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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 OCEAN ENERGY, INC. Case No. 11958 
FOR COMPULSORY POOLING AND AN 
UNORTHODOX WELL LOCATION, LEA 
COUNTY, NEW MEXICO. 

APPLICATION OF OCEAN ENERGY, INC. 
FOR COMPULSORY POOLING, LEA 
COUNTY, NEW MEXICO. Case No. 11959 

APPLICATION OF YATES PETROLEUM 
CORPORATION FOR COMPULSORY 
POOLING, LEA COUNTY, NEW MEXICO. Case No. 1193 4 

ORDER NO. R-

ORDER OF THE DIVISION 
(Proposed by Ocean Energy, Inc.) 

BY THE DIVISION: 

This cause came on f o r hearing at 8:15 a.m. on May 14, 1998, 
at Santa Fe, New Mexico before Examiner Michael E. Stogner. 

NOW, on t h i s day of Ju l y , 1998, the D i v i s i o n D i r e c t o r , 
having considered the testimony, the record, and the 
recommendations of the Examiner, and being f u l l y advised i n the 
premises, 

FINDS THAT: 

(1) Due p u b l i c n o t i c e having been given as r e q u i r e d by law, 
the D i v i s i o n has j u r i s d i c t i o n of t h i s cause and the subject matter 
t h e r e o f . 

(2) I n Case No. 11958, Ocean E n e r g y , I n c . ("Ocean") s e e k s an 
order p o o l i n g a l l m ineral i n t e r e s t s from the surface t o the base of 
the M i s s i s s i p p i a n f o r m a t i o n u n d e r l y i n g the f o l l o w i n g described 
acreage i n i r r e g u l a r Section 2, Township 16 South, Range 3 5 East, 
N.M.P.M., i n the f o l l o w i n g manner: Lots 9-16 t o form a standard 
320-acre gas spacing and p r o r a t i o n u n i t f o r any and a l l formations 
and/or pools developed on 320-acre spacing w i t h i n s a i d v e r t i c a l 
e x t e n t , i n c l u d i n g the Undesignated Townsend-Morrow Gas Pool and the 
Undesignated North Townsend-Mississippian Gas Pool; and Lots 13 and 
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14 t o form a standard 80-acre o i l spacing and p r o r a t i o n u n i t f o r 
any and a l l formations and/or pools developed on 80-acre spacing 
w i t h i n s a i d v e r t i c a l e x t e n t , i n c l u d i n g the Undesignated South Big 
Dog-Strawn Pool. Said u n i t s are t o be dedicated t o the Townsend 
State Com. Well No. 2, l o c a t e d 3250 f e e t from the South l i n e and 
1400 f e e t from the West l i n e (Unit N) o f Section 2. 

(3) I n Case No. 11959, Ocean seeks an order p o o l i n g a l l 
mineral i n t e r e s t s from the surface t o the base of the M i s s i s s i p p i a n 
f o r m a t i o n u n d e r l y i n g the SM of i r r e g u l a r Section 2, Township 16 
South, Range 35 East, N.M.P.M., t o form a standard 320-acre gas 
spacing and p r o r a t i o n u n i t f o r any and a l l formations and/or pools 
developed on 320-acre spacing w i t h i n s a i d v e r t i c a l e x tent, 
i n c l u d i n g the Undesignated Townsend-Morrow Gas Pool and the 
Undesignated North Townsend-Mississippian Gas Pool. Said u n i t i s 
t o be dedicated t o the Townsend State Com. Well No. 6, lo c a t e d 93 0 
f e e t from the South l i n e and 1650 f e e t from the West l i n e (Unit V) 
of Section 2. 

