requirements from the outer boundary of a standard spacing and proration unit for the
applicable pool(s).

(9) [(13)] Producing Interval - means that portion of the wellbore drilled inside the vertical limits
of a pool, between its penetration point and its terminus [and-withintheproducing-area].

(10) [(-7')] PrOJect Area - WWMLMML&MMMM




dedreated-totheproject-wett],

(11) [€6)] Project Well - means any well drilled, completed, produced or injected into as either a
deviated well or as a directional well.

(12) Terminus - means the farthest point attained along the wellbore.

(14) [€37] Vertical Well - means a well that does not have an intentional departure or course
deviation from the vertical.

(15) [€5)] Wellbore - means the interior surface of a cased or open hole through which drilling,
production, or injection operations are conducted.

B. Deviated Wellbores:
(1) Deviation Tests Required, [+] Any vertical or deviated well which is drilled or deepened shall

be tested at reasonably frequent intervals to determine the deviation from the vertical. Such tests
shall be made at least once each 500 feet or at the first bit change succeeding 500 feet. A
tabulation of all deviation tests run, sworn to and notarized, shall be filed with Form C-104,
Request for Allowable and Authorization to Transport Oil and Natural Gas.

(2) Excessive Deviation, When the deviation averages more than five degrees in any 500-foot
interval, the operator shall include the calculatxons of the maxxmum p0551b1e horizontal
displacement of the hole,_ When the eme
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Director ghall [mmay] require that a directional survey be run to establish the location of the
producing interval(s).

(4) Directional Survey Requirements. Upon request from the Division Director, any yertical or
deviated well [which-was-deviated-imanmrindeterminate-directionor-toward-the-verticat] shall be

directionally surveyed. The Supervisor of the appropriate Division District shall be notified of the
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C. [P] Directional Wellboreg:
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allowable assigned to the project area when dealing with prorated pools shall be based upon of the
number of standard proratlon units (or approved non-standard proratnon and spacmg umts) that




]

D [F]. Additional Matters:

(1) The Division Director, at the request of an offset operator, may require any operator to make
a directional survey of any well. The directional survey and all associated costs shall be at the
expense of the requesting party and shall be secured in advance by a $5,000 indemnity bond
posted with and approved by the Division. The requesting party may designate the well survey
company and the survey may be witnessed by the Division and the operator.

(2) The Division Director, may, at his discretion, set any application for administrative approval
or [for] public hearing.

(3) Permission to deviate or directionally drill any wellbore for any reason or in any manner not
provided for in this rule shall be granted only after notice and gpportunity for hearing.



CLEAN VERSION

RULE 111-Deviation Tests and Directional Wells:
A Definitions: The following definitions shall apply to this Rule only:

(1) Azimuth - means the deviation in the horizontal plane of a wellbore expressed in terms of
compass degrees.

(2) Deviated Well - means any wellbore which is intentionally deviated from vertical but not with
an intentional azimuth. Any deviated well is subject to Rule 111-B.

(3) Directional Well - means a wellbore which is intentionally deviated from vertical with an
intentional azimuth. Any directional well is subject to Rule 111-C.

(4) Drilling Unit - means the surface acreage assigned to a vertical wellbore in accordance with
NMOCD Rule 104. Included in this definition is a “unit of proration for oil or gas” as defined by
the Division and all non-standard such units previously approved by the Division.

(5) Kick-off Point - means the point at which the wellbore is intentionally deviated from vertical.

(6) Lateral - means any portion of a wellbore past the point where the wellbore has been
intentionally departed from the vertical.

(7) Penetration Point - means the point where the wellbore penetrates the top of the pool from
which it is intended to produce.

(8) Producing Area - means all points that lie along a rectangular or square window formed

by plotting the measured distance from the North, South, East and West boundaries of a project
area, inside of which a vertical wellbore can be drilled and produced in conformity with the
setback requirements from the outer boundary of a standard spacing and proration unit for the
applicable pool(s).

(9) Producing Interval - means that portion of the wellbore drilled inside the vertical limits of a
pool, between its penetration point and its terminus.

(10) Project Area - an area designated on Form C-102 that is enclosed by the outer boundaries of
a drilling unit, a combination of complete drilling units, or an approved secondary, tertiary or
pressure maintenance project.

(11) Project Well - means any well drilled, completed, produced or injected into as either a
deviated well or as a directional well.



