ENERGY, MINERALS AND NATURAL RESQURCES DEPARTMENT

OIL CONSERVATION QIVISION

2040 S. PACHECO
SANTA FE, NEW MEXICO 87505
(5051 827-7131

MEMORANDTIUM

TO: William J. LeMay, Director

FROM: David Catanach, Examiner éE;Z?

DATE: April 5, 1995

RE: . Competing Fcrced Pooling Arplications

It has come to cur attenticn that during the next few months the
Division will receive numerous ccmreting forced-pcoling
applications. In an effort to raduce the presentaticn of
unnecessary evidence and tastimony, and to clarify the tyres of
criteria that the decisicns in these cases shculd be based urcn,
I am presenting tc ycu scme suggestad guidelines to be utilized

by Divisicn Examiners in deciding these issues. In additicn, I
am preseQCinc some criteria that shiculd pot be utilized in
cecxa*ng these issues. It should ke noted that these crit=sxia

arz in no particulsr crder of impcrzance and may ke used singly
or in any combinaticn thersaof.

a) Any infcrmation r=latsd Lo pr
between the parties;

b} Willingness ci crerator(s) tc
agrsement;

c) Intsresst ownexshirz within the
scught;

d) Geolegic evidence and tastime
well locaticnl(s), asgecially if p

a) Informatlicn ragariing 4ata3s o

etc.;

£) Cverhead rates Izr surerxvisiocn;

g) Prorosed risk genalties;

h) ignificant diZZsrancss in AF

i) Other iafcrmacicrn deemed fertinen
IRBETZ7ANT AND UNNE

a) Z:s‘cn*‘*ﬂan- diZZarences in

rates and risk pena;:;es;

£} Subjective judcement calls c¢n

a well;

c) Subjeczive judcement calls on

prcduce ané/cr operaz2 a well;

d) Subjec'*ve judgement calls cn an ogperator’s ability t£o marker
©il and gas from the subject well, cr dispose cf waste produces;
e) Incidence and description of rrevious disagrs=ements between

the parties;

In those cases where the differences in relevant evidencs are noc
sufficient to make a clear and fair determinaticn of
operatorship, the Division should institute a policy and/or
procedure whereby cceratorship is awarded on an alternates basis.
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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. 11233
CASE NO. 11234 -
Order No. R-10358

APPLICATION OF .\'EARBL’RG EXPLORATION
COMPANY FOR COMPULSORY POOLING,
EDDY COUNTY. NEW MEXICO.

APPLICATION OF YATES PETROLETM

CORPORATION FOR COMPULSORY POOLING.
EDDY COUNTY, NEW MEXICO.

ORDER OF THE DIVISION

BY THE DIVISION:

Tais cause czrme on for earing at 3:13 am. on Apmi 0. 1993, at Sanm ra. New

o o b

Viex:ico. berore Examiner David R. Catanaca.

NOW, on rhis 2nd.day .of May. 1995, the Divisicn Director. having considersd the
testimony, the recorc. and the recommeéhdations of the Examiner, and being fuily ddvised in
the premises. ) '

FINDS THAT:

1) Due puriic notice having teen given as reguired dv law. the Division has
jurisdicdon of this cause and the subject marter thereof.

(2) Division Case Nos. 11233 and ! 1234 wers consolidated at the dme or the hearing
for she purpose of testmony, and. inasmuci as approvai of one appiication wouid necsssanly
require denial of the cther. one order shouid be 2ntered for both cases.

“rm e
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(3) The applicant in Case No. 11233, Nearburg Explorztion Company (Nearburg),
secks an order pooling all mineral interests from the surface to the base of the Canyon
formation underlying the SW/4 of Section 13, Township 19 South. Range 25 East. NMPM,
Eddy County, New Mexico, forming a standard 160-acre spacing and proration unit for any
and all formations and/or pools developed on 160 acre spacing within said vertical extent.
which preseatly includes but is not necessarily limited.to the Undesignated North Dagger
Draw-Upper Pennsyivanian Pool. Said unit is w0 be dedicated to the proposed Fairchiid "13"
Well No. 2 to be driiled at a standard oil we!l location within the SE/'4 SW/4 (Unit N) of
Section 15. '

(4) The appiicant in Case No. 11234, Yates Perroleum Corporation (Yates), sesks
an order pooling ail mineral interests from the surtace to the base or the Canyon formation
underiving the SW.’4 of Section 13, Township !9 South. Range 23 East. NMPM. Eddy
Counry. New Mexico. forming a standard |60-acre spacing and proration unit for anv and
all formations and/or poois deveioped on 160-acre spacing within said verticai extent. wiich
presently inciudes but is aot necsssarily iimited o the Undesignated North Dagger Draw-
Upper Pennsvilvanian Pooi. Said unirt is 0 be dedicated 0 the proposed Bert "APB" Weil
No. | w0 e dniled art a standard o1l weil locatuon within the SW:4 SW/4 (LUnit M) of Section

-
13
2.

37 At the commencement of the hearing in the subject cases. it was brought 0 the
antenrien of the Division that there is a disputed issue betwes=n Yates anc Nearburg regarding
the ownership of a cermain 16 percent interest. more or less. within the proposed spacing unit

re~iousiv owned by Mr. Waiter Bert Hoimquist. Both Yates and Nearburg claim
P : ) ‘ ! g
owmersiup of such interest.

i6) The issue of such ownership is currenty being litigared by Yates and Nearburg
in Diszict Court in E<dy Counry, New Mexico.

(7) With regards to this issue. the Division Examiner ailowed Counsei for both Yates
and Nearburg to orfer tenders of proof as :0 whyv such interest should be credited to each
respecuve party.

8) Ultimately, the Division Examiner denied both parties’ tenders of proof and
ordered that for the purpose of deciding this.pooling marter. neither Yates nor Nearburg shall
be entitled to claim credit for this interest. ,

(%) Both Yates and Nea.rbﬁrg have the right to driil a well in Scc:ion‘IS. both sesk
to be designated the operator of the proposed proration unit. and both se=k the adoption of
drilling and production overhead charges and risk penalties.

LN
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(10) Yates and Nearburg have been unable to reach a voluntary agresment as to
whom should drill and operate a well within the SW/4 of Section 13.

(11) The proposed wells are located within one mile of the outer boundary of the
North Dagger Draw-Upper Pennsylvanian Pool and are therefore subject to the Special Rules
and Regulations for said pool as promulgated by Division Order No. R-4691, as amended.
which require standard 160-acre spacing and proration units with wells to be located no
closer than 660 feet from the outer boundary of the spacing unit nor closer than 330 fe=t from .
any quarter-quarter se<ton line or subdivision inner boundary.

(12) Both partes agresd art the hearing that overhead rates of $5400.00 while driiling
and $540.00 while producing should be adopted in this case. [n additon. both parties
proposed that a risk penalty of 200 percent be assessed against non-consenting interest
owmers.

(13) Exciuding the Holmquist interest. ownership within the SW'4 of Secton 13 is
outlined as foilows: ]

1)

2 L) L L)

=)
o

Yartes Pewroieum Corporation
Yates Driiling Company
Abo Pewroleum Corporation
Myco [ndusuies Inc.
SUB TOTAL:

LIE Ll
(R B )
l\) Qo L9 Q9
o o~ o~ o
o~

(P)

Nearburg Exploration Company 30.0 %
TOTAL: 8332 %
(14) The issues in dispute in this case include the following:

a) Weil Location: Nearburg has proposed driiling its Fairchild "13" Weil No.
2 at a standard oil well locarion 660 fest from the South line and 1980 fest
from the West line (Unit N) of Secdon 13, while Yates has proposed driiling
its Bert "APB" Well NO. | at a standard o1l well location 660 feet trom the
South and West lines (Unit M) of Section 13;

) | Drilling Costs: Yates and Nearburg submitted AFE's which reflect the

-1

following drilling costs for the proposed Fairchild "13" Weil No. 2 and the
° Bert "APB" Well No. I:
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WELL N, COMPLETED WELL COST
Fairchild "15" No. 2 $627,680.00
Bert "TAPB" No. | $741,200.00

(135) Yates inidally proposed the drilling of the Bert "APB" to Nearburg on or about

March 2, 1995. Nearburg proposed the drilling of the Fairchild "13" Weil No. 2 to Yates on
or about March 7, 19973,

(16) On March =, 1995, Yares filed a compulsorv pooling application for the subjec:
acreage with the Division. On March 13, 1993, Nearburg tiled a similar compulsory pooling
application.

(17) It aprears that verv linle negouaticn has wakea piace berwesn Yates and
Nearturg in this partucuiar dispute.

(18) Nearburz's geologic interprezation of the Canyon doiomite reservoir is based
upon limited well conwmoi in this area and geophysical data possessed bv Nearburg.
Nearburg's geophysicai data is based upon a seismic shot line running in an easi-west
direction which passes in close proximity to both of the provosed weil locagons. Nearburg's
geologic evidence and :esumony indicates that a weil driilec at its proposed location should
encounter the Canyon doicmite reservolr approximarteiy <0 reet higher sgucturally than a
weil driiled at Yates' proposed locaton. In addinon. Nearturg's geologic evidencs indicates
that a well driiled at Yartes' proposed lecation wiil be located at or near the western limit of
productive Canyon reservoir.

(19) Yartes' geoiogic interpretation of the Canyon dolomite reservoir is based upon
limited weil conmroi in this area onlv. Yates' geologic evicence indicates that a weil driiled
ar its proposed location should encounter the Canyon dolomite reservoir approximareiy 30-
40 te=r higher swucturally than a well dniiled at Nearpurg's lccation. [n addition. Yates'
geologic evidence indicates that both well locatons should have simiiar doiomite thickness.

(20) Yates contends thar the geophysical data uniized by Nearburg is of verv limited
value in choosing a Cisco/Canyon well location in.this area.

(21) Yates submirted as evidence actual drilling costs Yates incurred in driiling
fourteen wells in this area jointly' owned by both parties. [n addition. it presented actual
drilling costs Nearburg incurred in drilling four wells in this area jointiv owned by both

. partés.
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(22) The acrual drilling cost data presented indicates that the average dniiling cost
for Cisco/Canyon well drilled by Yates in this area is approximately $673.598.00. The
average drilling cost for a Cisco/Canyon well drilled by Nearburg in this area is
approximately $719,894.00.

(23) This evidencs indicates that the AFE's preseated by both parties are not
necsssarily indicadve ot actual driiling costs which may uitimateiy be incurred while driiling
a Cisco/Canyon weil in this area.

(24) Estmated driiling costs and the parties’ wiilingness to negotiate a voiuntary
settiement should not be critical factors in determining the outcome of this case.

(25) The 2vidence and testimony rreseated by toth tarcies in s case dees incdicate
that:

a) exciuding the Hoimquist interest. Nearourg is (e majorty intersst owner
within the SW/4 of Section 13 art the present ume:

b) Nearburz is in pessession of geopnysical data not availabie o Yates.
Although there is some question as to the vaiue or this geophysical data
Nearsurg testified that it has successzuily uulized seismic data previously in
the North Dagger Draw-Uprer Pennsyivanian Pooi to aid in determining weil
locations. This suggests thar this data is of some vaiue and that Neardurg's
geojogic interpretation is more accurate than that presenated by Yates:

<) Nearburg has recently compieted driiling its Fairchild "24" Well No. |
located in Unit E of Secdon 24, Township |9 South. Range 25 East. NMPM.
whica is located directly south of the proposed proration unit. This weil.
which is located ar least three miles from xnown North Dagger Draw-Upper
Pennsvivanian Pcol production. has been compieted as a Cisco/Canvon
producing weil.

d) Yates' closest producing weil in this pooi is located more than thres miles
away. Nearburg, by virtue of recently drilling the aforesaid Fairchild "24"
Weil No. 1, has more operations and surrace facilittes in this newly
discovered area of the pool than does Yates:

(26) Nearburg testified and Yates concurred that previous disputes over operatorsiup
of spacing units in the North Dagger Draw-Upper Pennsylvanian Pool have been voluntarily
resolved utlizing as criteria majority interest ownership and location of operations and
surface facilities relative to the spacing unit.

»
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(27) Based upon interest ownership, geologic interpretation and location of
operations and surface facilities, Nearburg-should be designated the operator of the Fairchild
"13" Well No. 2 and spacing unit. .

(28) The application of Yates Peroleum Corporation should be degjed.

(29) To avoid the driling of unnecsssary weils. to protect correlative rigits. to avoid
waste. and to afford o the owner of each interest in said unit the oppormunity to recover or
recsive without unnecessary expense his just and fair share of the production in any pool
completion resuiting Tom this order. the application of Nearburg Expioration Company
should be approved by pooling ail mineral interests. whatever they may be. within said unir.

(30) Any non-consenting working rerest owner should be atforced the orroruniry
o pay his share oI astimated weil costs o the operator in lieu of paying his share of
reasonabie well costs out of production.

(31) Anyv non-consenting working interest owner who does nct pay his share of
esumated weil costs shouid have withneid Tom production his share or the reasonapie well
costs pius an additionai 200 percant thereor as a reasonable charge for the risk involved in
the driiling of the weil

(22} Any non-consenung working interest owner shouid be arforcded the orrormunity
10 object 0 the actuai welil costs bur acruai weil costs should be adopted as the reasonabie
weil costs in the absenacs of such objection.