(4) I n Case No. 11934, Yates Petroleum Corporation ("Yates") 
seeks an order p o o l i n g a l l mineral i n t e r e s t s from the surface t o 
the base of the M i s s i s s i p p i a n f o r m a t i o n u n d e r l y i n g the f o l l o w i n g 
described acreage i n i r r e g u l a r Section 2, Township 16 South, Range 
35 East, N.M.P.M. , i n the f o l l o w i n g manner: Lots 11-14 and the SWA 
t o form a standard 320-acre gas spacing and p r o r a t i o n u n i t f o r any 
and a l l formations and/or pools developed on 320-acre spacing 
w i t h i n s a i d v e r t i c a l e x t e n t ; Lots 11-14 t o 'form a standard 160-acre 
gas spacing and p r o r a t i o n u n i t f o r any and a l l formations and/or 
pools developed on 160-acre spacing w i t h i n s a i d v e r t i c a l e x t e n t ; 
and Lots 13 and 14 t o form a standard 80-acre o i l spacing and 
p r o r a t i o n u n i t f o r any and a l l formations and/or pools developed on 
80-acre spacing w i t h i n s a i d v e r t i c a l e x tent Said u n i t s are t o be 
dedicated t o the F i e l d APK State Com. Well No. 3, l o c a t e d 3300 f e e t 
from the South l i n e and 760 f e e t from the West l i n e (Unit M) of 
Section 2. 

(5) Case Nos. 11958, 11959, and 11934 were consolidated f o r 
purposes of hearing. 

(6) Amerind O i l Company, L t d . and Michael Shearn entered 
appearances i n t h i s matter, but d i d not s t a t e a p o s i t i o n . 

(7) There are i n t e r e s t owners i n the proposed p r o r a t i o n u n i t s 
who have not agreed t o pool t h e i r i n t e r e s t s . 

(8) The lan d testimony presented i n t h i s matter showed the 
f o l l o w i n g : 
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(a) I n t e r e s t ownership i n the proposed 320-acre u n i t s i s as 
f o l l o w s : 

(1) Ocean North 320-Acre Lavdown U n i t 
Ocean Energy, Inc 37.5% 
Yates Petroleum Corporation, e t a l 37.5% 
Sol West, I I I 10.0% 
Michael Shearn 2.5% 
Lot 12 I n t e r e s t Owners 12.5% 

(2) Ocean South 32 0-Acre Lavdown U n i t 
Ocean Energy, Inc 75.0% 
Yates Petroleum Corporation, e t a l 12.5% 
SWASWA I n t e r e s t Owners 12.5% 

(3) Yates Standup 32 0-Acre U n i t 
Ocean Energy, Inc 37.5% 
Yates Petroleum Corporation, e t a l 37.5% 
Lot 12 and SWASWA I n t e r e s t Owners 25.0% 

Several small i n t e r e s t owners have j o i n e d i n both 
the Ocean and Yates w e l l proposals. Other i n t e r e s t 
owners are a w a i t i n g the outcome of the hearing. 

(b) Regarding the proposed 80-acre u n i t covering Lots 13 and 
14, Ocean and Yates, et a l . each own 50% of the working 
i n t e r e s t . 

(c) Ocean and Yates have been working on development of the 
Sft of Section 2 since January 1997. I n J u l y 1997, Ocean 
proposed t o Yates the Townsend State Well No. 2, at 
e s s e n t i a l l y the same l o c a t i o n requested i n Case No. 
11958, t o t e s t the Strawn f o r m a t i o n . However, due t o the 
d r i l l i n g of an Atoka w e l l i n the EM of Section 10, Ocean 
suggested i n August 1997 t h a t the w e l l be d r i l l e d t o a 
depth s u f f i c i e n t t o t e s t the Morrow formation. I n 
September 1997 the w e l l i n the EM of Section 10 was 
completed as a producer i n the Atoka formation, and the 
p a r t i e s spent the next 2-3 months e v a l u a t i n g data from 
the w e l l . I n a d d i t i o n , i n December 1997, Yates completed 
an Atoka w e l l i n the WM of Section 11, f u r t h e r 
encouraging the p a r t i e s t o t e s t the Atoka formation i n 
Section 2. 

(d) During the f a l l of 1997, Ocean repeatedly proposed 
forming two laydown u n i t s i n the S% of Section 2. I n 
e a r l y December 1997, Yates proposed a standup u n i t . I n 
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mid-January 1998, Yates proposed two laydown u n i t s , and 
Ocean responded w i t h a counter-proposal i n e a r l y February 
1998. However, the next correspondence received by Ocean 
from Yates was n o t i c e of i t s compulsory p o o l i n g 
a p p l i c a t i o n . Subsequently, Ocean f i l e d i t s two 
compulsory p o o l i n g a p p l i c a t i o n s . 

During the next t h r e e months, Ocean o f f e r e d several 
s ettlement proposals t o Yates, a l l of which Yates 
refused. Yates made no c o u n t e r - o f f e r s t o any of Ocean's 
proposals. 

