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BEFORE THE NEW MEXICO OIL CONSERVATION DIVISION

APPLICATION OF SOZO I LP AND SOZO NATURAL
RESOURCES, LLC TO REQUIRE A COMMON

PURCHASER TO RATABLY TAKE GAS ON

REASONABLE TERMS UNDER THE TERMS OF NMSA

1978 §70-2-19.D AND NMAC 19.15.24.12, LEA COUNTY, 2/ {q 5
NEW MEXICO. Case No.

APPLICATION

Sozo I LP and Sozo Natural Resources, LLC (collectively “Sozo™) applies for an order
requiring Targa Midstream Services LLC (“Targa™) to ratably take gas from a well on reasonable
terms to keep the well economic, and in support thereof, states:

1. Sozo Natural Resources, LLC is the operator of, and Sozo I LP is the working
interest owner in, the Caleb State Well No. 1 (API No. 30-025-37497), with a well unit
comprised of the S/2 of Section 36, Township 9 South, Range 32 East, NMPM, Lea County New
Mexico (the “Well’*). The Well was drilled and completed in the Atoka formation in 2006, and
is still capable of producing gas in paying quantities.

2. The gas purchaser for the Well is Targa. Targa is engaged in purchasing gas from
one or more producers in New Mexico, and meets the definition of “common purchaser” under
NMSA 1978 §70-2-19.D and 19.15.24.12.A. Thus it is required to ratably take produced gas
from a well operator without unreasonable discrimination. Id.

3. Sozo acquired the Well from OXY USA Inc. (*OXY”), and took over operations
on March 1, 2020. Targa consented to the assignment to Sozo of OXY’s gas purchase agreement
pertaining to the Well. On June 25, 2020 Sozo met with Targa on Sozo’s various gas purchase

agreements with Targa, and no changes were made by Targa to any such agreements.

EXHIBIT



4. Subsequently, Targa notified Sozo that it was terminating the gas purchase
agreement on the Well. The effective date of termination was September 30, 2020.

5. Targa proposed a substitute agreement which would substantially increase
gathering costs, and has refused to negotiate a reasonable agreement with Sozo. Based on
operating costs for the Well, and current gas prices, the Well is now uneconomic to produce and
has been shut in due to Targa’s unilateral price increase. This adversely affects the correlative
rights of Sozo and it sole lessor, the State of New Mexico.

6. The Well is capable of producing approximately 230 mcf/day of sweet gas (no
hydrogen sulfide is produced), with a high BTU content. Upon information and belief, the Well
is the best gas producer in Targa’s system in this portion of Lea County. The massive increase in
costs proposed by Targa unreasonably discriminates against Sozo, and violates NMSA 1978
§70-2-19.D and NMAC 19.15.24.12.

% Sozo should be granted relief under NMSA 1978 §70-2-19.D and NMAC
19.15.24.12 in order to prevent waste and protect correlative rights.

WHEREFORE, applicant requests that, after notice and hearing, the Division enter an
order requiring Targa to take Sozo’s gas under non-discriminatory terms, and granting such
further relief as the Division deems proper.

Respectfully submitted,
=

Ja:(:es Bruce @ )

Post Office Box 1056

Santa Fe, New Mexico 87504

(505) 982-2043

jamesbruc@aol. com

Attorney for Sozo I LP and Sozo Natural
Resources, LLC



PROPOSED ADVERTISEMENT

Case No.

Application of Sozo I LP and Sozo Natural Resources, LLC to require a common purchaser to
ratably take gas from a gas well on reasonable terms, Lea County, New Mexico. Applicants
seek an order requiring Targa Midstream Services LLC, a common purchaser, to ratably take gas
on reasonable terms from the Caleb State Well No. 1 (API No. 30-025-37497), with a well unit
comprised of the S/2 of Section 36, Township 9 South, Range 32 East, NMPM, Lea County,
New Mexico, pursuant to the provisions of NMSA 1978 §70-2-19.D and 19.15.24.12.A. The
well is located approximately 16-1/2 miles west-southwest of Crossroads, New Mexico.



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:

APPLICATION OF SOZO I LP AND SOZO NATURAL

RESOURCES LLC TO REQUIRE A COMMON

PURCHASER TO RATABLY TAKE GAS ON

REASONABLE TERMS UNDER THE TERMS OF NMSA

1978 §70-2-19.D AND NMAC 19.15.24.12, LEA COUNTY,

NEW MEXICO. Case No. 21593

SELF-AFFIRMED STATEMENT OF BRITT PENCE

Britt Pence deposes and states:

1. I am the President and Chief Executive Officer of Sozo Natural Resources LLC
("Sozo Natural™), and I am also a part owner of Sozo 1 LP (“Sozo I”) (or collectively. “Sozo™). |
have personal knowledge of the matters stated herein. I am also an engineer and have previously
been qualified by the Division as an expert petroleum engineer.

