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NEW MEXICO ENERGY, MINERALS and
NATURAL RESOURCES DEPARTMENT

GARY E. JOHNSON Lori Wrotenbery
Governor : Director
Eetty Rivera Oil Conservation Division

Cubinet Secretary

September 10, 2002
Via facsimile and first class mail

William F. Carr, Esq.

Holland & Hart and Campbell & Carr
P.O. Box 2208

Santa Fe, New Mexico 87504

W. Thomas Kellahin, Esq.
P.O. Box 2265
Santa Fe, New Mexico 87504-2265

J. Scott Hall, Esq.
Miller, Stratvert & Torgerson, P.A.

P.O. Box 1986
Santa Fe, New Mexico 87504-1986

Re:  Case No. 12622, Application of Nearburg Exploration Company L.L.C. for two
non-standard gas spacing units, Lea County, New Mexico, de novo

Dear Counsel,

I have spoken with the Commissioners concerning the rescheduling of the hearing in this
matter.

It appears at this time that the hearing can be scheduled for October 21-22. Please check
with your clients as soon as possible and let me know whether these dates will work. If

not, I'm afraid the next possibility is in December.

As always, if you have any questions, please do not hesitate to give me a call at 476-
3451.

Sincerely,

Stephen C. Ross
Assistant General Counsel

Cc:  Florene Davidson, Commission Secretary

Oil Conservation Division * 1220 South St. Francis Drive * Santa Fe, New Mexico 87505
Phone: (505) 476-3440 * Fax (505) 476-3462 * http://www emnrd.state.nm.us




HOLLAND & HART vwip

ATTORNEYS AT LAW

DENVER + ASPEN P.O. BOX 2208 TELEPHONE (505) 988-4421
BOULDER * COLORADO SPRINGS SANTA FE, NEW MEXICO 87504-2208 FACSIMILE (505) 983-6043
DENVER TECH CENTER 110 NORTH GUADALUPE, SUITE 1

BILLINGS - BOISE SANTA FE, NEW MEXICO 87501-6525 William F. Carr
CHEYENNE + JACKSON HOLE

SALT LAKE CITY - SANTA FE wcarr@hollandhart.com

WASHINGTON, D.C.

September 9, 2002

BY HAND DELIVERY

R
[SPTe)

W. Thomas Kellahin, Esq.
Kellahin and Kellahin 1
117 North Guadalupe

Santa Fe, New Mexico 87501

!

Re: New Mexico Qil Conservation Division Case 12622 (De Novo): ¢
Application of Nearburg Exploration Company, L.L.C. for -
approval of two non-standard 160-acre gas spacing and proration
units, Lea County, New Mexico.

Dear Mr. Kellahin:

At the motion hearing on Friday, I advised you that Nearburg has provided all
seismic data in its possession responsive to Redrock’s subpoena. 1 enclose
Nearburg’s Objections to Subpoena Duces Tecum which confirms this
statement. There are no documents to produce on September 10th in response
to the subpoena and I therefore do not intend to be present at the Division
tomorrow morning.

As you will note, in our Objections I have indicated in several places that
additional data, if any, will be produced at a mutually agreeable time and
location. I have sent the subpoena to Nearburg and asked them to check their
files to determine if there are additional responsive materials acquired since we
served with a similar subpoena last year. I will advise if there are additional
documents and provide copies to you.

At the Oil Conservation Division on Friday you stated that you had not received
a copy of our Response to your Motion for Continuance. My records show that
it was faxed to your office on Friday morning. Enclosed is another copy of our
Response. I was unable deliver a copy to you on Friday afternoon since you
apparently closed your office early.

Pursuant to our agreement to exchange an additional set of exhibits, enclosed is
another complete set of Nearburg’s exhibits.
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W. Thomas Kellahin, Esq.
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Vary truly

yours,

William F] Carr

cc: Stephen Ross, Esq.
Thomas Kellahin, Esq.
J. Scott Hall, Esq.
Robert Shelton



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:
CASE 12622
(DE NOVO)
APPLICATION OF NEARBURG EXPLORATION
COMPANY, L.L.C. FOR TWO NON-STANDARD
GAS SPACING AND PRORATION UNITS
LEA COUNTY, NEW MEXICO.

NEARBURG’S OBJECTIONS TO SUBPOENA DUCES TECUM

Nearburg Exploration Company L.L.C. and Nearburg Producing Company
(“Nearburg”) jointly respond as follows to the Subpoena Duces Tecum issued by
Redrock Operating Ltd. Co. (“Redrock”) in this matter:

1. Nearburg objects to Redrock’s “Instructions” to the extent they attempt to
impose obligations that are beyond those imposed by the New Mexico Rules of Civil
Procedures, impose an undue burden, or seek discovery in violation of the work
product, attorney/client and other applicable privileges.

A. WELLS:

2. Nearburg objects to Redrock’s request for information on the following
wells located in Section 34, T-21-S, R-34-E, Lea County, New Mexico:
A. Pecos River Operating, Inc. and/or EOG Resources, Inc.’s Llano
“34” State Well No. 1 drilled in Unit I, and

B. Grama Ridge Morrow Unit Well No. 2 drilled in Unit L.



Nearburg has not operated these wells and states it has no responsive material other
than documents which are public record in the offices of the Oil Conservation Division.
With respect to the Grama Ridge Morrow Unit Well No. 2 drilled in Unit L, Nearburg
also states the requested information is not likely to lead to the discovery of admissible
evidence.

B. DOCUMENTS:

3. Nearburg objects to Redrock’s request for the production of Drill Cutting
of Log Cores (Request B(3)) and Mud Logs (Request B(4)) on the grounds that Redrock
seeks is confidential proprietary commercial information. With respect to the
remaining requests in Section B, paragraphs 1 through 18, pages 3 and 4, Nearburg has
produced or will produce the requested documents.

4, With respect to Redrock’s request for “Documents” (Request B,
paragraphs 1 through 11, pages 4 and 5), to the extent the documents exist, Nearburg
has produced the requested information. If additional responsive documents are
discovered or prepared by Nearburg, these documents will be promptly produced to

Redrock.

5. With respect to Redrock’s request for “Seismic Data” (Requests C(1)-(9)),
Nearburg states that it has produced all responsive material.

6. With respect to Redrock’s request for “Correspondence, communications,
accounting [and] land files” (Requests D(1)-(4)), Nearburg objects to these requests on

the following grounds:

Requests D(1)-(4). These requests are overly broad, unduly burdensome,

NEARBURG’S OBJECTIONS TO
SUBPOENA DUCES TECUM
PAGE 2



not likely to lead to the discovery of admissible evidence, and seek confidential,

proprietary commercial information that is not relevant to the subject matter of

the application and not necessary for Redrock to prepare its case for Hearing. See

In re Remington Arms Co., Inc., 952 F.2d 1029, 1032 (8th Cir. 1991). With

respect to Redrock’s request for correspondence / communications / accounting /

land files (Requests D(5)-(8)), Nearburg has produced the requested information
or, if there is responsive information not previously produced, Nearburg will
produce the information at a mutually agreed upon time and location.

7. With respect to Redrock’s request for Nearburg’s “Hearing Exhibits”
(Requests E(1)-(3)), Nearburg has produced to Redrock all hearing exhibits and will
provide all additional or revised exhibits, if any as soon as they are prepared.

8. With respect to Redrock’s request for “Data for Support of Nearburg
Hearing Exhibits 1-23,” this request is overly broad and unduly burdensome.

9. With respect to Redrock’s remaining requests, Nearburg has produced or
will produce the information - to the extent that it exists - as it relates to the Grama
Ridge East “34” State Well No. 1 at a mutually agreed upon time and location.

Respectfully submitted,

HOLLAND & HART LLP

William F. €arr
Post Office Box 2208
Santa Fe, New Mexico 8§87504-2208
505 988-4421

Attorneys for Nearburg Exploration Company, L.L.C.

NEARBURG’S OBJECTIONS TO
SUBPOENA DUCES TECUM
PAGE 3



Certificate of Service

The undersigned hereby certifies that on September 9, 2002 a true copy of the
foregoing Nearburg’s Objections to Subpoena Duces Tecum was delivered by hand
and/or facsimile to the following:

W. Thomas Kellahin, Esq.

117 North Guadalupe

Santa Fe, New Mexico 87504-2265
Fax No. 505 982-2047

William F.ICarr

NEARBURG’S OBJECTIONS TO
SUBPOENA DUCES TECUM
PAGE 4



NEW MEXICO ENERGY, MINERALS and
NATURAL RESOURCES DEPARTMENT

GARY E. JOHNSON Lori Wrotenbery
Governor Director
Betty Rivera ) Oil Conservation Division

Cabinet Secretary

September 9, 2002
Via facsimile and first class mail

William F. Carr, Esq.

Holland & Hart and Campbell & Carr
P.O. Box 2208

Santa Fe, New Mexico 87504

W. Thomas Kellahin, Esq.
P.O. Box 2265
Santa Fe, New Mexico 87504-2265

J. Scott Hall, Esq.

Miller, Stratvert & Torgerson, P.A.
P.O. Box 1986

Santa Fe, New Mexico 87504-1986

Re:  Case No. 12622, Application of Nearburg Exploration Company L.L.C. for two
non-standard gas spacing units, Lea County, New Mexico, de novo

Dear Counsel,

As everyone is aware, Redrock Operating Ltd. Co. filed a motion to vacate the hearing of
September 10 after receiving copies of exhibits submitted by Nearburg Exploration
Company's that included seismic data (Exhibit 7). Redrock had not been aware that
Nearburg intended to rely on seismic data during the hearing and the disclosure took
them by surprise. Unlike Nearburg, Redrock does not have a geophysicist on staff and
was therefore unable to address the new data quickly. Redrock claims that proper
interpretation of the seismic data could be critical because its technical contentions in this
matter rely on the presence of a fault in Section 34.

Nearburg opposed the motion. Nearburg pointed out that its well has been shut-in by
order of the Division since July and time is of the essence. Nearburg noted it had
acquired the two lines of seismic data only recently (on August 30 and September 30,
2002) in connection with its preparation for the hearing and it was not its intent to
surprise Redrock with the information. Nearburg stated that the Commission could

Qil Conservation Division * 1220 South St. Francis Drive * Santa Fe, New Mexico 87505
Phone: (505) 476-3440 * Fax (505) 476-3462 * http://www.emnrd.state.nm.us




Counsel of Record
September 9, 2002
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judge for itself the importance of the seismic data and the hearing should not be delayed
for this reason alone.

As I discussed on Friday, it is in everyone's best interest if the facts of this matter are
developed to the parties' satisfaction during the hearing. It would be troubling if a party
appeared before the Commission and stated it had not had time to prepare a rebuttal for a
critical item of evidence.

As Redrock is apparently unable to respond to the seismic data that Nearburg intends to
present, the hearing has been vacated and will be rescheduled as soon as practicable,
given the Commissioner's schedules. As I warmed you on Friday, the Commissioners'
schedules are particularly difficult in the next two months, and it may be difficult to
achieve a quick setting. Mr. Carr has indicated that he may seek interim relief from the
Division's order shutting in the well if the hearing will be delayed appreciably; as you are
aware we can address such issues fairly quickly if they arise. Mr. Kellahin indicated that
he would determine through his clients how long it will take to analyze Nearburg's
seismic data and develop a response. Mr. Kellahin indicated he would provide this
information no later than Friday, September 13.

Going forward, I suggest the following: (1) I will obtain possible dates from the
Commissioners and circulate them to all parties. (2) Mr. Kellahin will provide by
September 13 an estimate of when Redrock can respond to Nearburg's seismic evidence.
(3) One week prior to the next scheduled hearing, the parties should exchange any
supplemental exhibits and provide them to the Commission through Florene Davidson. I
assume that any supplemental exhibits will relate only to the seismic issue. If my
assumption is incorrect, please let me know. (4) If amendments are required to the Pre-
hearing Statements (such as an amendment to the wifhess list in the case of Redrock), T
would suggest that these be submitted one week prior to the next scheduled hearing. (5)
If Mr. Carr desires to address the matter of the shut-in well by way of a motion to stay the
Division, that motion should be filed as soon as possible.

As always, if you have any questions, please do not hesitate to give me a call at 476-
3451.

Sincerely,

B2

Stephen C. Ross
Assistant General Counsel

Cc:  Florene Davidson, Commission Secretary
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ATTORNEYS AT LAW
EL PATIO BUILDING
H? NORTH GuARALUPE TELEPHONE {S0O5) 9@2-4283
o ) TeLErFAx (B3OS) 982-2047
*NEW MExiCa sdamb OF LEGAL SPECIALIZATION « ©.. ., Posar Qrrice Box 2265
T RECOGNIZED FPECIALIST N THE AREA OF .
 NATURAL RESOURCES-QIL AND GAS LAW . ,m‘!’A #E, NBW mco 87804-2288

’ September 9, 2002

W, THOMAS KELLAMIN®

JA"ON KELLAMIN (RETIRED IQOI)

'Via Facsimile
Wﬂham F Carr, Esq '
‘Holland & Hart
107 Guadalupe -

’ Santa Fe, New Mexico 8’756& o

Re:. NMOCD CASE 12622
_ Nearburg Exploration |

any, L.L.C.
Application for Appros

‘Two Non-Standard 160-acre

Gas Proration and Spading Units
NE/4 and SE/4, Section 34 T21S, R34E, NMPM,
- East Gmnw Ridge-Mooj ~.Gas Pool, Lea County, New Mexico
Dear Mr. Carr: |
Redrock Operaung L4 Co, is unable to review Nearburg’s seismic exhibits until

Neaxburg provxde all of lts&iwmxc data to Redrock.

On September 5,
| whlch are conclusional ‘¢x
" undetline data has been p '

_‘_,.;;;you prowdcd me with Nearburg’s proposed Exhibits 7
sts which Redrock is unable to review until all of the

On Sept:embc:r 5, 20@1 _'I,dchvered to you a subpoena for Nearburg Exploratmn
Company, LLC (""Nearbuig®) which included a request for all of Nearburg’s seismic
data. (See page 5 attached‘ L :
~ The subpocna requirgid¥earburg to provide all its data to mc at the Division office
‘at 8:30 AM on Tuesday, S¥ptember 10, 2002. I will be at the Division' tomorrow

morning to receive all of Némiburg’s data.