(e) I n a d d i t i o n t o i n t e r e s t ownership f o r the proposed w e l l s 
i n S ection 2 set f o r t h i n ̂ 8(a) above, the f o l l o w i n g 
ownership f i g u r e s are s i g n i f i c a n t : 

(1) WM of Section 10 ( C a r l i s l e Well) 
Ocean Energy, Inc 75% 
Yates, et a l 25% 

(2) EM of Section 10 (Brunson and Big F l a t Wells) 
Ocean Energy, Inc 50% 
Yates, et a l 50% 

(3) WM of Section 11 ( S h e l l Lusk Well) 
Ocean Energy, Inc 0% 
Yates, et a l ' 100% 

(4) EM of Section 11 
Ocean Energy, Inc 0% 
Yates, et a l 100% 

(9) Ocean presented the f o l l o w i n g g e o l o g i c a l and geophysical 
evidence: 

(a) The Strawn pool i n t h i s area i s comprised of small 
r e s e r v o i r s . One such r e s e r v o i r u n d e r l i e s Lots 13 and 14 
of Section 2. 

(b) The Atoka r e s e r v o i r i n t h i s area trends northeast-
southwest across Section 2, and corresponds w i t h a 
s t r u c t u r a l low and an Atoka/Morrow isopach t h i c k . The 
hea r t of the Atoka r e s e r v o i r i s l o c a t e d i n the SWA of 
Section 2. 

(c) Ocean's proposed w e l l i n Lot 14 (and Yates' proposed w e l l 
i n Lot 13) should encounter both the Strawn and the 
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Atoka. The main o b j e c t i v e i n Ocean's proposed w e l l i n 
the SEHSWA of Section 2 i s the Atoka, w i t h p o s s i b l e 
secondary o b j e c t i v e s i n the Strawn, Morrow, and Wolfcamp. 

(d) The e n t i r e S% of Section 2 i s u n d e r l a i n by the Atoka, and 
should c o n t r i b u t e t o p r o d u c t i o n . However, the best 
l o c a t i o n f o r a s i n g l e Atoka w e l l i n Section 2 i s i n the 
SWA of the Section. 

(e) D r i l l i n g o n l y one Atoka w e l l i n a standup u n i t , as 
proposed by Yates, means t h a t the Atoka r e s e r v o i r i n the 
S% of Section 2 w i l l u l t i m a t e l y be developed by two edge 
w e l l s , which i s not the optimum method t o develop the 
r e s e r v o i r . 

(10) Ocean presented engineering evidence which shows: 

(a) Compartmentalization of the Atoka r e s e r v o i r i s b e l i e v e d 
t o e x i s t , based upon the pressure and pr o d u c t i o n data 
from the f o l l o w i n g Atoka w e l l s : 

(1) S k e l l y State No. 1: This w e l l , l o c a t e d i n the 
NE^SEVi of Section 14, had an o r i g i n a l r e s e r v o i r 
pressure of 4849 p s i i n 1973 . However, the w e l l 
produced o n l y 260 MMCF of gas i n two years, and i s 
depleted, although i t o f f s e t s the Monsanto State 
No. 1, which has produced 3.8 6 BCF of gas t o date. 
Thus, a l i m i t e d r e s e r v o i r e x i s t e d i n the S k e l l y 
State No. 1. 

(2) Brunson No. 1 and S h e l l Lusk No. 1: These w e l l s , 
l o c a t e d i n the NEM §10 and NWM §11, were completed 
i n l a t e 1997 w i t h r e s e r v o i r pressures of 3854 and 
3019 p s i , r e s p e c t i v e l y . The la r g e d i f f e r e n c e i n 
pressures i n these w e l l s a l s o suggests t h a t the 
r e s e r v o i r i s compartmentalized. 

