STATE OF NEW MEXICO o :
ENERGY MINERALS AND NATURAL RESOURCES DEPARTMENT
OIL CONS SERVATION DIVISION

"IN. THE MATTER OF THE 'HE'ARING" :
'CALLED BY THE OIL CONSERVATION
DIVISION ~FOR - THE PURPOSE  OF

'CONSIDERING: -
~ APPLICATION OF CIMAREX E ENERGY CO.  CASENO.14698
. FOR COMPULSORY POOLING, - | ' CASE NO. 14703

EDDY COUNTY, NEW MEXICO - -+ . CASE NO. 14704
B . - ' CASE NO. 14705

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

EDDY COUNTY, NEW MEXICO. | CASE NO. 14725
o S -CASE NO. 14726

"ORDER NO. R-13490 .

ORDER OF THE DIV ISION

BY THE DIV ISION

" These competmo applications were consohdated by the Division. and mmally .»
came on for hearing on Septembe1 1, 2011, in Santa Fe, New Mexico, before Examiner -

Terry Warnell whereupon evidence was taken. On September 29, 2011, these matters -

. were called again- bef01e Exammel Wﬂham V Tones to addless certain notlce issues.

, NOW on thls 14' day of . Decembe1, 2011 the DIVlSlOH Duect01 havino '
- con51dered the testlmony, the reco1d and the 1ecommendat10ns of the Exammm on these‘

competing apphcatxons

FINDS THAT

(1) Due pubhc notice has been glven and the Dwmon has ]UllSdlCUOI’l of‘
these cases and of the SUDJCC[ matter.’ :

(7) Case " Nos 14698 ]4703, 14704 14705, ]47’)5, and 147’)6 wele[_:
- consohdated at the time-of heaum(T for the. pmpoees of lestlmony ‘ : ‘

SRR (%) By its app11c:'1t10ns in Ca%e Nos. ]4698 ]4703 14704, '11]d14705, Cimarex
_Eh’ercy.Co.v( C1ma1 ex”), qecks orders poohnﬂ all uncommltted mineral interests from the "
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~ surface to the base of the Yeso formatlon under]yln 1espect1vely, (i) the SE/4 SE/4 (i) .
the.NW/4 SE/4, (iii) the NE/4 SE/4, and (iv) the SW/4 SE/4, of Section 6, Townsh1p 19
South, Range 26 East, NMPM, Eddy County, New Mexico, to form standard 40-dcre oil .

spacing and proranon units for all pools or formations developed on 40-acre spacing - -

* within that vert1cal extent. The units will be dedlcated 1n1t1ally to four vertrcal wells

(4) By rts competrmT applrcatrons in Case Nos. l47’)5 and 147’)6 COG:
Operating LLC (“COG”) seeks orders pooling all uncommitted mineral interests in the

Yeso formation underlyln respectively, (i) the W/2 E/2, and (i1) the E/2 E/2, of Sectlon-"' o

6, Township.19 South, Range 26 East, NMPM, Eddy County, New Mexico, to form non-" -
' standard 160-acre oil spacing and proration units for all pools or formations developed on .
40-acre spacing within that ver: trcal extent. The umts will ‘be dechcated 1mt1ally to two_ :

horizontal wells.

(5). Due to the factual 1elat10nshrp between the competrng cases, one orde1 o
should be entered as to all cases. : '

(6) AA All parties appeared at the hearing and presented testimony and supporting
evidence. Cimarex presented evidence supporting its applications and opposing COG's
applications. © COG presented evrdence Supportrno its applications and opposmo

: Clmarex S apphcatrons

(7). ‘Neither Clmarex nor- COG drspute wells costs, well locatrons or 0eolocy o
(a controuous heterooeneous carbonate) in the proposed spacrn(7 units. '

(8). Both Crmarex and COG want to develop and operate the subject acre’aoe’
in their well units in Section 6, targeting the Paddock producrn0 member of the Yeso ,

 formation at a depth of around 3000 feet

(9) Both COG and- Crmarex have the rroht to. drill w1thm the proposed spacing

units, and both seek to be named oper ator of then respectlve proposed wells and spacmo' .