Y YOS,
&
. opas Kellahin
ofx Steve Ross, Esq.
‘ Qil Conserv, ommission

Redrock Operating T
~ - Attn: ‘Tim Cgélion
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pressure and casing pupsure surveys with relevant mformatlon as to shut-

in time and productmri rate prior to shut-in;

8. Any and all resem ealculauons, including but not limited to estimates

of ultimate mcovcry,,."i' roduction decline curves, pressure decline curves,
material balance cal

tions (including reservoir parametcrs). volumetric

_calculation (mcludmg féservonr parameters);

9. Any and all ré % ;,:f;r studies, including but not limited to drainage
calculations, * well : i‘ktsrfcrcncc studies, pressure studies or well

commumcatlon studws*,

10. Any and aif damments and data concerning workover “actually

conducted, attempted m: contemplated;

11. Any geologic d ::@:\cludmg geologic maps, structure maps, ispoachs,
Cross- sccuons and/ logs being used by Nearburg to justify its position;

C. SEISMIC DAT‘A’-‘: *

(1) any and all mf&mnon concerning the acquisition, processing and
mterpretatlon of the 3&?9 seismic data;

(2) copies of the i swal interpreter’s report, mcludmg all maps and
input data

(2) predes1gn of the QA;B survey including the resolutxon bin size, number

of bins, number of m and poststack tracs;

3 idcnu.fy and des@%e the seismic calculation (computer) program used

(4) any and all semde proﬁles and time sections;

| (5) list of ail txcs anﬁ ﬂns«txes to well data;

6) any velocxty mapﬁi mcludmg isochron or velocity convertcd depth maps

(7) details on dxgmsﬂﬁém of maps, including a detailed descnpuon of the
software package.f@ z‘éduchon of the digitized data;

(8) details, mcludiﬁg any adjustment of parameters for map construction
including dcpth convh’smn ‘and- .

) copxes .of any uﬁ«all maps mcludmg initial and final 1sopach contour

maps of structure,'_"__f,’,._"any "isometric displays" or presentations.

-Page 5 of 7.
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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 NEARBURG EXPLORATION
COMPANY, L.L.C. FOR TWO NON-STANDARD
GAS SPACING AND PRORATION UNITS,
LEA COUNTY, NEW MEXICO. CASE 12622 “2

4
APPLICATION OF THE OIL CONSERVATION o
DIVISION FOR AN ORDER CREATING AND -

EXTENDING CERTAIN POOLS, =

LEA COUNTY, NEW MEXICO. CASE NO. 12908-A

Y

H

]
[

RESPONSE OF NEARBURG EXPLORATION COMPANY, L.L.C.
TO THE MOTION OF REDROCK OPERATING LTD. CO.
TO VACATE AND RESCHEDULE CONSOLIDATED CASE 12622
AND THE REOPENING PART OF CASE 12908.

Comes now Nearburg Exploration Company, L.L.C., Great Western Drilling
Company and CL&F Resources, L.P. (hereinafter collectively referred to as
“Nearburg”) and in response to the Motion of Redrock Operating Ltd. Co. to Vacate and
Reschedule Consolidated Cases 12622 and the Reopening Portion of Case 12908 states:

BACKGRQOUND:

1. In March through June 2000, Nearburg drilled and completed in the
Morrow formation its Grama Ridge East “34” State Well No. 1. The well is located the
NE/4 of Section 34, Township 22 South, Range 34 East, NMPM, Lea County, New
Mexico.

2 In July 2000, Nearburg was advised by the Oil Conservation Division that
Section 34, under Division nomenclature, was divided into two pools with the W/2
being included in the Grama Ridge-Morrow Gas Pool and the E/2 included in the East
Grama Ridge-Morrow Gas Pool. The Division further advised that under its rules a N/2
spacing unit could not be dedicated to the well.

3. Nearburg filed its administrative application for the creation of a 160-acre
non-standard spacing unit for the well on December 13, 2000. Redrock Operating Ltd,
Co. opposed the application and it was set for hearing before a Division Examiner on



New Mexico Oil Conservation Division
Cases 12662 (De Novo) and 12908
Response to Motion to Continue

Page 2

June 28 and July 26, 2001. At the July 21 hearing, the Division ordered the well shut
in.

4. On May 22, 2002 the Division entered Order No. R-11768 which denied
the application of Nearburg and but found that Nearburg could dedicate the N/2 of
Section 34 to the well “...in either the East Grama Ridge-Morrow Gas Pool or the
Grama Ridge-Morrow Gas Pool, depending on the necessary adjustment to the pool
boundaries to be sought through the Division’s nomenclature process....” (Finding 13)
Nearburg appealed this order to the Commission for de novo review. At the request of
Raptor Natural Pipeline, the hearing on this appeal was continued from the July
Commission hearing.

5. By Joint Motion of Redrock and Nearburg, this appeal and a portion of
Division Nomenclature Case 12908 have been consolidated for hearing on September
10, 2002 before the Oil Conservation Commission. The hearing date was difficult to
obtain and had to be moved several times to accommodate the schedules of the
Commissioners. Pursuant to the directive of the Commission, exhibits were filed and
exchanged on September 5th. Redrock now seeks a continuance so it can study
Nearburg evidence. It bases its motion on claims of surprise and asserts that Nearburg
has not properly responded to a Division subpoena. Nearburg opposes the Motion for
vacation of the setting and continuance of the September 10th hearing date.

THE SUBPOENA:

6. Attached to Redrock’s Motion is a Division subpoena issued in this case
on April 27, 2001 and Nearburg’s response thereto of June 18, 2002 in which Nearburg
stated it had no material responsive to Redrock’s request for seismic data. Redrock then
suggests that Nearburg’s June 18, 2001, answer was untrue because Nearburg now has
seismic data which shows no fault in Section 34.

7. As will be confirmed by the Affidavit of Dean A. Horning, Vice President
of Exploration and Production for Nearburg Producing Company, to be filed hereafter,
the seismic lines included in Nearburg Exhibit 7 were purchased by him. One line was
purchased on August 30, 2002 and the other on September 3, 2002 as part of his
preparation of testimony for the September 10th hearing. These lines are the only
seismic data in Nearburg’s possession on Section 34. These seismic lines form the
basis for Redrock’s motion to continue the hearing.

8. Nearburg’s June 18, 2001 response to the Division subpoena was truthful
and complete. If Nearburg had owned this seismic information at that time, it would
have been used in the examiner hearings in June and July 2001. It was included in
exhibits that Nearburg attempted to serve on Redrock on September 4, and was
provided on September 5, 2002. All seismic data obtained by Nearburg on Section 34
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has been produced to Redrock. One line was produced 4 days after it was obtained and
the other was produced one day after acquired by Nearburg.

9. By way of further response to Redrock’s Motion, Nearburg points out that
on June 7, 2001 Nearburg obtained a subpoena from the Division in Case 12662 and on
the next day served it on Redrock’s attorney. With this subpoena Nearburg sought all
openhole logs (paragraph 2), any petroleum engineering data used or to be used to
justify its position in this case (paragraph 8) and any geologic data being used by
Redrock to justify its position in this case (paragraph 12).

10.  The exhibits produced by Redrock on September 5, 2002, contain a mud
log (Redrock Exhibit B-9). Redrock has obviously had this log for some period of time
for it has used information from this log to prepare its interpretations of the Morrow
formation contained in Redrock Exhibits B-4, B-5, B-6, B-7 and B-8. This log was not
produced to Nearburg pursuant to the Division’s subpoena.

11. Nearburg suggests that if someone is engaged in gamesmanship, if
someone is trying to surprise the other side, if someone has ignored a Division
subpoena, it is Redrock.

THE SEISMIC DATA:

12. The seismic data included in Nearburg Exhibit 7 is neither complicated
nor the type of evidence which requires additional time to review and to prepare a
response. It consists of two simple seismic lines crossing Section 34. Nearburg invites
the Division to look at Exhibit 7 and determine if this is the type of information that
should result in a further delay of the hearing in these cases while the Nearburg well
remains shut in by the Division.

13.  Redrock states in its motion that “One of the critical issues in these two
cases is the presence and location of a fault separating the NE/4 from the NW/4 of
Section 34....” The true issue behind Redrock’s motion is not that Nearburg Exhibit 7

is so technical that it requires time for study and analysis but that it consists of two
simple and straightforward seismic lines that establish there is no fault traversing
Section 34. Redrock’s problem is that what we now know about the Morrow reservoir
in Section 34 establishes that their interpretations and evidence are wrong.

14.  The fact that recently acquired evidence is damaging to Redrock’s case is
not a reason for continuing the September 10th hearing.

Nearburg Exploration Company, L.L.C., Great Western Drilling Company and
CL&F Resources, L.P. request that the Motion of Redrock Operating Ltd, Co. to vacate
the September 10 and 11 hearing dates be denied and the consolidated hearing in Cases
12622 and 12908-A proceed as scheduled.
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Respectfully submitted,
HOLLAND & HART LLP

s i;wm/%»/

Williath F. Carr

ATTORNEYS FOR NEARBURG
EXPLORATION COMPANY GREAT
WESTERN DRILLING COMPANY AND
CL&F RESOURCES, L.P.

CERTIFICATE OF SERVICE

I hereby certify that a true and correct copy of the foregoing pleading has been
transmitted by facsimile or hand delivery this 6th day of September to the following:

Stephen C. Ross, Esq.

Assistant General Counsel

Oil Conservation Division

New Mexico Department of Energy,
Minerals and Natural Resources

1220 South Saint Francis Drive

Santa Fe, New Mexico 87505

W. Thomas Kellahin, Esq.
Kellahin & Kellahin

Post Office Box 2265

Santa Fe, New Mexico 87504-2265
FAX NO. (505) 982-2047

J. Scott Hall, Esq.

Miller, Stratvert & Torgerson, P.A.
Post Office Box 1986

Santa Fe, New Mexico 87504-1986

FAX No. (505) 989-9857 ! :

Wllh&lm F. Carr
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MLLAHIN AND KELLAHIN
Co ' ATTORNEYS AT LAW -
€L PaTIiO BLiroiNG

. i AHIN® . 17 NoRTH GUADALUPE . TeLesHONE {(5OS) 282-4268
W THOMAS KELLAR: T TeELErAX (30%] 882-2047
SNEW MEXICD BOARD OF LESAL SSECIALIZATION AT POST OFFiCE BOX 2265

RECOONIZED SPECIALIST IN THE AREA OF
. NATURA}L MESOURCES-OIL AND GAS LAW M‘I‘A FB, NEW MEXICO 875042263

JASON KELLAHIN (RETIRED (9911 Code SCPtcmber 3, 2002

Hand Deliveted

Wllha.m F. Carr, Esq.
" Holland & Hart -
. 107 Guadalupe

- Santa Fe, New Mexico 87501

. Dear Mr. Carr:.

v ~On behalf Redrock O e fing Ltd, Co, and in preparation for the Commission hearing
 please find encloscd a subpo@id:for data to be produced on Tuesday. September 10, 2002. I
informed you by phone this &f genoon, we have been surprised to find in Nearburg’s Prehearmg'
Statement delivered to me m::fmormng. that Nearburg has Seismic data. In June 18, 2001, in
A response to Redrock’s April 2‘? 2001 subpoena you advised that Nearburg has do such data.

As a result of thls wiiise, I will be filing a request to vacate and reschedule the

 Commission hearing from Sepiisber 10-11, 2002 to another date so that Redrock will have time

to feview this and another other "‘"'"fi: data Nearburg as failed to provide.

cfx: Steve Ross, Esq, .-~
Attorney for i ,ommxssmn

cfx: Redrock Operating Ltd A
: Attn. Tim Cﬂﬁbﬂ
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Knumm AND KELILAHIN
W ATTORNEYS AT LAW
I:n. Pario BUulLDING

W, THOMAS KELLAHIN® HY NOATH GUADALURE

*NEW MEXICO BOARD OF LEGAL SAECALIEATION ... .'.'.' - POST OFrick ROx RREN
RECOGNIZED SPRCIALIST IN THE AREA OF R
NATURAL REBOURCES-CIL AND GAS LAW BANTA FE. NEW MEXICO 870042860

T JASAN KELRAKIN (RI:TIRI'.D..IQDH | ;_.:'_.3-...:"- S tembcr-S, 2002

1220 South Saint . Frﬁxﬁs DrNe
Santa Fe, New. Mexiw 87505

Re; REQUEST Falbt
NMOCD Case. mj.mz (De Novo)
Nomndaam mc

NMOCD Case aq 12908 '
Application ‘of Nntird

. Grama Mge-mw Gas Pool
East Grama mon'ow Gas Pool

Dear Ms. Wrotenbe::y, 4

FAaGoE vl

TELEPMONE (SO8) G82-428%
TELerax (ZOS5) 082-2047

L On behalf of l&&ock Operating’LTD, Co., please find enclosed our-
- motion to vacate: the #igaring set for September 10 11, 2002 in Casc 12908
and Case 12622 (DQIRWO) and to reschedule the hearmg after Redrock has
had sufﬁcxcnt time. ta’eyrepare its rebuttal to Nearburg's seismic evidence.

cc: Parties listed mém:losed motion




B83/B5/28¥2 16:39 5859822447 W HUMAS KELLAHLN raaE vz

S’I‘ATE OF NEW MEXICO
#:AND NATURAL RESOURCES DEPARTMENT
- OHAPONSERVATION COMMISSION |
| . OILZCONSERVATION COMMISSION
IN THE MA'ITER OF THE HEARING
CALLED BY THE OIL £ BNSERVATION
' DIVISION FOR THE PHRPOSE OF
3 ,CONsmERING SRR

Gy, '

| APPLICATION OF NE
COMPANY, L.L.C. FOR

- GAS SPACING AND PHE
* LEA COUNTY, NEW MEXICO

CASE NO. 12622 (De Novo)

CASE NO. 12908

- Comeés now Redmekf@pemung Ltd, Co. ("Redrock") and moves the New Mexico

Oil Conservanon Commissizsxf ("Comnussmn") vacate the September 10-11, 2002 hearing

dates and conunue Case- 1&,&&2 (DeNovo) and Divigion Case 12908 until Redrock can

prepare its rebuttal to Neaﬁin-g 5 seismic evidence (Nearburg’s Commission Exhibits 7)
~and as ground therefore smes
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.. NMOCD Case Nos. 1266‘24 (EeNovo) and Case 12908
. Redrock’s Motion to Contfme :
Page 2 »
(1) Secuon 34 Towmhip 22 South Range 34 East, NMPM, Lea County, New
Mexico ig divided such dmwhe E/2 is in'the East Grama Rldgc-Morrow Gas Pool apd
the W/2 is in the Grnma Riﬂge-MOrrow Gas Pool.

