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KELLAHIN, KELLAHIN & AUBREY 
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Santa Fe, New Mexico 87504 

RE: CASE NO. 10632 
ORDER NO. R-9816 

Dear Sir: 

Enclosed herewith are two copies of the above-referenced Division order recently entered in the 
subject case. 

Sincerely, 

Sally E. 'Leichtle 
Administrative Secretary 

cc: BLM - Farmington 
OCD Aztec Office 
Steve Keene 
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December 22, 1992 

Michael E. Stogner HAND DELIVERED 
Hearing Examiner 
O i l Conservation Division 
310 Old Santa Fe T r a i l 
Room 219 
Santa Fe, New Mexico 87501 

RE: Application of Meridian O i l Inc. 
fo r an unorthodox coal gas well 
location, and compulsory pooling, 
San Juan County, New Mexico 
NMOCD Case No. 10632 

Dear Mr. Stogner: 

On behalf of Meridian O i l , Inc. please f i n d 
enclosed our Proposed Order of the Division f o r the 
above-referenced case. We have also enclosed a floppy 
disk with t h i s order on i t f o r your use. 

I f you have questions or require anything else 
with regard t o t h i s matter, please c a l l . 

WTK/jcl / 
Enclosures 
xc: With Enclosures 

John Zendt - Meridian O i l Inc. 
Alan Alexander - Meridian O i l Inc. 

Itrtl222.330 
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IN THE MATTER OF THE HEARING 
CALLED BY THE OIL CONSERVATION 
DIVISION FOR THE PURPOSE OF 
CONSIDERING: 

CASE NO. 10632 
ORDER NO. R-

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

MERIDIAN OIL INC.'S 
PROPOSED 

ORDER OF THE DIVISION 

BY THE DIVISION: 

This cause came on f o r hearing a t 8:15 a.m. on 
December 17, 1992 a t Santa Fe, New Mexico, before 
Examiner Michael E. Stogner. 

NOW, on t h i s day of December, 1992, the 
D i v i s i o n D i r e c t o r , having considered the testimony, the 
record and the recommendations of the Examiner, and 
being f u l l y advised i n the premises, 

FINDS THAT: 

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

(2) The a p p l i c a n t , Meridian O i l I n c . , o r i g i n a l l y 
sought approval t o d r i l l i t s proposed Maddox Com #777 
Well a t an unorthodox coal gas w e l l l o c a t i o n 640 f e e t 
from the East l i n e and 2270 f e e t from the South l i n e 
( Unit I ) of Section 17, Township 3 0 North, Range 8 
West, NMPM, B a s i n - F r u i t l a n d Coal Gas Pool, San Juan 
County, New Mexico. I n a d d i t i o n , t he a p p l i c a n t seeks 
t o dedicate the E/2 of Section 17 t o the subject w e l l 
forming a standard 32 0-acre gas spacing u n i t f o r sai d 
pool. F i n a l l y , the a p p l i c a n t seeks an order p o o l i n g 
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c e r t a i n working, r o y a l t y and o v e r r i d i n g r o y a l t y 
i n t e r e s t i n the subject gas spacing u n i t . 

(3) At the hearing, a p p l i c a n t amended i t s w e l l 
l o c a t i o n t o move i t t o a more standard l o c a t i o n 790 
f e e t from the East l i n e and 2150 f e e t from the South 
l i n e of sa i d Section 17. I n a d d i t i o n , A p p l i c a n t 
requested t h a t UNOCAL Corporation be deleted from the 
p o o l i n g order because Unocal Corporation had committed 
i t s working i n t e r e s t ownership t o the d r i l l i n g of the 
subject w e l l on a v o l u n t a r y basis. 

(4) The proposed w e l l w i l l be located w i t h i n the 
B a s i n - F r u i t l a n d Coal Gas Pool and i s t h e r e f o r e subject 
t o t he Special Rules and Regulations f o r s a i d pool as 
promulgated by D i v i s i o n Order No. R-8768, as amended, 
which r e q u i r e t h a t w e l l s be loc a t e d i n e i t h e r the NE/4 
or SW/4 of a s i n g l e government s e c t i o n no cl o s e r than 
790 f e e t from any outer boundary of the p r o r a t i o n u n i t 
nor c l o s e r than 130 f e e t from any quar t e r s e c t i o n l i n e 
nor c l o s e r than 10 f e e t from any q u a r t e r - q u a r t e r 
s e c t i o n l i n e or s u b d i v i s i o n inner boundary. 

(5) The l o c a t i o n of the proposed Maddox Com #777 
Well i s standard w i t h respect t o the setback 
requirements but i s " o f f - p a t t e r n " w i t h respect t o the 
quart e r s e c t i o n l o c a t i o n , being located i n the SE/4 of 
sai d Section 17. 

(6) Based upon i n f o r m a t i o n obtained from the 
d r i l l i n g l o g a n a l y s i s of d r i l l i n g " k i c k s " i n the coal 
seams encountered w h i l e d r i l l i n g c e r t a i n w e l l s i n the 
area, the a p p l i c a n t contends t h a t w i t h i n Section 17 
there e x i s t s a p e r m e a b i l i t y t r a n s i t i o n zone w i t h i n the 
coal seams which would cause a w e l l d r i l l e d i n the NE/4 
t o be a low capacity producer w h i l e a w e l l d r i l l e d i n 
the SE/4 would have a higher p r o b a b i l i t y of being a 
good producer. 

(7) Although the a p p l i c a n t ' s geologic evidence 
does not c o n c l u s i v e l y e s t a b l i s h the existence of a 
pe r m e a b i l i t y t r a n s i t i o n zone, f u r t h e r evidence 
presented does i n d i c a t e t h a t w e l l s g e n e r a l l y t o the 
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n o r t h , south and west of the proposed Maddox Com #777 
Well e x h i b i t s u b s t a n t i a l l y reduced producing r a t e s 
w h i l e w e l l s t o the east e x h i b i t g r e a t l y increased 
producing r a t e s . 