(b) The S h e l l Lusk No. 1 ( i n the NŴ  §11) and the Monsanto 
S t a t e No. 1 ( i n t h e SW^ §14) a r e t h o u g h t t o be i n 
communication. Although the o r i g i n a l pressure i n the 
Monsanto State No. 1 i s u n a v a i l a b l e , i t i s b e l i e v e d t o 
have been s i m i l a r t o t h a t of the Brunson No. 1, or about 
3850 p s i . The S h e l l Lusk No. 1 and the Monsanto State 
No. 1 were d r i l l e d 22 years a p a r t , and r e s e r v o i r pressure 
had o n l y d e c l i n e d about 800 p s i d u r i n g t h a t p e r i o d , even 
though the Monsanto State No. 1 has already produced 3.8 6 
BCF of gas. The small pressure d e c l i n e over 22 years 
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shows t h a t the r e s e r v o i r i s not being e f f e c t i v e l y drained 
by the S h e l l Lusk and Monsanto w e l l s . Thus, Yates' 
proposal f o r a standup u n i t i n Section 2 w i l l not r e s u l t 
i n e f f e c t i v e drainage of the no r t h e r n p o r t i o n of t h i s 
r e s e r v o i r , and w i l l not recover the maximum amount of 
gas. This c o n c l u s i o n i s r e i n f o r c e d by the 
compartmentalization of the r e s e r v o i r . 

(11) Yates' g e o l o g i s t t e s t i f i e d t h a t , i n d r i l l i n g an Atoka 
w e l l , the biggest problem i s " f i n d i n g the Atoka sand." Testimony 
of B. May, T r a n s c r i p t a t 34. However, Yates proposal i n Case 11934 
w i l l mean t h a t the Atoka r e s e r v o i r i n the S% of Section 2 w i l l be 
developed by a w e l l stepping out one mil e from e s t a b l i s h e d Atoka 
p r o d u c t i o n , s u b s t a n t i a l l y i n c r e a s i n g r i s k and p o t e n t i a l l y causing 
waste. 

Yates' g e o l o g i s t also t e s t i f i e d t h a t Yates does not want t o 
d r i l l edge w e l l s . T r a n s c r i p t a t 48. But, Yates proposal w i l l 
r e s u l t i n the d r i l l i n g of two Atoka edge w e l l s i n Section 2. 

(12) Yates' engineer t e s t i f i e d t h a t o n l y one w e l l i s needed t o 
d r a i n the Atoka r e s e r v o i r i n Section 2. However, he also t e s t i f i e d 
t h a t i f Yates' proposed w e l l i s d r i l l e d i n Lot 13, Yates' S h e l l 
Lusk w e l l i n the WM of Section 11 w i l l d r a i n Atoka reserves i n the 
southern p o r t i o n of Section 2. Testimony of D. Pearson, T r a n s c r i p t 
a t 88-89. This w i l l adversely a f f e c t the c o r r e l a t i v e r i g h t s of 
i n t e r e s t owners i n Section 2. 

Yates' engineer also t e s t i f i e d t h a t they b e l i e v e the w e l l s 
should be placed a t orthodox l o c a t i o n s t o compete f o r gas. I n 
a d d i t i o n , i n other areas of t h i s r e s e r v o i r , Yates has l o c a t e d w e l l s 
only one-quarter m i l e from e x i s t i n g p r o d u c t i o n i n cases where Yates 
has a m a j o r i t y i n t e r e s t i n the new w e l l . (See Ocean E x h i b i t 16 and 
1(8) (e) above.) 

(13) Moreover, Yates i s a t t e m p t i n g t o f u r t h e r develop the 
Atoka f o r m a t i o n , and p o s s i b l y the Strawn f o r m a t i o n , i n Section 11 
by means of the f o l l o w i n g w e l l s : 

Both of these w e l l s have EM u n i t s . D i v i s i o n records show t h a t 

Well 
Simmons W i t t ANB No. 1 
Runnels ASP No. 1 

Location 
2 3 1 0 ' F S L & 2 0 8 0 ' FWL 1 

1 9 8 0 ' FNL & 1 9 8 0 ' F E L 

"""Yates t e s t i f i e d a t hearing t ha t t h i s was a r e - e n t r y which f a i l e d . 
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Yates had f i l e d a Form C-101 t o r e - e n t e r the Runnels w e l l before 
the h e a ring, but d i d not in f o r m the D i v i s i o n of i t s plans at 
hearing. These w e l l s are on l y one-quarter mile from the 100% 
Yates, e t a l. S h e l l Lusk w e l l i n the WA of Section 11, and 
d i s c r e d i t Yates' testimony t h a t o n l y one Atoka w e l l i s needed i n 
the S% of Section 2. 

