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610 /Lb Q\ STATE OF NEW MEX
ENERGY,WIINERALS 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. 11195
Order No. R-10449

APPLICATION OF GILLESPIE-CROW
INC. FOR STATUTORY UNITIZATION,
LEA COUNTY, J'EW MEXICO.

ORDER OF THE DIVISION

TSTON-

This cause came on for hearing at 8:13-2.m. on Jume 13, 1995, at Sanaa F=, New
Mexico, before Examizner David R. Caranach.

NOW, on this 25th day of August, 1995, the Division Dirsctor, having considerad
the wstimony, the record, and the recommendadons of the Examiner, and being fuily
advised in the premises,

EINDS TEAT:

(1) Due public nodcs having beed given as required by law, the Divisica has
jurisdiction of this cause ard the subject martter thersof

(2) Divisicn Case Nos. 11194 and 11195 were consohdar.ed at the dme of the
hearing for the purpose of tesdmony. . .

(3) The apriicam, Gillespie-Crow, Inc., sesks the stamtory unitization, pursuant
to the "Stamutory Unidzatdon Ac:”. Secticns 70-7-1 through 70-7-21, NMSA, (1978), of
all mineral interests underiying 1.453 35 acres, more or less, of State, Faderal and Fe=
lands comprising the follcwing described area in Leza Counry, New Mexico, acd
embracing a pordaon of the West Lovingon-Saawn Pcol, said unit to be kmowu as the
West Lovington Scrawn Unit Area; the applicant further seeks the approval of the Unit
Agresment which was submitted in evideacs as applicant's Exhibit No. 19 in this case.

TOWNSHIP 15 SQUTH RANGE 35 EAST. NMPM
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TOWNIHIP 16 SOUTH., RANGE 35 EAST, NMPM

Secdon l: Lots | through 3

TOWNISHIP 168 SOUTH, RANCE 36 EAST NMPM

Secdon 6: Lats 3 through 5

(¢) The verzical limits of the West Lovington Stawm Unit Arsa (hersinafier
referted w0 as the "Unit Area”) are proposed 0 comprise thar interval which 2xtands Tom
an upper lmit at ke op of the Swawn formaton 0 a lower limit at the base of the Soawn
formaticn in the West Lovingion-Strawn Pool. The top of the Smawn formadon for
unigzatica surposes is defined as all points underiying the Unit Area corrzianve w0 a degth
of 11.420 fe=r and the tase of the Smawn formarcen is derined as all poinss ucderlying the
Unit Ar=a correladve to a degth of 11,681 fast, both depths as icear<ed om the
Compersated Neurcrn/Litho Deasity Log for the Speight Faz Well No. | lecated in Unit
C (Lot 3) of SecZcn i, Townskip 16 Scuth, Range 35 East, NMPM, Lea Counry, New
Mexico, (teing applicant’'s Exhibit No. 2 in this case).

(3) Tue Szawm lormadon ucderiying the proposed Unit Arsa has feen reasonabdly
defined tv develcpment.

(6) The propesed Unit Area bas Seen approved by the United States Suresu of
Land Mzrzgemeznr (USELM) acd the Commissicner of Public Lards for the State of New

=

Meaxico, subjest wo 22 Division's approval of the srovosed s@mmory umitzaton.: -

(7) Tae proposed Uait Arsa corraing eleven separate Tacs owned dv zighr (8)
working inreT=st QwreTs, sixty-sevea (87) royalty interest owners and 2ight (8) overriding
royalry inrersst owrners. At the dme of the hearing, applicant's witness testified that 100
percant of the working inmerast owners ard aver 83 percen of the royalty and overniding
royalty inrerest owners underlying the proposed Unir Arza have velunmrily agresed (o join
the unit.

(8) Gillespie-Crow lzc., Phrillizs Peazcleum Cormpany (Phillips) azd Dalea
Resourcas OU & Gas Company (Dalez) are among the largest working inf2rsst owners
within the Unit Area.

(9) Phillips Peoieum Company aprearsd at the hearing ard preseaced 2videzcs
and testimony in support of Gillespie-Crow, [nc.'s appiicadon.
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(10) Snyder Ranches, Inc. and Mr. Larry Squires, collectively (Sayder), royalry
interest owners underlying Tract No. 6 of the proposed Unit Arca, appeared at the hearing
and presented evidence and tesumony in support of the formadon of the unit, but in
opposidon to the formula for the allocation of production from the Unit Area.