(12) Terminus - means the farthest point attained along the wellbore.

(13) Unorthodox - means any part of the producing interval which is located outside of the
producing area.

(14) Vertical Well - means a well that does not have an intentional departure or course deviation
from the vertical.

(15) Wellbore - means the interior surface of a cased or open hole through which drilling,
production, or injection operations are conducted.

B. Deviated Wellbores:

(1) Deviation Tests Required. Any vertical or deviated well which is drilled or deepened shall be
tested at reasonably frequent intervals to determine the deviation from the vertical. Such tests
shall be made at least once each 500 feet or at the first bit change succeeding 500 feet. A
tabulation of all deviation tests run, sworn to and notarized, shall be filed with Form C-104,
Request for Allowable and Authorization to Transport Oil and Natural Gas.

(2) Excessive Deviation. When the deviation averages more than five degrees in any 500-foot
interval, the operator shall include the calculations of the maximum possible horizontal
displacement of the hole. When the maximum possible horizontal displacement exceeds the
distance to the nearest outer boundary line of the appropriate unit, the District Director shall
require that a directional survey be run to establish the location of the producing interval(s).

(3)Unorthodox Locations. If the results of the directional survey indicate that the producing
interval is more than 50 feet from the approved surface location and less than the minimum
setback requirements from the outer boundaries of the applicable unit, then the well shall be
considered unorthodox. To obtain authority to produce such well, the operator shall file an
application with the Division Director, copy to the appropriate OCD District Supervisor, and shall
otherwise follow the normal process outlined in Rule 104 (F) (3) to obtain approval of the
unorthodox location.

(4) Directional Survey Requirements. Upon request from the Division Director, any vertical or
deviated well shall be directionally surveyed. The Supervisor of the appropriate Division District
shall be notified of the approximate time any directional surveys are to be conducted. All
directional surveys run on any well in any manner for any reason must be filed with the Division
upon completion of the well. The Division shall not assign an allowable to the well until all such
directional surveys have been filed.



C. Directional Wellbores:

(1) Directional Drilling Within a Project Area. A permit to directionally drill a wellbore may be
granted by the Supervisor of the appropriate Division District if the producing interval is entirely
within the producing area or at an unorthodox location previously approved by the Division.

(2) Unorthodox Wellbores. If all or part of the producing interval of any directional wellbore is
projected to be outside of the producing area, the wellbore shall be considered unorthodox. To
obtain approval for such wellbore, the applicant shall file a written application in duplicate with
the Division Director, copy to the appropriate OCD District Supervisor, and shall otherwise
follow the normal process outlined in Rule 104 (F) (3).

(3) Allowables for Project Areas With Multiple Proration Units. The maximum allowable assigned
to the project area when dealing with prorated pools shall be based upon of the number of
standard proration units (or approved non-standard proration and spacing units) that are
developed or traversed by the producing interval of the directional wellbore or wellbores, plus any
standard proration units that are developed by vertical wellbores within the project area.

(4) Directional Surveys Required. A directional survey shall be required on each well drilled under
the provisions of this section. The Supervisor of the appropriate Division District shall be notified
of the approximate time all directional surveys are to be conducted. All directional surveys run on
any well in any manner for any reason must be filed with the Division upon completion of the
well. The Division shall not assign an allowable to the well until all such directional surveys have
been filed. If the directional survey indicates that any part of the producing interval is outside of
the producing area, or, in the case of an approved unorthodox location, less than the approved
setback requirements from the outer boundary of the applicable unit, then the operator shall file an
application with the Division Director, copy to the appropriate OCD District Supervisor, and shall
otherwise follow the normal process outlined in Rule 104 (F) (3) to obtain approval of the
unorthodox location.

D. Additional Matters:

(1) The Division Director, at the request of an offset operator, may require any operator to make
a directional survey of any well. The directional survey and all associated costs shall be at the
expense of the requesting party and shall be secured in advance by a $5,000 indemnity bond
posted with and approved by the Division. The requesting party may designate the well survey
company and the survey may be witnessed by the Division and the operator.

(2) The Division Director, may, at his discretion, set any application for administrative approval
or public hearing.

(3) Permission to deviate or directionally drill any wellbore for any reason or in any manner not
provided for in this rule shall be granted only after notice and opportunity for hearing.



