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] Mmic B0 Vb @_\ STATE OF NEW MEX)
ENERGY, W#INERALS AND NATURAL RESOURCES DEPARTMENT
- OIL CONSERVATION DIVISION

e IN THE YIATTER 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 COUNTYV, J’EW MEXICO.

ORDER OF THE DIVISION
TSTON:

This cause came on for hearing at 8:13 1.m. on June 15, 1995, ar Sanra Fe, New
Mexico, before Examiner David R. Carznach.

NOW, on this 29th day of August, 1995, the Division Director, having consicdersd
‘ the wesumony, the record, and the recommendadions of the Examiner, aod being fully
Q advised in the pramises,

EDNDS TEAT:

(1) Due public nodcs having besd given as recuired by law, the Divisica has
jurisdiction of this cause and the subject marter thersof.

(2) Division Case Nos. 11194 and 11195 were consolidated at the dme of the
hearing for the purpose of tesdmony. '

(3) The appiicant, Gillespie-Crow, Inc., sesks the stamrory unitizaton, pursuant
to the "Stamutory Unitdzadon Ac:”. Secticns 70-7-1 through 70-7-21, NMSA, (1978), of
all mineral interests underiying 1.453 35 aczes, more or less, of State, Faderal and Fes
lands comprising the follcwing cescribed area in Le2a Counry, New Mexico. acd
embracing a pordon of the west Lovington-Saawn Pcol, said unit o be known as the
West Lovington Scawn Uit Area; the applicant further seeks the approval of the Unit
Agresment which was submuued in evidezcs as applicant’s Exhibit No. 19 in this case.
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TOWNSHIP 16 SQUTH, RANGE 35 EAST, NMPM

Secden L Lot | through 3

TOQWNSHIP (6 SOUTH, RANGE 36 FAST NMPM

Secdon 6: Lots 3 through 5

(4) The vertical limits of the West Lovington Stwawn Unit Arsa (hersinafter

referted 0 as the "Unit Area”) are proposed w comprise thar inzerval wiich 2xiands Tom:

an upper limit at cke wp of the Strawn formaden w a lower limit at the base of the Swawn
formation in the West Lovington-Smawn Pool. The top of the Saawn formadoen for
unigzatcn surpeses s defined as all points underiying the Unit Area corrzianve 0 a degth
of 11,420 te=r ard the base of the Stawn formacen is derived as all pomnrs underlying the
Unit Ar=a correiafive to a degth of 11,681 fesr, both decths as icearitied on the
Compensated Neurrcry Litho Deasity Log for the Speighr Fee Well No. 1 located in Unic
C (Lot 3) of Secdcn 1, Towunship 16 South, Range 35 East, NMPM, Lza Councy, New
Mexico, (teing applicant's Exhubit No. 2 in this case).

(3) The Sgaw=m formadon underlying the prevosed Unit Arsa has Tesn reasonadly

derfined tv develicprment.

-

(6) The preresed Unit Ar=a has Seeq approved by the United States Bureau of
ement (USBLM) arzd the Commissicrer of Public Lands for the Stzate of New
ject wo e Division's approval of the proposed ST@MUIOCY UmITIIcon.: -

(T) Thoe proposed Unit Arsa conraing eleven separste T2cis owned dv 2ight (8)
working imeTsst QWDeTs, sixry-seven (67) royalty inrerest owners ard 2ight (8) overriding
rovalty inrerest owress. At the dme of the hearing, applicant’s wimess testfied that 100
percenr of the working inrerest owness and over 83 percezt of the royalty ard overriding
rovalty inrerest owners underiying the proposed Unir Area have volunmrily agreed o join
the unir.

(8) Gillespie-Crow I[oc., Phillizs Pazoleum Company (Phillips) and Dalex
Resourcas Oil & Gas Company (Dalen) are among the largest working infersst ows
within the Unit'Area.

(9) Phillips P=roleum Company apreared at the hearing and preseated 2vidence
azd testimony in support of Gilespie-Crow, Inc.'s applicadon.
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(10) Snyder Ranches, Inc. and Mr. Larry Squires, collecdvely (Sayder), royalty
interest owners undertying Tract No. 6 of the proposed Unit Area, appeared at the hearing
and presented evidence and testimeny in support of the formadon of the unir, but in
oppositon to the formula for the allocaton of producton from the Unit Area.