2. Sozo Natural is the operator of, and Sozo I is the majority working interest owner
in, the Caleb State Well No. 1 (API No. 30-025-37497), with a well unit comprised of the S/2 of
Section 36, Township 9 South, Range 32 East, NMPM, Lea County New Mexico (the “Well”’).

¥, Referring to the timeline submitted as Attachments 1 and 2, the Well was drilled
and completed in the Atoka formation in 2006 by Bold Energy, and is still producing. Bold Energy
entered into a gas purchase agreement for the Well with Targa Midstream Services LLC (“Targa™)
in May 2006. This gas purchase agreement is a fee-based agreement. Bold Energy conveyed its

interest in the Well and the gas purchase agreement to OXY USA Inc. (“OXY?™) in June 2008.

EXHIBIT 5



Targa purchased gas produced from the Well by OXY under the gas purchase agreement from

June 2008 to March 2020.

Sozo I acquired the State oil and gas lease covering the S/2 of Section 36, and Sozo Natural
took over Well operations, on March 1, 2020. Targa consented to OXY’s assignment of the gas
purchase agreement to Sozo. On June 25, 2020 Sozo met with Targa to discuss Sozo’s various gas
purchase agreements with Targa, and no changes were made by Targa to any such agreements.
Subsequently, Targa notified Sozo that it was terminating the gas purchase agreement on the Well
on August 31, 2020. Targa subsequently delayed termination for one month, and the effective date
of termination was September 30, 2020.

On September 3, 2020 Targa proposed a replacement agreement. This proposed
replacement agreement was a Percent of Proceeds (“POP”) type agreement rather than the ori ginal
fee-based agreement. Targa’s proposed POP agreement increases gathering costs and fees by
171% from the original agreement, making the Well uneconomic. On September 4, 2020 Sozo
countered with a similar POP agreement to Targa’s proposed replacement agreement. So0zo0’s
countered proposed POP agreement increased the costs and fees of the original fee-based
agreement by 61% making the Well marginally economic. September 14, 2020 Targa response
was “the offer provided to Sozo on September 3, 2020 is our final offer.” Sozo did not sign the
replacement agreement, and shut the Well in at the end of September. On October 26, 2020 Targa
proposed a fee-based agreement, which still increased fees by over 68% making the Well

uneconomic.
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4, Referring on economic analyses submitted as Attachments 3, 4, and 5, you can
see that the Well was marginally economic under the ori ginal gas purchase agreement, but became
very uneconomic under Targa’s proposals.

5. Submitted as Attachment 6 is Targa’s statement for the Well for August 2020,
showing actual fees. Attachment 7 is the August 2020 statement using Targa’s replacement
proposal. Based on operating costs for the Well, and current gas prices, the Well is now
uneconomic to produce under either proposal, and has been shut in due to 1 arga’s unilateral price
increase. This adversely affects the correlative rights of Sozo and it sole lessor, the State of New
Mexico.

6. The Well is capable of producing approximately 230 mcf/day of sweet gas (no
hydrogen sulfide is produced), with a high BTU content. U pon information and belief, the Well is
the best gas producer in Targa’s system in this portion of Lea County. See Attachment 8. The
massive increase in costs proposed by Targa unreasonably discriminates against Sozo.

7. Targa has refused to negotiate a reasonable agreement with Sozo. As a result Sozo
I'and Sozo Natural seck an order requiring Targa, a common purchaser, to ratably take gas on
reasonable, non-discriminatory terms from the Caleb State Well No. 1 pursuant to the provisions
of NMSA 1978 §70-2-19.D and 19.15.24.12.A.

8. The granting of this affidavit will prevent was and protect the correlative rights of
the working and royalty interest owners in the Well.

9. I understand that this Self-Affirmed Statement will be used as written testimony in
this case. I affirm that my testimony in paragraphs 1 through 8 above is true and correct and is
made under penalty of perjury under the laws of the State of New Mexico. My testimony is made

as of the date handwritten next to my signature below.
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Britt Pence
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STATE OF NEW MEXICO
ENERGY, MINERALS AND NATURAL RESOURCES DEPARTMENT
OIL CONSERVATION DIVISION

APPLICATION OF SOZO I LP AND SOZO NATURAL

RESOURCES LLC TO REQUIRE A COMMON

PURCHASER TO RATABLY TAKE GAS ON

REASONABLE TERMS UNDER THE TERMS OF NMSA

1978 §70-2-19.D AND NMAC 19.15.24.12, LEA COUNTY,

NEW MEXICO. Case No.