(14) The g e o l o g i s t s f o r both Ocean and Yates agreed t h a t a 
200% non-consent p e n a l t y i s a proper r i s k f a c t o r f o r d r i l l i n g the 
proposed w e l l s . I n a d d i t i o n , the AFE's and o p e r a t i n g costs of 
Ocean and Yates are comparable. Also, Ocean had o f f e r e d 
o p e r a t o r s h i p of the proposed w e l l s t o Yates. 

(15) As a r e s u l t of the f o r e g o i n g , the primary issue i n t h i s 
case i s w e l l l o c a t i o n . 

(16) Ocean's geology b e t t e r honors the subsurface and seismic 
data, and shows t h a t an Atoka w e l l i n the SWA of Section 2 i s 
necessary t o p r u d e n t l y and adequately develop the r e s e r v o i r and 
p r o t e c t the c o r r e l a t i v e r i g h t s of a l l i n t e r e s t owners i n Section 2 . 
Therefore, the a p p l i c a t i o n s of Ocean i n Case Nos. 11958 and 11959 
should be approved, and the a p p l i c a t i o n of Yates i n Case No. 11934 
should be denied, unless Ocean does not t i m e l y commence i t s w e l l s 
hereunder. 

(17) Approval of the proposed unorthodox w e l l l o c a t i o n f o r the 
Townsend State Well No. 2 (Case 11958) w i l l a f f o r d the p a r t i e s the 
o p p o r t u n i t y t o produce t h e i r j u s t and e q u i t a b l e share of the o i l 
and gas i n the a f f e c t e d pools, w i l l prevent the d r i l l i n g of 
unnecessary w e l l s , and w i l l otherwise prevent waste and p r o t e c t 
c o r r e l a t i v e r i g h t s . 

(18) To av o i d the d r i l l i n g of unnecessary w e l l s , t o p r o t e c t 
c o r r e l a t i v e r i g h t s , t o avoid waste, and t o a f f o r d t o the owner of 
each i n t e r e s t i n s a i d u n i t s the o p p o r t u n i t y t o recover or receive 
w i t h o u t unnecessary expense h i s j u s t and f a i r share of the 
pr o d u c t i o n i n any completion r e s u l t i n g from t h i s order, the subject 
a p p l i c a t i o n should be approved by p o o l i n g a l l mineral i n t e r e s t s , 
whatever they may be, w i t h i n s a i d u n i t s . 

(19) Ocean should be designated the operator of the subject 
w e l l s and u n i t s . 

(20) Any non-consenting working i n t e r e s t owner should be 
af f o r d e d the o p p o r t u n i t y t o pay h i s share of estimated w e l l costs 
t o the op e r a t o r i n l i e u of paying h i s share of reasonable w e l l 
costs out of p r o d u c t i o n . 
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(21) Any non-consenting working i n t e r e s t owner who does not 
pay h i s share of estimated w e l l costs should have w i t h h e l d from 
p r o d u c t i o n h i s share of the reasonable w e l l costs plus an 
a d d i t i o n a l 200 percent t h e r e o f as a reasonable charge f o r the r i s k 
i n v o l v e d i n d r i l l i n g the w e l l . 

(22) Any non-consenting working i n t e r e s t owner should be 
a f f o r d e d the o p p o r t u n i t y t o o b j e c t t o the a c t u a l w e l l costs, but 
a c t u a l w e l l costs should be adopted as the reasonable w e l l costs i n 
the absence of such o b j e c t i o n . 

(23) F o l l o w i n g d e t e r m i n a t i o n of reasonable w e l l costs, any 
non-consenting working i n t e r e s t owner who has p a i d h i s share of 
estimated costs should pay t o the operator any amount t h a t 
reasonable w e l l costs exceed estimated w e l l costs and should 
r e c e i v e from the operator any amount t h a t p a i d estimated w e l l costs 
exceed reasonable w e l l c o s t s . 

(24) $5,400.00 per month w h i l e d r i l l i n g and $540.00 per month 
w h i l e producing should be f i x e d as reasonable charges f o r 
s u p e r v i s i o n (combined f i x e d r a t e s ) . The operator should be 
au t h o r i z e d t o w i t h h o l d from p r o d u c t i o n the p r o p o r t i o n a t e share of 
such s u p e r v i s i o n charges a t t r i b u t a b l e t o each non-consenting 
working i n t e r e s t , and i n a d d i t i o n t h e r e t o , the operator should be 
au t h o r i z e d t o w i t h h o l d from p r o d u c t i o n the p r o p o r t i o n a t e share of 
a c t u a l expenditures r e q u i r e d f o r o p e r a t i n g the s u b j e c t w e l l s , not 
i n excess of what are reasonable, a t t r i b u t a b l e t o each non-
consenting working i n t e r e s t . 