'unlts
EVidencezp'
(10) ‘_Cimarex presented the followin"c7 e\ddenee: e

| (a) The E/2 of Sectron 6 (smface and mrnerals) is-all prrvate fee land

o (b) , Crmarex owns Or: cont1 ols 55% of the worl\mo 1nte1est in the N/2. T
' SE/4 and’ SW/4 SE/4 (Colorado’ lease) of 'Section 6, ‘while COG owns or contr ols.'," o

" 45% of the .working “interest. The SE/4 SE/4 (Kansas ease) is owned ASO% by
Crmalex andSO%byCOG R . e e

(c) Clmare)\ began evalmtrno the p1 ospect in late summer of ’)010
and: sent well proposals to the then worklno interest owners in Apnl 2011.
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Cimarex never received any responses from the other working interest owners to * -
its well pi‘oposals.

(N C1marex has obtamed a smlace use dmeement fxom the smfdce _
owners of the SE/4 of Section 6. -

(&) ~ Cimarex has Division—appro{/ed APDs for 1ts propose’d wells.

O - A compauson of dullmo and completlon methods n the quo
t1 end showq that:

1  Both C1ma1ex S and COG's vertical wellq have hlohel 1ecove1y |
" factors than the partles horizontal: Wells and

i’ - Due to diffelent fracing techmques Cimarex's vertical hhd
' ~ horizontal Yeso wells have obtained substantially hthel recovery
factors and EURs than COG's wells ' :

(&) After drilling one or two horizontal wells on its leases, COG
reverted to drilling ver tlcal wells. - :

(h) - Cimarex's . ve1tlcal well recoveries across .the Yeso trend are.
approximately 150 MBOE/well. (COG used 30-40 -year-old Yeso wells in the
area to contend that vertical wells would recover only 12.5 MBOE/Well ). =

(i) = Under a full plan of development for the ER of Sectlon 6, the
following reserves Would be- produced > . :

-i Thuty—two (32) vertical wells w1ll 1ecove1 4 ,800 MBOE at a. .
1ecovery cost of $9 lS/BOE and : : :

RIERS Fom (4) houzontal wells Wlll 1ecove1 1308 MBOE/Well at a
T »_ 1ecove1y cost of$8 70/BOE B g N -
. A (l) Cimrex is cuuently completmo several vertical wells in the Yese:
.. trend applommately 1-1/2 miles north- northeast of .Section 6, in-Section 32,

o .Towmhlp 18 South, Range 26 East, NMPM. The complehon 1ep01 ts on some’ of ‘
'these wells will soon be f1led w1th the Division. . . : : ‘

(1 l) COG plesented the followmg ev1dence

(a) g COG C1ma1ex Yate@ Petloleum C01p01at10n MYCO Induqtue@"

' Ine. , ‘Abo Petroleuin ‘Corporation,  DHA, LLC, and Oxy Y-l Company hold'_f_" o

| B leaqehold interests in the SE/4 of SCCUOD 6.
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(b) © COG belreves that therr lrorrzontal well proposal provrdes a more
efficient and effective means of recovering the reserves in the Yeso formation
underlying the E/’) ol Sectro_n 6, including tlrose reserves in the SE/4 of Section 6.

; (c) COG- has discussed the proposed full sectron " horizontal -
~ development plans with all of the- Workrng interest owners, in.the'SE/4. of Section

6.
S '(d) COG has no. surface use agreement wrtlr the surface owner rn the o
_SE/4 of Sectron 6 : : S : - -
. (e) ' COG derr'ves- its interest in the lands. involved in Case Nos. 14703— S
14705 under a Development Agreement wrth Yates Petroleum Corporatron'. .
‘ ("Yates") executed in June 2011. ‘ :

6 - COG expects to recover 327 MBOE/horizontal Well though it .
coilld not identify any horizontal well in the Yeso trend that it has drilled which

has recovered thrs amount of reserves,

A(g)_ - COG relied on horizontal wells drilled in the southern tier. of
Township 19 South, Range 25 East, NMPM to support its calculated -horizontal
well EURs. However, the nearest horizontal wells to Section 6, in Section 30,
Township 19:South, Range 26 East, NMPM (the Coffin’ State and Crypt State

wells) are UNECOnomMic.