-\, e

SE/4 of Scctlon 34

. ~ (3) One of the cnueﬂissues in these two cases is the presents and location of a
fault separating the NE/4: ﬁ?ém the NW/4 of Section 34 and Nearburg well from the Gas
Storage Unit. I

| (4) On April 27, 20@% Redrock served Ncarburg with a subpoena which included
- a requcst for Nearburg 8 s@i’nic data, See Exhibits "AY,

~ (5) By letter dated Iﬂm 18 2001, Nearburg s attorney served Rcdrock’s attorney
with Nearburg’s objectxon m subpoena which stated:

.,.-

"S. With repg¢t to Redrock’s request for Seismic Data
(Request C(t)4(9), Nearburg states that it has no rcsponswe
| material”
See Exhibit "B"

(6) Pursuant to the ditcctxve dated August 26, 2002 from Stephen C. Ross,
attorney for the Comnns:ﬁeamr on September 5, 2002, Redrock and Nearburg exchanged

' Prehearing Statements andllﬁxlﬁbits for the Commxssxon hearing set for September 10-11,
2002. "
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NMOCD Case Nos, 12662 t'DeNovvo) and Case 12908
Redrock’s Motion to Contnme

Page 3-

(7) Nearburg’s ptopoxed exhibits for thc Commission hearing include a 3 pagc
"scismic exhibit” 1dent1ﬁed as' "Exhlblts 7: Seismic Lines”

(8) This Exhlblt dtsclusures for the first time that Nearburg, desplte its prior -
statement to the contrary;: has ‘seismic data and now proposes to use it to proof the
- presence and location of a.ﬁult in Section 34. '

(9) Until now, Nearbulg s prior mterpretatxons have elther demed the presents of
a fault or show it to be w,ent of Section 34.

(10) Now, for the- ﬁrsﬂme, Nearburg discloses that it is changing its interpretation

s0 show a fault 1solatmg tbb SE/4 of Section 34 from Nearburg’s well in the NE/4 of
Section 34. 7

(11) Nearburg has' #aiied to provide Redrock with sufficient time prior to the
* Commission’s hearing tomiew and prepare to rebut Nearburg’s seismic evidence. .

(12) Redrock, - despm 1ts efforts has been unable to avoid being surprised by
Nearburg. ' :

(13) Redrock has no house geophysicist to revww this data pnor to the hearing
while Nearburg does. ’
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: NMOCD Case Nos. 12662 @eNovo) and Case 12908
Rcdrock’ Motion to Contmue

| Whereforc, Rcdrock mquests that the Commission vacate the hearing set for
'Septembcr 10-11, 2002 and the continue these cases until after Redrock has had time to
| review Ncarburg s data f:.{_‘- -

Respectﬁlﬂy submitted,

P. 0 B&x 2265
" Santa Be&; New Mexico 87504
. (505) §82:4285 (Telephone)
- (505) 9@«2047 (Facsimile)
Attorneys for Redrock Operating, Ltd.
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'NMOCD Case Nos 12662 chNovo) and Casc 12908
Redrock’s Mouon to Conﬁuuc

. Page$s-

. '%ERTMCATE OF SERVICE

I certify that a true aid oorroct copy of the foregoing pleading was transmitted by
facsimile or hand dehvered tEis 19th day of August 2002, as follows:

~ William F. Cﬁn‘ Esq
P. O, Box 2203 :

" Santa Fe, Ne'sé’Memco 87504
Fax: 505-983%943 '

Attomey for '_,‘.: burg Exploration Company, L.L.C.

J. Scott Hall,rﬁsq
- Miller, StratVén& Torgerson, P.A.
P. O. Box 1986
Santa Fe, New Mcnco 87504
phone 505-98%:0614
Fax: 505-98G:885
Attorneys fatiRaptor Natural Gas Pipeline, LLC.

Dav1d Brooki; Esq
yadton Division
1220 South Sﬂat Francis Drive

Santa Fe, NeW “Mexico 87505
Fax: 505-476*-'&462
Attomey for ﬁb DlVlSlO!l

Steve Ross Esq

Qil Conservaﬁm ‘Commission
1220-South §a#at Francis Drive
Santa Fe, New Mcxwo 87505
Fax: 505-476-@3462

Attorney for ﬂl\é COmmlsswn
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STATE OF NEW MEXICO

ENERGY, MENERALS AND NATURAL RESOURCES
BEFOIRE‘M OIL CONSERVATION DIVISION

IN THE MATTER OF Tm HEARING CALLED BY
THE OIL CONSERVATI&N DIVISION FOR THE

PURPOSE OF CONsmEiENG
CASE 12622

APPLICATION OF NEAMIRG EXPLORATION COMPANY, L.L.C.
FOR TOW NON-STANDm GAS SPACING AND PRORATION UNITS

LEA COUN'!Y NEW I\MCO

TQ: NEARBURG EXPLORATION COMPANY, L.L.C
: NEARBURG PROBUCING COMPANY
* c/o William F. Carr,‘ Esq
Hollard & Hart, LLP
P. 0. Box 2208 -
Santa Fe, New Mcxxca. 87504—2208

¢€ 0] Hy Leddy 1g

M l\l(ml.rfe!ﬂJS;"&‘OO 10

Pursuant to Sectibn m-zs NMSA (1978) and Rule 1211 of the New Mexico Oil

Conservation DIVISIOII $ Ru!es of Procedure, you arc hercby ORDERED to appear at 8:30

- a.m., May 3, 2001 to the efﬁces of the Oil Conservation Division, 1220 South St.
Francis Drive, Santa Fe, Ne‘w Mexico, 87504 and to produce the documents and items

spcc1fied in attached Exhlbit A and to make available to Redrock Operating Ltd. Co, Tim

Cashon, Mark L. Stanger and their attorney, W, Thomas Kellahin, for copying, all of

. said documents. . .
| BN EXHIBT
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This suhpoenn is 1ssuédv~to Nearburg Exploration Company, L.L.C. and Nearburg
‘ Producmg Company (collectkiely "Nearburg") on application of Redrock Opcratmg Ltd,

Co, Tim Cashon and Mark L"': Sta.nger through their attorneys, Kellahin & Kellahin, P.

0. Box 2265, Santa Fe, Néw:Mexico 87504,
Dated thls 27th day G("Apnl 2001.

| NEW MEXIGH OIL CONSERVATION DIVISION

" 'BY:

.k.-

-Page 2 of 7-
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EXHIBIT "A"

-TO SUBPOENA DUCES TECUM TO NEARBURG
'EXPLORAT!W COMPANY, L.L.C. AND NEARBURG
PRODUCING;:COMPANY IN NEW MEXICO OIL
CONSERVA'HBN DIVISION CASE 12622

PURPOSE The pampme of this subpoena is to provide all of the information
neccssary for Redrock Opmng Lud. Co. Tim Cashon and Mark L. Stanger to be able
to prepare then' opposmonh Ncarburg Exploration Company, L.L..C. in Case 12622.

R THE DA?A TO BE PRODUCED INVOLVES
THE
MORROW FORMATION

1 'PRODUCE THE FOmemG DOCUMENTS:

, for EACH AND. ALL of the following wells in Scction 34, T21S, R34E, Lea
County, New Mexico: " o

- A WELLS

Q) Nearbﬂrg’s Grama Ridge East "34" Statc Well No. 1
. dnlled m Umt H

(2) Pcoos Rwer Operating, Inc. and/or EOG Resources, Inc.’s Liano
L "34 S!a!e Well No. 1 drilled in Unit I

(3) _Gram& Radge Morrow Unit Well No, 2
: dnlled m Umt L

B DOCUMENTS

. Electric Log datx '

. Drilling Time d&ﬁ

. Drill Cuuing of Log COres
. Mud Logs - -

. Completion data

. Gas Analysis a

. Water Analysxs

. Fluid data” - "
Reservoir Performmoe

. Geologic data -

IO Well Performaxwe datn
11 Permeability data

c@qum&wQH

-Page 3 of 7-
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12. Poros:ty data o

13. Reservoir thickneéas; data

14. Pressure data ¢

15. Gas Content data:

16. pressure v, time. ﬁots .

17. production decling curves

18. Initial Water/Gas saturation data

IF NOT ALREADY‘ INCLUDED ABOVE THEN THE FOLLOWING
ADDITIONAL DATA: .

1. Openhole logs, moludmg but not limited to denslty/neutron porosxty,
resistivity and sonic. logs

2. PVT data

3, Reservoir pressufefétta by individual zone (perforation) mcludmg but

not limited to bottom=htile: SUTVEYS OF Pressures, surface pressure readings, .

daily tubing pressure aid casing pressures, drill stem tests, build-up tests

and interference tcsﬁ* ‘with relevant information as to shut-in time and
. production rates prlot to shut-m

4, all production dm mcludmg, but not limited to all well check records,
including gauges/ charts for each well on a daily basis from initial -
testing/completion tﬁ ‘déite showing actual production of oil, gas and water

- for said well per day lmd per month.

5. Chronological mpbrts to include details of:

a. perforaﬁng md perforation locations

b. stimulation‘ffaids, volumes, rates,

and pressurés for-each treated interval

¢. Swabbing;: ﬂewmg and/or pumping resuits for each interval
that was pérforated and tested including Pre and Post
stimulation tegults as applicable.

d. daily dx’illig\g and completion reports

6. If your client hns« eonductad any reservoir simulation which includes any
of the subject weﬂs, ‘then provide: model software description, model
paramecters and aswmptwns, model variables, model history matchmg data,
model predacuons, aﬁbaequent modification.

7. Any petroleum mgmeenng data used or to be used by Nearburg to
justify its position:in. NMOCD Case 12622 including all pressure data,
including but not- Enuwd to bottom hole pressure surveys, daily tubing

~Page 4 of 7-
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pressure and casing pnaasure surveys, with relevant mformauon as to shut—
in time and. productio& mte prior to shut-in;

8. Any and all reserve calculatlons including but not limited to estimates
_ of ultimate recovery, production decline curves, pressure decline curves,

" material balance calculations (including reservoir parameters), volumemc
calculation (mcludmg reservoxr parameters);

9. Any and - all reservmr stuches mcludmg but not limited to dramage
calculations, well i intérference studies, pressure studies or well
, commumcahon studte,s, '

10, Any and -ali doeuments and data concerning "workover” actually
conducted, attcmpted or contemplatod

11. Any geologic. daamcluding geologic maps, structure maps, ispoachs,

crossmum, andlor logs being used by Nearburg to justify its position;
~ C. SEISMIC DATA:

(1) any and all mfefmauon concerning the acquisition, processing and
interpretation of the 3~D seismic data;

(2) copics of the geophysical interpreter’s report, including all maps and
mput data; R

(2) predesign of the 3-1) survcy including the resolution, bin size, number .

of bins, number. of pra ‘and poststack tracs;
€)] 1dcnt1fy and desm%e the seismic calculation (computer) program used;
(4) any and all scfs'mielproﬁ!es and time sections;

. (9) list of all ties andmxs—nes to well data;

(6) any velocity ma.ps,, includmg isochron or velocity converted depth maps;

(7) details on’ dxgxtmaﬁm of maps, including a detailed description of the
software package faﬁreduction of the digitized data;

(8) details, mcludiﬂg any adjustment of parameters for map construction
including depth conﬂmsion and

(9)-copies of any and all maps mcludmg initial and final isopach contour
maps of structure aﬁd any "isometric dxsplays or presentations.

-Page 5 of 7-
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D. Correspondence/mmmtions/accounﬂngﬂand files:
(1) Any and all comcts communitization agrecments, joiot operating
agreements, leases, owrrespondence, farmout agreements that apply to any
of the sub;ect wells;

(2) A detailed accﬁﬁﬂhng of all production, expenses, revenues and
payments for any of the Sllbject wells

(3) all title oplmons mhpdmg but not limited to drill site and division order
opinions. SR

(4) all land'ﬁles r

(5) all documcnts bemecn Nearburg and Office of Commissioner of Public
Lands for New Mexico ‘

6) all documents bct:wean Nearburg and EOG Resourccs Inc.

(7) all documents bctwo'm Nearburg and Oil Conservation Division located
in Santa Fe, New Mexxco '

(8) all documcnts bethéen Ncarburg and 011 Conservation Division located,
in Hobbs, New Memo

E. Heaﬂng'Exhib!é"”‘” -
(l) copies of any- *gwloglc data and exhibits including gecologic maps,

structure maps, :mchs, cross-secuons and/or logs to be used by
Nearburg L ‘

(2) copies of any andaﬂl geophysical data/studies and exhibits to be used by
Nearburg. i '

be used by Ncarbuﬁs

-Page 6 of 7-
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. INSTRUCTIONS

This Subpoena Duces 'Fecum seeks all information available to you or in your possession,
custody or control from any sm;rce wherever situated, including but not limited to information
from any files, records, comiputers documents, employees, former cmployees, consultants,

- counse] and former counsel. 1t'is:directed to each person to whom such information is a matter

of personal knowledge

When used herem, you or "your® refers to the person or entity to whom this Subpoena
Duces Tecum is addressed to ‘ncluding all of his or its attorneys, officers, agent, consultants,

- employees, directors, repmantatxves, officials, departments, divisions, subdivisions,
- subsidiaries, or pmdecessors

. The term "document" gs used herein means.every writing and record of every type and
.- description’ in"the possession; ¢ustody or control of Nearburg Exploration Company,L L.C.
~ and/or Nearburg Producing Cémpany, whether prepared by you or otherwise, which is in your

_ possession or control or knews by you to exist, including but not limited to all drafts, papers,
books, wntmzs records, lettéix, photographs, computer disks, tangible things, correspondence,
communications, tolegrams, ¢ables, telex messages, memoranda notes, notations, work papers,
transcripts, minutes, -Teports aﬂ"recordmgs of telephone or other conversations or of interviews,
conferences, or meetings. If: also includes diary entries, affidavits, statements, summaries,
opinions, reports studies,. amiysas, evaluations, contracts, agreements, jottings, agenda,
. bulletins, notices, announcensents,. plans, specifications, sketches, instructions charts, manuals,
 brochures, publications, schgﬁules, price lists, client lists, journals, statistical records, desk
calendars, appointment booky, Hists, tabulations sound recordings, computer printouts, books of
.accounts, checks, accounting: records vouchers, and invoices reflecting business operations,
financial statemerits, and any; potice or drafts relating to the foregoing, without regard to whether
marked confidential or propridtary,. It also includes duplicate copies if the original is

- unavailable or if the. duphcm is d:ffercnt in any way, including marginal notations, from the

ongmal

-Page 7 of 7-
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STATE OF NEW MEXICO
ENERGY, MINERALS ‘AND NATURAL RESOURCES DEPARTMENT
OIL CONSERVATION DIVISION

IN THE MATTER OF TBE,HEARING CALLED BY
THE OIL CONSERVATION: DIVISION FOR THE
- PURPOSE QF CONSIDERWG

o CASE 12622
: APPLICATION OF NEARWRG EXPLORATION

' COMPANY, L.L.C. FOR TWO NON-STANDARD 0
GAS SPACING AND PROBATION UNITS exy

- 'LEA COUNTY, NEW MEXICO" \ /&

‘Nedrburg Exploratiaﬁi;(ﬁompany L.L.C. and Nearburg Producing Company
'(‘Nearburg”) jomtly respond ‘as- follows to the Subpoena Duces Tecum issued by
.‘Rcdrock Operating Ltd Co ("Redrock") in this matter:

1, Nearburg objeeta to Redrock’s “Instructions” to the extent they attempt to
unpose obhgatsons tha.t are beyond those imposed by the New Mexico Rules of Civil
Procedures 1mpoae an undﬂe burden, or seek discovery in violation of the work
prodnct attomeylchent and other applxcable privileges.