(25) A l l proceeds from p r o d u c t i o n from the s u b j e c t w e l l s which 
are not disbursed f o r any reason should be placed i n escrow t o be 
pa i d t o the t r u e owner t h e r e o f upon demand and proof of ownership. 

(26) Upon the f a i l u r e of the operator of s a i d pooled u n i t s t o 
commence d r i l l i n g o perations on the Townsend State Com. No. 6 on or 
before October 1, 1998, t h i s order p o o l i n g the s u b j e c t u n i t s should 
become n u l l and v o i d and of no e f f e c t whatsoever. 

(27) Should a l l the p a r t i e s t o t h i s f o r c e d p o o l i n g order reach 
v o l u n t a r y agreement subsequent t o e n t r y of t h i s order, t h i s order 
s h a l l t h e r e a f t e r be of no f u r t h e r e f f e c t . 

(28) The operator of the w e l l s and u n i t s s h a l l n o t i f y the 
D i r e c t o r of the D i v i s i o n i n w r i t i n g of the subsequent v o l u n t a r y 
agreement of a l l p a r t i e s s u b j e c t t o the f o r c e d p o o l i n g p r o v i s i o n s 
of t h i s order. 
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IT IS THEREFORE ORDERED THAT: 

(1) The a p p l i c a t i o n s of Ocean i n Case Nos. 11958 and 11959 t o 
pool a l l m i n e r a l i n t e r e s t s , whatever they may be, from the surface 
t o the base of the M i s s i s s i p p i a n f o r m a t i o n i n the f o l l o w i n g 
described acreage, are hereby approved: 

(a) Case 11958: Underlying Lots 9-16 of Section 2, Township 
16 South, Range 35 East, N.M.P.M., t o form a 320-acre gas 
spacing and p r o r a t i o n u n i t f o r any and a l l formations 
and/or pools developed on 320-acre spacing w i t h i n s a i d 
v e r t i c a l e x t e n t , which p r e s e n t l y includes but i s not 
ne c e s s a r i l y l i m i t e d t o the Undesignated Townsend-Morrow 
Gas Pool and the Undesignated North Townsend 
M i s s i s s i p p i a n Gas Pool, and u n d e r l y i n g Lots 13 and 14 of 
Section 2 t o form a standard 80-acre o i l spacing and 
p r o r a t i o n u n i t f o r any and a l l formations and/or pools 
developed on 80-acre spacing w i t h i n s a i d v e r t i c a l extent, 
which p r e s e n t l y includes but i s not l i m i t e d t o the South 
Big Dog-Strawn Pool. Said u n i t s s h a l l be dedicated t o 
the Townsend State Com. Well No. 2, l o c a t e d at an 
unorthodox w e l l l o c a t i o n 3250 f e e t from the North l i n e 
and 1400 f e e t from the West l i n e (Unit N) of Section 2, 
which l o c a t i o n i s hereby approved; and 

(b) Case 11959: Underlying the SM of Section 2 t o form a 
standard 32 0-acre gas spacing and p r o r a t i o n u n i t f o r any 
and a l l formations and/or pools developed on 320-acre 
spacing w i t h i n s a i d v e r t i c a l e x t e n t , which p r e s e n t l y 
includes but i s not n e c e s s a r i l y l i m i t e d t o the 
Undesignated Townsend-Morrow Gas Pool and the 
Undesignated North Townsend-Mississippian Gas Pool. Said 
u n i t s h a l l be dedicated t o the Townsend State Com. Well 
No. 6, l o c a t e d 930 f e e t from the South l i n e and 1650 fe e t 
from the South l i n e (Unit V) of Section 2. 

(2) The a p p l i c a t i o n of Yates i n Case No. 11934, t o pool Lots 
11-14 and the SWA of s a i d Section 2, i s hereby c o n d i t i o n a l l y 
denied. 

