JaMES Bruce
ATTORNEY AT LAW

POST OFFICE BOX 1056
SANTA FE, NEW MEXICO 87504

369 MONTEZUMA, NO. 213
SANTA FE, NEW MEXICO 87501

(505) 982-2043 (PHONE)
(505) 982-2151 (FAX)

jamesbruc@aol.com

November 20, 2002

Florene Davidson

Oil Conservation Division
1220 Southk St. Francis Drive
Santa Fe, New Mexico 87505

Dear Florene:

Enclosed for filing is a pre-hearing statement
and 12968. Thank you.

Very truly yours,

fofie s

James Bruce

in Case Nos.

12967



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

IN THE MATTER OF THE HEARING CALLED To
BY THE OIL CONSERVATION DIVISION FOR )

THE PURPOSE OF CONSIDERING:

APPLICATION OF BP AMERICA PRODUCTION

COMPANY FOR SURFACE COMMINGLING, EDDY L
COUNTY, NEW MEXICO. Case No. 12967

s

APPLICATION OF BP AMERICA PRODUCTION
COMPANY FOR SURFACE COMMINGLING, EDDY
COUNTY, NEW MEXICO. Case No. 12968

PRE-HEARING STATEMENT

This pre-hearing statement is submitted by Trilogy Operating,
Inc. as required by the 0il Conservation Division.

APPEARANCE OF PARTIES

Applicant Attorney

BP America Production Company Michael Feldewert
Opponent Opponent 's Attorney
Trilogy Operating, Inc. James Bruce

P.O. Box 7606 Post Office Box 1056
Midland, Texas 79708 Santa Fe, New Mexico 87504

(505) 982-2043
Attention: Jerry Weant

{915) 686-2027

STATEMENT OF CASE

Applicant
BP America Production Company seeks approval to surface commingle
gas production from certain leases.

Oppenent

Applicant has had several problems with commingled production from
leases in the area of the applications which are operated by
applicant. Those issues are discussed in the audit report attached
hereto ag Exhibit A. Trilogy Operating, Inc. believes that
approval of the above applications will aggravate the situation
described in Exhibit A.



Applicant

PROPOSED EVIDENCE

Witnesses Est

Opponent

. Time Exhibits

Witnesses Est

Jerry Weant

I hereby

. Time Exhibits

25 min. Approx. six

PROCEDURAL MATTERS

-None -

Resg@ctfull ubmitted,

Jhmes Bruce
Jost Office Box 1056

panta Fe, New Mexico 87504
{(505) 982-2043

Attorney for Trilogy Operating, Inc.

CERTIFICATE OF SERVICE

certify that a copy of the foregoing pleading was

mailed to the following counsel of record this Z(D??k‘day of
November, 2002:

Michael Feldewert
Holland & Hart LLP
Post Office Box 2208

Santa Fe, New Mexico 87504
(505) 982-6043

)

\ 1" —
Jamegs Bruce
— /

-2 -

.



13 UCc Ul:edp

Report on Review of
{ras Revenue Distributions

For:
B & C Federal #1 f.ittie Box State #3
Buliseye Federal #1 Little Box State #4
Crooked Canyon 35 Federal #1 Nasser Federal
Hilltop Federal #1 Sweet Thing Federal Unit #1
Jaguar Federal #1 Sweet Thing Federal Unit #2
Leggeit Federal #1 Sweet Thing State 36 #1
Little Box State #2 Sweet Thing State 36 #2

Operated by BY America Inc, (formerly ARCO Permian)
Accounting by PricewaterhouseConpers LLP

We have compieted our review of gas revenue dismibations applicable to properties listed above
for the production months from Feruary 1999 through September 2001 made on chacks dated
April 1999 through November 2501, Our review procedures were performed to dererm:ne that
the gross sa'es from production were allocated appropriately between the producing properties
and distnibuted to the non-operators :n fuil