. A WELLS. ) .
2. Nearburg objeots to Redrock's request for information on the following
" wells located in Section 34, fI}qQI-S, R-34-E, Lea County, New Mexico:
A "P'eces :liti:.\ée;'l-oberating, Inc. and/or EOG Resources, Inc.’s Llano

© “34” Staié Well No. 1 drilled in Unit I, and
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B. Grama Rddge Morrow Unit Well No. 2 drilled in Unit L.
Nearburg has not operated'-‘iﬁt:hﬁe wells and states it has no responsive material other
| than documents which are pubhc record in the offices of the Oil Conservation Division.
Wxth respect to the Grama Raage Morrow Unit Well No. 2 drilled in Unit L, Nearburg
also states the requested mﬁm;m&txo:: is not likely to lead to the discovery of admissible
evidence. ‘ o |

B. DOCUMENTS:..‘.{J"-:" '

3. Nearburg objec.‘:'!it ‘t;'a Redrock’s request for the production of Drill Cutting
of Log Cores (Request: B(3)) and Mud Logs (Request B(4)) on the grounds that Redrock
seeks is confidential proptxetary commercial information. With respect to the
remaining requests in Secmon .B paragraphs ‘1 through 18, pages 3 and 4, Nearburg has

* produced or will produce tha mquested documents.
4. With respect to Redrock’s request for “Documents” (Reéuest B,

paragraphs 1 through 11, ptys ‘4 and 5), to the cxtent the documents exist, Nearburg

ENw)

has produced the. requestg_d; -mformanon. If additional responsive documents are .

: discévered or 'prepar,ed byNtarburg. these documents will be promptly produced to
" Redrock.

5. With respect .'téz".gedn.vck‘s request for “Seismi¢ Data” (Requests C(l)-(?)),
Nearburg states that it.has g&fﬁspbnsivc material.

6. ‘With respect-'td‘kedrmk’s request for “Correspondence, commuugications,

accounnng [and] land files (kequcsts D(1)-(4)), Nearburg objects to these requests on -

the following grounds

" NEARBURG'S onmc'nousro
SUBPOENA DUCES uCUM
PAGE 2 '
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Requests D( l)-(4) These requests are overly broad, unduly burdensome,

not likely to "{%6%6» to the discovery of admissible evidence, and seek

confidential, lpr.'é‘(‘:'rietary commercial information that is not relevant to the

subject ﬁlattqr:“ejlf the application 2nd not necessary for Redrock to prepare

its case for Hamng See In re Remington Arms Co., Inc., 952 F.2d 1029,

1032 (8th Cir: 1991). |

With respect to Redrbck"sl::‘f_.ﬁgu.égt fdr correspandence / communications / accounting /

- land files (Requests b(S)-(Q:)&,‘-ﬁearburg has produced the requested information.

| 7. With respedt-"-go" Redrock’s request for Nearburg’s “He'aring Exhibits”

(Requests E(1)-(3)), Nearburg 1s in the process of gathering the requested mformatton

and will produce that mfomtxon at a mutually agreed upon time and location for
exchange of such mformat;on_- gn ‘advance of the Examiner Hearing date.

8. "With-rcspect','i"‘e.' :Redrock’s remainfng requests, Nearburg has produced or

- will produce the mformatmn - to the extent that it exists - as it relates to the Grama |

Ridge East “34" State Well No 1 at a mutually agreed upon time and location..

Respéctfully submitted,

HOLLAND & HART
CAMPBELL & CARR

‘William FJ Carr
Post Office Box 2208

Santa Fe, New Mexico 87504-2208
S05 988-4421

Attorneys for Nearburg Exploration Company, L.L.C.

' NEARBURG’S OBJECTIONS*O
SUBPOENA DUCES 'n:ctm
PAGE 3

aw
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) :anjgc'ate of Sgﬂg ice

- The undersxgned hemby certifies that on June 18, 2001 8 true copy of the
foregoing Nearburg’s. Ob)emons to Subpoena Duces Tecum was delivered by hand
and/or facsmule to the followmg

W. Thomas Kellahin, Esqk

117 North Guadalupe

Santa Fe, New Mexiéo 87504-2265
Fax No. 505 982—2047

NEARBURG’S OBJECTIONS.T0
SUBPOENA DUCES mcm
PAGE 4 :
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REDROCK OPERATING INC., CO

New Mexico 0il Conservation Commission
(ase Numbers 12622 & 12908
September 10 & 11, 2002



KELLAHIN AND KELLAHIN
ATTORNEYS AT LAW

EL PATIO BLILDING

o Trorans KL ani
*NEW MEXICO BOARD OF LEGAL SPECIALIZATION POsT OFFICE BCox 2265
A il SANTA FE, NEW MEXICO 87504-22G5
JASON KELLAMIN (RETIRED 1991 September 4’ 2002
Ms. Lori Wrotenbery,Chairman Hand Delivery
Ms. Jamie Bailey, Member Hand Delivery
Dr. Robert Lee, Member Federal Express

Oil Conservation Commission
1220 South Saint Francis Drive
Santa Fe, New Mexico 87505

Re: Redrock Operating LTD, Co.’s Prehearing Statement ‘:,;ff’\
NMOCD Case: 12622 (De Novo)
Application of Nearburg Exploration Company, LLC
for two non-standard gas spacing and proraiton units,
Lea County, New Mexico

NMOCD Case 12908 (DeNovo)
Division Nomenclature Case
Lea County, New Mexico

Dear Members of the Commission:

On behalf of Redrock Operating LTD, Co. please find enclosed our Prehearing
Statement for the hearing set for September 10-11, 2002.

omdas Kellahin

cc:  Steve Ross, Esq.

Attorney for the Commission
Willian F. Carr, Esq.,

Attorney for Nearburg
J. Scott Hall,Esq.

Attorney for Raptor



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

IN THE MATTER OF THE HEARING
CALLED BY THE OIL CONSERVATION
DIVISION FOR THE PURPOSE OF
CONSIDERING:

CASE NO. 12622 (De Novo)
ORDER R-11768
APPLICATION OF NEARBURG EXPLORATION
COMPANY, L.L.C. FOR TWO NON-STANDARD
GAS SPACING AND PRORATION UNITS
LEA COUNTY, NEW MEXICO.

CASE NO. 12908 (De Novo)
ORDER R-11818

APPLICATION OF THE OIL CONSERVATION

DIVISION FOR AN ORDER CREATING,

CONTRACTING, REDESIGNATING, AND

EXTENDING VERTICAL AND HORIZONTAL

LIMITS OF CERTAIN POOLS IN LEA COUNTY,

NEW MEXICO.

REDROCK OPERATING LTD, CO'S
PRE-HEARING STATEMENT

This pre-hearing statement is submitted by Redrock Operating Ltd, Co., as
required by the Oil Conservation Commission.



NMOCD Case Nos. 12622 and 12908
Redrock Prehearing Statement

Page 2
APPEARANCE OF PARTIES
APPLICANT (Nearburg) ATTORNEY
Nearburg Exploration Company, LLC William F. Carr, Esq.
3300 N. “A” St. Bldg. 2 Holland & Hart
Suite 120 P.O. Box 2208
Midland, Texas 79705 Santa Fe, NM 87504
(915) 686-8235 (Bob Shelton) (505) 988-4421
OPPONENTS ATTORNEY
Mr. Tim S. Cashon W. Thomas Kelllahin, Esq.
Redrock Operating Ltd, Co. Kellahin & Kellahin
5151 Beltline Road, St 360 P. 0. Box 2265
Dallas, TX 75254 Santa Fe, NM 87504
(972) 934-0081 (505) 982-4285
Raptor Natural Pipeline, LLC J. Scott Hall, Esq.
Miller, Stratvert & Torgerson
P. O. Box 1986

Santa Fe, NM 87504
INTRODUCTION

(1) Raptor Natural Pipeline, LLC (“Raptor”) is the current operator of the Grama
Ridge Morrow Gas Storage Unit (“Gas Storage Unit”) which includes the W/2 of Section
34, T21S, R34 E, and other acreage. R-4491

(2) Section 34 has been divided such that the W/2 1is in the Grama Ridge-Morrow
Gas Pool (“GRM Pool”) and the E/2 is in the East Grama Ridge-Morrow Gas Pool
(“EGRM Pool”). See Exhibit A-1

(3) Section 34 was divided by the Division (Order R-5995 and R-6050) to
separate and isolate the Gas Storage Unit in the W/2 from any Morrow production in the
E/2 of Section 34.



NMOCD Case Nos. 12622 and 12908

Redrock Prehearing Statement
Page 3

(4) The E/2 of Section 34 is a 320-acre spacing and proration unit ("GPU")
originally dedicated to the Llano "34" State Well No. 1 located 1650 feet from the South
line and 660 feet from the East line of this section.

(5) The Applicant in Case 12622, Nearburg Exploration Company, L.L.C.
(“Nearburg”) seeks approval by the Division to subdivide this 320-acre GPU to create
two non-standard 160 acre gas proration and spacing units as follows:

(a) for Nearburg’s Grama Ridge “34” State Well No. 1 (“Nearburg Well”)
located 1548 feet from the North line and 990 feet from the East line
(Unit H) of Section 34 a unit consisting of the NE/4 of Section 34, T21S
R34E for production from the Grama Ridge Morrow Gas Pool; and

(b) for the Llano "34" State Com Well No. 1 ("Llano Well") located 1650
feet from the South line and 660 feet from the East line (Unit I) of Section
34 a unit consisting of the SE/4 of Section 34, T21S R34E for production
from the Grama Ridge Morrow Gas Pool.

(6) On May 22, 2001, the Division entered Order R-11768 denying Nearburg’s
application and order that the Well be shut-in. See Exhibit A-2.

(7) The Division Case 12908, at the request of Nearburg, attempted to extend the
GRM Pool and contract the EGRM Pool so that all of Section 34 would be in the GRM
Pool.

(8) In August 1, 2002, the Division held a hearing and without evidence to support
a change and without notice to Redrock or Raptor, and attempted to grant Nearburg’s
request.

(9) In August 19, 2002, Redrock Operating Ltd. Co. (“Redrock”) and Raptor filed
an objection to Case 12908 which was granted by the Division such that Case 12908 has
been consolidated with Case 12622 for hearing before the Commission. See Exhibit A-3
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OPPOSITION

(10) Redrock is a 10% overriding royalty owner ("ORRI") in the S/2 of Section 34
and would own a 5% ORRI in the Nearburg well if the E/2 of Section 34 1s dedicated to
the Nearburg well. If Nearburg's application is granted then Redrock would be excluded
from an ORRI in the Nearburg well.

(11) Redrock and Raptor oppose any change in the pool boundary which would
put the E/2 of Section 34 into the same pool with the GRM Pool.

(12) Redrock opposes Nearburg’s attempt to exclude Redrock from a standard
320-acre spacing unit consisting of the E/2 of Section 34.

BACKGROUND
The evidence will demonstrate that:

(13) Order R-3006 dated December 3, 1965 created the Grama Ridge Morrow Gas
Pool “GRM Pool” and adopted 640-acre spacing. By Order R-3080 dated July 1, 1966
extended pool to cover all of Section 34.

(14) The Grama Ridge Morrow Gas Pool “GRM Pool” consists of the gross
Morrow interval which includes many separate sand stringers which vary greatly in aerial
extent and in porosity and thickness, both within and among individual stringers.

(15) The vertical limits of the pool currently include all of the Morrow sands and
have been administered by the Division as a single common source of supply
("reservoir") since 1965.

(16) Order R-4491 dated March 16, 1973, authorized the injection of gas for
storage into specific intervals in the Grama Ridge Morrow Gas Pool in two wells one
being the Grama Ridge Morrow Unit Well No. 2 in Unit L of Section 34.

(17) Order R-5995 dated May 2, 1979, OCD found that the Grama Ridge Morrow
Gas Pool in the W/2 of section 34 is within an upthrust fault block bounded to the east by
a NE-SW trending fault and on the west by a North-South trending fault. Found that 320-
acres spacing was more appropriate for draining the pool.
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(18) On May 2, 1979, the OCD also approved an amended acreage dedication plat
which dedicated the W/2 of Section 34 to the Grama Ridge Unit #2 well

(19) Order R-6050 dated July 17, 1979, COD created the East Grama Ridge
Morrow Gas Pool on statewide 320-acre spacing.

(20) On July 3, 2001, the Division issued Order R-11611 which adopted Special
Rules for the Gas Storage Unit. See Exhibits A-4

(21) On October 10, 1979 the "Llano Well" (originally drilled by Minerals, Inc.
and now operated by Nearburg) located in Unit I (NE/4SE/) was completed in the Fast
Grama Ridge Morrow Gas Pool “EGRM Pool” and a 320-acre gas proration and spacing
unit consisting of the E/2 of Section 34 was dedicated to the well. This dedication is still
in effect today (is this true ?). For some 20 years, production from this well in the SE/4
was shared with the owners in the NE/4

(22) On June 9, 2000, Nearburg completed its Grama Ridge East 34 State Well
No. 1 (“Nearburg’s well”) in Unit H of Section 34. But instead of dedicating it to a gas
proration and spacing unit (GPU") consisting of the E/2 of Section 34 and sharing that
production as historically ordered, Nearburg is attempting to dedicate only their NE/4 to
the well.

NEARBURG'S CONTENTIONS

(23) At the Examiner hearing, Nearburg argued that the Division's definition of
"correlative rights” set forth in 19 NMAC 15.1.7(10) obligated the Division to exclude
the owners in SE/4 of Section 34 from sharing in the production from the Nearburg well
because: (1) there are only two Morrow sand stringers containing recoverable gas present
in the Nearburg well; (ii) of those two, the GRE sand stringer has been perforated and
produces gas; and (iii) that the GRE sand stringer is present in the Llano Well but has too
low a porosity to be productive.