(11) The applicant proposes to institute a pressure maintenarcs project for the
secondary recovery of oil, gas and associated liquefiable hydrocarbons within and t0 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 ngingmh Strawa
Unit Area and should comprise the orizontal and vertcal limits described in Finding Nos.

(3) and (4) above.
(13}, Engireering evidence presented by the applicant indicates thar the individual
tract partcipadon and allocadon within the Urnit Area was determined 1n accordance with

the following formula:

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

A= Tract volumedic origizal oil in place calculated fom hydrocarbon
pore volume;

B=  Tract curmulagve oil recovery from =2 Smawn formaton as of May
1, 1595; '

C= Unit Area volumesic origiral oil in place calculated from
hydrocarbon pore volume:

D= Unit Area cumularive oil recovery from the Strawn formaton as of
May 1, 1965.

(14) Evidence ard tastmomy presenred indicates thar in Novemper, 1594, Charles
B. Gillespie, Jr. (Gillespie} nicated formal discussions with varicus working interest
owTers with regards w the unidzadon of the West Lovingroo-Saawn Pool for the purpose
of conductng secondary recovery oreraticns. During this time period, various isopach.
strucaire and hydrocarbon pore volume maps wers constuctsd and udlized for unidzagon
discussions.
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(15) Gullespie's geologic interpretadon of the Strawn reservoir at the time the
tnidal urugzaton maps were generated was based upon existing well conmol acd 2-D and
3-D seismic da. Gillespie's pore voiume map was based upon its geologic interpretarion
of the reservolr and porosity and thickness data obtained from well logs.

(16) During February and March, 1995, the Klein Fee Well No. 1 and the Sayder
"S” Com Well No. 2, hereinafter referred to as the "new welils”, locatad respectively (o
Unit B of Section 33 and Unit M of Secdon 34, both in Township 15 South, Range 35
East, NMPM, were drilled and completed in the West Lovington-Sgawn Pool.

(17) According to evidencs and tesumony presented, subsequent 0 the driiling of
the new wells, and subsequent t0 addidonal meetngs berwesn various working interast
owners within the Unit Area, the h'/drocagyg_gor-wc map was altered Tom ics

original confguracen o reflect a revised interpretadon of 3-D seismic daia as a result of
additional well dara obuained {Tom the drilling of the aforesaid weils.

(18) The revision of the hydrocarbon pore volume map resulted in a change in the
Tact participation percIniages among varicus Tacts within the Unit Arza. Widh spenific
regards to Tract No. 6, the revision of the hyarocarbon pore volume map resuited in 2
26.8% dectease 1o dals mact's participazion i the unit

(19) Utilizing the inital and revised hydrocarbon pore volume maps and the
appiicant's mact pardcipation formula resulis in the following T=ct participaticn
percantages:

TRACT TRACT

PARTICIPATION % PARTICIPATION %

TRACT NUMBER (NITLAL HPV MaP) (REVISED HPV MaP)
l 17.551 28.014
2 21.843 17.723
3 6.601 5.542
4 6.747 7.487
5 25.136 21.239
6 8.643 6.329
7 6.671 6.3C6
8 3.574 3.5361
5 2.468 1.938
10 0.532 1.470
11 0.179 0.387
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(20) Snoyder preseznted geologic and engineering evidence and tesdmony o support
its contenuons that:

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

1) add reservoir thickmess w0 Tract No. 1 by "re-interpreting” the
existing 3-D seismic data; and,

2) extend a plunging souctural gose further inro Tract No. 6 and to
alter the oil-water contact such that hydrocarbon pore volume was
reducad under Tract No. 6 and increased under Tract Nos. 1, 10
acd 1.

b) the addiuonal well data cbuained from the driiling of the gew

wells 1s ipsufficient to cause such a dramatic change in the applicant's

ioterprecaden of smucdure, isopach and hydrocarbon pore volume within
this reservotr;

c) the inregration of the log data from the new wells with all other
avallable lcg data esizblishes that Tract No. 6 should be assigned a
hydrocarbon pore volume of 8.65% of the Unit Area’'s total hydrocarzen
pore voiume as cpposed to the 5.34% assigned to Tract No. 6 by the
applicant.

(21) Snyder further contends that the reservoir parameters and participaton
formula prorosed by Gillespie fail to provide “reladve value” to Tract No. 6 as required
by Secton 70-7-KJ) NMSA (1978), as amended, and unless correctad by the Division, the
corrsladve rights of Snyder will be violated.