GENERAL INFORMATION

The leases are located in Eddy County, New Mexico with varied completion dates. Initiaily, gas
production frem S wetls was purchased hy Agave Energy Company: Little Box State #2, Little
Box State 53, Little Box State #4, Sweet Thing Stzte 36 #1, and Sweet Thing Fed Unit #2.
Presently, vnly the gas production rom the Little Box #2 and the Sweet Thing State 36 #1 is still
purchased by agave. The remainder has besn gamnered thwough the El Paso Ficld Services
(EPFS} anu marketed by ARTOD Permian until its acquisition by BP, which commenced the
markzting and distribution functions with the November 2000 producnon. The EPFS gas is
purchased by a reiated BP marketing entity, BPETC, then sold to third parties. Owners are paid
per a “netback’ prce that 1s the negotiated price of sales to tird parties less fransportation and
gathering charges. According to indastry sources, it is not unusual for large companies to use a
separate company for marketing purpases. There are 4 different central point of delivery mecers
(CPD’s) used Jor sales ‘n the EPFS Nasser (the largestl, Little Box #2, Sweet Thing and
Bullseye. Al CPD’s excepr the Builseve. had production from varous weils flowing through
them during the audit period winch required allocations beiween the wells. Only 5 wells {or
producing rones} flowed rhrough CPI’s other than the Nasser.

e
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Gross reverue distrisutions for - period reviewed were approximately as follows:

B & C Federal #)

Buliseye Federal %

Crooked Carvon ¢ Federal #)

Hulltep Federal #1

Jaguar Federai #1

Leggett Federal #1

Litile Box State #2

Little Box Suate #2

Litile Box State #4

Nasser Federal

Sweet Thing Federwi Unr #1

Swezet Thing Federal Linir #2

Sweet Thing State 36 #] & #2
Tozal

$1,730,000
251,000
56,606
7060
20,000
10,600
50,569,600
41C,000
5,838,000
2,749,000
171,000
26,683,000
__50,219.000

£138.737,000
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SUMMARY OF REVIEW FINDINGS

Based on the exdmination completed, exceptions in the amount of $1,155,330.78 were identified
as detaiied in the {ollowing atachmesnis. These may be summarized as below,

Undocumentzd adjusiments $344,529.08
Undocumentiaed voiume differences 198,514.08
Ircormrect calculations or distributions 58,325.9C
Non-payment of purchaser’s revisions 47 57041
Pricing differences 3,296.72
Loss of cash flow 3,094.59
Suspense documentation aot provided Undetermined

Torai widal22.330.78

It is requested that the Operator respond to each exception in writing within 180 days, detailing
the specifiz checks on which sdjustrents will or have been received.

1 ;. 9 Sd
ik ZT L pimy S
. / 1 /

Midland, Texas
June 30, 2062
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Review
Exception

1
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TRILOGY OPERATING. INC,, ET AL PROPERTIES

SUMMARY OF REVIEW EXCEPTIONS

{escription
Woeong B IU factors used or Nasser
atlocation & Buliseye
wrong BTU factors used or Nasser
atlocation & Buliseye
Wrong BT tactors used on Nasser
aliocation & Bullseye; Nasver CPD
allccation incorrectly calculawd
Nasser CPD allecation incorrectly caleulated
Nasser CPD) allocanon icorrectly caiculated
and underpayment
Non-payment of purchaser’s revised
caiculation for Sweet Thing State 36 %1 &
Linle Bex 72
Non-payment of purchaser’s revised
calculation for Sweet Thing Staie 36 41 &
Little Box #2
Pricing difference on B&C Federal #1
Pricing difference on Littie Box #3
Undocumented adiustment on Little Box
State &4
Loss of cash flow from negative adjustment

an Sweet Thing Fed Urnie A2

Incorrect dismibunon tor Littic Box #4

{Jndocumented adiustment for Sweet Thing
fed. #2

Undocumented adiustment for Bullseve
Undocumented adjustmems for Nagzer CPD
aliccations

Reference
Attachment A

Attachment B

Anachment C

Atrachment D

Artuchment E

Artachmeny F

Attachment G

Atiachment H
Atachment I
Artachment J

Argchment K

Azachment L

Armachment M

Acachmem N
Anachment ©

Requested

Credit Amsunt
$3,930.18

<.831.6]

3,664.95

Tu be Determined

To be Determined

§22.91
2,773.81
28,831.61

3.094.59
47,234.56
628.20

413.10
351.62
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TRILOGY OPERATING, INC., ET AL PROPERTIES

SUMMARY OF REVIEW EXCEPTIONS

Undocumented adjustment for Sweet Thing
Fed &!