SELF-AFFIRMED STATEMENT OF NOTICE

COUNTY OF SANTAFE )
) ss.
STATE OF NEW MEXICO )

James Bruce deposes and states:

Ls I am over the age of 18, and have personal knowledge of the matters stated herein.
2. [ am an attorney for Sozo I LP and Sozo Natural Resources LLC.
3. Sozo I LP and Sozo Natural Resources LLC have conducted a good faith, diligent

effort to find the name and correct address of the interest owner entitled to receive notice of the
application filed herein.

4. Notice of the application was provided to the interest owner, at its last known
address, by certified mail. Copies of the notice letter and certified return receipts are attached
hereto as Attachment A.

5. Applicant has complied with the notice provisions of Division Rules.

6. [ understand that this Self-Affirmed Statement will be used as written testimony

in this case. I affirm that my testimony in paragraphs 1 through 5 above is true and correct and is
made under penalty of perjury under the laws of the State of New Mexico. My testimony is made

as of the date ?&w-itten next to my signature below.
Date: / /9 )/( % /V/,(//h %

I
ames Bruce
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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) 660-6612 (Cell)
(505) 982-2151 (Fax)

jamesbruc@aol.com

December 17, 2020

CERTIFIED MAIL - RETURN RECEIPT REQUESTED

Targa Midstream Services LLC

Suite 2100
811 Louisiana Street ATTACHMENT
Houston, Texas 77002

Attention: Misty Edwards
Ladies and gentlemen:

Enclosed is a copy of an application, filed with the New Mexico Oil Conservation Division by
Sozo I LP and Sozo Natural Resources LLC, seeking an order requiring Targa Midstream
Services LLC to ratably take gas on reasonable terms from the Caleb State Well No. 1 (API No.
30-025-37497), with a well unit comprised of the S/2 of Section 36, Township 9 South, Range
32 East, NMPM, Lea County, New Mexico, pursuant to the provisions of NMSA 1978 §70-2-

This matter is scheduled for hearing at 8:15 am. on Thursday, January 7, 2021. During the
COVID-19 Public Health Emergency, state buildings are closed to the public and the hearing
will be conducted remotely. To determine the location of the hearing or to participate in an
electronic hearing, go to emnrd.state.nm.us/OCD/hearines or see the instructions posted on the

R % Cmnrd. <trto o oS
Division’s website, hittp.//emnrd state, nm.us/OCD/announcements. html.

A party appearing in a Division case is required by Division Rules to file a Pre-Hearing
Statement no later than Thursday, December 31, 2020. This statement may be filed online with

the Division at ocd ﬁearings@slate. 1m. us, and should include: The name of the party and his or
her attorney; a concise Statement of the case; the name(s) of the witness(es) the party will call to



testify at the hearing; the approximate time the party will need to present his or her case; and
identification of any procedural matters that need to be resolved prior to the hearing. The Pre-
Hearing Statement must also be provided to the undersigned.

Véty truly yours,

Attorney for Sozo I LP and Sozo Natural Resources LLC



U.S. Postal Service™
CERTIFIED MAIL® RECEIPT

Domestic Maijr Only

ebsite at WWw.usps.com®

5 5289

S (check box, add fee as g i
Return Receipt (hardcopy) $ s

OReturn Receipt (electronic)
[ Certified Mail Restricted Delivery g -

[ Adutt Signature Required gt
[JAdult Signature Restricted Delivery $
Postage

Postmark
Here

‘l'arga Miastream services LLC
Suite 2100
Strét End Api; e, o ;‘;;u,ﬁg‘;‘}‘i‘;‘;f 3’?832

7020 OL40 pogg 138

PS Form 3800, April 2015 PSN 7530-02-000-9047 See Reverse for Instructions

COMPLETE 1S SECSs
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i 0 Priority Mail Express®
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; PS Form 3811, July 2015 PSN 7530-02-000-9053

Sz Domestic Return Receipt



70-2-19. Common purchasers; discrimination in purchasing
prohibited.