(24) Nearburg contended that the NE/4 and NW/4 of Section 34 were not fault
separated but that Nearburg’s well in the NE/4 did not affect the Gas Storage Unit
probably due to a permeability pinch out in the reservoir.
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(25) Nearburg's geologist presented his geologic interpretation to argue that the
SE/4 should be excluded because he calculated a low porosity in the GRE sand stringer
from the open hole neutron-density log for the Llano well and, thus, he contended that the
SE/4 does not contain recoverable reserves from this Morrow GRE stringer which is
productive in the Nearburg well. He further argued that the Lower Morrow "A" sand
stringer is only present in the Nearburg well and the SE/4 owners should be excluded
from sharing in any potential Morrow “A” production. To do otherwise, Nearburg
contends, would dilute its interest in the recoverable reserves and impair its correlatuve
rights.

(26) Nearburg's petroleum engineer then determined that the volume of
recoverable gas from the “GRE” sand in the Nearburg Well was between 1.7 BCFG and
1.9 BCFG. See Transcript page 108 lines 6-8

REDROCK'S GEOLOGIC CONTENTIONS
Faulting and Pool Separation

(27) The E/2 of Section 34 is geologically isolated from the W/2 of the section.
Supporting evidence for the separate pools are in the Exhibits listed below:

A. Redrock Exhibit B-1
Structural Cross-Section exhibit B-B’

B. Redrock Exhibits B-2
Structure Map on the Top of the Middle Morrow

(28) The Nearburg well is fault isolated from the Gas Storage Unit: Faults were
mapped in the area with a major and a minor fault trending SW/NE as noted on the
submitted structure map. Support for the mapped faults are:

(A) The top of the Middle Morrow horizon on the two wells in the SW/4 of
section 27 and the SE/4 of section 28 are -9,155 feet and -10,024 feet subsea,
respectively, indicating a displacement on the fault of at least 869 feet.
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(B) The top of the Middle Morrow on the Minerals Llano well in the SE/4
of section 34 and the Nearburg well in the NE/4 of section 34 is -9,040 feet

and -9,086 feet subsea, respectively, which demonstrates anti-regional dip
in a geologically anomalous area.

(C) Log analysis of the Nearburg well in the NE/4 of section 34 on a
Middle Morrow Sand interval at 13,058~ 13,125’ calculates to be water

productive even though it is 13 feet high to a correlative gas storage sand
found in the Shell (Raptor) storage well in the SW/4 of section 34

Isolation of the W/2 and Drainage of SE/4 of Section 34

(29) The Nearburg Well is producing from a reservoir that is isolated from the
W/2 including the NW/4 of Section 34, as demonstrated on the following exhibit:

A Redrock Exhibit B-3:
Stratigraphic Cross-Section exhuibit A-A’

(30) The Nearburg Well is producing from a reservoir that extends into the
SE/4 of Section 34. Redrock’s evidence demonstrates that the Morrow sands were
deposited in a lenticular nature in the mapped area with limited aerial extent. The
Middle Morrow “GRE” Sand is present and productive in the Nearburg well
located in the NE/4 of Section 34, and present in the Minerals Llano well in the
SE/4 of the section, but absent in the Shell (Raptor) Grama Ridge storage well in
the SW/4 of the section. Supporting evidence is presented in the exhibits below:

A. Redrock Exhibit B-4
Middle Morrow “GRE” sand Gross Sand Isopach Map

B. Redrock Exhibits B-5

Net Porosity Isopach Map with porosity equal to or greater
than 8% on the “GRE” sand

C. Redrock Exhibit B-6

Net Porosity Isopach Map with porosity equal to or greater
than 8% on the “A” sand
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D. Redrock Exhibits B-7
Total Gross Morrow Sand Isopach Map on the Morrow Sands

E. Redrock Exhibit B-8
Total Net Morrow Sand Isopach Map with porosity equal to
or greater than 8% on the Morrow Sands

F. The orientation of the Morrow sand deposition in Section 34 and
surrounding area is north to south. There is no evidence of the
“GRE” Sand extending into the NW/4 of section 34, but there is
evidence that the “GRE” Sand extends into the SE/4 of section 34
due to the presence of six feet of gross “GRE” Sand found in the
Neutron Density and Mud Log in the Minerals Llano well located in
the SE/4 of section 34. A standup, 320 acre unit oriented as the E/2
of section 34 would be the correct proration unit given the drainage
characteristics and orientation of the reservoir.

G. Redrock Exhibits B-9
Llano 34 State Com. #1 well, located in the SE/4 of Section 34,
Mud Log exhibit

Spacing Unit

(31) That a spacing unit orientated and dedicated to the E/2 of Section 34 contains
more productive acres than an N/2 orientation.

Pool Boundaries

(32) That the E/2 of Section 34 should remain in the East Grama Ridge-Morrow Gas
Pool and the W/2 of Section 34 should remain in the Grama Ridge-Morrow Gas Pool.

REDROCK’S PETROLEUM ENGINEERING CONTENTIONS

(33) Redrock’s petroleum engineering evidence will demonstrate that the

petroleum engineering assumptions and calculations contain in Examiner Order R-11768
are correct. See Order R-11768 Finding (10).
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(34) Redrock’s analysis of the reservoir performance of the Nearburg Well
compared to the Gas Storage Unit demonstrates that the interval in the Morrow

formation being used for the Gas Storage Unit is not in communication with
Nearburg’s well.

(35) Redrock’s petroleum engineer has concluded that:

(A) The Nearburg Well is producing from a reservoir that 1s isolated
from the Gas Storage Unit’s reservoir , and appears to be pressure
depleting. See Redrock Exhibit C-1 and C-2

(B) The GRE Sand in Nearburg’s Well has an original gas in place

of 1.6 BCFG based on a Material Balance (P/Z) analysis. See
Redrock Exhibits C-2

(C) The GRE sand as mapped by Redrock has a calculated Gas in
Place estimate of 1.9 BCFG, which is consistent with Nearburg’s
engineers previous testimony of reserves. See Transcript page 108
lines 6-8

See Redrock Exhibits C-1.

(D) The neutron-density logs in all wells including the Llano well

have a limited areal extent of no greater than 6 feet from the
wellbore.

(E) See additional Redrock supporting data.
See exhibits C-5 through C-9

REDROCK’S CRITICISM OF NEARBURG’S EVIDENCE

(36) In opposition, Redrock contends that Nearburg's geologic and
petroleum engineering evidence demonstrates that:

(A) the GRE sand stringer being produced in the Nearburg well also
1s present in the SE/4 of Section 34.

(B) Nearburg's geologic interpretation of the GRE sand stringer and
its argument for two non-standard 160-acre gas units, hinges

primarily on the data captured by the neutron-density log of the
Llano well.
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(C) Nearburg's geologic interpretation is subjective, speculative and
inadequate to form a reasonable basis for granting Nearburg's
application because Nearburg's contention that the SE/4 of this
section does not contain recoverable reserves from the GRE sand
stringer relies solely on his interpretation of porosity from an open
hole neutron-density porosity log taken in the Llano well.

(D) Since all neutron-density logs, including the Llano well log, only
investigate a limited radial porosity extent from any wellbore, there
is no substantial evidence to definitively determine that the GRE net
pay sand does not extend into the SE/4;

(F) Nearburg's geologic presentation is not definitive enough to show
that the SE/4 of Section 34 does not contribute recoverable
hydrocarbons in the GRE Sand stringer.

(G) Nearburg's geologist testified that he was not aware of any other
application which attempted to vertically separate individual strings
of the defined Morrow interval as Nearburg was seeking to do.

(H) Nearburg failed to provide substantial evidence as to the amount

of original gas in place in the GRE sand. and its two experts could
not agree:

(1) based upon Nearburg's geologist
isopach of the GRE sand that volume
was 2.7 BCF of gas. See Transcript
page 108 lines 2-3

(1) based upon Nearburg's petroleum
engineetr's estimates that volume ranged
from 1.1 BCFG to 1.9 BCFG. See
Transcript page 103 lines 4-5; page
105 lines 1-2; page 107 lines 7-6 and
15-16

(1) the Llano well located in Unit I of Section 34 was dedicated to the E/2
of Section 34 and produced some 4.1 BCF of gas, most of which was from
certain sands stringers located within the defined Lower Morrow "B"
interval just above the sand designated by Nearburg as the "GRE" sand
stringer, which is present in the Llano Well and also included within the

defined Lower Morrow "B" interval;
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(J) Nearburg ignored the fact that production from the Llano well
was shared with the owners in the NE/4 of Section 34 despite the
fact that Nearburg's geologist concluded that the Morrow sand
stringer in the Nearburg well calculated to be too wet to produce and

in his opinion the NE/4 did not contribute any reserves to the Llano
well.

(K) Nearburg's geologist ignored the fact that the GRE sand
currently being produced in the Nearburg well is present in the Llano

well and is structurally higher in the Llano well than in the Nearburg
well.

(L) Nearburg ignored the fact that Division Order R-6050 concluded
that the NE/4 and SE/4 of Section 34 should share in production
from the Morrow formation.

(M) Nearburg's geologist did not isopach the Morrow sand stringer
produced in the Llano well nor any other sand stringer in the
Morrow formation except for the GRE and A sand stringers.

(N) Nearburg’s geologist ignored the regional North-South
deposition orientation of Morrow Sands in orienting the deposition
of the “GRE” Sand

(O) Nearburg's geologist and petroleum engineer were In
disagreement about the total volume of gas and the total size of the
GRE sand "reservoir”. Nor could Nearburg's petroleum engineer
confirm the shape and orientation of the GRE sand stringer as
interpreted by its geologist. See Transcript page 110 lines 16-25

(P) In addition, Nearburg's geologist could not testify as to the exact
shape or orientation of either of Nearburg's Morrow stringer.

(Q) by maintaining the historical 320-acre spacing unit consisting of
the E/2 of this section, waste will be prevented and correlative rights
well be protected and the Division will maintain consistency in the

treatment of the GPU within the Division's regulations and historical
practices.
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NEARBURG'S PERMITTING OF ITS WELL

(37) Nearburg contended that it mistakenly believed that the N/2 of Section 34
was available for dedication to its well and relied upon the fact that on February 8, 2000,
the Division's Hobbs office had approved the Nearburg application for permit to drill.

(38) Nearburg's senior landman testified that prior to drilling the Nearburg well.

(1) he did not know that Nearburg's proposed N/2 spacing unit
would include portions of two separate pools in violation of
Division's rules;

(i1) he made no effort to determine the pool rules applicable
for the Morrow in Section 34 nor did he make any effort to
search the Division's well files or records to determine the
availability of the N/2 of Section 34 for a standard 320-acre
gas spacing unit;

(i11) Nearburg failed to check if any portion of Section 34 was
dedicated to the gas storage unit before drilling its well;

(iv) Nearburg has not, and sees no need to improve their
spacing unit research process regarding this situation to
prevent similar problems in the future.

(v) instead, he simply relied upon the new State of New
Mexico oil & gas lease, a N/2 Section 34 drill site title
opinion which was ordered by Nearburg to conform with their
"presumed" unit, and the Division's approval of the Nearburg
Application for Permit to Drill ("APD")

(39) Nearburg spudded the well on March 7, 2000 and received an approved
allowable on June 22, 2000.

(40) In July, 2000, the Division Hobbs office notified Nearburg by telephone that
the N/2 spacing unit could not be allowed and that Nearburg would have to change the
acreage dedication.
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(41) On January &, 2001, some six months after being notified, Nearburg finally

filed an administrative application seeking two non-standard 160-acre gas units.

(42) Nearburg never attempted to dedicate its well to the 320-acre spacing unit
consisting of the E/2 of Section 34, nor did Nearburg explore any other solutions or
options.

(43) On January 29, 2001, Nearburg sent notice to Redrock of Nearburg's
administrative application. On February 12, 2001, Redrock filed an objection and this
matter was set for hearing on March 22, 2001 and then continued repeatedly until June
28,2001.

(44) By the time of the hearing, the Nearburg well had produced in excess of 900
MMCF of gas.

(45) Subsequent to the OCD denying a N/2 unit in section 34, Nearburg applied
for a 160 acre non standard unit simply because at the time the well was completed
Nearburg would potentially lose 50% of the working interest in the well if an E/2 320
acre unit was approved as a production unit. Nearburg has since purchased the lease in
the south half of section 34 in order to reduce their potential loses if an E/2 320 acre unit
1s granted by the OCD.

THE COMMISSION'S DECISION
(45) The Commission should find that:

(A) it violates the correlative rights of the owners in the SE/4
to now exclude them from participation in production from
the Nearburg well

(B) Nearburg's application amounts to nothing more than
down spacing the pool after the fact--the only purpose for
which is the allow Nearburg to avoid responsibility for their
negligence at the expense of the owners in the SE/4 of this
section;
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(C) by granting Nearburg's application, the Commission
would establish the precedent whereby the operator of any
such Morrow "infill" well can be granted an exception from
Rule 104 based upon the subjective interpretation of the
limited horizontal extent of certain individual Morrow sand
stringers,

(D) the approval of Nearburg's application will circumvent
Division Rule 104 by effectively "downspacing" a spacing
unit "after" the fact;

(E) Nearburg's geologic presentation simply validates the
recent modifications of Rule 104 which now allows for an
infill well on a 320-acre GPU;

(F) by granting Nearburg's application, the Commission will
be a party to a total disregard for interest owners' correlative
rights by allowing an operator, for its own selfish interests, to
reconfigure spacing unit size and/or orientation after the
original (Llano well) and infill well (Nearburg well) have
been drilled and produced,

(G) by granting Nearburg's application, the Commission will
establish a precedent which will allow any operator choosing
to drill an infill well on an existing 320-acre unit to simply
carve out half the unit by asking for a 160-acre non-standard
unit based upon the vertical and horizontal discontinuous
nature of the Morrow sand stringers;

(H) granting Nearburg's application will substantially alter
and disrupt the regulatory system of the New Mexico Oil
Conservation Division:

(1) by requiring the reallocation of past and
future production based upon geologically
constructed spacing units created after the wells
are drilled and produced; and
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(2) creating the opportunity to alter
existing spacing units every time there is
a change in ownership between portions
of those units.

(I)  the Commission should confirm the Division’s previous

finding that the SE/4 1s being drained by the Nearburg well.
See Order # R-11768

(J)  the Commission should deny that portion of Case 12908 that
attempts to change the pool boundaries for these two pool.