(11) The applicant proposes (o instifute a pressure mainrenancs project for the
secondary recavery of oil, gas and associated liquefiable hydrocarbons within ard o be
produced from the proposed Unit Area (being the subject of companion Case No. 11194),

(12) The proposed Unit Area should be designated the West Lovingron Szawa
Unit Area and should comprise the dorizontal and vertcal limits described in Finding Nos.
(3) and (4) above.

(13}, Engireering evidenca presented by the applicant indicates that the individual
tract pardcipadon and allecadon within the Unit Area was determined in accordance with
the following formula:

Trac: Participation Percentage = (A-B)/(C-D)

A= Tract volumemic origical ol in place calculated Tom hydrecarbon
pore volume;

B=  Tract cumuladve oil recovery from =2 Strawn formadon as of May
1, 1995; '

C= Unit Area velumemic original oil in place calculated from
hydrocarbon pore volume;

D= Unit Area cumulatve oil recovery from the Strawn formadon as of
May 1, 1995.

(14) Evidance and tesdmony presented indicates that in November, 1994, Charles
B. Gillespie, Jr. (Gillespie® inizared formal discussions with varicus working interest
owners with regards to the unidzadon of the West Lovington-Strawn Pool for the purtose
of conductng secondary recovery operations. During this time peried, various isopaca.
scucmre and hydrocarbon pore volume maps wers constucied and udijzed for unifizageon
discussions.
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(15) Gillespie's geologic interpreraton of the Stawn reservolr at the time the
inidal urninozagon maps were generated was based upon existng well control and 2-D and
3-D seismic dam. Gillespie's pore voiume map was based upon its geologic interpreqarion
of the reservolr and porosity and thickness data obtained from well logs.

18) During February and March, 1995, the Klein Fee Well No. | and the Snyder
"S" Com Well No. 2, hereinafter referred to as the "new wells”, located respectvely in
Unit B of Secton 33 and Unit M of Section 34, both in Township 15 South, Rangs 35
East, NMPM, werz driiled and completed in the West Lovingron-Strawn Pool.

(17) According to evidence and tesdmony presented, subsequent w0 the drilling of
the new wells, and subsequent w0 acdidonal me=dngs berwesn various working interest
owgers within the Unit Area, the hydrecarbon pors volume map was altersd Tom it
original condguraden to reflect a revised inerprezadon of 3-D seismic data as a result of
additional well dara obtained from the drilling of the aforesaid wells.

(4"

(18) The revision of the hydrocarbon pore volume map resultad in a change in th
trac: participation CerTIniages among varicus macts within the Unit Arza. Witk spesif
regards to Tract No. 6, the revision of the hydrocarbon pore volume map resuited |

26.8% decrease i this mact's participazion in the unit

=)
a6

(19) Utilizing the inirial and revised hydrocarbon pore volume maps aad the
appiicant’s mact pardcipanon formula results in the following Gract paricipatcn
percentages:

TRACT TRACT
PARTICIPATION % PARTICIPATION %
TRACT NTMBER (INITIAT BPYV MAP) REVISED HPV MAP)

l 17.551 28.014

2 21.843 17.723

3 6.601 342

4 6.747 7.487

5 25.13¢8 21.259

6 8.643 6.329

7 6.671 6.306

8 3.574 3.561

S 2.498 1.938

10 0.552 1.470

11 0.179 0.387
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(20) Soyder preseated geologic and engineering evidence arnd testmony (@ support
its conreations that:

a) in Apri-May, 1995, Phillips, who owns a substantal working interest
share in Tract No. 1, met with Gillespie/Dalen and persuaded them to:

D add reservoir thickness to Tract No. 1 by "re-interpreting” the
existing 3-D setsmic data; and,

2) extend a plunging stuctural nose further into Tract No. 6 and to
alter the ou-water contact such that hydrocarbon pore volume was
reduced under Tract No. 6 and increased under Tract Nos. 1, 10
aod 11

b) the additonal well data obuained Tom the drilling of the new

eils is ipsufficient to cause such a dramatic change in the applicant's

interprecaccn of stoucture, isopach and hydrocarbon pore volume within
this reservoir;

¢) the mzgradon cf the log data from the new wells with all other
availatle lcg data esizblishes that Tract No. 6 should be assigned a
hydrocarbon pore volume of 8.63% of the Unit Area’s towal hydrocarben
pore volume as opposed to the 3.34% assigned to Tract No. 6 by the
applicant.

(21) Snyder further contends that the reservoir parameters and participadon
formmula prorosed by Gillespie fail to provide "relative value” to Tract No. 6 as required
by Secdon 70-7-KT) NMSA (1978), as amended, and unless corrected by the Division, the
corrsladve rights of Sayder will be violated.