(33) Following derermination of reasonable well costs. any non-conseating working
interest owner wno has paid his share of esumared costs shouid pay to the orveratcr any
amount that reasonacie well costs excesad esiimated weil costs and should recsive Tom the
operaior any amount that paid esumated weil costs exceed reasonabie weil costs.

(34) §5400.00 per month while driiling and 3$540.00 per month while producing
should be fixed as reasonabie charges for supervision (combined fixed rates); the operator
should be authorized to withhold from producdon the propordonate share of such supervision
charges arributabie to each non-consenting working interest, and in addidon thereto, the
operator should be authorized to withhoid from producton the proportionate share of actual
expenditures required for operaring the subject well, not in excess of what are reasonabie,
_ arributabie to each non-consentng working interest.

(33) All proceeds from production from the subject well which are not disbursed tor
any reason should be placed in escrow to be paid 1o the ue owner thereof upon demand and
proof of ownership. '

e
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(36) Upon the failure of Nearburg to commence the drilling orf the Fairchild "13"
Well No. 2 on or berore August 1, 1995, the order pooling said unit should become null and
void and of no effect whatsoever. )

(37) Shouid all the parties to this forced pooling order reach voiuntary agresment
subsequent to enav of this order, this order shail therearter be of no further 2rfec:. '

( 8) The orerartor of the well and unit shall zotifv the Director of the Division in
writing of the subseguent voiuntary agresment or ail ;ar:.es subject to the forced pooling

provisions of this orcer.

ITISTH FORE ORDERFD THAT:

(1) The arcrpit c,uon of Nearburg Zxpioration Company in Case No. 112373 for an
order pooiing ail minerai interests from the surrace o e tase of.the Canvon formation

unceriving the S™W 2 or Secton (3, Townsiup 19 Scuw. Range 23 £ast \‘ (PML Edcv
County. New Mex:ico. forming a standard 160-acre spacing and proration 4nit Zor any and
ail rormations anc/cr zcols deveioped on [60-acre spacing within said vertical exient which
preseatly includes -ut is not nec essarily limited o the L'ndesignatec Norh Dagger Draw-
L'coe* Pennsvivanian 2501 is her eby aprroved. Said unit siail ce decicated o the Fairchiid

3" Weil No. 210 =e Zrilled ara standard oii weil lccaticn 560 f22r Tom e South line and
19 0 feer Tom the "Vest line (Lnit N) of Secton (3.

° \

(2) The acriication of Yates Pexrcleum Corporaticn in Case No. 11234 for an order
ccoiing ail minerai interests Tom the surzace two the base of the Canvon-formauon underiving
the SWr4 of Section 13, Township 19 South. Range 23 Zast. NMPM. Eddy County. New
Vlextco. forming a standard 160-acre spacing and proration unit Zor any and ail Jormations
and/or poois deveicped on 160-acre spacing within said verticai 2xtent which gresentdv
inciuces but is nct necsssarily limited to the Undesignared Nerth Dagger Draw-LUgrer
Peansvivamian Pool is herebv denjed.

PROVIDED “OWEVER THAT, the operatcr of said unit shail commencs the
dniling of said weil on or before the Ist aay of August. (693, and >nzul :nereafter continue
the dniling of said -xeil with due diligence w0 a depth surficient 0 test the Cisco/Canyvon
formation.

ROVIDED =7 RTHER THAT, in the 2venr saic operator does 10t commence the

drxllmc ot said weil on or before the st day of August. 1993, Ordering Paragrarcn No. (1)

of ths order shall te nuil and void and of no erfec: whatsoever, uniess said operator vbtains
a time extension from. the Division Direczor for zo0d cause shown.

-







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

IN THE MATTER OF THE HEARING CALLED
BY THE OIL CONSERYATION DIVISION FOR

THE PURPOSE OF CONSIDERING:
CASE NO. 11263

CASE NO. 11263
Order No. R-10434
APPLICATION OF YATES PETROLEUM
CORPORATION FOR COMPULSORY POOLING,
EDDY COUNTY, NEW MEXICO.

APPLICATION OF NEARBURG EXPLORATION
COMPANY FOR COMPULSORY POCLING,
EDDY COUNTY, NEW MEXICO

ORDFER OF THE DIVISJON
BY THE DIVISION:

This cause came on for bearing ar 8:15 2.m. on July 27, 1995 at Sanna Fe, New
Mezxico, before Examiner David R. Camanach.

NOW, cn this 10th day of August, 1995, The Division Direczor, having consider=d
the testimony, the record arnd the recommendarncns of the Examiner, and being fuily

advised in the premises,
FINDS THAT:

(1) Due public notics having besn given as required by law, the Division has
jurisdiction of this canse and the subjec: manter thereof.

() Division Case Nos. 11262 and 11265 were consolidated at the time of the
hearing for the purpose. of testimony, and, imsmuch 23 approval of one spplication would
necessarily require denial of the other, one order shouid be enrered for bodh cases.

(3) The appiicant in Case No. 11263, Yares Petroleum Corporaton (Yates), secks
an order pooiing ail minerai interests from the surface o the base of the Canyon formation
underiying the NE/4 of Section 21, Township 19 South, Range 25 East, NMPM, Eddy
County, New Mexico, forming 2 sandard |60-acTe spacing and proration unit for any and
all formations and/or pools deveioped on 160-acre spacing within said verrical extent,
which preseorly inciudes but is not necessarily limited to the North Dagger Draw-Upper
Pennsyivanian Pool. Said unit is to be dedicated to the applicant’s proposed Ross “EG*
Federal Com Weil No. 14 to be driiled ar a2 standard oil well locadon within the NW/4
NE/4 (Unit B) of Section 21.
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(4) The applicant in Case No. 11265, Nearburg Exploration Company (Nearburg),
seeks an order pooling ail minerai interests from the surface to the base of the Canyon
formation underiying the NE/4 of Sectom 21, Towunship 19 Sowth, Range 25 East,
NMPM, Eddy County, New Mexico, forming a standard 160-acre spacing and proraton
unit for any and ail formarions and/or poois deveioped on 160-acre spacing within said
verdcal exeet, wiich presemiy inciudes but is not necessarily limimed to the North Dagger
Draw-Upper Peonsyivanian Pool. Said uait is to be dedicared to the applicamt’s proposed
Alto "21° Well No. 2 o be drilled at 2 standard oil weil location within the NE/4 NE/4
(Unit A) of Secdcn 21. '

(5) Both Yares and Nearburg have the right w drill 2 weil in the 12 .7 Secsion
21, both se=x to be desigmared the cperater of the prorcsed proraricn unit, ana octh seek
the adcpton of drilling and procducton overbead ciarges and risk penaities.

(6) Yares ard Nearburg have besn umabie to resch 2 voiunmry agresment as (o
whem shouid driil acd cperare 2 weil within the NE'4 of Seczon 21.

(7) Az tte ome of the bearing, Nearturg recuested thar the Division expedite 2
decision m this case inasmuci as it s;@ands o lcse 2 4.6375 percext inerest comminted to
it by Xerr-McGes Corroracicn uniess 3 weil is commmenced prior to Segwmber 14, 199S.

(3) The propesed weils ars lccamed within the boundaries of the North Dagger
Draw-Upper Peomsyivanmian Pcoi aod are thersfore subject o the Speciai Ruies and
Reguiadons for said pooi as promuigated by Division Order No. R-4691, as amexded,
which require sandard 160~acT2 spacing and proration unis ¥ith weils o0 be located no
closer than 660 fe= from the curer boundary of the spacing umit nor cioser than 330 fest
from any quarter-quarter secsion line or subdivision inper boundary.

(9) Both parties agre=d ar the bearing that overbead rares of $5<400.00 while
driiling and $540.00 wiile preducing should be adcpted in this case. In addition, both
pardes proposed thar 2 risk pemaity of 200 percsxmt be assessed against non-consewring

intevest owness.

(10) The ownership within the NE/4 of Section 21 is ourlined as foilows:

SEAILIQOW DEPTH STIRFACE-7 704"

Yates Peoieum Corporadon—————53.125%
(Inc!udes all Yates affiliates)
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Nearburg Expiloradon Company——43.750%

Conoco Inc. 3.1250%

= -7 ‘.7

Yates Peroieum Corporation———30.731250%
(Inciudes ail Yates arfiliates)

Nearburg Expicraton Company————36.093750%

Conces Ine. 3.12¢%

= — w7 '

Yates Pezrojeum Corporaion—————27.536250%
(Icciudes ail Yates arfiiiares)

Nearturg Expioradcn Company———46.093750%

Conces Inc. —5.250%

(11) At the tme of the hearing, Yares tesdfied that Conoco Inc. has signed Yates'

AFE (Authoriry for Expenditure) for the driiling of the Ross "EG" Federal Com Weil No.
14 and shouid ther=fore be considered a volunrary participam in Yates’' proposai.

(12) Subsegquemt !0 the hearing, Yates submited a copy of a signed AFE from
Conoco Inc. for the driiling of the Ross "EG” Federal Com Weil No. 14.

(13) Although Conoco Inc. has not yet signed Yares' operating agreement for the
drilling of the Ross "EG" Federal Com Weil No. 14, its interest should be considered to

be committed to Yares at this time.
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(14) Both Yates and Nearburg preseated AFE's for the drilling of their respective
wells in the NE'4 of Secdon 21. These drilling costs are summarized as foilows:

PARTY DRY HOUE COSTS COMPY ETED WET 1 COSTS
Yates 3238.745 5508,745
Nearturg $343,89¢ $722.985

(15) Evidencs and testmceny presenred indicares thar certam coste ~==~~iated with
surfacs squipmemt wers exciuded from Yares’ AF=, and that Nearburg’'s ATS conmains
substantiai conringescy costs. A more detiled comrariscn of AFE's indicates that there
is not a subscannal differencs in both partes’ propesed weil cosws.

(16) Evidexcs submined by Yates indicares thar its avesage driiling costs for 2 well
in this poci are aprroximarely $665,0C0. Tesumeny by Nearfury indicates thae it has
incurred driiling costs of just under $700,0C0 for the last two wells it has driiled in this

pooi.

(177 Tite opormum lecsrion m wided o driil e first proceeng weil on the subject
proradon unit is aiso at issue in this case.

(18) Yates has proposed driiling its Ross "EG” Federai Com Weil No. 14 ata
standard oil well lecarion 660 fe=: from the North lice and 1980 feet from the East line
(Unit B) of Sec=cn 21 while Nearburg has propesed driiling its Alto "21° Well No. 2 at
a sandard oil well lccation 660 fe=2 Som the Nerth and East lines (Unit A) of Secton 21

(19) Thers are two Cisco-Canyon disposai weils in this area which have a direct
bearing on the proposed weil locations, these weils are described as foillows:

1) Yates Pecroieum Corporation Osage SWD Wedl No. 1 located 1980
fest from the North and East lines (Unix G) of Secdon 21. Yates
recsived Division approval to commence injection into this well

© .. through the perforated inrerval from approximately 7,672 feet to
7,813 fesz by Division Order No. SWD-336 on March 3, 1988;
and,
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b) Anadarko Peqoleum Corporation Dagger Draw SWD Weil No. |
located 1495 feet from the North line and 225 feet from the West
line (Unit E} of Secdon 22, Township 19 South, Range 25 East,
NMPM. Anadarko recsived Division approval to commencs
injecdon into this weil through the perforated imterval from
approximately 7,800 feet 0 8,040 fe=t by Division Order No. R-
7637 dated August 23, 1984,

(20) The evidencs indicates that approximately 6.5 million barreis nf water have
cumulativeiy been injecied into the Csage SWD Weil No. 1. Yates testifie that it has
volunrarily suspended injection operations imo this weil as of April, 1995. Approximately
1.5 million barreis of water have cumuiatively besa injeczad into the Dagger Draw SWD
Weil No. 1.

(21) Yates comends thar its procpesed weil lccaden is superior to that of
Nearturg's for the following reasons:

) a well at both propesed lccacons shouid exccunier approximately
320 fe=t of deicmite within the North Dagger Draw-Upper
Pezansyivanian Pooi, however, a weil at Yates' proposed lccation
shculd excoumer the top of the doiomite pay secton higher
strucauraily than 1 weil at Nearburg's proposed locadon;

D) the risk associated with driiling the Ross "EG” Federal Com Weil
No. 14 is less than thar of driiling the Alto *21° Weil No. 2
inagmuch as Yares' weil wiil be located closer 10 nown producstion
within the pooi;

due o the face that the Alto "21° Well No. 2 is located in close
proximity to bodch the Csage SWD Weil No. 1 and the Dagger Draw
SWD Weil No. 1, while the Ross "EG” Federal Com Well No. 14
is located in ciose proximiry oniy to the Osage SWD Welil No. 1,
the Yates weil location presems less of a risk in terms of
encountering water encroachment into the reservoir which may have
occurred as a result of injecdon.

O
.