THE COMMISSION SHOULD
AFFIRM THE DIVISION ORDER R-11768 THAT:

(47) Nearburg application should be denied.
(48) Nearburg's well shall remain shut-in pending the following:

(a) dedication of a 320-acre spacing unit consisting of
the E/2 of Section 34;

(b) declaration of a single Division approved operator
for the E/2 of Section 34;

(c) voluntary consolidation of E/2 of Section 34 to
well, or in the absence of such agreement, a Division
compulsory pooling order;

(d) immediate reallocation and payment of proceeds
from the date of first production to all interest owners

based upon an E/2 320-acre dedication unit in section
34,

(49) The Division Case 12908, in so far has it appempts to change the pool
boundaris for these two pool should be denied.
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PROPOSED EVIDENCE
APPLICANT:
WITNESSES EST. TIME EXHIBITS
Tim Cashon  (land) 60 Min. @ _ exhibits
James Brezina (geology) 60 Min. @ 8 exhibits
John Wells  (PE) 60 Min. @ 9 exhibits

PROCEDURAL MATTERS
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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:

CASE NO. 12622
ORDER NO. R-11768

APPLICATION OF NEARBURG EXPLORATION COMPANY, L.L.C. FOR TWO
NON-STANDARD GAS SPACING UNITS, LEA COUNTY, NEW MEXICO.

BY_THE DIVISION:

This case came on for hearing at 8:15 am. on June 28 and July 26, 2001, at Santa
Fe, New Mexico, before Examiner Michael E. Stogner.

NOW, on this 22nd day of May, 2002, the Division Director, having considered the
testimony, the record, and the recommendations of the Examiner,

FINDS THAT:

() Due public notice has been given, and the Division has jurisdiction of this
case and its subject matter.

2) The applicant, Nearburg Exploration Company, L.L.C. (*Nearburg™), seeks
exception to the spacing provisions of Division Rule 104.C (2), revised by Division Order
No. R-11231, issued by the New Mexico Oil Conservation Commission in Case No. 12119
on August 12, 1999, in order to create two non-standard 160-acre spacing units within the
East Grama Ridge-Morrow Gas Pool comprising: (i) the NE/4 of Section 34, Township 21
South, Range 34 East, NMPM, Eddy County, New Mexico, to be dedicated to the Nearburg
Producing Company's existing Grama Ridge East "34" State Well No. 1 (API No. 30-025-
34948), located at a standard gas well location 1548 feet from the North line and 990 feet
from the East line (Unit H) of Section 34; and (ii) the SE/4 of Section 34 to be dedicated to
the EOG Resources, Inc.-operated Llano "34" State Well No. 1 (API No. 30-025-26318),
located at a standard gas well location 1650 feet from the South line and 660 feet from the

East line (Unit I) of Section 34.

3) The E/2 of Section 34 is included in the East Grama Ridge-Morrow Gas

Pool and the W/2 of the section is in the Grama Ridge-Morrow Gas Pool. Both pools are

subject to Division Rule 104.C (2), as revised, which provides for 320-acre spacing units

comprising any two contiguous quarter sections of a single governmental section and
BEFURE |HE
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provides for infill development (a total of two wells per unit); provided however, there
can only be one well in each quarter section.

(4)  All of Section 34 is within the Grama Ridge Morrow Gas Storage Unit Area,
which was unitized for the purpose of gas injection, storage, and withdrawal within a
portion of the Morrow formation, as provided for by Division Order No. R-11611, issued in
consolidated cases No. 12441 and 12588 on July 3, 2001.

(5) Redrock Operating Ltd., Co. of Coppell, Texas (“Redrock™), an overriding
royalty interest owner in the SE/4 of Section 34, appeared at the hearing and presented
evidence in opposition to the application. Raptor Natural Pipeline, LLC, operator of the
Grama Ridge Morrow Gas Storage Unit Area and a unit well in the W/2 of Section 34, and
Wayne Newkumet, James E. Brown, Brent D. Hilliard, Wendel Creech, and David F.
Alderks, all of Midland, Texas and all overriding royalty interest owners in the N/2 of
Section 34, appeared through legal counsel but did not oppose Nearburg’s request. ’

(6) On October 10, 1979, the above-described EOG Resources, Inc.-operated
Llano "34" State Well No. 1 in the SE/4 of Section 34 (originally drilled by Minerals, Inc.)
was completed in the East Grama Ridge-Morrow Gas Pool. A standard 320-acre stand-up
gas spacing unit comprising the E/2 of Section 34 was dedicated to the well under a
communitization agreement approved October 19, 1979 and made effective May 1, 1979 by
the New Mexico State Land Office (“NMSLO”). This well last produced in 1991 and the
communitization agreement was terminated by the NMSLO effective March 31, 1991. This
320-acre unit ceased to exist when the well stopped producing and the communitization
agreement terminated.

(7)  Evidence indicates that Redrock acquired the working interest in the SE/4 of
Section 34 by assignment on March 1, 1998. On May 27, 1999 Redrock assigned its interest
to Roco Resources Company, Inc. of Midland, Texas, reserving however a 10% overriding
royalty interest.

(8 The evidence presented by Nearburg and the records of the Division
establish that:

(a) State of New Mexico Qil and Gas Lease No. K-03592
covering the N/2 of Section 34 was cancelled by the NMSLO

in January, 1999;

(b)  anew oil and gas lease covering the N/2 of Section 34 was
offered by the NMSLO at the December, 1999 lease sale; the
NMSLO request for bids contained no stipulations or
reservations concerning the existence of the Grama Ridge
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(d)

(®)

6

(&)

(b)

Morrow Gas Storage Unit;

Great Western Drilling Company of Midland, Texas was the
successful bidder and received a new oil and gas lease (Lease
No. V-05683) covering the N/2 of Section 34 that became
effective January 1, 2000,

Nearburg later acquired 75% of the interest of Great Western
Drilling Company in the N/2 of section 34. On February 28,
2000 the Division’s district office in Hobbs approved
Nearburg Producing Company’s “Application for Permit to
Drill (“APD”)” (Division Form C-101 with Form C-102
attached) for its above-described Grama Ridge East "34"
State Well No. 1 at a standard gas well location on a standard
320-acre lay-down gas spacing unit comprising the N/2 of
Section 34;

the Grama Ridge East "34" State Well No. 1 was drilled in
March, 2000 to a depth of 13,500 feet and completed as a
Morrow gas well on June 9, 2000; on June 19, 2000 the
Division’s Hobbs district office approved Nearburg
Producing Company’s “Request for Allowable and
Authorization to Transport ” (Division Form C-104), and on
June 22, 2000 approved a testing allowable for the well;

in July, 2000 Nearburg Producing Company was notified by
the Division’s Hobbs district office that the previously
authorized lay-down N/2 spacing unit included acreage from
two separate Morrow gas pools [see Finding Paragraph No.
(3) above];

Nearburg filed an administrative application pursuant to
Division Rule 104.D, as revised, with the Division’s Santa
Fe office on January 8, 2001 for the two subject 160-acre
non-standard gas spacing units within the E/2 of Section 34;

due to inadequate notification pursuant to Division Rule
1207.A (3), the administrative application was ruled
incomplete by the Division on February 5, 2001, and
Nearburg was duly informed by letter to provide such notice;

subsequent to Nearburg’s notification, Redrock filed
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(k)

@

(9)  The evidence and testimony presented in this case and in Division Cases
No. 12441 and 12588 [see Paragraph Nos. (8) and (9) of Division Order No. R-11611]
indicate that although the Nearburg Producing Company-operated Grama Ridge East “34”
State Well No. 1 is completed in and producing from the Morrow formation, it is not in
communication with the unitized interval of Raptor Natural Pipeline LLC’s Grama Ridge

objections in a timely manner with the Division on February
12 and 14, 2001; the application was then set for hearing
before a Division Examiner;

pending the hearing, the Grama Ridge East “34” State Well
No. 1 was allowed to continue producing gas from the East
Grama Ridge-Morrow Gas Pool;

at the conclusion of the June 28, 2001 hearing, a four-week
continuance was granted in order to give all the parties in this
matter the opportunity to reach a mutually acceptable
agreement; and

at the July 26, 2001 hearing, the Examiner ordered Nearburg
to shut-in its Grama Ridge East “34” State Well No. 1
because an agreement had not been reached.

Morrow Gas Storage Unit.

(10) Nearburg Exploration Company, LLC presented engineering and
geological testimony in support of its application, which the Division finds inconclusive

for the following reasons:

(a)

(b)

Nearburg developed a P/Z curve with bottom-hole flowing
pressures instead of static reservoir pressures, and for a
deep gas well such as the Grama Ridge East “34” State
Well No. 1, the difference between the static reservoir
pressures and bottom-hole flowing pressures can be
substantial.

The gas compressibility factors or the gas deviation factors
(the Z- factor) and the gas formation volume factors (Bg)
depend on and change with temperature and pressure.
When the pressures and the temperatures are incorrect, the
calculated P/Z values are erroneous; therefore a plot of P/Z
versus cumulative production will give a wrong slope,
which translates into a wrong Initial Gas in Place and

r'4 .
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(©

(d)

(e)

®

Estimated Ultimate Recovery (EUR)*. Nearburg arrived at
an estimated ultimate recovery of 1.1 Bef using the material
balance method, which Nearburg’s witness admitted to be

too low.

The decline curve analysis presented by Nearburg is not
precise enough to support any conclusion about the ultimate
recovery from the Grama Ridge East “34” State Well No.1.
Nearburg’s witness testified that the well is declining
between 50 and 82 percent annually, with probable
estimated ultimate recovery of 1.7 Bef. A range of 50 to 82
percent is too wide to use as a basis for estimating ultimate

TeCOVery.

Nearburg’s witness calculated an estimated ultimate
recovery of 2.7 Bef from the geological isopach map of the
Grama Ridge East Morrow sands.

Haas Petroleum Consultants conducted volumetric analysis
for Nearburg and demonstrated that the estimated ultimate
recovery is about 3.0 Bcf. The ultimate recovery as
presented in Nearburg’s testimony ranges from 1.1 to 3.0
Bef.

Using an estimated ultimate recovery of 1.7 Bcf, Nearburg
presented testimony that the size of the reservoir is between
140 and 165 acres. If the size of the reservoir is between
140 and 165 acres, we can calculate the drainage radius to
be between 1393 and 1513 feet respectively. Since the well
is located in the NE/4 of Section 34, Township 21 South,
Range 34 East, NMPM, Eddy County, New Mexico, at a
standard gas well location 1548 feet from the North line
and 990 feet from the East line (Unit H), it is probable that
the SE/4 of Section 34 is contributing recoverable
hydrocarbons in this interval even wunder Nearburg’s
conservative estimates of ultimate recovery.

*EUR is calculated as follows: EUR = [P1/Zi — Pa/Za]/slope where
1 indicates initia]l conditions and a indicates abandonment

conditions.

(‘I@'} ¥ e

\;

.
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(11)  There is insufficient evidence to support Nearburg’s contentions about the
size, shape, and orientation of this producing interval or to show that the SE/4 does not
contribute recoverable hydrocarbons in this interval.

(12)  The application of Nearburg for approval of two non-standard 160-acre gas
spacing units within the East Grama Ridge-Morrow Gas Pool comprising the NE/4 of
Section 34 and the SE/4 of Section 34 should be denied.

(13) Al past and any future Morrow gas production from the Nearburg Grama
Ridge East “34” State Well No. 1, as described above, should be allocated to either: (i)
the N/2 of Section 34, being a standard 320-acre lay-down gas spacing unit, in either the
East Grama Ridge-Morrow Gas Pool or the Grama Ridge-Morrow Gas Pool, depending
on the necessary adjustment to the pool boundaries to be sought through the Division’s
nomenclature process; or (ii) the E/2 of Section 34, being a standard 320-acre stand-up
gas spacing unit in the East Grama Ridge-Morrow Gas Pool.

ITIS THEREFORE ORDERED THAT:

(1)  The application of Nearburg Exploration Company, L.L.C., for an exception
to the spacing provisions of Division Rule 104.C (2) creating two non-standard 160-acre
spacing units within the East Grama Ridge-Morrow Gas Pool comprising: (i) the NE/4 of
Section 34, Township 21 South, Range 34 East, NMPM, Eddy County, New Mexico, to be
dedicated to the Nearburg Producing Company's existing Grama Ridge East "34" State Well
No. 1 (API No. 30-025-34948), located at a standard gas well location 1548 feet from the
North line and 990 feet from the East line (Unit H) of Section 34; and (ii) the SE/4 of
Section 34 to be dedicated to the EOG Resources, Inc. Llano "34" State Well No. 1 (API
No. 30-025-26318), located at a standard gas well location 1650 feet from the South line
and 660 feet from the East line (Unit I) of Section 34, is hereby denied.

(2)  The above-described Nearburg Producing Company Grama Ridge East "34"
State Well No. 1 shall remain shut-in pending the following:

(a) establishment of a standard 320-acre stand-up gas spacing
unit comprising the N/2 or the E/2 of Section 34; and

(b) designation of a single Division-approved operator for this
unit and the applicable well dedicated thereto.

(3)  Jurisdiction is hereby retained for the entry of such further orders as the
Division may deem necessary.
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DONE at Santa Fe, New Mexico, on the day and year hereinabove designated.

STATE OF NEW MEXICO
OIL CONSERVATION DIVISION

LORI WROTENBERY

Director
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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:

CASE NO. 12908
Order No. R-11818

APPLICATION OF THE OIL CONSERVATION
DIVISION FOR AN ORDER CREATING,
CONTRACTING, REDESIGNATING, AND
EXTENDING VERTICAL AND HORIZONTAL
LIMITS OF CERTAIN POOLS IN LEA COUNTY,
NEW MEXICO.

ORDER OF THE DIVISION

BY THE DIVISION:

This case came on for hearing at 8:15 a.m. on August 1, 2002, at Santa Fe, New

Mexico, before Examiner David R. Catanach. *
*

' NOW, on this 261 day of August, 2002, the Division Director, having considered
the testimony, the record, and the recommendations of the Examiner,

FINDS THAT:

(1)  Due public notice has been given and the Division has jurisdiction of this
case and its subject matter.

) There is need for the creation of a new pool in Lea County, New Mexico
for the production of gas from the Morrow formation, bearing the designation of
Southwest Austin-Morrow Gas Pool (Pool Code 96664). The Southwest Austin-Morrow
Gas Pool was discovered by the Yates Petroleum Corporation Morton Unit Well No. |
(API No. 30-025-33314) located in Unit B of Section 5, Township 15 South, Range 35
East, NMPM, which was completed in the Morrow formation on December 10, 1996.
The top of the perforations is at 13,207 feet.