PROVIDED HOWEVER THAT, the operator of s a i d u n i t s s h a l l 
commence d r i l l i n g o perations on the Townsend State Com. Well No. 6 
on or before the 1st day of October, 1998, and s h a l l t h e r e a f t e r 
continue the d r i l l i n g of s a i d w e l l w i t h due d i l i g e n c e t o a depth 
s u f f i c i e n t t o t e s t the M i s s i s s i p p i a n f o r m a t i o n . 

The operator of s a i d u n i t s s h a l l commence the d r i l l i n g of the 
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Townsend State Com. Well No. 2 w i t h i n 90 days of r i g release of the 
Townsend State Com. Well No. 6. 

PROVIDED FURTHER THAT. i n the event s a i d operator does not 
commence d r i l l i n g o p e r a t i o n s on the Townsend State Com. Well No. 6 
on or before the 1st day of October 1, 1998, Ordering Paragraph No. 
(1) of t h i s order s h a l l be n u l l and v o i d and of no e f f e c t 
whatsoever, unless s a i d operator obtains a time extension from the 
D i v i s i o n D i r e c t o r f o r good cause shown. 

I f Ocean does not t i m e l y commence the d r i l l i n g of i t s Townsend 
State Com. Well No. 6, then Yates s h a l l be p e r m i t t e d t o d r i l l i t s 
proposed F i e l d APK State Com. Well No. 3 under the c o n d i t i o n s of 
t h i s order, except t h a t Yates s h a l l have u n t i l January 1, 1999 t o 
commence the d r i l l i n g of i t s w e l l . 

PROVIDED FURTHER THAT, should s a i d w e l l s not be d r i l l e d t o 
completion, or abandonment, w i t h i n 12 0 days a f t e r commencement 
t h e r e o f , s a i d o p e r a t o r s h a l l appear before the D i v i s i o n D i r e c t o r 
and show cause why Ordering Paragraph No. (1) of t h i s order should 
not be rescinded. 

(3) Ocean i s hereby designated the operator of the subject 
w e l l s and u n i t s . 

(4) A f t e r the e f f e c t i v e date of t h i s order and w i t h i n 90 days 
p r i o r t o commencing op e r a t i o n s , the operator s h a l l f u r n i s h the 
D i v i s i o n and each known working i n t e r e s t owner i n the u n i t f o r the 
Townsend State Com. Well No. 6 an it e m i z e d schedule of estimated 
w e l l costs. An i t e m i z e d schedule of estimated w e l l costs f o r the 
Townsend State Com. Well No. 2 s h a l l not be f u r n i s h e d t o i n t e r e s t 
owners i n the w e l l u n i t u n t i l a f t e r the r i g i s released from the 
Townsend State Com. Well No. 6. 

(5) W i t h i n 3 0 days from the date the schedule of estimated 
w e l l costs i s f u r n i s h e d t o him, any non-consenting working i n t e r e s t 
owner s h a l l have the r i g h t t o pay h i s share of estimated w e l l costs 
t o the operator i n l i e u of paying h i s share of reasonable w e l l 
costs out of p r o d u c t i o n , and any such owner who pays h i s share of 
estimated w e l l costs as provided above s h a l l remain l i a b l e f o r 
op e r a t i n g costs but s h a l l not be l i a b l e f o r r i s k charges. 

(6) The oper a t o r s h a l l f u r n i s h the D i v i s i o n and each known 
working i n t e r e s t owner an ite m i z e d schedule of a c t u a l w e l l costs 
w i t h i n 90 days f o l l o w i n g completion of the w e l l ; i f no o b j e c t i o n t o 
the a c t u a l w e l l costs i s r e c e i v e d by the D i v i s i o n and the D i v i s i o n 
has not objected w i t h i n 45 days f o l l o w i n g r e c e i p t of s a i d schedule, 
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the a c t u a l w e l l costs s h a l l be the reasonable w e l l c osts; provided 
however, i f there i s o b j e c t i o n t o a c t u a l w e l l costs w i t h i n s a i d 45-
day p e r i o d , the D i v i s i o n w i l l determine reasonable w e l l costs a f t e r 
p u b l i c n o t i c e and hearing. 

(7) W i t h i n 60 days f o l l o w i n g d e t e r m i n a t i o n of reasonable w e l l 
c osts, any non-consenting working i n t e r e s t owner who has paid h i s 
share of estimated w e l l costs i n advance as provide d above s h a l l 
pay t o the operator h i s pro r a t a share of the amounc t h a t 
reasonable w e l l costs exceed estimated w e l l costs and s h a l l receive 
from the operator h i s pro r a t a share of the amount t h a t estimated 
w e l l costs exceed reasonable w e l l costs. 