(22) Nearburg comends that its proposed well location is supericr to that of Yates'
for the following reasons:
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2)

b)

<)

a weill at Nearburg's proposed location should encountmx
approximately 90 fest more of gross doiomire and shouid eacounter
the top of the dojomite pay section approximartely 30 fest higher
saucwuraily than a wed at Yates' proposed lccadon:

a weil at Nearburg's propesed locadicn should encountes the top of
the doiomire pay secticn at 2 soucmraily higher pesiton than both
the Osage SWD Weil No. | and the Dagger Draw SWD Weil No.
1, thexedy cecTeasing the risk of encoumering water encroachment
into the reservorr which may have ccourred as a reud wa injecdon;
and.

the Csage SWD Weil No. | has cxmmuiagveiy injeczed some 4.0
miilion barreis more than the Dagger Draw SWD Weil No. 1. Due
o the fac: that the Ress "EG” Federai Com Weil No. 14 is located
in cicser proximiry W the Osage SWD Weil No. 1 than is the Alto
"217 Weil No. 2, the petezriai for encoumering wamer excrcachmen
imo the reservor wiich may have occurred 13 a r=vuit of injecdon
are greater at Yates' preposed weil location

(23) The geoiogic svidencs and testimeny presemed by beth partes in this case

a)

b)

)

d)

the geciogic imespremacen of the Cisco-Canyon resesvoir provided
by Nearfurg aprears 0 mere accurareiy hener the weil dara in this
area;

the soucturai differencss within te resesvoir beswesn the proposed
Rcss "EG” Federzi Com Weil No. 14 and the Alto "21" Well No.
2 are nct sutficiemr 1o preciude cne or the other from being a

producing well within the peci:

the geoiogy in itself cannct predics whether or oct injection imto the

" Osage SWD Weil No. 1 and the Dagger Draw SWD Well No. |

has had or wiil have an adverse affecs on 3 weil locared at either of
the proposed locations.

it is likzly that both of the proposed well locatons will uitimately
be drilled to deveiop the od and gas reserves underiying the NE/4
of Secaon 11.
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(24) The respective weil locations proposed by Yates and Nearburg both represent
geologically viable locations in which to inigally expiore for hydrocarbon producton
within the North Dagger Draw-Upper Peansyivanian Pool undertying the NE/4 of Section
21.

(25) Excluding the inrerest of Conceo Inc., Yates is the majority interest owner
within the NE/4 of Secdon 21 with approximately 51 perceat ownership (Intermediate

Depth).

(25) Conceo Inc., presemred with both the Nearburg aed Yares driliuig options,
bas eleced 0 volunmarnily participate with Yates in its propesal.

(77 Yates, with the inclusion of tbe Conces Inc. imterest, currenuly controls
approximarely 54 percsnr of the owrership within the NE/4 of Secdon 21 compared to

Nearburg's 46 percear.

(23) In the absencs of ctber compeiling facters, Conceo's wiilingness to partcipate
with Yates in irs drilling proocsal and by virme of Yates coomoiling the majority of
intere=t within the prcposed spacing unit, the appiicadon of Yares in Case No. 11263

shouid be gramed.
(29) The appiicadon of Nearburg in Case No. 11263 shouid be denied.

(30) To aveoid the drilling of unnecsssary weils, to protect correiative rights, to
avoid waste, and 'o afford to the owner of eacl interest in said unit the oppormuniry to
recover or recsive without unnecsssary expease his just and fair share of the production
in any pool ccmpiedon resuiting from this order, the appiicaton of Yates Petroleum
Corporation in Case No. 11262 shouid be approved by pooling ail minerai imterests,
whatever they may be, within said unit.

(31) Yares Pegoleum Corporation shouid be designated the operator of the Ross
"EG" Federai Com Well No. 14 and unit.

32 Any"non-canxming working imerest owner should be afforded the
oppormaity to pay his share of estmated weil costs to the operator in lieu of paying his
share of reasonable weil costs out of producdon.






STATE OF NEWMEXICO
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 YATES PETROLEUM Case No. 11310
COMPANY FOR COMPULSORY POOLING,
EDDY COUNTY, NEW MEXICO.

APPLICATION OF NEARBURG EXPLORATION Case No. 11311
COMPANY FOR COMPULSORY POOLING, EDDY
COUNTY, NEW MEXICO.

Order No. R-10520

- s ee o=

NOW, on this _20en  day of Novemeer. 1963, the Division Direczor. having
consicered the estmony, the record and the recommendatons of the Examiner. and being
fully advised in the premises.

FINDS THAT:

(D Due public noticz having besn given as regquired by law, the Division has
jurisdiczion of this cause and the subject marter thereor.

2 AL the time of the hearings both Division Case Nos. 11510 and 11311 were
consolidated for the purpose of presearing testimony. Also, inasmuch as both cases
encomrass the same acreage and the subject marter in both are analogous. the approval of
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one application would necessarily require denial of the other, and one order should
therefore be entered for both cases.

3) The applicant in Case No. 11310, Yates Petroleum Corporation (" Yates"),
seeks an order pooling all mineral interests from the surface to the base of the Canyon
formation underlying the SE/4 of Section 16, Township 19 South, Range 25 East, NMPM,
Eddy County, New Mexico, to form a standard 160-acre spacing and proration unit for
any and all formations and/or pools developed on 160-acre spacing within said vertical
extent which presently includes but is not necsssarily limited to the North Dagger Draw-
Upper Pennsylvanian Pool.

4) The applicant in Case No. 11311, Nearburg Exploration Company
("Nearburg”), seeks an order pooling all mineral interests from the surface to the base of
the Canyon formarion underiying the SE/4 of Section 16, Township 19 South, Range 25
East, NMPM, Eddy County, New Mexico, to form a standard 160-acre spacing and
proration unit for any and all formations and/or pools developed on 160-acre spacing
within said vertical extent which presenty includes but is not necessarily limited to the
North Dagger Draw-Upper Peansylvanian Pool.

5 The subject 160-acre tract is inciuded within the boundary of the North
Dagger Draw-Upper Pennsylvanian Pool, which is governed by "Special Rules and
Regularions", as promulgated by Division Order No. R-4651, as amended, which require
standard 160-acre oil spacing and prorartion units with wells to be located no closer than
660 fe=t from the outer boundary of the spacing and proratdon unit nor cioser than 33Q feet
from any quarter-quarter section line or subdivision inner boundary, an oil allowable of
700 barrels per day per standard 160-acre unit. acd a limiring gas/oil ratio of 10.000 cubic
feer of gas per barre! of oil. ’

6) In Case 11310, Yates originaily sought at the August 10th hearing to
dedicate the subject 160-acre tract to its proposed Bovd "X" Well No. 9 to be drilled at
a standard North Dagger Draw-Upper Peansvivanian oil well location in the NW/4 SE/4
(Unit J) of said Section 16. Subsequent to the August 10th hearing Yates requested this
martter be reopened and amended to reflect a well location move to a standard North
Dagger Draw-Uprer Pennsylvanian oil well location in the SW/4 SE/4 (Unit O) of said
Section 16 and its redesignation to the Boyd "X" Well No. 10.

(M In Case 11311, Nearburg seeks o dedicate said unit to its Arrovo "16” Well
No. 1 to be drilled at a standard North Dagger Draw-Upper Peansvivanian oil well
location in the SE/4 SE/4 (Unit P) of said Section 16.
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3) Each applicant (Yates and Nearburg) has the right t¢ drill and each proposes
to drill their respective well to a depth sufficient to test the North Dagger Draw-Upper
Pennsylvanian Pool, both seek to be designated the operator of the proposed 160-acre
spacing and proration unit, and both seek the adoption of drilling and production overhead
charges and the assessment of a2 200% risk penalty factor for non-consent.

%) No voluntary agreement for development of this acreage has been reached
by either party as to whom should be the operator.

(10)  Although the standard spacing within the North Dagger Draw-Upper
Pennsylvanian Pool is 160 acres, the established practice within this pool is to drill a weil
on each of the four 40-acre tracts thar form a standard 160-acre oil spacing and proration
unir. Testimonyv bv both parties indicate thar the SE/4 of said Section 16 would most liketv
be developed in this manner with the operator, whoever is named, drilling wells on each
of the four quarzer-quarter sections. FURTHER. both parties presented gecidogic and
engineering evidence to support the drilling of the initial well at what each perceives o
be the most oprimum locarion within this quarter secrion.

FINDING:  This point becomes moot since Yates changed its location once and
as stated above the SE/4 of said Section 16 could ultimately be developed with four wells.
one in each quarter-quarter secton.

(11)  Nearburg's authorization for expenditure ("AFE") costs for its well was
§722.985.00. while Yates' final AFE was for $652.700.00. The difference berween the
two is 367,285.00.

(12)  Txze significant working interest owners within the SE/4 of said Section 16
are as follows:

Yartes Peaoleum Corporation 37.500000%
Nearburg Exploration Company 37.500000%
Uit Peoleum Company

of Tulsa, Oklahoma 24443924 %

With sixte=n various other interest owners owning the remainder.

(13)  According to the evidence presented. Yates is supported in its application
bv 2 number of the working interest owners, including Unit Petroleum Company, making
up a towal of 62.158646% of those owning an interest.
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(14) Difference between the two requested overhead and administrative costs
were somewhat significant, for Yates proposes fixed overhead rates of $4,500.00 per
month while drilling and $450.00 per month while producing and Nearburg proposed
overhead rates were $5,440.00 per month while drilling and $540.00 per month while
producing.

(15)  In surmmmary, Yates: comtrols 62.158646 % of the working interest under the
proposed 160-acre spacing and proration unit; has estimated well costs of 367,285.00 less
than thar of Nearburg, and., has requested a lesser amounr for overhead and
administrarive costs than Nearburg.

FINDING:  The application of Yates Peroieum Corporation in Case No. 11310
should be granted and the application of Nearburg Exploration Company in Case No.
11311 should be deaied.

(16) To avoid the drilling of unnecessary weils. to protect correlaii~e . zats, to
prevent waste, anc to afford to the owner of each interest in said unit the opporwunity to
recover or receive without unnecessary expense his just and fair share of the production
in any pool compietion resulting from this order, the application of Yates Petroleum
Corporation in Division Case 11310 should be approved by pooling all mineral interests,
whatever thev may be, from the surface to the base of the Canyon formation underlying
the SE/4 of Secdon 16, Township 19 South, Range 25 East. NMPM, Eddy County, New
Mexico. to form a standard 160-acre spacing and proration unit for any and all formations
and/or pools deveicped on 160-acre spacing within said verucal extent which presently
inciudes bur is nct necessarily limited to the North Dagger Draw-Upper Pennsvivanian
Pool. Said unit is :c be dedicated to its proposed Bovd "X" Well No. 10 to be driiled at
a standard North Dagger Draw-Upper Pennsvivanian oil well location in the SW/4 SE/4
(Unit P) of said Section 16.

(17)  Yates Pemoleum Corporation should be designated the operator of the
subject well and unit.

(18) Any non-consenting working interest owner shouid be afforded the
oppormnity o0 pay his share of the estimated well costs to the operator in lieu of paving
his share of reasonatie well cosis out of production.

(19) Any zon-consenung working interest owner who does not pay his share of
estimated well costs should have withheld from producrticn his share of the reasonabie well
costs plus an additional 200 percenr thereof as a reasonable charge for the risk involved
in the dniling of the weil.






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 Case No. 11521
COMPANY FOR COMPULSORY POOLING,
EDDY COUNTY. NEW MEXICO.

APPLICATION OF MEWBOURNE OIL Case No. 11333

COMPANY FOR COMPULSORY POOLING

AND AN UNORTHEODOX GAS WELL LOCATION.,

EDDY COUNTY. NEW MEXICO. .
Order No. R-106>5

ORDER OF THE DIVISTON

BY THE DIVISION

Tals cause cama2 on for fearing 2 3015 am. on June (30 15G6. 2t Sana T2 New
Mexics. tefore Examuiner \rhcme E. Sccgner.
NOW,onus 3ist  day orjuly, 16G6, the Division Director. having considarad

the tesumony, the record and the recommendcations of e Examiner. and being fuily
advise< in the premises,

FINDS TEHAT:

(D Due cuklic notice naving Sesn 2iven as r2guired oy law. the Division azs
jurisdiczion of wWis szuse and the subjec: matter therscrt.

i2 Divisicn Case Nos. 11321 and 11533 wers consolidated at the time ot the
hearing ‘or the purzose of testimony, and. in orcer to crovide a comprehensive decision
in these cases. one crder should be eatered for both cases.

() In Case No. 11333, cthe appitcant, Mewbourne Oil Comrany
("Mewtourne"), or:z:nally requested rom the Division an order pooling ail minerai
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interests from the surface to the base of the Morrow formation underlying the N/2
(equivalent) for all formations developed on 320-acre spacing, the NW/4 (equivalent) for
all formations developed on 160-acre spacing, the S/2 N'W/4 for all formations developed
on 80-acre spacing. and the SW/4 NW/4 for all formations developed on 40-acre spacing.
all in Section 4, Township 18 South. Range 28 East, NMPM, Eddy County, New Mexico.
The applicant further proposed to dedicate these pooled units to a well to be drilled at an
unorthodox gas well location 1630 feet from the North line and 990 feet from the West
line (Unit E) of said Section 4 to test any and all formations from the surface to the base
of the Morrow formation. Illinois Camp-Morrow Gas Pool.