Ircarrect distribuizon for asser Federa: &
B&C Federal 25 #1

Imeormrect disivuion fur Little Box Slate £2
Jacorrect reversal of distohotion for Swee
Thing Fez. Unit &7

Suspense report not received

Undocumaented volume Jditferences

Toral

Antachment P

Ancchment Q

Attzchment R

Attachment S

Artachment T

31118
412.73

45187
81395340

indeterminec
198,514.08

$.0.155,330.78
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TRILGGY GPERATING, INC,ET AL PROPERTIES
EXCEPTION COMMENTS

FRCEPTION NGB
Wrong BTU fuctor used

05/99 production. The MMBTL/ caleulations for the Nasser {PD used the Bullseye CPD BTU
factor in error, resulting in underpayment on all properties in the allocation (7/27/99 check).
Also, accarding to the gas voiume statzment, the incorract BTU factor was used for the Buliseve
CPD, resulting 1n underpayment for that CPD as weil. Additional payment to the producers is
requesied for the difference 1 calculations  (See Attachment A)

Uredit due  $3,530.1%

XCEPTION NO. 2
Wrong BTL factor used

04/99 production The MMBTU caicelations for the Nasser CPD used the incorrect BTU factor
in ertor (not the Bullseye tacter), resuiting o undzrpavment on al] propertiss in the allocation
(6:25799 check;. Also, acenrding to the gas volume staterment, the incurrect BTU factor was used
for the Buliseye CPD, resulting in underpayment far that CPD as well. Additional payment to
the producers 15 requested for the difference in calculaticns. (Sze Anachment B)

Credit due $2,631.¢1

EXCEPTIONNO 3

Wrong BTL factor used and meorreet allacation

01/9Y Pruducaon. There are 2 proolems with thiy ovoduction monthl that caused incorrect
allocations ard pavments:

[) 3 well volumes were included n the rotal at actual instead wf being allocated, see note C on
attachment.

2) The MMETL) calculations for the Nasser CPD used an ncorrect BTU factor in error,
resulting in underpayment on all properties in the aliccation (9/28/99 check). Also the MMBTU
for the Bullseye was incorrectly calculared, resulting in underpayment. Additional paymen: to
the producers 15 recuested for the difference in calculanons. (See Attachment C)

Credi dug  33,664.90

-
’

Exceptions - Page | of

Y
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EXCEPTIONNO 4
Incorrect atiocation

12/99 Preduction. 3 well volumes were included ia the aliocated volumes at actual volume
instead of being allocated pro rata. Thes causes improper calculation of gross value distributions
between the wells. The higher the rrice and volume, the greater the miscalculation. Over 2
period of months, differences o2 $5730 to $1,200 could result in misallocations of between $6.000
to over 313,000 for which the Nasser would be underpaid and the Little Box #2 & 3, Sweet
Thing 36 #! and Sweet Thing Fed #2 would be overpaid. The same probiem occurred in severa
other months. however. the differences in allocatior were relatively immaterial. Reallocation
between properties is requested. (See Attachmen: .

Uredit ¢us Reatflocation of Nasser CPD

EXCEPFTION NO. 5
Incorrect allocarion

3/00 Produciign. There were 2 ermors i this production month that created a misallocatiorn of
volumes and gross vaiues. Furst, the icorrect aliogation volume was used. This creared & small
underpayment for the Nasser CPD a5 & whole. Second, 3 we!! volumes were included in the
allocated volwines at actual volume instead of being allocated pro rata, This causes improper
calculation of gross value distmbuuons between the wells, The higher the price and volume, the
greater the nmuscalculadon. Cver a neriod of months, differences of $500 to $1,200 could result
in misallocations of between $6.104 1o gver §14,000 for which the Nasser would be underpaid
ang the Little Box #2 & 3, Sweet Thing 36 #1 and Sweet Thing Fed #2 being overpaid. The same
problem accurred in severa: other months, however, the differences in allocation wers relatively
smunaterial.  Reallocation between properties aud credit for underpayment is requested. (See
Attachment E)

-

Credir due 317%.1% and Rzallocation of Nasser CPD

EXCEPTION NO. o
Non-payment of purchasers revised price
050 Praducrion. It appears that the wrcrecsed gross value -esuiting from a revised price paid by

Agave Energy Company for May 2000 production per the revised statement dated August 16,
2000, was not paid to the owners. (See Attachment F)