: (h) ‘C'OG presented a letter from DHA, LLC, supporting COG’s full-
section horrzontal wells and likewise expressing the-opinion that COG’s proposed
horizontal* wells provide a more efficient and-effective means of recovering the

" reserves in the Glorreta Yeso forrnatron underlyrng the SE/4 of Sectron 6. "

o COG S Landman testified the company has discus'sed its proposed ,
full-section -horizontal wells with Oxy Y-1~ and that it favors COG’s: proposed
horizontal develOpment plan over the vertrcal development plan proposed by-

' 'Crnrar ex.

, Q- There have been frve vertrcal wells drrlled i the Yeso fornratron in
o the nine sectrons surroundrng Sectron 6. : :

. (k) Slrortly before the lrearrng, COG rnrtrated a rneetrn0 wrth Crmarex -
but the conrpanres ‘were unable to resolve therr conrpetrncT development plans

. Conclusrons:

| (12) .. The ADiv;isron _conoludes as follows:
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(a) Both Ctmalex and COG are targeting the PdddocL ploducmg '
membel of the Yeso formation at a depth of alound 3000 feet The Paddock. 1 in

' this cuea is SOO 600 feet thick.

(b)‘ --Both parties generally agree on the Yeso geology in the subject' '
area and both parties are capable operators.in the Yeso trend. However, the
. _parties strongly disagree about how to drill and complete the proposed wells.

_ ,'<C)- - Neither‘C‘imarex. nor. COG dispute well:costs; well locations, or. - -
unit geology. - : - o i

(@ There appea1 to be no fault% or othel neo]ocrlc 1mpedlment§ to full~
SCCUOH development in the SUbJeC[ aled :

(e) - . Using p1oven vertical dulhno methods as prOpoqed by ‘Cimarex
W1H minimize wel] costs and operating costs -

() The1e is 1o debate " that COG’S proposed horizontal Well
development plan will result in less surface dlsturbance than Cimarex’s pr oposed

ver tlcal well development plan. - : : _.

A (13)' There is no cut and dried method of developing this reservoir. Historically,
- .it-has been developed vertically; however horizontal completions are becoming more
common. The evidence suggests that both horizontal and vertical wells may be needed to
effectively recover the reserves in the G1011eta Yeso format1on under]ymo the E/2 of

SGCUOI’I 6.

(14). Tladltlonaly, the D1v151or1 has estabhshed qpacmo umts comprising -
separ ate and distinct areas,; without overlap. However, the advent of horizontal wells has
nece551tated departures from that pattern. Hence the fact that the units established by this
Order will overlap should not preclude their approval No statute or 1u]e forblds

ovellappmg spacm0 units. -

(15) To protect co1relat1ve 110hts plevent waste and ElffOId to the owner: of o

. each interest in the Units the’ opportunity, to recover -or 1ece1ve Wlthout unnecessary .

_expense its just and fair share of hydrocarbons, both Cimarex’s and COG’s applications -
should be apploved by pooling all uneommltted mterests wlmtever they may be, in the .
oil and gas within the well units. .

(16) Two or. mote, sepalate]y owned tracts are emblaced thhm the Umtq :
and/cn there are royalty interests and/or undlwded 1nte1ests 1n 01] dnd ﬂa@ miner a]q n one '_ B
'01 more- ttacts mcluded n the umts that are sepal ate]y owned : s

(]7) Thete are mtete@t owners in the plopoqed umt@ who have not dcneed to’f
poo] their mtelests ‘ : ‘ o
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- (18) . Any pooled wmkmo 1nte1est owner Who does not pay its share of -
estimated well costs should have withheld from ploductlon its share of 1easonable well

costs plus an additional 200% the1 eof as a reasonable charge for the risk mvo]ved ino .

drilling the wells

CIT IS TPIEREFORE ORDERED THAT

(1) Puxsuant to the appheatlons of Clmalex Energy Co, all uncomrmtted e

‘mineral interests. in all formations from the surface to the base of the Yeso fOleElt]OI’] are E
her eby QOO] d to form the followmg units (“the Units”):: : % e

cMeM>Mw8'meﬁmsm4d5mmn61mmmm19%mhRmmze;”'

- East, NMPM to form a standard 40-acre oil spacing and proration unit for any
- and all formations or pools developed on 40-acre spacing within that vertical
extent. The unit will be dedlcated to the Kansas 6:-Fee Well No. 1 (API No. 30—,

015- 39255)

Case No. 14703: The NW/4 SE/4 of Section 6, Township 19 South, Range 26 . -
East, NMPM, to form a standard 40-acre oil spacing and proration unit for any - -
-and all formations or pools developed on 40-acre spacing within that vertical
extent. The unit will be dedicated to the Colorado 6 Fee Well No. 1 (API No 30- -

015 39346).