) At the tume of the hearing said Case 11333 was revised such that
Mewbourne now sesks an order pooling all mineral interests from a depth of 3.000 feer
to the base of the Mcrrow formation. being the primary zone of interest. underlving the
following descrived acreage in Section 4, Township 18 South. Rangz 28 East. NMPM.
Eddy County. New Mexico and in the tfcllowing manner:

(a Lows 1. 2030 and < and the §/2 N, 2 (N: 2 2quivalenn)
Of said Section + Lhereoy forming a smndaru 520.48-acre 23s
spacing and proraticn unit fcr any and all formations and. or
pools developed on 320-acre spacing within said vertical
extent. which presently includes but is not necsssariv
limited to the Empire-Pennsvivanian Gas Pcel; and.

(b) Lots 5 and 4 and the S/2 NW 4 (NW 4 eguivalenn
of said Secten 4 0 form a standard 160.36-acre gas spacing
and proration unut for any and all formations and.or pecls
deveioped on 160-acre spacing within said vertical extaat.

Said units are 10 be dedicated to Mewbourne's proposed Scoggin Draw “4" Saate
Com Well No. | to be drilled 1630 fest from the North line and 590 re=t from the West
line (Unit E) of said Secton 4. Said weil !ccation is considered to be "standard” for the
proposed 160.36-acre unit but is "unorthedox” for the propesed 320.48-acre gas spacing
and proration unit. By Division Adminisirative Order NSL-3679, dated June 11, 1996,
this location was arproved for the Empire-Pennsvivanian Gas Pool in the subject 320.48-
acre unit.

) Stmilariv. in Case No. 11521 the applicant. Nearburg Exploration Company
("Nearburg™), se=ks an order pocling all mineral interests from the surface to the base of
the Morrow formation underlying Lots 1, 2, 3, and 4 and the S/2 N/2 (N/2 equivalent) of
Section 4, Township 13 South. Range 28 East, NMPM, Eddy County, New Mexico
thereby forming a standard 320.48-acre gas spacing and proration unit for any and all

.

.
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formations and’/or pools developed on 320-acre spacing within said vertical extent. which
preseatly includes but is not necassarily limited to the Empire-Pennsvivanian Gas Pool,
said unit to be dedicated to Nearburg's proposed Hummer State "4" Com Well No. 1 o
be drilled at a lecation 1310 feet from the North line and 1630 feet from the East line (Lot
2/Unit B) of said Section 4.

(6) The ownership within the N/2 equivalent of scid Section + as to the relevant
potential producing depth is outlined as jollows:

(ay Nearburg Exploration Company 14.06250%
(b) Mewbourne Oil Company 37.30000% =
(c) Arco Permian Corporation 6.23000%
d) Amoco Produc:ion Company 6.25000%
le) OXTY USA Inc. 25.00000%
(fi Fina Oil and Cnemiczis 09.37500%
ig) Ezri R. Bruno. Jr. 00.78125%
th) Roberr H. Marshall 00.78123%
FINDING: In that Mewbourne and Nearburz each own an :nterest in the N2

equivaient of said Section 4 and. as such. both have the right to driil {or and develop the
munerals underiving the proposed spacing unigs).

(7 Mewitcurne and Nearburz have bSesn negotiating and have both attempted
to reach a murmzily accepuble agreament in this matter: however, thev have teen unable
to voluntarily reach an agresment as ¢ which lccation should be driiled within the N2
eguivalent of said Section 4.

) Both parties agre=d at the hearing that overhead rates of 36.000.C0 while
drilling and S€C0.C0 while producing should be adopted in this case. In addition. both
parties proposed that a risk penaity of 2CO percenr be assessed against anv non-consenting

lnterast owners.
_/’”;’#“—:t—’.\
/

(9)  Nearburg has propos F{lewbourne Be allowed the first OPPOrTUMIY 10

drill its preferred lccation begagse in  excess of 70% of fhe working interest owners hav
agresd 10 the Mewbcurnefocar i
that if Mewbourne fails to timely cot Bll or in the event it is not
commercially prcductive in the Morrow formation, that Nearburg then be given the
opportunuty to comumence its well at its preferred location.

(10)  Mewbourne is in agreement with Nearburg's proposal with the exception
that Mewbourne wants the ability to extend its commencsment date for spudding its well

-
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bevond the normal $0-day commencement period provided in standard compulsory pooling
orders issued by the Division.

(11)  Mewbourne's technical witnesses testified at the hearing that Mewbourne
had represented to Nearburg that Mewbourne can commence the drilling of the subject
well within the normal 90-day period following the issuance of a compulsory pocling order
and was unaware of any reason it could not do so.

(12)  The Division finds that Nearburg's proposal is fair and reasonable and
should be adopted by the Division in order to provide a comprehensive solution for the
exploration of this seztion with the par:ies owning the overwheiming majority being
provided the opportunity to drill their preferred location first.

(13) Both applications for compulsory pooling should be
Mewbourne being granted the first opporrunicy to commence a weil at its spe
and then. if said well is not timelv commencsd or if commencad should faii to be
completed in the Morrow formation as a commercial well, then Nearburg

graated with
ciried location
¢
shiculd te
granted its oppermunity to drill a Morrow well at its preferred lccation without the
necsssity of again pooiing the N2 of Section 4.

(14)  Since the location proposed by Mewbourne was previousiy approved by an
administrative order (NSL-3679) with no objections being tiied during that process. no
production penalty wiil be imposed on Mewbourne's Scoggin Draw "4" State Com Well
No. L.

(13)  Nearbury's proposed 3as well location (1310 feer ‘rom the Nor:h line and
1630 feer from the East line (Lot 2/Unir B) or said Section 4j is considered to be
"unorrhodox”, pursuant ro Division General Rules 104.B(1)fa) and 10<.Ci2)1b).

FINDING:  In that the unorthcdox location for the Nearburg well is internal
within its proposed standard 320.48-acre= gas spacing and proration unit and not
encroaching on any offsetting de=p gas units and it aprearing that Nearburg's presentation
of this case at the hearing has served to0 mes: the notification requirements for an
administrative application pursuant to Division General Rule 104 F, the subject location
should also be approved art this time and without any further administrative action by
Nearburg.

(16) Mewbourne should bte required to commence its weil within 90 days
foilowing the issuance of an order in this case but in no event later than November 1,
1996.
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(17)  To avoid the drilling of unnecessary wells. to protect correlative rights. to
prevent waste and o afford to the owner of each interest in said unit(s) the opportunity to
recover or receive without unnecessary expense his just and fair share of hydrocarbon
production in any pool resulting from this order, the applications of Mewbourne and
Nearburg should be approved by pooling all mineral interests, whatever they may be.
within said unit(s). subject to the terms and conditions set forth below.

(18) Any non-consenting working intersst owner should be afforded the
opportunity to pay his share of astimated well costs first o Mewbourne and then to
Nearburg, as the crerator, respecively. in lieu of paying fus share of reasonable well cosis
out of production.

(19) Any non-consenting working interest owner who does not pay his share of
estimated well costs should have withheld frem production his share of reasonable weil
costs plus an addit:cral 200 percant thersor as a reasonatie charge for the risk involved
in the driiling of tha well(s).

(20)  Anv “cn-consenting interasi owner sicuid te arforded the opporwunity
object 0 the actuzal weil costs but acmual wvell cesis siculd be adegpted as the reasonagie
well costs in the atsence of such objection.

(21)  Feilewing derermination of reascnabie wail cosis. anv non-conseating
working interest owner who has paid his share of 2sumated costs siculd payv to the
operator any ameurnt that reasonabie well costs excazd asumated weil cosis and should
receive ‘tom the operzior any amceunt that paid estimated wetll costs 2xcezd reascnable well
COStS.

(22)  $6.CCC.CO per month while driiling and $6C0.C0 per month while producing
should be fixed as -zasconable charges for supervision (combined fixed rates); the operator
should be authorizad to withhoid from production the proporticnate share of such
surervision charges arributabie t0 each nen-consenting working interest. and in addition
therero, the operatcr shculd be authorized to withhold rom preducticn the proportionate
share of actual expendirures reguired for operating the subject weil. not in excess of what
are reascnable, attriburable to each non-consentng working interest.

(23)  All precceeds from preduction from the applicable weil which are not
disbursed for any reason should be piaced in escrow to be paid to the true owner thereot
upon demand and prcof of ownership.

(24)  Upcn the failure of Mewbourne o commence drilling ot its Scogzin Draw
4" State Com Weil No. | on or before the expiraticn of the 90-day period following
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issuance of this order. or November 1. 1996. whichever comes sooner, then Nearburg
shall commence the drilling of its proposed Hummer State "4" Com Well No. 1 on or
before January 20. 1597, and if neither partv timely commences their respective well then
this order pooling said unit(s) should become null and void and of no further effect
whatsoever.

(25)  Sheculd all the parties to this force-pceling reach voluntary agresment
subsequent to entrv of this order. this order should thersarter be of no further effect.

(26)  The crerator of its applicable well and unuits) should notify the Direczior of
the Division in writing of the subsequent volunwary agrzsment of all parties subjec: 0 the
force-peoling provisions of this order.

[TIS THERETORE ORDERED THAT:

(1) The zcriicaticn of Mewbcurne Oif Coemozany ("\Ie‘vbour“ ) in C1<c No.
11355 for an order zcciing ail mineral interests from a Zegth of 3.000 fezr o the base of
the Mocrrow formaticn. being the primary zone of inrerest, underiving the following
described acreage n Section 4. Township 18 South. Range 28 East. NVMPM. Eddy
County. New Mexice and in the following manner:

(Q) Lots 1.2.35, and +and the S;2 N 2 (N/2 2cuivalenn
Of sa:d Section + therety forming a saanczard 320.+3-acre 235
spacing and proration urut for any and 2il ‘crmaticns and.or
pools ceveloped on 3Z20-acre spacing ~illin said vertical
extent. which preseatly inciudes but s not necessarily
limited to the Empire-Pennsyivanian Gas Pool: and.

(by Lots 3 and 4 and the $/2 NW./ L {NW/4 equivalenn
of sa:c¢ Section 4 to form a swandard 160.26-acre 2as spacing
and croraton unit for any and all formauons and/or pocis
deveicred on 160-acre spacing within said vertucai axien

is herzbv approved.

Said units ar= 0 be dedicated to Mewbourne's propesed Scoggin Draw 4" State
Com Well No. | to ze drilled 1630 fes: from the Norzh line and 990 fez: from the West
line (Unit E) of said Secrion 4. Said well location is considered to be "standard” for the
proposed 160.36-acre unit but is "unorthocdox” for the proposed 320.48-acre gas spacing
and proration unit. By Division Administrative Order NSL-3679, dated June 11, 1996,
this location was approved for the Empire-Pennsylvanian Gas Pool in the subject 320.48-
acre unit.






ENERGY . MINERALS AN NALURAL MEJVURLED JLs SUNd bl L
OIL CONSERVATION DIVISION

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

APPLICATION OF BURLINGTON RESOURCES Case No. 11613
OIL & GAS COMPANY FOR COMPULSORY POOLING,
LEA COUNTY. NEW MEXICO.

APPLICATION OF PENWELL ENERGY, INC. FOR Case No. 11622
COMPULSORY POOLING. LEA COUNTY, NEW MEXICO.

Order No. R-10709

BY THE DIVISION:

Tais cause zame on for hearing ar 3:12 a.m. on Occoer 3. 1866, ar Sanma F2. New
Mexico. cefors Zxaminer Michael E. Stogrer.

NOW, oo Zus  26th day of Novemeer. 1566, the Division Director. having
considersd the t2sumony. the reccrd and die recomurmendagcons Of the Examuner. and teing
fuily advised in the premuses.

(1) Ce pubiic actics having tes2a given as requirsd by law. die Division aas

jurisdiction Of xis cause and the subjec:t marer therscr.

(2) Tivision Case Nos. 11613 and 11622 were consolidated ar e sime of the
hearing for the curcose of esumeny Secause the approval of one case wil corresgondingly
require the deziai of the other and in order w0 provide a comprehensive Jecision in tiese
cases. one order saoculd be 2atersd for both cases.

(3) Cn August 26. 1956, the appiicant in Case 11613, Buriingron Resources Ou
& Gas Company. formeriy Meridian O Inc.. henceforth to be referred (o as "Burlingron”.
filed its appiicaccn se=king an order pooling ail mineral interests from e surtace to the
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base of the Bone Spring formaticn underlying the NW/4 SE/4 (Unit J) of Section 24.
Township 22 Scuth. Range 32 East. NMPM, Lea County, New Mexico, to form a
standard 40-acre oil spacing and proration unit for any and all formations and/or peols
developed on $0-acre spacing within said vertical exteat. which presently includes but is
not necessarily limited to the Undesignated West Red Tank-Delaware Pool and the
Undesignated Red Tank-Bone Spring Pcol. Said unit is to be dedicated to Burlington's
proposed Checlamate "24" Federal Well No. 1 (APT No. 30-025-32945) to0 be drilled at
a standard oil weil location 1980 feet from the South and East lines of said Section 24.