Tredit due  $25,196 13

Exzeptions — Page 2 of 7




EXCEPTION NG 7

Non-payment of purchasers revised price calculations

04/00 Prod.ciign. it appears inat the increased gross value resulting from = revised price paid by
Agave Energy Company-for Aprii 2000 producdon per the revised statement dated May 30,
2000, was ot paid to the owners. (See Attachment ()

Treditdue 32246428

EXCEPTION NO, 8
Pricing differencs
0900 Production. The MCE on the check dated 11/2%8/(0 agrees with the allocations schedule
for the B & C Federal 41. However, the pricz usad for calculanng the gross value forthe B & C
Federal #! appears to be lower than that used on the otber Masser CPD allocations, causing the

£ross value to be lower than it should be. {See Atachraent 1}

Creditdue $522.91

EXCEPTIONMO 9
Pricing difference

09/90 Production, The pricing for the allocared production cu the Linie Box #3 appears w0 be
significantiv {ower than the price used for the Little Box #4 for September, 2000 production on
the 1 1/28/00 check. These are both afiocated from the same sales meter and the price should be
the sarme. {See Attachrient §;

EXUEPTION NO. L)
Undocumented adjustment

11/64) Procuctien. The <urrect velume but incorrect gross value for the Little Box State #4 (Little
Box State #2, DOI 002) was reversed and 2 lesser voiume and value input. However, there is no
documentation for the change in the volume and the total grass value paid does not agree with
the aliocation calculations. it appears that the change was an attempt to correct the original
incorrect price paid. The allocated volumes and gross values for the other Nasser CPD wells
appear to e substantially correct. (See Attachiment 1)

Credit due 328,831 61

Exceptions ~ Page 3 o 7
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EXCEPTION VNO. 1} X
Loss of cash figw

11/09 Proguction A negative adjustment for over $1 million dollars in October 2001 on the
Sweet Thing Federal Unit #2 Jeft owners with a net loss in cash flow interest. Such a large
negative adjustment gave the operator use of funds and denied producers rightfui use of funds.
(See Attachmen: K)

EXCEPTIONWNQ. 2
Incarrect distribution

12/00 Production. The voiurne and gross revenue for the Little Box #4 are significantdy below
the allocston amoaunts, There is no documentition for the difference in the allocation amounts.
(This production month was the month given a5 ai example {or the metnod of allocation.) (See
Ajtachment L)

Credit due 34723456

EXCEPTION NO. 12
Undocumented adjuastment
12/00 Production. Thz Sweet Thing Federa! #2 had numerous adjustments (as did most of the
wells for this month). [t appears thar the final ad;ustment was shorn a few MCF's and allocation
for Fiash Gas was possibly not inchuded. This resulted in an underpaymenr to the well. (See

Attachment M)

Cregit due  $628.20

£XCEPTICN NO. 14
Undocumented adjusiment
01/01 Production. The Builseve had 4 negative adjustment far which there is no documentation.
Although the amount is not materally significant, undocumented negative adjustments are not
acceptable. (See Attachment Nj

Credit due  $413.10

Exceptions - Page 4 of 7
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EXCEPTION NO. i3
Undocumented adjustment

02,0} Production. Nearly all properties incivaed in the Nagser CPD allocation recetved
adjustimers on the 10,2201 check for 02/01 production. Tree is no documentation as (0 why
these adjustments were made. The original distributions appear to be correct. Although the
amount of difference is not significant in terms of dellars, the percentage difference is as much
as 18% on some of the wells wath lower production. This results in incorrect payments up to
several hundred doliars for some properties that may be significant for those properties. A
correction nf the allocation s requestea. (See Atachment O

Credit due  3391.62 and reallocation of MNasser CPD

EXCEPTION NO. 16
Undocumented adjustinent

documentation. Although the amount is not materially significant, undocumented negative
ad:ustments are not acceptable. (See Anachment P

Credit due $311.13

EXCEPTION NO. 17
Incorrect distribution

05/01 Production. lr appears that the Nasser Federal #! Morrow and the Nasser Federal #1
Upper Penn are combined on the checks. The aggregate distibution is short $200.28 of the
allocation calculation  Alsc. the amount on the check for tae B & C Federal 25 #1 is short
$212.44 of the allocation calculation {See Attachment G