A. Every person now engaged or hereafter engaging in the business of purchasing
oil to be transported through pipelines shall be a common purchaser thereof and shall,
without discrimination in favor of one producer as against another in the same field,
purchase all oil tendered to it which has been lawfully produced in the vicinity of, or
which may be reasonably reached by pipelines through which it is transporting oil, or the
gathering branches thereof, or which may be delivered to the pipeline or gathering
branches thereof by truck or otherwise, and shall fully perform all the duties of a
common purchaser. If any common purchaser shall not have need for all such oil
lawfully produced within a field or if for any reason it shall be unable to purchase all
such oil, then it shall purchase from each producer in a field ratably, taking and
purchasing the same quantity of oil from each well to the extent that each well is
capable of producing its ratable portions; provided, however, nothing herein contained
shall be construed to require more than one pipeline connection for each producing
well. In the event any such common purchaser of oil is likewise a producer or is
affiliated with a producer, directly or indirectly, it is hereby expressly prohibited from
discriminating in favor of its own production or in favor of the production of an affiliated
producer as against that of others, and the oil produced by such common purchaser or
by the affiliate of such common purchaser shall be treated as that of any other producer
for the purposes of ratable taking.

B. It shall be unlawful for any common purchaser to unjustly or unreasonably
discriminate as to the relative quantities of oil purchased by it in the various fields of the
state; the question of the justice or reasonableness to be determined by the division,
taking into consideration the production and age of wells in the respective fields and all
other factors. It is the intent of the Oil and Gas Act [this article] that all fields shall be
allowed to produce and market a just and equitable share of the oil produced and
marketed in the state, insofar as the same can be effected economically and without
waste.

C. It shall be the duty of the division to enforce the provisions of the Oil and Gas
Act, and it shall have the power, after notice and hearing as provided in Section 70-2-
23 NMSA 1978, to make rules, regulations and orders defining the distance that
extension of the pipeline system shall be made to all wells not served; provided that no
such authorization or order shall be made unless the division finds, as to such
extension, that it is reasonably required and economically justified or, as to such
extension of facilities, that the expenditures involved therein and the expense incident
thereto are justified in relation to the volume of oil available for transportation through
said extension; and such other rules, regulations and orders as may be necessary to
carry out the provisions of the Oil and Gas Act, and in making such rules, regulations
and orders, the division shall give due consideration to the economic factors involved.
The division shall have authority to relieve such common purchaser, after due notice
and hearing as herein provided, from the duty of purchasing crude petroleum oil of

AL
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inferior quality or grade or that is not reasonably suitable for the requirements of such
common purchaser.

D. Any person now or hereafter engaged in purchasing from one or more producers
gas produced from gas wells or casing-head gas produced from oil wells shall be a
common purchaser thereof within each common source of supply from which it
purchases, and as such it shall purchase gas lawfully produced from gas wells or
casing-head gas produced from oil wells with which its gas transportation facilities are
connected in the pool and other gas lawfully produced within the pool and tendered to a
point on its gas transportation facilities. Such purchases shall be made without
unreasonable discrimination in favor of one producer against another in the price paid,
the quantities purchased, the bases of measurement or the gas transportation facilities
afforded for gas of like quantity, quality and pressure available from such wells. In the
event any such person is likewise a producer, he is prohibited to the same extent from
discriminating in favor of himself on production from gas wells or casing-head gas
produced from oil wells in which he has an interest, direct or indirect, as against other
production from gas wells or casing-head gas produced from oil wells in the same pool.
For the purposes of the Oil and Gas Act, reasonable differences in prices paid or
facilities afforded, or both, shall not constitute unreasonable discrimination if such
differences bear a fair relationship to differences in quality, quantity or pressure of the
gas available or to the relative lengths of time during which such gas will be available to
the purchaser. The provisions of this subsection shall not apply:

(1) to any wells or pools used for storage and withdrawal from storage of
natural gas originally produced not in violation of the Oil and Gas Act or of the rules,
regulations or orders of the division; or

(2) to persons purchasing gas principally for use in the recovery or production
of oil or gas.

E. Any common purchaser taking gas produced from gas wells or casing-head gas
produced from oil wells from a common source of supply shall take ratably under such
rules, regulations and orders, concerning quantity, as may be promulgated by the
division consistent with the Oil and Gas Act. The division, in promulgating such rules,
regulations and orders, may consider the quality and the deliverability of the gas, the
pressure of the gas at the point of delivery, acreage attributable to the well. market
requirements in the case of unprorated pools, and other pertinent factors.

F. Nothing in the Oil and Gas Act shall be construed or applied to require, directly
or indirectly, any person to purchase gas of a quality or under a pressure or under any
other condition by reason of which such gas cannot be economically and satisfactorily
used by such purchaser by means of his gas transportation facilities then in service.