(22) Soyder presentad zeclegic evidence and tasumony including sucture,
isopach and hydrocarbon pore veiu~= Z27s 12 supper itc Zosidon in this case.

(23) Soyder's geologic interpreaton of the Somawn rcs;rvoir underlying the Unit
Area differs from applicant's primarily with respect to the disgibudoen of hydrocarbon
pore volume and structure within the Unit Area.

VRS
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(24) Sayder proposed that a two-phase partcipation formula be unlized to allocate
production to the various gacss within the proposed pressure mainrenance project. The
basic premise utlized by Soyder in determining its allocadon formula is that the
percentage recovery from each tract within the Unit Area should be equal at the end of the
project life. In mumerical terms, if the uitimate recovery from the proposed project is 30%
of the original oil in place within the Unit Area, each ract, at the end of the project life,
should have been credited with recovering 30% of its original oil in place.

(25) The evidencs and tesumony presented by all partes in this case indicates tuc:

a)

b)

d)

the reservoir stucture and related position of the otl-water conract
reladve to Tract No. 6 is a major point of contenrion betwesn the

parties and the primary reason that Snyder’s participation decreased

from 8.643% 10 6.329%;

applicant's original smucaurs map, generated prior o the driiling of
the new wells (Sayder Exhibit No. 1), is very simiar to the
stucturs map generated by Sayder in this case. Beth maps show
that only a very small portcn of Tract No. 6 is located swucuraily
beiow the gil-water coniact within the reservoir;

applicant tesdfied that both the new wells encountersd the Smawn
reserveir at approximately the same structural positon that was
predicied by the original soucturs map;

the alteradon of the original sgucture map and related positon of
the oil-water conract relatve to Tract No. 6 due to data obtaired
from the drilling of the new wells does not appear t0 be warranted,

the dara obuired from the drilling of the new weils dces oot appear
w0 be sufficlemr to significantly alter the isopach maps and
hydrocarboz pore volume maps fom their original configuration;

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

~; this case and did not sufficieatly demonstrate through its evidence

and testimony that the data obtaiced from the drilling of the new
wells together with a re-evaluadon of the 3-D seismic data justfies
a significant alteration of the structure, isopach and hydrccarbon
pore volume maps from their original configuratons;

7
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2) so as to elimipate any potential bias, tesumony by Sayder's

geologist indicates that he constucted his soucrure, isQpach and
hydrocarbon pore volume maps independently of any knowledge of
tract configuration or ownership within the proposed Unit Area;

h) the hydrecarbon pore volume map gegerated by Snyder was
validared by material balance calculanons. The applicant presented
oo such matenal balance calculations to validate it's hydrocarson
pore volume map.

(26) The structure, isopach and hydrocarbon pore volume maps gezerated by
Sayder appedr (0 more accurately honor the sub-surface well dara and consequearly more
accurately depict the configuraton of the Strawn raservolr underlying the Unit Area.

(27) The hydrocarbon pore volume map gezerated by Sayder should e utilized
to determine the original od in place urderiying each respecdve Tact within the Unit Area.

(28) The wact participadon formula proposed by Sayder in this case is ol fair and

reasonable for the {ollewing reasors:

a) ImTCsing a single recovery factor in e pardcipadon formula would
not be falr to the macts conmzinming beder reservoir porcsity aod
higher quality reservoir rock. Typically, these acts would have
higher recovery factors than tracss with lesser quality reservolr
rock;

b) the formmla penalizes mac: owners who invested capital dollars and
took exploration and development risks in the primary development
phase of the reservoir; ard,

<) the formula amempts © "recoactively” equalize all macts Tom ke
date of first producdon.

(29) The partcipadon formula proposed by the applicant is fair and reasonable,
has be=n agre=d to by the vast majority of interest owners within the Unit Arez, and
should therefore be adoptad.

(30) The tract participation should be calculated utlizing the applicant's formula,
original oil in place oumbers gegerated from Sayder's hydrocarbon pore volume map. and
cumulatve production numkbess presented by the applicant.
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(31) The mact parucipation for the West Lovington Stawn Unit Area should be
established as follows:

19.8575886
16.8776208
12.63504860
4.8793213
21.2989623
$.5103287
5.0822238
3.87C6062
2.6518595
1.7662177
1.5150051
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(32) The uminzed management, operation and further developmenr of the West
Lovington Sagawn Unit Area, as proposed, is feasible and reasomabiy necessarv o
effecdvely and efficizanly carry on enharced recovery operations and should substantiaily

Nealaio ol

increase the ultimate recovery of o and gas from the West Lovingron-Soawa Pool.