(4 On Septembper 10, 1596. the applicant in companion Case No. 11622,
Penwell Ezergy. [=c. ("Penwell™). tiled a competing pcoling applicadon in which Panweil
sesks to be designated operator of the arcrementucned +0-acre unit and its proposed
Checkers "24" Fageral Weil No. 1 to be drilled ar a standard oil weil location 1980 fesc
from the South and East lines (Unut J) of said Section 24.

(3 Ewidence preseared at the ume of the tearing indicates that from Apri 21,
1995 to0 Sertemeer 27, 1996, working interest ownersiip within the NW.,4 SE/ 4 of said
Secrion 24 was as ‘cllows:

F. Prince. [V, ok a Frederick K. Princs. [V of Washungren, OC L85
C. W. Trzircer eg ux Jackie Tralper of Scomscaie, Arizcna EiiatLA
Buriingrcn of Midland. Tex 301%
Ann Ranscme Loses of Albuguercue. New Mexico 2310%
Elizacesh Lose= of Albuguergue. New Mexice R
&) [2 meir erforss (c obwmaln 2 voiunwmry agre2ment. Zuriingron provided

resumony wiucs ndicares tat:

3. on Fedbruarv LS. 1SSZ. Buriingion filed an Appilcaticn Cr
Permit t0 Driil ("APD") whica was appreved by the UL S
Bureau of Land Managemeazr on May 4. 1995 and ar thus
time remains in fuil force and =2rfect:

b on Apri 21. 1S63. Buriingricn formaily provosed o the
other working intersst owners tfe voiuntary ‘crmaticn Of 3
40-acre oii spacing unit comsisting of the NW/'1 SE/L (Unut
D) of said Sec:zion 24 10 oe decicated o the sublect well © e
driiled and operated by Burlingron:

c on May 4. 1995, C. W. Trainer ("Trainer') rejected
Buriingron's progesal and ccuzter proposed that he operate
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this well which Burlington agresd to by signing Traine:'s authority
for expenditure ("AFE");

(d) from April. 1995 w August 14, 1996. Burlington had
numerous discussions with Trainer concsrning the subject
well and repeatedly reguested Trainer to commence the
well:

(e) during these discussions in 1996. Trainer stated that he
would sell his interest 10 Buriingron for S4.000.00 per acre:

(5 on August 1+ 19%6. Burlingron having determined that
Trainer protabiy had no intentions of commencing this weil,
agamn proposed the sudject weil with Burlingron as operator
to these same interest owners and requested their voluntary
jounder in this weil witun 30 davs orf their receipt of the

proposal:
ig; as of August 13, 1996, Buriington had Desz advised bv
Tramner that e would oot veluntariiv agre= «© Buriingten's
preposai:
‘hy on August 26. 1596, Buriingren [lied its pociing case and
requested that thus martier oe sef [Or a qearing sSerore the
.
>3

Division on the nex: avaiabie Examirer's
sche<uled for Segtemrer 19, 15666: anc.

Y on August 30. 1996 Trainmer sigmed a serurfied mad-remurs
receipt card showing accegtance of Buriingten's peoiing
applicaton. nowever. tecause Of a conriic: with the New
Mexico Oil Conservaticn Ccmmussion s hearu_ aedule.
the Division postponed its Sectemper 1€, 1966 deckar unail
Segtemper 26. 1996.

(N Evidence and estmoeny presezted by Penwell 1 sucrort Jf s reguest and
to counter Buriingron's application indicates lat:

(ay arter August 30. 1696, Trainer and F. Prnce. [V, aka
Frederick E. Princa. [V ("Prince") had contzeied Panweil,
informmed Panweil that 2oth the Trawner and Princ: inter=sis
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were to be pooled by Burlington. and entered into a verbal
agresment with Penwell to sell their interests to Penwell for
$100.00 per acre plus an overriding royalty, provided Peawell
could obuin the right to operate the well originally proposed by
Burlingrton ard commencs drilling the well by November 15, 1996;

(b) under this verbal agresment with Trainer and Prince,
Penwell had the cpton to withdraw from purchasing Trainer
and Prince’s interest if they were not sucsessiul in obuining
the right to operate the well:

(¢ on Sepremrer 10, 1696. as swarted previcusiv in Finding
Paragraph No. (4), above. Peaweil filed with the Division
a competng zcoling case against Burlington sesking to
orenate tus weil and requesied its Sase be ser [or fearing on
the Octoter 3. 1596 docket:

Q.
=

1iso on Segteper 0. 159€. the same date 3is flling its
ocoiing appiicanon. Peoweil sear its wrimaz oSrocosal 0
Burimgron:

e on Serremper 1Z. 1866, legal counse! for Penweil. fcrmaily
advised Buriingron thart Penweil had filed 1 comrulsory
pcoling appiication and proviced a copy of said apriication:
acd.

£ 3s OT the dare of ihe subrect Tearing. Penweil ad obained
the voluntary agresmest of [rainer, Princs. Aan Ranscme
Lose=. and Elizaberh Losee and had assignmed part of its
interast ©0 CoEzergy Caorai of Dezott. Micligan such that
the parties wcuid pay for fie costs of the weil is foilows:
Buriingron 3.40100%
Penweil Ezerzyv, Icc. 2
CoEzerzy Caamal 63.3387%
Ann Ransome Loses2 2.321C0%
Elizapedh Loses 2.32100%.

1
i
1
L

F]

® For mors than 17 —cnths. Buriingrcn has soughe 0 driil a weil on and
operate the subject acreage oniv 0 de frustrated Dy taculcs thar can Ce nerpreted as
actions taken ov both Trairer and Prince 0 avoid =eing ccoied ind 0 Jeiay tus matter.
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)] It would oniy serve to circumvent the purposes of the New Mexico Oil and
Gas Act to allow a record owner of a working interest (Trainer and Prince) in the spacing
unit at the time said party was served with a compulsory pooling application to avoid or
delay having that entire percsntage interest pooled by assigning, conveying, selling or
otherwise burdening or reducing that interest.

(10) Burlington having: (i) first proposed a well within the subject 40 acres
(ii) an approved APD for its proposed well (iii) afforded an oppormumnicy to Trainer for
more than 15 months for Trainer to drill its well and Trainer failing to do so and. (iv)
a proposal that is fair and reasonable and provides for an equitable solution for the
exploration of this 40-acre oil spacing and proration unit with the parties owning the
majority having aiready be=a provided the opportunicy to drill but having failed to driil
should be named the operator of the proposed standard +0-acre cil spacing and proration
unit comprising the NW/4 SE/4 (Uit I) of said Section 24 in which its Checkmate "24"
Federal Well No. 1 is to be dedicated and. in order to avoid the drilling of unnecassary
wells, to protec: correladve rights. to avoid wasie. and to afford to the owner of each
interest in said unit the oppormuniry to recover or receive withour unnecsssary expense his
just and fair share of the prcducdon in any pcol compietion resuiting from this order, the
applicadon of Buriingron in Division Case 11613 should te approved by pooling ail
mineral interesis. whatever thev may be. witun said umit. Correspondingiy, the
aprlication of Peawell in Case 11622 should therefcre be denjed.

(11)  Aayv non-consenung working intersst owner sioculd be arforded the
oprormnity to payv his share of the 2stimarted weil costs to the operator in lieu of paying
his share of reascnable well costs our of produczion.

(12)  Axy non-consequng woriong interest owner ‘who does 1ot pay his share of
estimated weil ccsis shcuid have withieid Tom producucn s share of e reasonable well
costs pius an addidonal 200 percent thersorl as a reasonabie charge {or the risk invoived
in the drilling or the well.

(13)  Aay non-conseating inrerest owner siould be arforded the opportuniry (o
objec: 1o the actual weil costs bur actual well costs should be adopted as the reasonabie
weil costs in the absencs of such oblecuon.

(13) Fecilowing derermination of reasonable well Costs. any non-conseating
working interest owner who has paid his share of estimated well costs siould pay to the
Operator any amcunt that reasonable well costs excesd estmated well costs and should
receive from the operator any amount that paid esumated weil costs exceed reasonable well

—-a

Costs.

BRRE A, 3l Ly
I-"‘s'-'.':".l.::i.“.:? x.
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(15) Burlington's proposed fixed overhead and administrative costs for its
Checkmate “24" Federal Well No. 1 are $5,000.00 per month while drilling and $500.00
per month while producing. Peawell in its attemnpt to operate the subject 40-acre tract
proposed fixed rates of $4.178.00 per month while drilling and $400.00 while producing
for its Checkers "24" Federal Well No. 1. Burlington cited the "1995 - Fived Rare
Overhead Survey”, published by Ernst & Young, LLP of Houston, Texas as the source for
its amounts. Burlington further testified thar its proposed rates reflect those that are
currently being charged by both Burlington as operator and by others on Delaware and
Bone Spring producing cil wells within the immediate area.

NDING:  Such overhead and adminisative charges are de=med to be fair and

[easonable.

(16)  $5.000.00 per month whule drilling and 3300.C0 per month while producing
should be fixed as reasonabie charges for supervision (combined fixed rates); the operator
siould be authorized to withhold from production the proportionate share of such
supervision charges atributable to each non-consenting working interest, and in addition
thereto, the operaror should be authorized to withhoid from production the proportionate
share of actual expendirures required for operating the subjec: well. not in excsass of what
are reasonable. arriburabie o each non-conseanng working interesi.

(17)  All proce=ds irom produczon from the subjec: well which are not distursed
for any reason shculd be placed In escrow to be paid to the true owner thereof ucon
demand and proof of ownersiup.

(13)  Uccn the failure of the operaror of said pccied umit o commence driiling
of the subject weil 1o which said unit is dedicated on or tefcre Decamrer 31, 1966, the
order pooling said unit should becorme auil and veoid and or ao erfec: whatscever.

(19)  Should all the parties to this forcz-pcoling reach voluntary agresmemnt

subsequent 10 2zry Of this order, this order should therearter be or no further erfect.

(20)  Trae orerarcr of the weil and unir should aoury the Director or the Divisica
in wrirng of the subseguent voiuntary agresmeant OF ail parties subjec: (0 the force-pooilng
provisions Of this order.

IT IS THEREFORE ORDERED THAT.

(L The application of Peawell Eaergy, Inc. in Division Case 11622 for an

order pooiing ail mineral interests from the surfacs to the base of the Bone Sporing
formation underiving the NW/'2 SE/4 (Unit J) of Section 24, Township 22 South. Range







DIALL UL LYY vl aAlLY
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. 11666
CASE NO. 11677
Order No. R-10731

APPLICATION OF INTERCOAST OIL AND

GAS COMPANY FOR COMPULSORY POOLING
AND UNORTHODOX GAS WELL LOCATION,
EDDY COUNTY, NEW MEXICO.

APPLICATION OF YATES PETROLEUM
CORPORATION FOR COMPULSORY POOLING
AND AN UNORTHODOX GAS WELL LOCATION,
EDDY COUNTY, NEW MEXICO.

ORDER OF THE D{VISION
ISTON:

This cause came on for hearing ar 8:15 a.m. cn Decemrer 19, 1996, at Santa Fe.
New Mexico, tefore Examiner David R. Catanach.

NOW, con this 13th day of January, 1597, the Division Director. having considerad
the estimony, the record. and the recommendations of the Examner. and being fully
advised in the premises.

FINDS THAT:

(D Due public notice having besn given as required by law, the Division has
jurisdiction of this cause and the subject matter thereor.

2 Division Case Nos. 11666 and 11677 were consoiidated at the tme of the
hearing for the purpose of testimeny, and. inasmuch as approval of one appiication would
necessarily reguire denial of the other, one order should be entered tor both cases.
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(3) The applicant in Case No. 11666. InterCoast Oil and Gas Company
(InterCoast), se=ks an order pooling all mineral interests from the surface to the base of
the Morrow formation underlying the E/2 of Section 20, Township 20 South. Range 28
East. NMPM, Eddy County, New Mexico, thereby forming a standard 320-acre gas
spacing and proration unit for any and all formations and/or pools spaced on 320 acres
within said vertical extent. which presently includes but is not necessarily limited to the
Burton Flat-Morrow Gas Pool and the Undesignated West Burton Flat-Atoka Gas Pool.
Said unit is to be dedicated to the applicant’s proposed InterCoast State “20" Well No. 1
to be drilled at an unorthodox gas well location 560 feet from the North and East lines
(Unut A) of Section 20.

(+) The appiicant in Case No. 11677, Yates Pstroieum Corporation  Yates),
se2ks an order pooling all muneral interests trom the surface to the base of the Morrow
formation underiving the E.2 of Secuon 20. Township 20 South. Range 28 East. NMPM.
Eddy County. New Mexico. thereby forming a swandard 320-acre gas scacing and
proration unit “or any and ail formations and/or pcols spacad on 320 acres within said
verzical extent. wiich presendy inciudes but is pot necessarily limited to the Burton Flat-
Morrow Gas Pcol and the Undesignated West Burtcn Flat-Atoka Gas Pool. Said unic is
t0 te dedicated :c the appiicant’s proposed Stenewail ~AQK™ Swmte Com Weil No. 1 o be
driiled at an uncrzhcdox gas well locanion 50 fes: tom the North and East lines « Unit A}
of Section 20.