(22) Saoyder presentad gecicgic evidence and tesdmony including swucture,
isopach and hydrocarbon pore veium= 7S 12 suppct i Zosidon in this case.

(23) Snyder's geologic interprewaron of the Strawn reservoir underlying the Unit
Area differs from applicant's primarily with respect to the dismibuton of hydrccarbon
pore volurme and stucture within the Umir Area.
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(24) Sayder proposed that a two-phase parucipaton formula be unlized w0 allocate
production to the various @acts within the proposed pressure mainrenance project. The
basic premise udlized by Snyder in determining its allocadon formula is that the
percentage recovery from each gract within the Unit Area should be equal at the end of the
project life. In oumerical terms, if the ultimate recovery from the proposed project is 30%
of the original oil in place within the Unit Area, each mact, at the end of the project life,
should have been credited with recovering 30% of its original oil in place.

(25) The evidence and testimony presented by all partes in this case indicates

a)

D)

d)

the reservoir soucture and related position of the oil-water conract
relative o Tract No. 6 is a major point of contenron berwesa the

pardes ard the primary reasen thar Sayder’s participation decreased

from 8.643% 10 6.329%;

applicant’s original sowucturs map, generated prior o the driling of
the new wells (Snyder Exhibit No. 1), is very similar to the
sucturs map geaerated by Sayder in this case. Both maps show
that only a very smail porton of Tract No. 6 is locarad sucturally
beiow the cil-water contact within the reservoir;

applicant tesdfied that both the new wells encountersd the Sgawa
reserveir at approximately the same structural posicon that was
predicied by the original swucmurs map;

the alteradon of the original sgucture map and related posidon of
the oil-water conract reladve to Tract No. 6 due to dam obuined
from the drilling of the new wells does not appear to be warraned;

the data obtained from the drilling of the new weils does not appear
0 be sufficiemt to significantly alter the isopach maps and
hydrocarboz pore volume maps from their original configuration;

the applicant did not present any 3-D seismic data as evidence in

; this case ard did not sufficienrly demonstrate through its evidence

and testimony that the data obtained from the drilling of the new
wells together with a re-evaluadon of the 3-D seismic data justifies
a significant alteration of the structure, isopach and hydrocarbon
pore volume maps from their original configuradons;

e
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2) so as to elimmate any potential bias, testimony by Sayder's

geologist indicates that he consmucted his swucrure, isQpach and
hydrocarbon pore volume maps independenrly of any knowledge of
act configuraton or ownership within the proposed Unit Area;

h) the hydrocarbon pore volume map gemerated by Snyder was
validated by material balance calculadons. The applicant presented
no such material balance calculatons to validate it's hydrocarson
pore volume map.

(26) The stucture, isopacl and hydrocarbon pore volume maps gezerated by
Soyder appear (0 more accurately honor the sub-surface well data and consequently more
accurately cepict the configuration of the Strawn reservoir underlying the Unit Area.

(27) The hydrocarbon pore volume map generated by Snyder should Se urilized
{0 determine the original otl in place underiying each respecdve Tact within the Unit Area.

(28) The tract partcipadon formula proposed by Soyder in this case is ggf fair and
reasonable for the {ollowing reasors:

a) Lmrosing a single recovery factor in the pardcipadon formula would
not be fair to the macts containing held2r reservoir porcsity and
higher quality reservoir rock. Typically, these gacts would have
higher recovery faczors than tacis with lesser qualiry reservelr
rock;

b) the formmla penalizes mact owners who invested capital doilars and
took exploration and development risks in the primary development
phase of the reservoir; ard, '

c) the formula anempts w0 "reToacdvely” equalize all macts fom the
dare of first producdon.

(29) The partcipaton formula proposed by the applicant is fair and reascnable,
has besn agread to by the vast majority of interest owners within the Unit Arez, and
should therefore be adopted.

(30) The tract participaton should be calculated udlizing the applicant's formula.
original oil in place mumbers generated from Snyder’s hydrocarbon pore volume map. and
cummulagve production numkbers presented by the applicant.
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(31) The tract participation for the West Lovingron Soawn Unit Area should be
established as follows:

TRACT PARTICIPATION

E

19.8575886
16.8776208
12.6504860
4.3793213
21.2989623
$.5103237
5.0822238
8706062
6518395
T60ZLTT
5150051
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32) The unidred management, operation and further development of the West
Lovington Smawn Unit Area, as proposed, is feasible and reasonabiy necsssary w

erfeccvely and efficizarly carry on enbarced recovery operatons and shouwld substanriaily

(SR AP

increase the ultimate recovery of ol and gas from the West Lovingron-Sgawn Pool.