History: Laws 1935, ch. 72, §§ 12a, 12b, and 12¢, added by 1941, ch. 166, § 2; 1941
Comp., §§ 69-214, 69-215 and 69-216; Laws 1949, ch. 168, § 14; 1953 Comp., § 65-3-
15; Laws 1977, ch. 255, § 53; 1983, ch. 94, §1.



ANNOTATIONS
Relationship between prevention of waste and correlative rights. — The prevention
of waste is of paramount interest to the legislature and protection of correlative rights is
interrelated and inseparable from it. The very definition of "correlative rights"
emphasizes the term "without waste." However, protection of correlative rights is a
necessary adjunct to prevention of waste. Continental Oil Co. v. Oil Conservation
Comm’n, 1962-NMSC-062, 70 N.M. 310, 373 P.2d 809.
Allowable not to exceed market demand. — When 70-2-16C NMSA 1978 and
Subsection E of this section are read together, one fact is evident: even after a pool is
prorated, the market demand must be determined, since, if allowable production from
the pool exceeds market demand, waste would result if allowable is
produced. Continental Oil Co. v. Oil Conservation Comm'n, 1962-NMSC-062, 70 N.M.
310, 373 P.2d 809.
Basis for change of allowables. — Enabling of gas purchasers to more nearly meet
market demand is not an authorized statutory basis upon which change of allowables
may be placed. Continental Oil Co. v. Oil Conservation Comm'n, 1962-NMSC-062, 70
N.M. 310, 373 P.2d 809.
Elements of property rights of natural gas owners. — The legislature has stated
definitively the elements contained in property right of natural gas owners. Such right is
not absolute or unconditional. It consists of merely (1) an opportunity to produce, (2)
only insofar as it is practicable to do so, (3) without waste, (4) a proportion, (5) insofar
as it can be practically determined and obtained without waste, (6) of gas in the
pool. Continental Oil Co. v. Oil Conservation Comm'n, 1962-NMSC-062, 70 N.M.
310, 373 P.2d 809.
Am. Jur. 2d, A.L.R. and C.J.S. references. — 61 Am. Jur. 2d Pipelines § 5.
58 C.J.S. Mines and Mineral § 239.




19.15.24.12 RATABLE TAKE OF GAS:

A. A person engaged in purchasing from one or more producers, gas produced from gas wells or
casinghead gas produced from oil wells shall be a common purchaser of gas within each common supply source
from which it purchases, and shall purchase gas lawfully produced from gas wells or casinghead gas produced from
oil wells with which its gas transportation facilities are connected in the pool and other gas lawfully produced within
the pool and tendered to a point on its gas transportation facilities.

B. The common purchaser shall make purchases without unreasonable discrimination in favor of
one producer against another in the price paid, the quantities purchased, the bases of measurement or the gas
transportation facilities afforded for gas of like quantity, quality and pressure available from the wells.

C. In the event the common purchaser is also a producer, the common purchaser shall not
discriminate in favor of the common purchaser on production from gas wells or casinghead gas produced from oil
wells in which the common purchaser has an interest, direct or indirect, as against other production from gas wells
or casinghead gas produced from oil wells in the same pool. For the purposes of 19.15.24.12 NMAC, reasonable
differences in prices paid or facilities afforded, or both, do not constitute unreasonable discrimination if the
differences bear a fair relationship to differences in quality, quantity or pressure of the gas available or to the relative
lengths of time during which the gas will be available to the purchaser. The provisions of Subsection C of
19.15.24.12 NMAC shall not apply to:

(1) awell or pool used for storage and withdrawal from storage of gas originally produced not in
violation of division rules or orders;

(2)  aperson purchasing gas principally for use in the recovery or production of oil or gas; or

(3) awell that the division designates a hardship well.

D. A common purchaser taking gas produced from gas wells or casinghead gas produced from oil
wells from a common source of supply shall take ratably under division rules and orders, concerning quantity, as the
division or commission promulgates consistent with 19.15.24.12 NMAC. The division or commission, in
promulgating the rules and orders may consider the gas’ quality and the deliverability, the gas’ pressure at the point
of delivery, acreage attributable to the well, market requirements in the case of unprorated pools and other pertinent
factors.

E. Nothing in 19.15.24.12 NMAC requires, directly or indirectly, a common purchaser to purchase
gas of a quality, under a pressure or under other condition by reason of which the common purchaser cannot
economically and satisfactorily use the gas by means of the common purchaser’s gas transportation facilities then in
service.

[19.15.24.12 NMAC - Rp, 19.15.11.902 NMAC, 12/1/08]