3) There is need for the creation of a new pool in Lea County, New Mexico
for the production of oil from the San Andres formation, bearing the designation of North
Bagley-San Andres Pool (Pool Code 97159). The North Bagley-San Andres Pool was
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South, Range 32 East, NMPM, which was completed in the Cisco and Canyon formations
on October 18, 2001. The top of the perforations is at 10,432 feet.

C)) There 1s need for the creation of a new pool in Lea County, New Mexico
for the production of oil from the Wolfcamp formation, bearing the designation of West
Shoe Bar-Wolfcamp Pool (Pool Code 97100). The West Shoe Bar-Wolfcamp Pool was
discovered by the David H. Armrington Oil & Gas, Inc. Lord Baltimore 20 State Well No.
1 (API No. 30-025-35172) located m Unit K of Section 20, Township 16 South, Range
35 East, NMPM, which was completed in the Wolfcamp formation on June 11, 2001.
The top of the perforations is at 10,898 feet.

(10)  There is need for the creation of a new pool in Lea County, New Mexico -
for the production of oil from the Glorieta formation, bearing the designation of
Northwest Skaggs-Glorieta Pool (Pool Code 97203). The Northwest Skaggs-Glorieta
Pool was discovered by the Matador Operating Company Williams 34 Well No. 3 (API
No. 30-025-35711) located in Unit O of Section 34, Township 19 South, Range 37 East,
NMPM, which was completed in the Glorieta formation on December 26, 2001. The top

of the perforations is at 5,242 feet.

(11)  There is need for the creation of a new pool in Lea County, New Mexico
for the production of oil from the Simpson formation, bearing the designation of
Northwest Skaggs-Simpson Pool (Pool Code 97204). The Northwest Skaggs-Simpson
Pool was discovered by the Matador Operating ompany Cooper 3 Well No. 6 (API No.
30-025-35204) located in Unit B of Sectien 3, Township 20 South, Range 37 East, .
NMPM, which was completed in the Simpson formation on March 6, 2001. The top of
the perforations is at 9,729 feet.

(12)  There is need for the creation of a new pool in Lea County, New Mexico
for the production of oil from the Delaware formation, bearing the designation of Vaca
Ridge-Delaware Pool (Pool Code 97161). The Vaca Ridge-Delaware Pool was
discovered by the EOG Resources, Inc. Vaca Ridge 4 Federal Well No. 1 (API No. 30-
025-28491) located in Unit C of Section 4, Township 25 South, Range 34 East, NMPM,
which was completed in the Delaware formation on June 20, 2001. The top of the

perforations is at 8,970 feet.

(13)  There is need for the creation of a new pool in Lea County, New Mexico
for the production of oil from the Cisco and Canyon formations, bearing the designation
of Northeast Vacuum-Cisco-Canyon Pool (Pool Code 97202). The Northeast Vacuum-
Cisco-Canyon Pool was discovered by the Read and Stevens, Inc. Meridith State Well
No. 1 (API No. 30-025-30903) located in Unit F of Section 24, Township 17 South,
Range 35 East, NMPM, which was completed in the Cisco and Canyon formations on
March 15, 2002. The top of the perforations is at 11,069 feet.
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(b)  extend the horizontal limits of the Grama Ridge-
Morrow Gas Pool to include the E/2 of Section 34,
Township 21 South, Range 34 East, NMPM.

(19) In the alternative, Redrock and Raptor seek to reopen that portion of Case
No. 12908 described above and have this matter heard before the Oil Conservation
Commission (“Commission”) in conjunction with De Novo Case No. 12622, the
application of Nearburg Exploration Company, L.L.C. for two non-standard gas spacing
and proration units, Lea County, New Mexico, which is currently scheduled to be heard
by the Commission on September 10, 2002.

(20) It appears that the proposed contraction of the East Grama Ridge-Morrow
Gas Pool and the proposed extension of the Grama Ridge-Morrow Gas Pool have a direct
bearing on Case No. 12622, and that approval of these’pool changes at this time may be

premature.

(21) By letter to the Division dated August 13, 2002, Nearburg Exploration
Company, L.L.C., Great Western Drilling Company, and CL & F Resources, L.P.,
advised the Division that they concur with Redrock and Raptor’s request to reopen that
portion of Case No. 12908 described above.

(22) Redrock and Raptor’s request to reopen that portion of Case No. 12908
described above should be granted.

IT IS THEREFORE ORDERED THAT:*

»
(a) A new pool in Lea County, New Mexico classified as a gas pool for
Morrow production is hereby created and designated as the Southwest Austin-Morrow
Gas Pool (Pool Code 96664), consisting of the following described area:

TOWNSHIP 15 SOUTH, RANGE 35 EAST. NMPM
Section4: S/2

Section 5: N/2 and SE/4

Section 9: NE/4

Section 10: N/2

(b) A new pool in Lea County, New Mexico classified as an oil pool for San
Andres production is hereby created and designated as the North Bagley-San Andres Pool
(Pool Code 97159), consisting of the following described area:

TOWNSHIP 11 SOUTH, RANGE 33 EAST, NMPM
Section 10: SE/4
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TOWNSHIP 15 SOUTH, RANGE 37 EAST, NMPM
Section 34: SE/4

) A new pool in Lea County, New Mexico classified as an oil pool for
Simpson production is hereby created and designated as the Northwest Skaggs-Simpson
Pool (Pool Code 97204), consisting of the following described area:

TOWNSHIP 20 SOUTH, RANGE 37 EAST. NMPM
Section 3: NE/4

(k) A new pool in Lea County, New Mexico classified as an oil pool for
Delaware production is hereby created and designated as the Vaca Ridge-Delaware Pool
(Pool Code 97161), consisting of the following described\area:

TOWNSHIP 25 SOUTH, RANGE 34 EAST, NMPM
Section4: NW/4 | |

0] A new pool in Lea County, New Mexico classified as an oil pool for Cisco
and Canyon production is hereby created and designated as the Northeast Vacuum-Cisco-
Canyon Pool (Pool Code 97202), consisting of the following described area:

TOWNSHIP 17 SOUTH. RANGE 35 EAST, NMPM
Section 24: NW/4

(m) A new pool in Lea County, New Mexico classified as an oil pool for
Wolfcamp production is hereby created and designated as the South Wilson-Wolfcamp
Pool (Pool Code 97162), consisting of the following described area:

TOWNSHIP 21 SOUTH, RANGE 35 EAST, NMPM
Section 18: NE/4

(n)  The Southwest Austin-Mississippian Gas Pool (Pool Code 96242) in Lea
County, New Mexico is hereby extended to include:

TOWNSHIP 15 SOUTH. RANGE 35 EAST, NMPM
Section 12: SW/4
Section 13: W/2 and SE/4

(o)  The Baish-Wolfcamp Poo!l (Pool Code 4480) in Lea County, New Mexico
is hereby extended to include:

TOWNSHIP 17 SOUTH, RANGE 32 EAST. NMPM
Section 20: N/2

(p)  The vertical limits of the Cuerno Largo-Pennsylvanian Pool (Pool Code
14980) in Lea County, New Mexico are hereby extended to include the Cisco, Canyon
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TOWNSHIP 15 SOUTH, RANGE 32 EAST, NMPM
Section 20: S/2

(w)  The East Featherstone-Bone Spring Pool (Pool Code 24270) in lea
County, New Mexico is hereby extended to include:

TOWNSHIP 20 SOUTH, RANGE 35 EAST, NMPM
Section 14: NE/4

(x)  The Four Lakes-Mississippian Gas Pool (Pool Code 97053) in Lea
County, New Mexico is hereby extended to include:

TOWNSHIP 12 SOUTH, RANGE 34 EAST NMPM
Section 1; W/2 and SE/4

TOWNSHIP 12 SOUTH, RANGE 35 EAST NMPM
Section 6: SW/4
Section 7: NW/4

6] The Gem-Morrow Gas Pool (Pool Code 77370) in Lea County, New
Mexico is hereby extended to include:

TOWNSHIP 19 SOUTH, RANGE 32 EAST, NMPM
Section 24: E/2

(2) The West Grama Ridge-Bone Spring Pool (Pool Code 28432) in Lea -
County, New Mexico is hereby extended to imclude: .

TOWNSHIP 22 SOUTH, RANGE 34 EAST, NMPM
Section 8: NE/4
Section 9: W/2

(aa) The East Grama Ridge-Morrow Gas Pool (Pool Code 77690) in Lea
County, New Mexico is hereby extended to include:

TOWNSHIP 21 SOUTH, RANGE 34 EAST. NMPM
Section 26: W/2

(bb) The North Hardy-Strawn Pool (Pool Code 96893) in Lea County, New
Mexico is hereby extended to include:

TOWNSHIP 20 SOUTH, RANGE 37 EAST, NMPM
Section 36: NW/4

(cc)  The North Hardy-Tubb-Drinkard Pool (Pool Code 96356) in Lea County,
New Mexico is hereby extended to include:
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TOWNSHIP 20 SOUTH, RANGE 37 EAST, NMPM

Section 4: N/2
Section 5: NE/4

(i)  The West Monument-Tubb Gas Pool (Pool Code 96968) in Lea County,
New Mexico is hereby extended to include:

TOWNSHIP 20 SO‘UTH, RANGE 37 EAST, NMPM
Section 6: E/2

(kk) The North Morton-Atoka Gas Pool (Pool Code 96676) in Lea County,
New Mexico is hereby extended to include:

TOWNSHIP 14 SOUTH, RANGE 35 EAST, NMPM
Section 32: S/2

()  The Nadine-Drinkard-Abo Pool (Pool Code 47510) in Lea County, New
Mexico is hereby extended to include:

TOWNSHIP 19 SOUTH, RANGE 38 EAST, NMPM
Section 15: SE/4

(mm) The West Red Tank-Delaware Pool (Pool Code 51689) in Lea County,
New Mexico is hereby extended to include:

TOWNSHIP 23 SOUTH, RANGE 32 EAST. NMPM
Section 1: NW/4

(nn)  The Southeast Scharb-Wolfcamp Pool (Pool Code 55650) in Lea County,
New Mexico is hereby extended to include:

TOWNSHIP 19 SOUTH, RANGE 35 EAST, NMPM
Section 21; SE/4

(00) The Northwest Skaggs-Drinkard Pool (Pool Code 96768) in Lea County,
New Mexico is hereby extended to include:

TOWNSHIP 19 SOUTH. RANGE 37 EAST, NMPM
Section 34: NE/4
Section 35: NW/4

(pp) The North Teague-Wolfcamp Pool (Pool Code 96961) in Lea County,
New Mexico is hereby extended to include:



Case No. 12908
Order No. R-11818
13-

days from the effective date of this order to file Form C-102 dedicating a standard unit
for the pool to that well or to obtain a non-standard unit approved by the Division.
Pending such compliance, the well shall receive a maximum allowable in the same
proportion to a standard allowable for the pool that the acreage dedicated to the well
bears to a standard unit for the pool. Failure to file Form C-102 dedicating a standard
unit to the well or to obtain a non-standard unit approved by the Division within that 60-
day period shall subject the well to cancellation of allowable.

) The effective date of this order and all creations, contractions,
redesignations, and extensions of vertical and horizontal limits included herein shall be

September 1, 2002.
3) That portion of Case No. 12908 that seeks to:

(a)  contract the horizontal limits of the East Grama
Ridge-Morrow Gas Pool (Pool Code 77690) by
deleting the E/2 of Section 34, Township 21 South,
Range 34 East, NMPM; and

(b)  extend the horizontal limits of the Grama Ridge-
Morrow Gas Pool (Pool Code 77680) to include the
E/2 of Section 34, Township 21 South, Range 34
East, NMPM,;

is hereby severed from this case and assigned Case No. 12908-A. Case No. 12908-A
shall be docketed for hearing before the Oil Conservation Commission on September 10,
2002, and heard in conjunction with De WNovo Case No. 12622, the application of :
Nearburg Exploration Company, L.L.C. for two non-standard gas spacing and proration
units, Lea County, New Mexico.

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

STATE OF NEW MEXICO
OIL CONSERVATION DIVISION

ﬁ%& W a
L WROTENBERY

Director
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IN THE MATTER OF THE HEARING Case No.12622&12908 Exhibit# M=
CALLED BY THE OIL CONSERVATION Submitted By:
DIVISION FOR THE PURPOSE OF Red Rock Operating
Hearing Date: Sept. 10 & 11, 2002

CONSIDERING:

APPLICATION OF RAPTOR NATURAL PIPELINE, LLC CASE NO. 12588
/k/a LG & E ENERGY CORPORATION, FOR SPECIAL

RULES FOR THE GRAMA RIDGE MORROW GAS STORAGE

UNIT, LEA COUNTY, NEW MEXICO.

APPLICATION OF LG & E NATURAL PIPELINE LLC CASE NO. 12441
FOR SPECIAL RULES FOR THE GRAMA RIDGE

MORROW GAS STORAGE UNIT, LEA COUNTY, NEW

MEXICO.

ORDER NO. R-11611

ORDER OF THE DIVISION

BY THE DIVISION:

These cases came on for hearing at 9:00 am. on May 21, 2001, at Santa Fe, New
Mexico, before Examiner Michael E. Stogner.

NOW, on this 3rd day of July, 2001, the Division Director, having considered the
testimony, the record and the recommendations of the Examiner,

FINDS THAT:

(1)  Due public notice has been given, and the Division has jurisdiction of these
cases and their subject matter.

(2) At the time of the hearing, Cases No. 12588 and 12441 were consolidated for
the purpose of testimony. It is further noted that the original applicant in Case No. 12441,
LG&E Natural Pipeline, LLC, through a change of name became Raptor Natural Pipeline
LLC.

3) BTA Oil Producers, Yates Petroleum Corporation, C. W. Trainer, Inc.,
Nearburg Exploration Company L.L.C. and Concho Resources, Inc. appeared at the hearing
and were represented by counsel.
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(4)  The applicant in Case No. 12588, Raptor Natural Pipeline LLC, is the Unit
Operator of the Grama Ridge Morrow Gas Storage Unit, utilized for the purposes of the
injection, storage, and withdrawal of gas in the Unitized Formation, consisting of those
Morrow formation sands encountered between log depths of 12,722 feet and 13,208 feet-in
the Shell Oil Company State GRA Well No. | (API No. 30-025-21336), located 1980 feet
from the North line and 660 feet from the West line (Unit E) of Section 3, Township 22
South, Range 34 East, NMPM, Lea County, New Mexico. -

(5) The Grama Ridge Morrow unitized area, as originally approved by the
Division on January 29, 1973, pursuant to Order No. R-4473, and subsequently amended,
encompasses the above-referenced interval of the Morrow Formation underlying the

following lands:

Township 21 South, Range 34 East, NMPM
Section 33:  All
Section 34: All

Township 22 South, Range 34 East, NMPM
Section 3: All
Section 4: All
Section 10:  All.