(8) The operator i s hereby a u t h o r i z e d t o w i t h h o l d the 
f o l l o w i n g costs and charges from p r o d u c t i o n : 

(a) The pro r a t a share of reasonable w e l l costs a t t r i b u t a b l e 
t o each non-consenting working i n t e r e s t owner who has not 
p a i d h i s share of estimated w e l l costs w i t h i n 30 days 
from the date the schedule of estimated w e l l costs i s 
fu r n i s h e d t o him. 

(b) As a charge f o r the r i s k i n v o l v e d i n the d r i l l i n g of the 
w e l l , 200 percent of the pro r a t a share of reasonable 
w e l l costs a t t r i b u t a b l e t o each non-consenting working 
i n t e r e s t owner who has not p a i d h i s share of estimated 
w e l l costs w i t h i n 3 0 days from the date the schedule of 
estimated w e l l costs i s f u r n i s h e d t o him. 

(9) The operator s h a l l d i s t r i b u t e s a i d costs and charges 
w i t h h e l d from p r o d u c t i o n t o the p a r t i e s who advanced the w e l l 
c osts. 

(10) $5,400.00 per month w h i l e d r i l l i n g and $540.00 per month 
w h i l e producing are hereby f i x e d as reasonable charges f o r 
su p e r v i s i o n (combined f i x e d r a t e ) . The operator i s hereby 
a u t h o r i z e d t o w i t h h o l d from p r o d u c t i o n the p r o p o r t i o n a t e share of 
such s u p e r v i s i o n charges a t t r i b u t a b l e t o each non-consenting 
w o r k i n g i n t e r e s t , and i n a d d i t i o n t h e r e t o , t h e o p e r a t o r i s hereby 
a u t h o r i z e d t o w i t h h o l d from p r o d u c t i o n the p r o p o r t i o n a t e share of 
a c t u a l expenditures r e q u i r e d f o r o p e r a t i n g such w e l l s , not i n 
excess of what are reasonable, a t t r i b u t a b l e t o each non-consenting 
working i n t e r e s t . 

(11) Any unleased m i n e r a l i n t e r e s t s h a l l be considered a 
seven-eighths (7/8) working i n t e r e s t and a one-eighth (1/8) r o y a l t y 
i n t e r e s t f o r the purpose of a l l o c a t i n g costs and charges under the 
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terms of t h i s order. 

(12) Any w e l l costs or charges which are t o be p a i d out of 
pr o d u c t i o n s h a l l be w i t h h e l d o n l y from the working i n t e r e s t ' s share 
of p r o d u c t i o n , and no costs or charges s h a l l be w i t h h e l d from 
p r o d u c t i o n a t t r i b u t a b l e t o r o y a l t y i n t e r e s t s . 

(13) A l l proceeds from p r o d u c t i o n from the subject w e l l s which 
are not disbursed f o r any reason s h a l l immediately be placed i n 
escrow i n Lea County, New Mexico, t o be p a i d t o the t r u e owner 
the r e o f upon demand and proof of ownership; and the operator s h a l l 
n o t i f y the D i v i s i o n of the name and address of s a i d escrow agent 
w i t h i n 3 0 days from the date of f i r s t deposit w i t h s a i d escrow 
agent. 

(14) Should a l l the p a r t i e s t o t h i s f o r c e d p o o l i n g order reach 
v o l u n t a r y agreement subsequent t o e n t r y of t h i s order, t h i s order 
s h a l l t h e r e a f t e r be o f no f u r t h e r e f f e c t . 

(15) The oper a t o r of the w e l l s and u n i t s s h a l l n o t i f y the 
D i r e c t o r of the D i v i s i o n i n w r i t i n g of the subsequent v o l u n t a r y 
agreement o f a l l p a r t i e s subject t o the f o r c e d p o o l i n g p r o v i s i o n s 
of t h i s order. 

(16) J u r i s d i c t i o n i s hereby r e t a i n e d f o r the e n t r y of such 
f u r t h e r orders as the D i v i s i o n may deem necessary. 

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

STATE OF NEW MEXICO 
OIL CONSERVATION DIVISION 

[ S e a l ] 
LORI WROTENBERY 
D i r e c t o r 