: Case No. 14704 ‘The NE/4 SE/4 -of SCCUOH 6, Townshlp 19 South, Ranoe 76
. East, NMPM, to form a standard 40-acre oil spacing and proration unit for any -
"and .all formations or ‘pools developed on 40-acre spacing within that vertical =~ .
- extent. The unit will be dedlcated to- the Colorado 6 Fee Well No 2 (API No 30— L

015 39256)

. Case No. 14705 The SW/4. SE/4 of Section. 6, Townshlp 19 South, Range 26 |

East, NMPM, to form'a standard 40-acre oil spacing-and proration unit for any . -

: and all formations or pools developed -on 40-acre spacing within that vertical - o
extent. The unit wﬂl be dedlcated to’ the Colorado 6. Fee Well No. 5 (API No 30~

"',015 39257)..

(7) Pursuant to the apphcatlon of COG Opelatmo LLC all uncomnntted' 3
mmetal mterests in all formations from the smface to the base of the Yeso foxmatlon are

\ heleby pooled to form the following non- standmd 160-acre units’ (“the Umts”)

. -'Case No ]4725 The W2 E/2 of SCC'[JOH 6, Townshxp ]9 South, Ranoe 26 East, ,'

. NMPM, all uncomm]tted interests in the Glorieta-Yeso for matmn underlying the -

' W2 E/2 of Section 6, Townslnp 19 South, Range 26 East, 'NMPM, to form a non- ‘

‘standard 160-acre spacing and proration unit for any ‘and. all formations or pools *

developed on 160-acre- spacing within that vertical e)\tent ‘The unit will be -
: dedlcated to the Alabnn “6” Fee Well No 7H ‘ -
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Case No. 14726: The E/2 E/2 of Section 6, Township 19 South , Range 26 East,
NMPM, all'uncommitted interests in the Glorieta-Yeso founatton underlying the
E/2 E/2.0f Section 6, Township 19 South, Range 26 East, NMPM, to form a non-
standard 160-acre spacing and proration unit for any and all formations or pools
developed on 160-acre spacing within that vertical -extent. The unit will be
dechcated to the Arabian “6” Fee Well No. 8H - : S

(3)' : CldeCX Energy Co. and COG are hereby each deswnated opexatom (or
“operatom ’) of the SLIbJCC[ wells and of the Unlts :

‘ (4) The opelatou of the Units shall commence - drilling then 1espect1vely '
ploposed wells on or before December 15,2012 and shall thereafter COI‘IUI’IUC dnlhno the
wells with due dthCHCC to test the Gloueta Yeso f01matlon ' o

(5)  Inthe event the operatOr does not commence drilling any proposed well on
“or before December 15, 2012, Ordering Paragraph (1) shall be of no effect as to such well
‘and the unit dedicated thereto unless the operator obtains a t1me extension from the

. Division Dlrectm for oood cause.

6) - Should any proposed well not be drilled and completed within 120 days
- after commencement thereof, Ordering Paragraph (1) shall be of no further efféct and the.
applicable Unit created by this Order shall terminate, unless.the operator appears before
the Division Director and obtains an extenswn of time to complete the well for good

cause demonstrated by satlsfactory evidence.

| (7). Upon flnal plu mg and abandonment of any of the ploposed wells and _: i
~any other wells drilled ‘on the Unit herein dedicated to. such ‘well pursuant to NMAC-

115.19.13 Sections 9-11, such pooled Unit created by this Order shall terminate, unless -

.th1s order has. been amended to authorize fu1the1 operations as to’ such Umt

(8). After poohno uncommltted w01k1n0 1nterest OWDETS are 1eferred to as .
pooled worl\mc7 interest owners. (“Pooled working interest ‘owners” are Owners of