Credit due $412.7

EXCEPTION NO. 18

Incorrect distribution

05/0) Production. The amcunt distnibuied on the 07/20/01 check for the Little Box #2 does not
agree with the total per the Agave purchaser statement plus the Flash Gas allocation from the
Nasser CPD. (Sez Aunachment RY

Credit due $451.37

Cxceptions — Page S of 7
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EXCEPTION # 19

Incoreect reversal of distribution

07/0} Producuon. Numerous adjus'men:s were made or the 82702 check for 07/01 productios. f
It appears thar the Nasser CPD allocations had previous'y been double posted arnd the f
adjustments were to correct this eror. However, the Sweer Thing Federal #2, (identified as
Sweet Tairng #1 (BP) on check description), which is a separate CPD, was not previously double
posted and there is no documentation that it should have had any adjustments. Now, it appears
that aimost ail revenue far the 07/0% production menth has teen erroneously reversed. (See
Attachmen: S)

Credudue SRI13,933.50

EXCEPTION # 20
Suspense amounis

A suspense report was requesiec Qo the onerator on May 16, 2002 bat was never received.
Therefore, we were not abie 10 review amounts heid in suspense to determine if the suspensions
were apprepriate.  During the course of the review, it was discovered that one of the inferest
owners was 1ol receiving revenue cue o his fzailure ro retum a sigoned agreement.  Other
correctible problems might have been discoveraed if the informacion had been available. We take
exception tc all amounts held in suspense up to and including Dscember 2001 production until
the report has been received and reviewed for appropriateness of suspensions.

e

{=edit due Undetermined

EXCEPTIGN % 21
Undocemented volume differences

The operator could ro! document or explain significamt differsnces between the well meter
volumes and the Nasser CPD szles volume. From March 1599 through February 2001, the
monthly allocated sales volume from the Nasser CFD was consiztently and significantly less than
the total raeter reports for the associated wells. Some differencss were as much as 21%. These
high discrepencies between the volumes are not reasonable. Lease use gas couid only account
“ar 2 sinall poraon of these differences. Examples:

L Dinte ¢ Lease useonthe C-118  CPD .ess than meters
May 1599 E% 12%%
July 1999 0% 2%
Oct 1999 4%, T%
May 2000 3% 8%

Exceptions — Page 6 of 7
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Then, from March 2701 Lhruug% Sep:cmbcr 2041, the monthty allocated sales voume from the
Nasszr CID bagan to be 2% to 5% more than the meter volumes. This could indicate that there
might be anotter preducing we:l wt@se productice velume ix not being included in the allocation
accounting.  The sudden change . the differences could not be be explained by the operator’s
personred

A review of sefected volumes reporied 1o the New Mex co Gl Conservation Division indicated
that the voiumes wodu.. werz niot teing properly repurzed wher compared to metér reports.
The actuai amount of gas produced at the well head sheuld be reported in the production column
The differences betweer whet wes produced and what was sold or used on the lease should be
appropriately tepﬂ*‘teu However, through November 2000, producuon volumes reported on
New Mexico Form C-113 were the aliocated sales volumes for the CPD plus incidenal lease use
gas rather than the actual meter volumes. When PWC-BP assumed the reporting with December
2000 production, this method was nu longer used until Augus: 2001, But the review of selected
production months from December 2000 through Juiy 2001 sull indicated significant differences
setween the meter volune and the volume n':ported on some wells. Since actual copies of Form
C-115 were 2ot made available by the aperator for that period, summary production data from
the OCD was downloaded and reviewed These reports do not give the detail for dispositions of
gas. The ol lease use reported might account for some smail portion of the differences
betwesn the total metered velumes and the total ailocated volumes; Bowever, there was not 2
history of significant lease use on the properties as reported cn reviewed C-115°s for production
puior to November 2301,

The cllocation volume metiod of reporting does not comply wita the reporting requirement that
volumes be reported for actual production at the wellhead. The significant differences between
the Nasser CPD allocations and metered production gre unzccounted for and the lack of proper
accounting for aciuz! producrion indicates 3 serious lack of control for the production itself.
Numerous rossibie fosses such as theft, diversions, leaks, incorrest meter calculations ete. could
go undetected. Therefore, exception s takern to tha vaive of th unexplained and undocumented
differences petween ths metered volumes and the Nasser CPD allocation volwmes.

Credit due $198,514.38

Exceptions ~ Page 7 of 7 4§