(33) The proposed umtized methed of oreradon as applied o the Unit Area is
feasible and will result with reascnable probability in the increased recovery of
substantially more od from the unitized pordon of the pool than would otherwise te
recoversd without unitizaton.

(34) The estmated additional cost of the proposed unitized operadons within the
Unit Area will not exceed the esdmarad value of the addidonal ol and gas plus a
reasonable profit.

(35) The applicant, designated operator of the Unit Area pursuant to the Unit
Agresment, has made 3 good faith effort 10 securs volunrary unitzzacn within the Ucit
Area.

(36) The partcipation formula contained in the Unit Agresmemt allocates the
producad and saved umitized substances to the separately owned tracts 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 royalty interest owners of the ol and gas
rights within the West Lovingron Strawn Unit Arsa.
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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 o the Unit Ares,
provides for unifization of the West Lovington Stawn Unit Area upon terms and
conditions that are fair, reasonable, equitable, and which include:

(a) an allocation, herein amended, to the separately owned tracts in the
Unir Area of all ou acd zas that is produced from the Unit Are- od
which is saved, being the producton that is not used in the conduc:
of unit operatons or not unavoidably lost;

() a provision for the credits and charges to be made and the
admustmenr among the owners in the Unit Area for their respecave
invescments o wells, tanks, pumps, maclirery, materials and
equipment conrributad to the unit operatons;

(c) a provision governing how the costs of unit operztions, including
capital investme~<5, shall be determined apd charged o the
separziely owned Tacts ard how said costs shail be paid, locludin
a srovision providing when, now, and by whem the Uit producton
aliccated to an owner who does not pay his share of the costs of
unit operarions shall be credited o such owner, or the inrarest of
such owrmer, and how his interest may be sold and ke procseds
arplied to the payment of his cos:s;

(@) a provision for carrying any working owrer on a limited, carried or
net-profits basis, payable out of producdonm, upon terms and
condizicns which are just ard reasorable, and which allow an
appropriate charge for interest for such service payable out of
productdon, upon such terms and condidcns dersrmiced by the
Division to be just and recnnable, aod providing thar any pon-
consenring working iprecsstcuwnar heing so carried szl e dewmad
to have relinquished to the unit operator all of his operating rigits
and werking mrerest in and o the unit unml his share of the costs,
service charze and interest are repaid to the unit operator;

(e) a provision designating' the unit operator acd providing for the
supervision and comduct of the unit operatons, including the
selecdon, removal or substitution of an operator from among the
working lntersst owzers (0 conduct the Uit Operalcans;
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(D aprovision for a vodng procedure for the decision of maters (o be
decided by the working inrerest owners in respect to which each
working mterest owner shall have a vodng inrerest equal (o his unit

participaton; and

(2) the time when the unit operations shall commencs and the manner
in which, and the circumstances under which, the unit operations
shall terminate and for the semlement of accounts upon such
terminagon.

(40) The applicant requested that a 200 percent penairy be assessed against those
working interest owners who do not voluntarily agres t0 join the proresed unit,

(41).. Section 70-7-7.F. NMSA of said "Stamrory Unitzaticn Act” provides that
the unit piar-of operadon shall include a provision for carrying any woricng interest owner
subject to limitations set forth in the stame, and any non-conseating working interest
owrner so carried shall be deemed to have relinquished (o the unit operator all of his
operatng rights and working interest in and ©0 the unit unt] his share of the costs has bean
repaid plus an amount not w excesd 200 percenr thereof as a non-consexnt penalsy.

(42) Applicant’'s Extubit No. 11, Upit Operating Agreement, coniaics a provision
wiereby any woriing intersst owuer who elects not w pay his share of unit expense shall
be liable for his share of such unit expense plus an addidoral 200 percenr thereof as a non-
copsenr penalry, and that such costs and non-onsen penalty may be recoversd Tom 2ach

non-consennng working intarsst owrner's share of unit procucZon.

(4Z) A non-consent penalty of 200 percear should be adoptad in this case. The
applicant should be authorized o recover from unit producton each non-comseating
working interest owner's share of unit expense pius 200 percent thereof.