(5 The subject weils and proration un:t are lecated within the Burton Flat-
Mcerrow Gas Pzel and within one mile of the West Burten Flat-Atcka Cas Pooi. both of
wihich are currendy governed by Ruie No. 102.C. of the Divisicn Cenerai Rules and
Rzgulations whica require swandard 320-acre 2as stacing and proraton umits with weils
t¢ ze lccated ac closer than 1630 feer from the end Scundary aor closer than ocd tfe=: rom
the side boundarv of the proration unit nor closer than 320 feet from any guarter-quarter
section line or sutdivision inner boundary.

(6) Bcth Yates and InterCoast have the right to dnil within the proposed
spacing unit and Soth seek to be named operator Of thelr resgeciive weils and the subject
prorarion unit.

) Yates and [nrerCoast have conducred negotiations prior o the hearing dut
have besn unaple to reach a voiuntary agreement as 0 wiich company wiil drill and
operate the weil within the spacing umnit.

() According to evidence and testimony presented by toth parties, the prumary
objective within the weilbore is the Morrow formation.



CASE NYO. 11666
CASE NO. 11677
Order No. R-10731
Page -3-

)] Both Yates and InterCoast are in agresment that the well which will
ultimately develop the subject proration unit should be located at the unorthodox gas well
location requesied by both parties. In support of this request, both parties presented
geologic evidencs and testimony which indicates that a well at the proposed unorthodox
location should peneate the Upper and Lower Morrow sand intervals in an area of greater
net sand thickness than a well drilled at a standard gas well location thereon. thereby
increasing the likelihood of obtaining commercial gas production.

(10) Oxy U.S.A. Inc., the affected offset operator to the north of the proposed
location. did net appear at the hearing in opposition or otherwise object to the proposed
unorthodox gas well location. No other orfset operator and/or interest owner appeared at
the hearing in cppositon to the proposed unorthodox gzas weil [ocatien.

(11)  Aprvroval of the proposed uncrthodox gas weil location will arford the
operator within the E/2 of Section 20 the opportunity to producs its just and 2quitable
share of the gas in the Burton Fiat-Morrow Gas Pool. will prevent the economic loss
caused by the drilling of unnecsssary wells. avoid the augme=ntation of risk arising from
the driiling of an excessive aumber of weils and will ctherwise prevent waste and protect
correiative rigits.

(12) Both Yates acd InterCoast submumed AFE's for the driling of their
rescective weils within the subject spacing unit. The AFE’s are oot substantaily dirferent
and soould not te a factor in deciding these cases.

(13)  Thae overhead rates prorosed by Yates acd InterCoast are not sutsiantaily
dirferent and aiso siould not be a factor in deciding these cases.

143 Both parties proposed that a risk pezaity of 200 percenr be assessed against
these interest cwners who do not participate in the driiling of a weil within e subjec:
spacing umnit.

(13) A brief description of the chrcnology of evenrs leading up to the hearing
in these cases s summarized as foillows:

Bv lemer dated August 30, 1696, InterCoast se=iks a farmout rom Yates in
Secticn 20 in order to driil an 11,250 foot Morrow test at a location 550
feet from the North and East lines (Unit A). Tae proposal dces not specify
which spacing umt will be urtilized:

Septemter 17, 1996—By phone conversation Yates inrorms [nrerCoast of
its desire ot to farmout the subject acreage:
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September 26, 1996--InterCoast files compulsory pooling application
seeking a N/2 spacing unit in Section 20 for a well to be drilled in Unit A.
Yates recsives notice of InterCeast’s compulsory pociing application on
September 30, 1996. A hearing is set for October 17, 1596:

By lerwter dated Ocober 1, 1996, complete with operating agresment and
AFE. InterCoast formally proposes the drilling of its well in Unit A of
Section 20.  Yates recesives [nterCoast’s letter October 9, 19G6.
[nterCoast’s hearing is posiponed until Novemeer 7, 1996, o allow Yates
the otcormunity to review the preposal:

Octcter 24, 1996—Yates informs [nterCoast that it prefers a dirferent well
loczation in the N/2 of Secton 20:

Bv lezer dated October 29. 1696, complete with operating agresment and
AFE. Yates proposes the driiling of the Stonewall “DD” State Com Weil
No. 3 ar a locaticn 990 feet from the North and West lines (Unit D) of
Secticn 20 to the intersst owners in the Stonewall Unit. The proposed
spacing anir is the N2, By lezer dated Ccrcper 21, 1556, Yates makes the
same proposal o InterCoast:

Novemrprer 7. 15G6--Yates and [nterCoast me2t n Aresia to discuss
deveicrment of Section 20. Each company insists on driling its respective
weil lccation. Both companies agres thar developing Sectcn 20 with stand-
up E. 2 and W2 spacing units wouid ailow both weils 0 be driiled and
igrae 10 pursue management approval of tfus opuon:

Bv lem=r dated Novemrer 11, 1696, InterCoast formaily proposes o driil
1 weil within Unit A (990 feer from the North and East lines) within a
stand-up proration unit comprising the E. 2 of Sectien 20:

Novermper 12, 1996--InterCoast :les a ccmpuisory peoling apeiication tor
provesed E/2 spacing unit:

Ncvember 13, 1996—Bv phone conversaden. Yates informs [nrerCoast that
it agre=s to develop Section 20 with stand up proration umits but proposes
that it =e allowed to driil both wells. InterCoast responds that it desires (0
drill and operate the well in the E.2:

By lemer dated Novemper 14, 1996, Yates formally propeses the driiling
of the Stonewall *DD” State Com Well No. 3 on 1 W/2 spacing unit to the
“Stcrewall Unit” interest owners:
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By lemter dated November 22. 1996, Yates formaily proposes to InterCoast
the drilling of the Stonewall “AQK™ State Com Well No. 1 at a location
990 fe=t from the North and East lines (Unit A) of Section 20. The
proposed spacing unit is the E/2;

November 26, 1996—Yates files an application for the compulsory pooling
of the E.”2 of Sectionr 20;

Decameber 2-13, 1666-—-0Ongoing discussions berwesn the parties.

(16) Land testimeny presented by both parties in this case, which is generally
in agreement. indicates that:
a) 120 percent of the SE.'4 and 5 percent of the NE./2 of Secticn 20 are
subject to an exisung umit agresment. the Stonewail Unit
Agresment. in which Yates is the cperator:

r&

b) “ates Peocleum Corporation. Yates Dniling Company. Abo
2croleumn Corporation and Myco [ndusdies. Imc.. (the ~Yates
rrzup ) coilecdvely own 37.7 percant of the prorosed spacing umit.
Ta addition. Yates testified that bv virtue of the Stonewail Unit
A greement. it conmois an additicnal 14.763 percant of the preposed
sTacing unit:

«nro

<) he 97 cercenr working intersstin he NE/2 of Section 20 which s
oot subject to the Sionewail Tt Agresment 1 owned
approximately as follows:

Karr-McGes Corporation—-—-—-—-—3 percen
Diamond Head Propertes, L.P.--———=7 percent

d) ty virtue of a farmout agresment with Kerr-McCes Corporaticn.
InterCoast  will “earn”™ arproximarely 24.101 perceat of the
crorosed spacing unit. Under the erms of the farmout agresmernt.
1 weil must be commeaced by February 17, 1997, or the farmout
agreement will expire. Land testimony by InterCoast further
indicates that the subject farmout agreement wiil remain in erfect
2ven if Yates is named orerator of the well and umit. provided
however. such well must be commezcsd by the driling deadline
described above.
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(17) Diamond Head Properties. L.P. submirted correspondence to the Division
in these cases on December 12, 1996, in which it stated that it will remain neutral as to
its preferenc= of operator and that it will most likely join in the drilling of the well in the
E/2 of Section 20 regardless of who operates.

(18) Interest ownership within the spacing unit is summarized as follows:

Yates Peroleum Corporation 19.655%
Yates Drilling Company 7.742%
Abo Perroleum Corporation 2.381%
Myco Industries. [nc. 7.742%

Stonewall Unit Owners (Other than 14.763%

the Yates Group)

InterCoast Oul and Gas Company  24.101

Diamond Head Progerties. L.P. 25.416%
(1)  Yates and the Yates Group own apcroximateiy 19.633 percear and 37.7
percent, respecuvely, within the saacing unit. [nterCoast, bv virtue of the farmout
agresment with Kerr McGes. wul earn 2+4.101 percenc of the spacing unit uren the driiling
of a well in the E.2 of Section 20. )

(20)  Yates testified that if named operatcr of the subject spacing umnit. it will
commence driiling the Stonewall “AQK™ State Com Well No. 1 by the driiling deadline
in order to preserve InterCoast’s farmeut igresment.

(21)  Yates conends it should te ailowed o driil its Stenewall ~AQK™ Sate Com
Weil No. | and operate the E. 2 of Section 20 for the tollowing reascns:

a) coilectively, the Yares Group owns a larger percentage of the
spacing unit than [nterCoast-37.7 percenr to 14.101 percent:

b) Yates has the suprort of several of the interest owners in the
Stonewall Unit. whiie [nrerCoast has been unable to secure the
support of any of these (nersst owners:

) Yates has driiled and operated rwvency-one welils in the Stcnewail
Unit since 1973;

d) the Stonewall Unit area is very compiex and as operator. Yates is
the most familiar with it and best able to deal with the land.
accounting and dismibution of produciion preceeds.
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(22)  InterCoast contends that due to the fact that it developed the prospect, it
should be allowed to drill its InterCoast State "20" Well No. | and operate the E/2 of
Section 20.

(23) The evidence. testmony and information obtained from Division records
indicates that:

a) within the Stonewail Unit area. which encompasses ail or portions
of Secuons 19. 20. 29 and 30. Yates has drilled five weils 10 a
depch surficient o produce che Morrow formartion. Most of the
driiling and production irom the Burton Flat-Morrow Gas Pool
within the Stonewail Unit area occurred during the pericd from
approximately 1573 to 1587, and. with the excepton of the
Stonewall "EP” State Weil No. 1. lccated in Unit N of Section 19,
which 1s currsndy an acive preoducing weil ' the Morrow
rormation. ail orf die other weils have Seen piugged ind abanconed:

D) 2ven though Yates has hac the oprerwuniry (o deveicp the N.2 or
E.Z orf Secton 20 in the Burton Fiat-Morrow Gas Poci since [973.
:t appareatly chose nct to do so unti such tme as [nterCoast. on

-

September 3. 1GS6. scughr a Zarmceur of s acteage in Section 20:

<) 25 a result of the agreement reacied with [nterCrast o Jdevelop
Secton 20 witd stiand-up proration amuts. Yaes sl have the
crrorumry (© develcp the W.2 or tus secucn Sy driiling s
Stcnewail "DD” Siwate Com Welil No. 3 in Unit D¢

d) aithough there is a fairly signiricant Jifference in interest ownersiup
in the E/2 of Seczion 20 berwesn the *Yates Group ™ and I[nrerCoast.
this criteria shouid not be the deciding factor in this case.
InterCoast dces have a suCswantal siake in the proposed weil:

e) Yates' land wimess tesufied under cross exarmuination that in the
event InrerCoast is named operatcr of the E.2 orf Secuen 20.
accounring and dismibuticn of preduction procgeds stould net be a
rroblem for InterCoast.

(24) In the absencs of other comreiling factors. the oreratorship of the E/2 of
Section 20 should be awarded to the orerator who originaily deveioped the prospect.
developed the z=clogic data necessary 0 determine the opumum weil iccation. and initiaily
sought to obwain farmout or voluntary agresment to driil is well.
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(25) InterCoast should be designated operator of its proposed well and the
proposed spacing unit.

(26) The application of Yates Petroleum Corporation in this case should be

deajed.

(27)  To avoid the drilling of unnecassary wells, to protect correlative rights. to
avoid waste, and to afford to the owner of each interest in said unit the oppormnity to
recover or recesive withour unnecsssary expense his just and fair share of the preduction
in any pool completion resulting from this order. the application of InterCoast Otl and Gas
Company sheuid be approved by pooling all mineral interests. whatever they mayv be.
within the E:2 of Section 20.

(28) Any non-consenring working interest owner should be afforded the
opporuniry (o pay his share of estimarted weil costs to the operator in liew of paying his
share of reasonabie well costs out of produc:ion.

(29)  Any non-comsenting working interest owmner who does not payv his share of
estimated weil costs shouid have withheld Tom producuon hus share or the reasonabie well
costs pius an acdditional 200 percext thereor as a reasonabie charge for the risk invoived
in the drilling of the weil.

(30)  Anv non-consenting working inrerest owner siiculd te arforded the
ODCOITUINITY 0 object to the acmal wei cosis but actual weil costs sheuid be adopred as the
reascnable weil costs in the absence of suca objection.

131,  Foilowing derermization of reasonabie well Cosis. any non-consenting
Wworking interest owner wno has paid his share of estimated costs should pay to the
operator any amount that reasonabie weil costs excesd esumated well costs and should
receive from the operaror any amournt that paid esumated well costs exceed reasonabie weil
COsts.