(6)  Unit operations originally commenced in 1964 as conventional production
operations authorized by the Division under Order No. R-2792. In 1973, the Division, by
Order No. R-4491, authorized the conversion of the Unit from primary recovery to gas
storage, pursuant to a three-phase plan consisting of pilot pressure testing to determine the
limits of the Morrow reservoir, followed by the installation of permanent compression
equipment and fill-up operations, and subsequently, by installation of additional compression
to facilitate fill-up to 2,500 psig surface pressure.

(7) In 1979, in Case No. 6557, the New Mexico QOil Conservation Commission
("Commission") issued Order No. R-6050, creating the East Grama Ridge-Morrow Gas Pool
in the area. In Order No. R-6050, the Commission found that the Morrow producing interval
in the area does not constitute a broad, continuous producing body, but instead is composed
of numerous and separate isolated sand bodies. Subsequently, in Case No. 8088, the
Commission found in Order No. R-7582 that the boundaries of the Grama Ridge Storage
Reservoir could not be precisely determined. The issuance of Order No. R-7582 by the
Commission in Case No. 8088 was precipitated by the proposed location of the L&B Oil
Company Federal Well No. 1 to be drilled at a location 660 feet from the South line and
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1980 feet from the East line (Unit O) of Section 5, Township 22 South, Range 34 East,
NMPM, Lea County, New Mexico directly offsetting the Grama Ridge Morrow Gas Storage
Unit. At the insistence of the Unit operator, then Llano, Inc., the Commission ordered L&B
Oil Company to permit Llano to run an RFT log in the Federal Well No. 1, in order to
establish the pressure in each Morrow stringer and thereby determine if the well was in
communication with the gas storage project. The Commission further ordered L&B Oil
Company to provide Llano with certain information on the Federal Well No. 1, including
drilling time, weight, bit changes, etc.; copies of drill stem tests; mud log information;
samples of drill cuttings; and copies of the CNL-FDC porosity log or equivalent porosity log.
L&B was further ordered to delay running casing into the well until Llano had the
opportunity to run the RFT log. Order No. R-7582 finally prohibited L&B Oil Company
from producing gas from those Morrow stringers that the RFT log data showed as having

pressure similar to Llano’s gas storage project

(8)  The applicant presented evidence establishing that Nearburg Exploration
Company LLC drilled and completed its Grama Ridge East "34" State Well No. 1 (API No.
30-025-34948) within the horizontal limits of the Unit at a location approximately 1548 feet
from the North line and 990 feet from the East line (Unit H) of Section 34, Township 21
South, Range 34 East, NMPM, Lea County, New Mexico. This well was also drilled to a
total depth and completed within the vertical limits of the structural equivalent of the

Unitized Formation.

(9)  Raptor presented testimony and evidence establishing that, based on currently
available data, it appears that the Grama Ridge East "34" State Well No. 1 has not adversely -
affected Unit Operations, although the possibility of actual communication with the Unitized
Formation cannot be precluded with absolute certainty.

(10).  Raptor presented additional geologic and engineering evidence establishing
that the exact boundaries of the storage reservoir still cannot be precisely determined. The
evidence further establishes that the precise location of fauits in the area and the apparent
boundary or boundaries between the storage reservoir and the East Grama Ridge-Morrow

Gas Pool is uncertain.

(11)  Raptor presented additional geologic evidence of the depositional mechanics
of the Morrow formation in the area, establishing that there is a reasonable possibility of
communication between the storage reservoir and Morrow sands in the East Grama Ridge-
Morrow Gas Pool. These depositional mechanisms include distributary prograding channel
sands with truncation of lobe sands; bifurcating distributary channels; crevasse splays with
communication up-formation; stacked channel sands with truncation; offsetting channels of
relatively close proximity with varying relative reservoir pressures which may lead to the
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failure of inter-reservoir sealing mechanisms; and, faulted distributaries with cross-fault
communication.

(12)  The applicant presented additional evidence establishing that the potential
exists for additional drilling and development within the horizontal limits of the Unit Area
and that additional drilling or recompletions may result in wells being completed in Morrow
Formation reservoirs that are in communication with that portion of the formation dedicated
to the Grama Ridge Morrow Gas Storage Unit. As a consequence, there exists a reasonable
potential that the drilling, completion, and operation of new wells or recompletions of
existing wells in the area, would result in interference with Unit operations and the

impairment of Applicant’s correlative rights.

(13)  Raptor requests that the Division adopt’Special Project Rules and Operating
Procedures for the Grama Ridge Morrow Gas Storage Unit Area, including certain
notification, casing, cementing, completion and recompletion requirements for newly drilled
and existing wells within the Unit Area.

(14) Raptor presented engineering testimony and evidence in support of its
proposed casing and cementing requirements that would permit recompletions and new drills
through the Unitized Formation, and completions immediately above and below the Unitized
Formation, while maintaining the integrity of the Unit and unit operations.

(15) Raptor presented evidence establishing that the implementation of such rules
is reasonable, and does not unduly burden operators of wells within the project area, and
industry and regulatory precedent exists for such rules.

(16) The evidence presented further established that the implementation of such
Special Project Rules and Operating Procedures would be in the interest of, and would

promote, public safety.

(17) In August 2000, Raptor, then known as LG&E Natural Pipeline LLC,
convened a meeting in Midland, Texas with operators in the vicinity of the Grama Ridge
Morrow Gas Storage Unit to discuss the establishment of proposed Special Project Rules and
Operating Procedures in the Grama Ridge Morrow Gas Storage Unit Area as well as in a
buffer zone consisting of each 320- acre gas spacing and proration unit immediately adjacent
to the Grama Ridge Morrow Gas Storage Unit. As a result of that meeting and the comments
received from the other operators, Raptor/LG&E modified its proposal by eliminating certain
notification and testing procedures as well as the buffer zone. Subsequent meetings with
other operators, specifically Nearburg Exploration, resulted in further refinements and
modifications to the proposed Special Project Rules and Operating Procedures.
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(18)  The Special Project Rules and Operating Procedures presently proposed by
Raptor provide for: -

(a)  Advance notification of drilling or recompletion
operations;

() Thé sharing of certain information during drilling
operations;

(c) Availability of well logs;

(d)  Certain casing and cementing requii;ements for wells
penetrating the Morrow Formation and completed
above the top of the Unitized Formation;

(e) Certain casing and cementing requirements for wells
penetrating the Morrow Formation and completed
below the base of the Unitized Formation and/or
below the base of the Morrow Formation; and

@ A prohibition on completions within the Unitized
Formation underlying the Unit Project Area by other

than the Unit Operator.

The proposed Special Project Rules and Operating Procedures would not apply to
any well that does not penetrate the Morrow Formation within the Unit Project Area.

(19)  The evidence presented by Raptor established that the Special Project Rules
and Operating Procedures are necessary to protect the correlative rights of the Unit Operator
to the gas in its storage facility as well as to maintain the integrity of Unit operations. The
evidence further established that the Special Project Rules and Operating Procedures would
serve to prevent waste and are otherwise in the interests of conservation. The Special Project

Rules and Operating Procedures would also promote public safety.

(20) In addition to its general authority to prevent waste and protect correlative
rights set forth at N.M. Stat. Ann. 1978 Section 70-2-11, the Division is authorized by
Section § 70-2-12.B (2), (7) and (13) to prevent the escape of gas from strata, to require wells
to be drilled so as to prevent injury to neighboring leases or properties, and to regulate the
subsurface storage of natural gas.
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(21)  Special operating procedures for all recompletions and newly drilled wells
within the Grama Ridge Morrow Gas Storage Unit project area should be implemented in
accordance with the Special Project Rules and Operating Procedures, as described above.

IT IS THEREFORE ORDERED THAT:

(1) Pursuant to the application of Raptor Natural Pipeline LLC, special project
rules and operating procedures for the Grama Ridge Morrow Gas Storage Unit Area in Lea
County, New Mexico are hereby promulgated as follows:

SPECIAL PROJECT RULES AND OPERATING PROCEDURES
FORTHE /
GRAMA RIDGE MORROW GAS STORAGE UNIT

RULE 1. Each newly drilled or recompleted well
penetrating the Morrow formation in the area of the Grama
Ridge Morrow Gas Storage Unit Project Area shall be drilled,
operated, and produced in accordance with the Special Project
Rules and Operating Procedures hereinafter set forth.

RULE 2. Provisions of these Special Project Rules
and Operating Procedures shall apply to the Grama Ridge
Morrow Gas Storage Unit Preject Area (the “Unit Project
Area” or “Unit Area”), defined as and consisting of the
following described acreage in Lea County, New Mexico:

GRAMA RIDGE MORROW
GAS STORAGE UNIT
PROJECT AREA

Township 21 South, Range 34 East, NMPM
Section 33: Al
Section 34: Al

Township 22 South, Range 34 East, NMPM
Section 3: All
Section 4: All
Section 10:  AlL

RULE 3. For purposes of these Special Project Rules
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and Operating Procedures, the “Unitized Formation,” as to
State lands, is defined by that April 25, 1973, Uit Agreement
For The Operation Of The Grama Ridge Morrow Unit Area,
Lea County, New Mexico, as amended, and consists of

“[t]hat subsurface portion of the unit area commonly known
as the Morrow sands which is the same zone as [sic] the top
and bottom of which were encountered at log depths of
12,722 feet and 13,208 feet respectively, in the Shell Oil
Company State GRA Well No. 1 (API No. 30-025-21336), as
shown on the Schlumberger Sonic Log B Gamma Ray Log of
said well dated July 5, 1965, which well is located 1980 feet
from the North line and 660 feet from the West line (Unit E)
of Section 3, Township 22 South, Range 34 East, NMPM,
Lea County, New Mexico.” As to State and fee lands, the
Unit Area includes Sections 33 and 34, Township 21 South,
Range 34 East, NMPM, and the NE/4 of Section 4 and all of
Section 3, Township 22 South Range 34 East, NMPM. Asto
Federal lands, the “Unitized Formation™ consists of the
Morrow Formation underlying the “gas storage reservoir
area” (also the Unit Area) in Section 4 (excluding the NE/4 of
Section 4) and Section 10, Township 22 South, Range 34
East, NMPM, as defined in that November 24, 1975
Agreement for the Subsurface Storage of Gas, No. 14-08-
0001-14277, as amended.

RULE 4. For purposes of these Special Project
Rules and Operating Procedures, the “Morrow Formation” is
defined as the full extent of the vertical limits of the Morrow
formation. The “Unit Operator” is defined as the operator of
the Grama Ridge Morrow Gas Storage Unit Area.

RULE S. Operators other than the Unit Operator
proposing to drill a new well or recomplete an existing well
penetrating or that may penetrate the Morrow Formation
within the Unit Project Area of the Grama Ridge Morrow Gas
Storage Unit, as defined above, shall:

(a) provide the Unit Operator with advance
written notification of intent to drill at the
sooner of the date of filing of APD, C-101 and
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(b)

()

C-102 forms, or thirty (30) days prior to
commencing drilling operations;

on commencement of drilling operations,
provide the Unit Operator with the following
information within twenty-four (24) hours of
its availability:

) daily drilling reports, including
detailed time breakdown and other
parameters normally associated with
IADC daily drilling reports; and

(ii)  the anticipated date and time when the
top of the Morrow formation will be
encountered by the drill bit; and

provide the Unit Operator with copies of all
logs run on the well within twenty-four (24)
hours of their availability and before casing is

set.

RULE 6. For each well penetrating the Morrow
formation within the boundarjes of the Unit Project Area and
completed above the top of Unitized Formation, the operator

shall:

(a)

(b)

in the event of a cased hole into or through the
Unitized Formation, isolate the Unitized
Formation by squeezing cement immediately
above and below (if penetrated) the Unitized
Formation and immediately below the
operator’s deepest completion interval, run a
cement bond log, and then fill the casing with -
cement to a level higher than the top of the
Unitized Formation; and

in the case of an open hole into or through the
Unitized Formation with casing set above the
Unitized Formation:
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(i)

RULE 7.

if the hole total depth is within the
Unitized Formation, fill the hole with
cement to a level 20 feet higher than
the top of the Unitized Formation; and

if the hole total depth is below the
bottom of the Unitized Formation, set
a bridge plug at a depth 20 feet below
the bottom of the Unitized Formation
and fill the hole with cement from the
bridge plug to a level 20 feet higher
than the top of the Unitized
Formation.

For each well penetrating the Morrow

Formation and completed below the base of the Unitized
Formation within the boundaries of the Unit Project Area, the

operator shall:

(a) squeeze cement immediately above the
perforation interval, squeeze cement
immediately below the Unitized Formation
and squeeze cerfient immediately above the
Unitized Formation; and

(b)  provide the Unit Operator with a cement bond
log to document bond on all squeeze jobs.

RULE 8.

For each exploratory well penetrating

the Morrow Formation that is to be plugged and abandoned
without casing, the operator shall fill the hole with cement
from a bridge plug set at 20 feet below the base of the
Unitized Formation (if applicable) to a level 20 feet above the
top of the Unitized Formation.

RULE 9.

The Unit Operator, on the request of an

operator providing information and materials pursuant to Rule
5 (a) through (c) above or any other applicable provision of
these Special Project Rules and Operating Procedures, shall
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treat all or any part of such information and materials as
confidential and shall prevent their release to any third party,
except that this confidentiality provision shall not cover such
information and materials that: (i) are or become generally
available to the public other than as a result of a disclosure by
the Unit Operator or an affiliate in violation of this provision;
(i) the Unit Operator or an affiliate already possessed on a
non-confidential basis; or (iii) the Unit Operator or an affiliate
is obligated to disclose by law, subpoena, or the order of a
court or other governmental entity having jurisdiction.

RULE 10. Completions within the Unitized
Formation underlying the Unit Project Area by anyone other
than the Unit Operator are prohibited. -

RULE 11. These Special Project Rules and
Operating Procedures shall not apply to any well that does not
penetrate the Morrow Formation within the Grama Ridge

Morrow Gas Storage Unit Project Area.

(2)  The Special Project Rules and Operating Procedures for the Grama Ridge
Morrow Gas Storage Unit Area shall become effective May 1, 2001.

(3)  Jurisdiction of this case is retained for the entry of such further orders as the
Division may deem necessary. . :

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

STATE OF NEW MEXICO
OIL CONSERVATION DIVISION

s
/,

LORI WROTENBERY
Director
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