(33) The proposed umitized methed of oreration as applied to the Unit Area is
feasible and will result with reascnable probability in the increased recovery of
substantiaily mors oil from the unitized pordon of the pool than would otherwise te
recoversd without uninzagon.

34) The estimated addidonal cost of the proposed unitized operatons within the
Unit Area will not exceed the esdmated value of the addidonal oil and gas plus a
reasonable profit.

(35) The applicant, designated operator of the Unit Area pursuant to the Unit
Agreament, has made a good faith effort 10 securs voluntary unitizzden within the Ucit
Area.

(36) The partdcipation formula contaired in the Unit Agreement allccares the
produced and saved unitized substances to the segarataly owned acts in the Unit Area,
on a fair, reasonable and equitable basis.

(37) Unitizadon and the adoption of the proposed unitized methods of operation
will benefit the working, royalty and overriding rovalty interest owness of the oil and gas
rights within the West Lovingron Saawn Unit Area.
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(38) Applicant's Exhibit No.-19 in this case, being the Unit Agresment, should
be incorporated by refercnce into this order.

(39) The West Lovington Strawn Unit Agreement, as applied to the Unit Area,
provides for unidzation of the West Lovington Stawn Unit Area upon terms and
conditions that are fair, reasonable, equitable, and which includa:

(a) an allecadon, herein amended, to the separately owned macts in the
Unir Area of all oul ard gas that is produced from the Unit A~ o.d
which is saved, being the producdon that is oot used in the conducs
of unit operadons or not unavoidably lost;

(b) a provision for the credits and charges 0 be mads and the
adjustrent armong the owners in the Unit Area for teir respecdve

Y
inveszments n wells, tanks, pumps, machipery, materials and
equipment conmribured to the unit operadons;

©) a provision governing how the costs of unit operaticos, inciuding

capital invesune~35, shall be determiped and charged to the
separziely owned Tacts and how said costs shail oe paid. including
a provision providing when, how, and by whem the umt production
allccatad 0 an owner who does not pay his share of the costs of
unit operarions shall be creditad to such owner, or the inrarest of
such owrer, and how his inrerest may be sold acd the procesds
arplied 1o the paymernt of his costs;

(d) a provision for carrying any working owner on a limited, carried or
net-profits basis, payable out of producdon, upon terms and
condi®cns which ars just ard reasormable, and which allow an
appreoriate charge for interest for such service payable out of
production, upon such terms and conditicns determined by the
Division to be just and r=c<nnable, and providing that any non-
consenring working inrersst'cwrner Seing so carried sonil De dewmed
to have relinquished to the unit operator all of his operating righi
and working ‘mrarsst in and o the unit undl his share of the costs,
service charge arnd interest are repaid to the unit Operalor;

(&) a provision designating’ the unit operator and providing for the
supervision and conduct of the unit operatons, including the
selecdon, removal or substitution of an operator from among the
woring interest owgers 1o conduct the unit Operaticos;
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(6 a provision for a voting procedure for the decision of maters to be
decided by the working interest owners in respect (o which each
working mterest owner shall have a votng interest equal to his uait
partcipadon; and

(g) the time when the unit operations shall commence and the manner
in which, and the circumstances under which, the unit operations
shall terminate and for the semlemenr of accounts upon such
terminagon.

(40) The applicant requested that a 200 percent penaity be assessed against those
working interest owners who do not voluntarily agres to join the prerosed unit.

(41).. Section 70-7-7.F. NMSA of said "Stamurory Unidzadcn Act” provides that
the unit plar-of operadoen shall include a provision for carrying any workirg interest owner
subject to limitations set forth in the starure, and any non~consenting working interest
owner so carried shall be deemed t0 have relicquished to the unit operator all of his
operating rights ard working interest in and o the unit untl his share of the costs has beeq
repaid plus an amount not to excesd 200 percent thereof as a nen-consent penalry.

(42) Applicant's Exhibit No. 11, Unit Operating Agreement, confaios a provision
whereby any working intersst owuer who elects not to pay his share of urut 2xpense shall
be lizble for his share of such unit expense plus an addidonal 200 percsor thereof as a non-
consest penalty, and that such costs and non~consenr penaity may be rscoversd Tom 2ach
non-consenting working imferest owner's share of unit producZon.