(44) The stacutory unidzation of the West Lavington Soawn Unit Area is in
conformity with the above findings, and #ill prevent waste and will proee<t the correladve
rights of all owners of interest within the proposed Unit Area, and skculd be approved.

ITIS THEREFORE ORDERED THAT:

(1) The West Lovington Smawn Unit Area comprising 1,458.95 acres, more or
less, of State, Federal and Fee lands in the West Lovington-Stawn Pool, Lea Counry,
New Mexico, is hereby approved for starutory unitization pursuant (o the Samtory
Unitization Act, Sections 70-7-1 through 70-7-21, NMSA, (1973).



CASE YO. 1119
ORDER NO. R-1(X49
PAGE -11-

(2) The laods included within the West Lovington Stawn Unit Area shall
comprise:

TOWNSHIP 15 SOUTH, RANGE 35 FAST. NMPM

Secdon 33: All
Sectdon 34: W/2

TOWNSHIP (o SQUTH RANGE 35 EAST, NMPM

Secdon 1: Lots 1 through 8

TOWNSHIP 16 SOUTH, RANGE 36-EAST NMDPM

Secden 6: Lots 3 through 5

(3) The vertcal limits of the West Lovington Stawn Unit Area shall commprise that
tnterval which extends £om an upper limit at the top of the Szawn formacon w a lower
limit at the base of the Strawn formarion in the West Lovingron-Seawn Pool. The wp of
the Stawp formanon for umitizaton purposes is defined ag ail poines underiving the Unir
Area correiagdve o 2 depty of 11,420 feet and the base of the Sgawm formaticn i3 defined
as all points underlying the Unit Area correladve to a depth of 11,681 fest, both depths
as idenzifed on the Comrensated Neuron/Litho Deansity Log for the Speight Fee Well No.
1 lecarad in Unit C (Lot 3) of Secton 1, Township 16 South, Range 35 East, NMPM, Laa
County, New Mexico.

(4) The applicant shall institute a secondary recovery project for the secondary
recovery of oil, gas and all associated liquefiable hydrocarbons within and producsd from
the Unir Area, (said secondary recovery project being the subject of Case No. 11194).

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

. (6) The tract participation for the West Lovingron Strawn Unit Area is eredy
established as follows:

B T L T TSR N A S
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TRACT PARTICIPATION

19.8573886
16.8776208
12.6504860
4.8793213
21.2989623
9.5103287
5.0822238
3.870€062
2.6918395
1.7662177
1.515CCs1
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(7) The Unit Agreement, as ameaded by this order, and the Unit Operating
Agresment for the West Lovingron Strawn Unit provide for unidzacon and unit operation
of the Unit Area upon terms and condidons thar are fair, reasonable and equitable and
which include those provisions described in Finding No. (39) above.

(8) This order skall not become effective unless and undl the owners of seveary-
five (75) percenr of the working interest and seveary-five (75) percent of the royalty
interest in the West Lovington Swawn Unir Area have approved the plan for unit
operations as required by Secdon 70-7-8 NMSA, (1978) Comp.

(5) If the persons owning the required percearage of interest in the West Lovingron
Stawn Unit Area as set out in Section 70-7-8 NMSA, (1978) Comp., do not approve the
plan for unit operadons within a period of six (6) momths from the date of enmry of this
order, this order shall cease w0 be of further force and effect and shall be revoked by the
Division, unless the Division shail extznd the time for ratfication for good cause shown.

(10) When the persons owning the required percenzage of interest in the West
Lovington Strawn Unit Area have approved the plan for unit operadons, the interests of
all persons in the unit area are unitized whether or oot such persons have approved the

plan of unitizarion in wridng.

(11) The dpplicant as Unit Operator shall nodfy in writdng the Division Director
of any removal or substitution of said Unit Operator by any other working interest owner
within the Unit Area.

(12) A pon-<onseat penalty of 200 percent is hereby adopted 1 this case. The
applicant shall be authorized to recover from unit producton sach non-corsenring working
intersst owner's share of unit expense plus 200 gercant therzof.
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(13) Jurisdicton of this cause is retained for the enmry of such further orders as the
Division may deem necessary.

DQNE at Sanma Fe, New Mexico, on the day and year hereinabove designatéd.

STATE OF NEW MEXICO
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