‘working interests in the Units, 1nclud1ng unleased mineral interests, who are not par ties to-

. an operatmcy agreement governing the Units established by this Ordei.) Pooled working -
interest'owners in each 40-acre Unit shall share pIOdUCt]OH and 'well costs in each vertical
well to which such Unit is dedicated in proportion to their- respective interests in such 40-
.acre ‘Unit. Pooled working interest owners in each 160-acre Unit shall share production
" and well costs-in each horizontal well to which" such: Umt 1s dedlcated n- plop01 tion to

' -theu 1espect1ve 1nte1ests in such ]60 ac1e Umt

(9) Afte1 the effectlve date of th]q Oldel the ope1atox of eaeh Unlt shal]- e
furnish the Division and each. known pooled wmkmo Jinterest owner in- such’ Unit an "~

1tem12ed schedule of e%hmated costs of -drilling, completlno and eqmppmO the 9ub|ect
well to Wthh such Umt th] be dedlcﬂted ( wel l COSH") A .
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(10) Within 30 days from the date the .schedule of estlmated well’ costs 18
furnished, any pooled working interest.owner inthe applicable Unit 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 w01k1n0 interest ownexs who elect”

. not topay their share of estimated well costs as pr ovided i 1n this palamaph shal thereafte1 E

be referred to as non eonsentmg woerg 1nte1est owners.'

(ll) The OpelatOI of each well shall furnish the Division and each known
pooled WOTl(lIlU interest owner. (mcludm(T non-consenting working interest owners) an.
itemized schedule of actual well costs within 90 days following completlon of such 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 deteumne reasonable well costs after public .

" notice and hearmc7 .

_ (12) = Within 60.days following determination of reasonable well costs, ‘any
‘pooled working 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 opelator of each Well 18 hereby authouzed to w1thhold the followmo ‘
~ costs and cha1 ges f1om production from such well: : : :

- the p10port1onate share of reasonable well costs attrlbutable to each non-‘
: consentmg wo1k1n0 1nterest owner and ° » )

b. 200% of- the above costs as a charoe for the risk 1nvolved 1n dnlhno the o
"'wellsv - o SN : -

(14)  The operator of each well shall distribute the costs and charges withiheld -
- from production, proportionately, to.the parties who advanced the well costs.. .
_ l(lS)‘ Reasonable c-harges for “$upervision' (combined 'fi)géd,-l’ateS). are Ahe’reby' =
fixed at: ’ i o o SR ' -
a $4SOO OO pex month whlle dulhno vemcal wells and $4SO OO pel month__
 while: ploducmo (C1ma1ex) and o ,

bl "$6000 00 pe1 month wh1le dullmo honzontal wells and S>6OO OO pe1 month A

. whlle p1 oducm<7 (COG)
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‘Plo\uded that these rates shall be ad]u%ed annudlly pumuant to Section III 1.A. 3 of- the

COPAS form titled “Accounting Procedure- Joint-Operations.” - The operator of each well

15 authorized to withhold from plOdUCtiOI‘l from such well the proportionate share of both
the supervmon charges and the actual expenditures required for operating such well, not

in excess of what are reasonable, atmbutable to pooled w01k1n0 11’116169[ Owners.

, (16) "Any unleased miherﬁl i‘ntei‘estgshall be c.onsidered.a seVen—eighthS'(WS)
workin(; 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
- -production shaH be withheld only- from the woﬂuna interests’ share of. production, and no
.costs or char ges shall be w1thheld Irom ploductlon attubutab]e to royalty mtel ests

(17) Should all the parties- to this cbmpulsOr;i poolino order'reach voluntary
agreement subqequent to entry of this 01de1 this- order shall thereafter be of no further

_effect.

- (18)‘ The operator. of each well ahd Unit shall notify the Division in WI‘itInO of -
the subsequent voluntary agreement of all parties subject to the f01ced poohnc provisions
of this order w1th Iespect to such Unit. : :

(19)  Jurisdiction of this case is retamed for the entry of such further ordels as
the Division may deem necessary:

DONE at Santa Fe, New Mex1co on the day and yezu heremabove deswnated

. STATE OF NEW MEXICO .
OIL CONSERVATION DIVISION

@m@%

-] AMI BAILEY
I)n ector.