(43) A non-comsent penalty of 200 percear should be adopted in this case. The
applicant should be authorized w0 recover from unit production each non-consenting
working interest owner's share of unit expense plus 200 perceat thereof.

(44) The stamtory unitization of the West Lovington Stmawn Unit Area is in
conformity with the above findings, and will prevent waste and will protect the correladve
rights of all cwners of inrerest within the proposed Unit Area, and skculd be approved.

[T IS THERFFOREY ORDERED THAT:

(1) The West Lovington Strawn Unit Arza comprising 1,458.95 acres, more or
less, of State, Federal and Fes lands in the West Lovington-Smawn Pool, Lea County,
New Mexico, is hereby approved for stamurory unitzadon pursuant o the Stawutory
Unitization Act, Sections 70-7-1 through 70-7-21, NMSA, (1978).
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(2) The lands included within the West Lovington Stawn Unit Area shall
comprise:

JOWNSHIP 15 SOUTH, RANGE 33 EAST, NMPM

Secuon 33: Al
Secuon 34: W/2

TOWNSHIP -G SOUTH. RANGE 35 EAST. NMPM

Section !: Lots 1 through 8

Secden 6: Lots 5 through 5

(3) The vertcal limits of the West Lovington Stawn Unit Area shall comprise that
interval which exterds from an upper limit at the top of the Stmawn formacton o a lower
limit at the base of the Swawn formarion in the West Lovingron-Szawn Poel. The wp of
the Soawn formaron for umrzaton purposes is deficed as all poinrs underiving the Unit
Area cormeiative w a depth of 11,420 fe=t arnd the base of the Sgawn {ommaten i3 defined
as all poinrs underlying the Unit Area correlatve to a depth of 11,631 fest, both depths
as iderzTSed on the Compensated Neumor/Litho Densiry Log for the Speight Fez Well No.
1 lecazad in Unit C (Lot 3) of Section 1, Township 16 Sourh, Range 35 East, NMPM, Laa
Counry, New Mexico.

(4) The applicamt shall instinite a secondary recovery project for the secondary
recovery of oil, gas and all associated liquefiable hydrocarbons within and produced from
the Unit Area, (said secondary recovery project being the subject of Case No. 11194).

(5) The West Lovingron Sttawn Unit Agresment acd the West Lovington Strawn
Unit Operating Agresment, being applicant's Exhibit Nos. 19 and 11, respecdvely, are
hereby incorporated by reference into this order.

 (6) The tact partcipadon for the West Lovington Strawn Unit Arza is Geredy
established as follows:

RFITIURININT W
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TRACT PARTICIPATION

19.8573886
16.8776208
12.6304860
4.8793213
21.2989623
9.5103287
5.0822223
3.8706062
2.6918395
1.7662177
1.515CC5!

é
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(7) The Umt Agreement, as ameaded by this order, and the Unit Operarng
Agresmeanr for the West Lovington Strawn Unit provide for uridzarion and unit operarion
of the Urut Area upon terms and condigons thar are fair, reasonable and equitable and
which include those provisions described in Finding No. (39) above.

(8) This order skall not become effecdve unless and undl the owners of seveary-
five (75) perceat of the working inrerest and seveary-five (73) percent of the rovalty
interest io the West Lovington Strawn Uair Area have approved the plan for unit
operations as requirsd by Secdon 70-7-8 NMSA, (1578) Comp.

(5) If the persons owning the required percenrage of interest in the West Lovingron
Scawn Unit Area as set out in Section 7C-7-8 NMSA, (1978) Comp., do not approve the
plan for unit operations within a period of six (6) months from the date of eamry of this
order, this order shall cease w0 be of further force and effect and shall be revokad by the
+ Division, unless the Division shall extend the time for ratificatdon for good cause shown.

(10) When the perscns owning the required percenrage of interest in the West
Lovington Strawn Unit Area have approved the plan for unit operations, the inrarests of
all persons in the unit area are unitized whether or not such persons have approved the

plan of unitizaton in writng.

(11) The applicant as Unit Operator shall notify in writng the Division Director
of any removal or substituton of said Unit Operator by any other working infersst owner
within the Unit Area.

(12) A non-consent penalty of 200 percent is hereby adopted in this case. The
applicant shall be authorized to recover from unit production sach non-<ccsenang working
interast owner's share of unit expense plus 200 percace thersof.
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(13) Jurisdicton of this cause is retained for the entry of such further orders as the
Division may deem necessary.

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

STATE OF NEW MEXICO
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