(32) 35819.00 per menth while driiling and 356<4.00 per month while producing
shouid be fixed as reasonable charges for supervision (combined fixed rates); the operator
should be authorized to withhold from produczon the proportionate share of such
supervision charges atributabie to 2ach non-consenting working interest. and in addition
thereto, the operaror should be authorized o withhold from producton the proportionate
share of actual expendirures required for operating the subject well. not in excess of what
are reasonabie. amributable to sach aon-consenring working interest.






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. 11660
CASE NO. 11667
Order No. R-10742

APPLICATION OF SANTA FE ENERGY
RESOURCES INC. FOR COMPULSORY
POOLING, EDDY COUNT«, NEW MEXICO.

APPLICATION OF PENWELL ENERGY
INC. FOR COMPULSORY POOLING, EDDY
COUNTY, NEW MEXICO.

ORDER OF THE DIVISION
BY THE DIVISION:

This cause came on for hearing at 8:15 a.m. on November 21 and December 19,
1996, at Santa Fe, New Mexico, berore Examiner David R. Catanach.

NOW, on this 16th day or January, 1697, the Divisicn Director, having consicersd
the testimony. the record, and the recommendations of the Examiner. and being :ully
advised in the premises,

EINDS THAT:

O Due public notice having been given as required by law, the Divisicn has
jurisdiction Jf this cause and the subject matter thereof.

3] Division Case Nos. 11660 and 11667 were consoildated at the time or the
hearing for ke purpose of testimony, and, inasmuch as the approval of one application
would necsssarily require denial of the other, one order should be entered for both cases.

) The applicant in Case No. 11660, Santa Fe Energy Resources, Inc. (Santa
Fe), seeks an order pooling all mineral interests from the surtface to the base of the
Morrow formartion underiying the following described acreage in Section 29. Township
23 South, Range 26 East, NMPM, Eddy Counry, New Mexico, and in the following
manner:
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the E/2 forming a standard 320-acre gas spacing and
proration unit for any and all formations and/or pools
spaced on 320 acres within said vertical extent which
presently includes but is not necsssarily limited to the
Undesignated Frontier Hills-Strawn Gas Pool and the
Undesignated South Carisbad-Morrow Gas Pool; and,

the NE/4 forming a standard 160-acre spacing and proration
unit for any and all fcrmations and/or pools spaced on 160
acres within said vertical extent.

Said units are to be dedicated to the appiicant’s proposed Sheep Dip “29" Federal
Com Well No. 1 to be driiled at a standard gas we!l location 1980 fe=t from the North line
and 660 feet from the East line (Unit H) of Section 29.

(4) The applicant in Case No. 11667, Peawell Energv Inc. (Peawell), seeks an
order pooling all mineral interests from the surtace to the base of the Morrow formation
underlying the following described acreage in Secticn 29, Township 232 South, Range 26
East, NMPM. Eddy Counry, New Mexico. and in the following manner:

the E/2 forming a standard 320-acre gas spacing and
proration unit for any and ail formanons and/or pocis
spaced on 320 acres within said vertical exmenr which
presently includes but is not necsssarily limited to the
Undesignated Frontier Hills-Sqawn Gas Pooi and the
Undesignated South Carisbad-Morrow Gas Peooi: and.

the SE/4 forming a standard 160-acre spacing and proration
unit for any and ail formations and/or pools spacsd on 160
acres within said verticai extent.

Said units are ¢ be dedicated :0 the applicant’s prorosed F. H. “Z9" Federal Com
Well No. 1 to be drilled at a standard gas well locatdon 1980 fes: from the South line and
660 feat from the East line (Unit I) of Section 29.

®)) Both of the proposed wells are lccated within one mile of the South
Carisbad-Morrow Gas Pool and the Fronder Hills-Strawn Gas Pcol. The South Carisbad-
Morrow Gas Pcol is currently a prorated gas pool governed by the Gezneral Rules for the
Prorated Gas Poois of New Mexico/Special Rules and Regulations for the South Carisbad-
Morrow Gas Pool as contained within Division Order No. R-3170, as amended, whica
require standard 320-acre gas spacing and proration units with wells to be located no
closer than 1980 fe=t from the ead boundary nor closer than 660 feet from the side
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boundary of the proration unit nor closer than 330 fest from any quarter-quarter section
line or subdivision inner boundary. The Frontier Hills-Strawn Gas Pool is currendy
governed by Rule No. 104.C. of the Division General Rules and Regulations which
require standard 320-acre gas spacing and proration umts with weil to be located no closer
than 1650 feet from the end boundary nor closer than 660 feet from the side boundary of
the proration unit nor closer than 330 feet from any quarter-quarter section line or
subdivision inner boundary. -

(6) By Order No. R-10328 dated March 27, 1995, the Oil Conservation
Commission suspended gas proration in the South Carisbad-Morrow Gas Pzol until such
time as prcduction data or other informativn incicates the pool should again be prorated.

N Both Santa Fe and Penweil have the right to drill within the proposed
spacing units and both sesk to be named operator of its respective well and the subjec:
proration units.

(8) Santa Fe and Penwell have ccrncucted [imited negouations prior to the
Qearing bur 2ave tesn unable to reach a voluntary agresment as 0 whicd company will
drill and ogperate the well within the E/2 of Se<:ion 29.

9 According to evidence and tesdmeny presented by both parties. the primary
Objectve within subject weils is the Morrow formation. Although both companies propose
to drzil at a standard gas well location within the E.2 of Section 29. there is Jisagresment
berwesn the rarties with regards to what is the cptimum weil lecation.

(10)  Both companies proposec overhiead rates of $5828.C00 while driiling and
3546.C0 while producing, and both propesed thart a risk penaity of 200 percezr be assessed
against those interest owrers who do not participare in the driiling of a “vell within the
subject spacing unit.

(11) A brief description of the chroncicgy of 2veats leading up ¢ the tearing
in these cases is summarized as foillows:

Novemter, 1995--Psaweil acquirss an interest in Seczons 28 arnd 19,
Towrship 23 South, Range 26 East, NMPM;

Early 1666--Penweil seeks and obtains a farmout of Santa Fe's and J. M.
Huter’s interest in the N/2 of Section 28. In August, 1996, Peaweil and
its partners, Co-Energy Centrral Exploration Inc. (Co-Energy) and S & P
Company, spud its F. H. “28" State Com Well No. 1. located in Unit C of
Seczicn 28, as a Morrow test. As of tke date of the hearing, compietion
efforts are underway on this well:
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By lecter dated September 25, 1996, complete with operating agreement and
AFE, Santa Fe formally proposes to Penwell and Co-Energy the drilling of
its proposed Sheep Dip “29" Federal Com Well No. 1 at a location 1980
fest from the North line and 660 feet from the East line. The proposed
spacing unit is the E/2 of Section 29.

On or about the time Santa Fe proposes drilling its well to Penwell and Co-
Energy, it stakes a well location on Penweil’s lease in Section 29;

By lecter dated October 1, 1996, complete with operating agreement and
AFE, Penwell formally proposes to Santa Fe the drilling of its F. H. *29"
Federal Com Weil No. 1 at a locationr 1980 feet from the South line and
660 fes: from the East line. The proposed spacing unit is the E:2 of
Section 29;

October 15, 1996—-Peawell files a compulsory pooling application for its
proposed F. H. “29" Federal Com Weil No. 1. The hearing is set for
Novembper 7, 1966. The case is mistakeniy dismissed at the November 7th
hearing.

Cczoter 24, 1596—Santa F= files a compulsory pooling arplication for its
Shesp Dip “29" Federal Com Well No. 1. The hearing is ser for
November 21, 1596.

During this time pericd, Peaweil formaily proposes to Santa Fe the driiling
of its F. H. State “28" Com Weil No. 2 in Unit K of Section 28. Sanma Fe
elecss 10 participate in the drilling of this weil and on November 7, 1996,
Santa F= recurns a signed AFE to Peaweil:

Noverber 12, 1996—Panweil re-files a compuisory pcoling appiication for
its preposed F. H. “29" Federal Com Well No. 1. The hearing is set for
Decemrter 5, 1996;

Novemrer 21, 1996—Conscliidated hearing for Case Nos. 11660 and 11667
takes piacs.

P,V
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(12) Land testimony preseated by both parties in these cases, which is generally
in agreement, indicates that the interest ownership within the proposed spacing units is as
follows:

Co-Energy Central Exploration Inc. 36.125%
Penwell Energy Inc. 8.250%
S & P Company 5.625%
Santa Fe Energy Resources, Inc. 50.000%

(13) Both Co-Energy and S & P Company have signed Penweil’s AFE and
operating agreement for the drilling of the F. H. “_9" Federal Com Well No. 1.

(14) Both Santa Fe and Penwell effecdvely control 50 perceat of the proposed
spacing units.

(13) Both Santa Fe and Peawell presented as evideoce AFE’s for the drilling of
their respective wells within the subject spacing unit. The well costs are summarized as
foilows:

ompany Complesed Well Costs Drv Hole Costs
Penwell §791,071 564,000
Santa Fe $942.0C0 3628.0C0

(16)  Santa Fe presenred 2vidence which shows that during 1596. it participated
in the driiling of two Morrow gas wells driiled by Penweil. This evidence further shows
that in these %0 instancss. Peaweil under-estimated its weil costs by approximately 40 and
73 percent.

(17) Proposed well costs should got be a factor in deciding these cases.

(13) Both Santa Fe and Penowell presented their respecive geologic
interpretations of the Strawn and Morrow formations within this area.

(19)  Santa Fe’s geologic interpretation indicates that:
a) a well drilled at its proposed location should encounter a greater

amount of gross limestone within the Strawn formation than a well
drilled at Penwell’s proposed location;
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b) a well drilled at its proposed location should encounter ten feet or
more of Lower Morrow “A” sand, while a well drilled at Penwell’s
proposed location should encounter zero feet of Lower Morrow
“A” sand; and,

c) Penwell’s F. H. “28" State Com Well No. 2, currently being drilled
in the S/2 of Section 28, should encounter a minimal amount of
gross limestone in the Strawn formation and zero feet of Lower
Morrow *A” sand.

(20)  Penwell’s geologic interpretaton indicates that:

a) a well driiled at its proposed location should encounter a greater
amount of Strawn carbonate than a well drilled at Santa Fe's
proposed location: and,

b) a well drilled at its proposed location should encounter ten feer of
the Lower Morrow sand interval., whiie a weil drilled at Santa Fa's
proposed lccatien should encounter approximately 34 fest of sand
in this intervali.

(21) The evidencs and testimony preseated by both parties in these cases
indicates that:

a) Penwell initdally deveioped the prospect in the N/2 of Section 28
by first proposing to driil the F. H. *28" Siate Com Weil No. 1;

b) in lieu of participatng in the driiling of the aforesaid well, Santa Fe
sought to minimize its risk by farming out its interest to Peawell in
the N/2 of Section 28;

c) Panweil has recently compieted driiling its F. H. 28" State Com
Weil No. 1. The weil was producton tested in the Morrow
formarion at a rate of approximately 2.0 MMCFGD and was DST'd
in the Strawn formation at a rate or approximately 7.0 MMCFGD;

d) Paawell is currently drilling its F. H. “28" State Com Well No. 2
in Unit K of Section 28;
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e) Santa Fe, an interest owner in the aforesaid F. H. “28" State Com
Well No. 2, has elected to voluntarily participate in the drilling of
this well even though its geologic interpretation shows that a well
at this location has little or no chance of being productive in the
Strawn and Morrow intervals; and,
f) Peawell’s geologic interpretation of the Strawn formation appears

to be more accurate than Santa Fe's when initial reservoir pressure
data is integrated into the interprertation.

(22)  In the absence of other compeiling factors, the uperatorsiip of the E/2 of
Section 29 should be awarded to the operator who initially developed the prospec:. who
initially undertook the risk involved in the driiling of the F. H. “28" State Com Weil No.
1, and whose geologic interpretation appears to more accurately depict the Strawn
reservoir underlying the subject acreage.

(23)  Penwell shculd be designated operatcr of its proposed weil and the proposed
spacing units.

24)  The application of Santa Fe Energy Resources. Inc. in Case No. 11660

should be deqied.

(25)  To avoid the driiling of unnecsssary wells, to protec: correlative rigits. to
avoid waste. and to afford to the owner of each interast in said units the oppormunury to
recover or recesive without unnecsssary expense 2is just and fair spare of the produc:ion
n any poci completion resuiting from this orcer. the appiication of Peaweil Energy Iac.
in Case No. 11667 should be approved by pooiing 2il mineral interests. whatever they may
be, within the E/2 and SE/4 of Section 19.

(26) Any non-consenting working interest owner should be arforded the
oppormnity 0 pay his share of estimated weil costs to the operator in lieu of paying his
share of reascnable well costs out of producrion.

27)  Any non-conmseating working intersst owner who does 1ot pay his share of
estimated weil costs should have withheld from production his share of the reasonable well
costs plus an additional 200 percexnt thersof as a reasonable charge for the risk invoived
in the drilling of the weil.

(28) Any non-conseating working interest owmner shouid be arforded the
oppormunity o object o the acmual weil costs bur actual well costs should be adopred as the
reasonable ‘wve!ll costs in the absence of suca objecdon.
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(29) Following determination of reasonable well costs, any non-consenting
working interest owner who has paid his share of estimated costs should pay to the
operator any amount that reasonable well costs exceed estimated well costs and should
receive from the operator any amount that paid estimated well costs exceed reasonable well
costs.

(30)  $5828.00 per month while drilling and $546.00 per month while producing
should be fixed as reasonable charges for supervision (combined fixed rates); the operator
should be authorized to withhold from production the proportionate share of such
supervision charges attributable to each non-consenting working interest, and in addition
thereto, the operator should be authorized to withhold from production the proportionate
share of actual expenditures required for operating the subject well, not in excess of what
are reasonable, auributable to each non-consenting working interest.

(31)  All proceeds from production from the subject well which are not disbursed
for any reason should be piaced in 2scrow to be paid to the que owner therecf upon
demand and proof of ownership.

(32) Upon the failure or the operator of said pooled units to commencs the
drilling of the weil to which said units are dedicated on or befors Aprii 15, 1997, the
order pcoling said units should become nuil and void and of no effect whatscever.

(33)  Should all the pardes to this forced peoling order reach voluntary agresment
subseguent 0 enrry of this orcer. this order shail therearter be of no further effec:.

(34) The operator of the weil and units shall notfy the Director of the Divisicn
in writing of the subsequent voiuntarv agresment of all parties subjec: to the forced
pooling provisions of this order.

IT IS THEREFORE ORDERED THAT:

(1) The appiicadon of Sanra Fe Energy Rescurces, Inc. in Case No. 11660 for
an order pcoling ail mireri interests from the surface to the base of the Morrow formaticn
underiying the E/2 and NE/4 of Secdon 29, Township 23 South, Range 26 East. NMPM.
Eddy Counry, New Mexico, said units to be dedicated to the appiicant’s proposed Sheep
Dip “29" Federal Com Weil No. 1 to be driiled at a standard gas weil locadon 1980 fest
from the North line and 660 feet from the East line (Unit ) of Secuon 29. is hereby

denied.
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) The application of Penwell Energy Inc. in Case No. 11667 for an order
pooling all mineral interests from the surface to the base of the Morrow formation
underlying the following described acreage in Section 29, Township 23 South, Range 26
East, NMPM. Eddy County, New Mexico, and in the following manner, is hereby

approved:

the E/2 forming a standard 320-acre gas spacing and
proration unit for any and all formations and/or pools
spaced on 320 acres within said vertical extent which
creseady includes but is not necessarily limited to the
Undesignated Frontier Hills-Srawn Gas Pool and the
Undesignated South Carisbad-Morrow Gas Pool;

ke SE/4 forming a standard 160-acre spacing and proration
2nit for any and all formations and/or pools spacsd on 160
acres within said vertical extent.

Said 2nits shail be dedicated to the applicant’s proposed F. H. 29" Faderai Com
Weil No. 1 :c ze driiled at a standard gas weil lccation 1980 fe=: Tom the South line and
6€0 feet from he East line (Unit I) of Seczion 29.

PROVIDED HOWEVER THAT, the crerator of said units shall commence the
driiling of saic weil on or berore the 13th day of Apri. 1597, and shall therearter continue
the driiling -r said weil with due diligence :c 2 decth surficient to test the Morrow
formation.

PROVTDED FURTHER T=AT, in rthe avenr said operator does not commence the
driiling of saic weil on or before the 15th day of Aprii. 1997, Ordering Paragraph No. (1)
of this order shall be nuil and void and of no sffect whatsoever, unless said operarcr
obtains a tirme 2xrension from the Division Diracor for goed cause shown.

PROVTDED FURTHER THAT, should said weil not be driiled to compietion. cr
abandonmexzr. within 120 days arter commencsment thereof, said operator shail appear
before the Division Director and show cause wny Ordering Paragrapn No. (1) of this order
shouid not te -escinded.

<) Panwell Energv Inc. is heredv designated the operator of the subject well
and units.
(3) After the erfecuve dare of this order and within 50 days prior to

commencing :aid weil, the cperator shail furnisa the Division and each xnown working
interest owner in the subject units an itemized schedule of esumated well costs.






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. 11107
Order No. R-10242

APPLICATION OF MARALO INC.
FOR COMPULSORY POOLING, EDDY
COUNTY, NEW MEXICO.

RD D 10N

BY D

This cause came on for hearing at 8:15 a.m. on November 10 1994, at Santa Fe,
New Mexico, bcfon: Examiner David R. Catanach.

NOW, on this 14th day of Novcmber. 1994, the Division Director, having
considered the record and the recommendations of the Examiner, and being fully advised
in the premises,

FINDS THAT:

Pursuant to the Motion to Dismiss and Motion to Compel filed in this case by
Bass Enterprises Production Company, the Division has determined that this case should
be dismissed.

IT IS THEREFORE ORDERED THAT:
Case No. 11107 is hereby dismissed.

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

STATE OF NEW MEXICO
OIL CONSERVATION DIVISION

S E AL




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

IN THE MATTER OF THE APPLICATION CASE NO. 11107
OF MARALO. INC. FOR COMPULSORY
POOLING, EDDY COUNTY, NEW MEXICO

MOTION TO DISMISS

Comes now BASS ENTERPRISES PRODUCTION COMPANY
("Bass"), by its attorneys. Kellahin and Kellahin. enters its appearance in
this case as an interested party in opposition to the applicant and moves the
Division to dismiss this case for the following reasons:

(1) On Friday. September 2, 1994. Bass Enterprises
Production Company received a letter from Maralo Inc.
("Marazlo”) which is referenced a "Farmout Request” and in
which Maralo requested Bass to farmout its interest in the
NW/4 of Section 30. T23S. R30E. NMPM. Eddyv County.
New Mexico. See Exhibit "A" attached.

(2) Maralo did not indicate to Bass that there was any urgency
to this matter nor did Maralo request a reply to the farmout
by any specific date.

(3) Maralo failed to put Bass on notice that Maralo would
institute compulsory pooling actions against Bass in the
absence of Bass' immediate acquiesces to Maralo's request.

(4) Without waiting for a response from Bass. on Tuesday.
September 6, 1994, counsel for Maralo filed a Compulsory
Pooling application. See Exhibit "B" attached.

(5) Maralo provided Bass with less than two (2) full regular
business days in which to review and respond to Maralo's
request for a farmout.
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(6) Maralo has not yet afforded to Bass a reasonable
opportunity to form on a voluntary basis a spacing unit for the
subject well.

(7) Contrary to the custom and practice before the Division
and in violation of Section 70-2-17 (c) NMSA (1978), Maralo
has prematurely instituted compulsory action against Bass
without first undertaking a good faith and reasonable effort to
form a spacing unit on a voluntary basis for the drilling of the

subject well.

(8) Maralo seeks to use the compulsory pooling statute as a
negotiation strategy against Bass rather than as a remedy of
last resort when all efforts for obtaining a voluntary
agreement have failed.

(9) Maraio has acted in bad faith in instituting this
compulsory pooling case.

(10) Maralo’s application is premature and must be dismissed.

WHEREFORE Bass Enterprises Production Company requests that
-the Division Hearing Examiner grant this motion and dismiss Oil

Conservation Division Case 1110.”.§ ‘
% )
Nt e

W. Thomas Kellahin

Kellahin & Kelfahin

P. O. Box 2265

Santa Fe, New Mexico 87504
(505) 982-4285

CERTIFICATE OF SERVICE

[ certity that a copy of this pleading was transmitted by facsimile to counsel tor
applicant this 25th day ot September, 1954.

W. Thomas Keflahin






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. 11434
ORDER NO. R-10545

APPLICATION OF MERIDIAN OIL, INC. FOR COMPULSORY POOLING AND
AN UNORTHODOX GAS WELL LOCATION, SAN JUAN COUNTY, NEW
MEXICO.

ORDER OF THE DIVISION
BY THE DIVISION:

This cause came on for hearing at 8:15 a.m. on January 11, 1996, at Santa F=,
New Mexico, before Examiner Michael E. Stogner.

NOW, on this 22nd  day of February, 1996, the Division Director, having
considered the record and the recommendations of the Examiner, and being fully advised
in the premises,

FINDS THAT:

(¢} Due public notice having been given as required by law, the Division has
jurisdiction of this cause and the subject mater thereof.

(2)  The applicant, Meridian Qil, Inc. ("Meridian"), seeks an order pooling ail
mineral interests in the Blanco-Mesaverde Pool underlying an existing 313.63-acre gas
spacing and proration unit comprising Lots 1, 2, 7, 8, 9, 10, 15, and 16 (the E/2
equivalent) of Section 23, Township 31 North, Range 9 West, NMPM, San Juan County,
New Mexico, for the drilling and completion of its proposed Seymour Well No. 7-A to
be drilled at an unorthodox infill gas well location 1,615 feet from the South line and
2,200 feet from the East line (Unit J) of said Section 23.

3) Said unit is currently dedicated to Meridian's Seymour Well No. 7 (API
No. 30-045-10597), located at a standard gas well location 1,170 feet from the North line
and 970 feet from the East line (Lot 1/Unit A) of said Section 23.

P
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(4) By New Mexico Qil Conservation Commission ("Commission™) Order No.
799, dated February 25, 1949, the Blanco-Mesaverde Pool was created, defined. and 320-
acre spacing was established therefor. By Order No. R-128-C, issued on December 16
1954 the Commission instituted gas prorationing in the Blanco-Mesaverde Pool to be mac
effective March 1, 1955. By Order No. R-1670-T, dated November 14, 1974, the rules
governing the Blanco-Mesaverde Pool were amended to permit the optional “infill drilling”
of an additional weil on each 320-acre gas spacing and proration unit within the Blanco-
Mesaverde Pool.

5 Prior to the hearing Doyle Hartman and Margaret Hartman, .Joing business
as Doyle Hartman, Oil Operator ("Hartman"), who own a 12.500% working interest in
the subject acreage, filed a motion to dismiss this case. By letter dated January 8, 1996
the Division denied Hartman's request and this matter remained on the Division's docket
for the immediate hearing.

(6) At the time of the hearing Hartman and Four Star Oil & Gas Company
("Four Star") again requested that this matter be dismissed on the grounds that the subject
acreage is currently subject to an Operating Agreement and 2 Communitization Agreement
that have been in effect since 1953 and that Meridian failed to undertake reasonable efforts
to obtain voluntary joinder of their respective interests in drilling the proposed infill well.

)] Meridian was allowed to present testimony on land and ownership matters
in this case, which indicates that:

(a) the E/2 equivalent of said Section 23 consists of two
separate Federal oil and gas leases, cach dated May 1, 1948,
with:

@ tract 1| comprising the NE/4 equivalent of said
Section 23 issued to John C. Dawson; and,

(i) tract 2 comprising the SE/4 equivalent of said
Section 23 issued to Claude A. Teel;

(b)  on March 30, 1953 a communitization agreement was made
for the E/2 equivalent of said Section 23 between Southern
Union Gas Company, Meridian's predecessor in interest and
as operator of the Seymour Well No. 7, and Skelly Qil
Company, Four Star's predecessor in interest;

(©) on April 10, 1953, the working interest owners in the E/2
equivalent of said Section 23 entered into an operating
agreement which:
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(i) provided for the drilling of the Seymour Well No. 7
in Unit "A" of said Section 23;

(if)  designated Southern Union Gas Company operator
of the unit;

(iii) governs operations in the Mesaverde formation in
the E/2 equivalent of said Section 23; and,

(iv) binds the successors and assigns of the original
parties; and,

(d) on November 10, 1953 Southern Union Gas Company
spudded the Seymour Weil No. 7 and completed it as a
producing Mesaverde gas well to which the E/2 equivalent
of said Section 23 was dedicated. .
(8) By letters dated January 27 and April 12, 1993 Meridian advised all
working interest owners within this 320-acre unit that the 1953 Operating Agreement did
not contain any subsequent well provisions and therefore proposed a new Joint Operating
Agreement for the drilling of an "infill® Blanco-Mesaverde well in the SE/4 equivalent of
said Section 23.

(9)  Meridian by letter dated October 31, 1995 renewed its request for a
voluntary agreement of the working interests for the drilling of the proposed infill well.
Eight days later by letter dated November 8, 1995 Meridian filed with the Division its
application to force pool this acreage for the Seymour Well No. 7-A.

(10) It is both Four Star's and Hartman's position that pursuant to Section 70-2-
17.C of the New Mexico Oil & Gas Act of N.M.S.A. 1978 the owners of Mesaverde rights
in the E/2 equivalens of said Section 23 have a voluntary agreement in place and that the
Division may not force pool this acreage. .

EINDING: Pursuant to Section 70-2-17.E. of said Act the Division may modify
the 1953 Operating Agreement to the extent necessary to prevent waste. The Division
therefore has jurisdiction over this matter.

(11)  Meridian, however, failed to make reasonable efforts to adequately obtain
voluntary joinder of all working interests for further development of this acreage prior to
filing its application, see Finding Paragraph (9), above; therefore, this case should be
dismissed at this time.
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[T IS THEREFORE ORDERED THAT:

Case No. 11434 is hereby dismissed.

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

STATE OF NEW MEXICO
OIL CONSERYATION DIVISION

Director

SEAL