(8) There are some s i x w e l l s w i t h i n one mi l e of 
Section 17 which are d r i l l e d i n " o f f p a t t e r n " 
l o c a t i o n s . 

(9) I f d r i l l e d i n the NE/4 of s a i d Section 17, the 
subject w e l l would be o f f s e t by f i v e coal gas w e l l s 
w i t h i n 160-acres of i t s l o c a t i o n . But i f d r i l l e d i n 
the SE/4 of said Section 17, the subject w e l l would 
e s t a b l i s h g r e a t e r distances between i t and e x i s t i n g 
coal gas w e l l s . 

(10) Although the measured geologic parameters of 
coal t h i c k n e s s , s t r u c t u r a l p o s i t i o n and formation 
c o n t i n u i t y are a l l s i m i l a r between the high capacity 
w e l l s and the low capacity w e l l s i n t h i s area, the 
capacity of the w e l l s t o produce v a r i e s g r e a t l y among 
the w e l l s . 

(11) While exact drainage areas cannot be 
c a l c u l a t e d f o r each w e l l , the o f f s e t t i n g h i gh capacity 
w e l l s t o the east of the sub j e c t spacing u n i t do have 
the a b i l i t y t o d r a i n a p o r t i o n of the E/2 of Section 17 
and thereby w i l l adversely a f f e c t the c o r r e l a t i v e 
r i g h t s of the owners of the a f f e c t e d spacing u n i t 
unless t h i s a p p l i c a t i o n i s approved. 

(12) A p p l i c a n t ' s evidence and testimony i n d i c a t e s 
t h a t w h i l e i t s estimates of o r i g i n a l gas i n place 
u n d e r l y i n g the E/2 of Section 17 of 11.7 BCF of gas are 
comparable t o the o r i g i n a l gas i n place estimates f o r 
the a d j o i n i n g spacing u n i t s , t h e r e i s a great v a r i a t i o n 
i n p r o d u c t i v i t y of the coal gas w e l l s which can only be 
explained by i n f e r r i n g a p e r m e a b i l i t y t r a n s i t i o n i n 
t h i s area of the poo l . 

(13) The evidence i n t h i s case does demonstrate 
t h a t the a p p l i c a n t cannot recover i t s j u s t and 
e q u i t a b l e share of the gas reserves u n d e r l y i n g the E/2 
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of Section 17 unless i t locates the subject w e l l i n an 
" o f f - p a t t e r n " l o c a t i o n i n the SE/4 of Section 17. 

(14) The owners and operators o f f s e t t i n g the 
proposed w e l l were n o t i f i e d of t h i s a p p l i c a t i o n but d i d 
not f i l e any o b j e c t i o n . 

(15) No o f f s e t operator and/or i n t e r e s t owner 
appeared a t the hearing i n o p p o s i t i o n t o the 
a p p l i c a t i o n . 

(16) Included i n the proposed gas spacing u n i t i s 
a fee lease which does not c o n t a i n a p o o l i n g clause and 
which i s i d e n t i f i e d as Lease NM-9586 being the n o r t h 
200 f e e t of the S/2SE/4 of sa i d Section 17. 

(17) As the c u r r e n t lessee of Lease NM-9586, 
a p p l i c a n t has v o l u n t a r i l y committed the working 
i n t e r e s t s t o t h i s spacing u n i t and the subject w e l l , 
but because of the absence of a p o o l i n g clause i n the 
lease, i s unable t o commit the r o y a l t y and o v e r r i d i n g 
r o y a l t y owners. 

(18) Pursuant t o Section 70-2-17(c) NMSA (1978) 
and i n order t o o b t a i n i t s j u s t and e q u i t a b l e share of 
p o t e n t i a l p r o d u c t i o n u n d e r l y i n g t h i s spacing u n i t , 
a p p l i c a n t needs an order p o o l i n g these r o y a l t y and 
o v e r r i d i n g r o y a l t y owners i n t e r e s t i n v o l v e d i n order t o 
p r o t e c t c o r r e l a t i v e r i g h t s and prevent waste. 

(19) The a f f e c t of the p o o l i n g of these r o y a l t y 
and o v e r r i d i n g r o y a l t y i n t e r e s t s i s the same as i f 
these i n t e r e s t s had been committed t o a communitization 
agreement f o r t h i s spacing u n i t and i t s proposed w e l l . 

(20) Pursuant t o D i v i s i o n n o t i c e requirements, 
a p p l i c a n t has n o t i f i e d the f o l l o w i n g r o y a l t y and 
o v e r r i d i n g i n t e r e s t owners of t h i s request: Kathlyn H. 
Gibson Estate, E l i z a b e t h While Family T r u s t , Mabel 
Glenn Ham Revocable Tr u s t , Jane Manning P i t k i n , Ethel 
P a r n e l l , and Glenn D. Hughes. 
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(21) This a p p l i c a t i o n should be approved by 
poo l i n g a l l uncommitted r o y a l t y and/or o v e r r i d i n g 
r o y a l t y i n t e r e s t i n Lease NM-9586 t o form a standard 
320-acre gas spacing u n i t c o n s i s t i n g of the E/2 of said 
Section 17, and desig n a t i n g the a p p l i c a n t as the 
operator of the subject w e l l and u n i t . 

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

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

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

(25) I n order t o allow the a p p l i c a n t the 
op p o r t u n i t y t o produce i t s j u s t and e q u i t a b l e share of 
the gas reserves i n the B a s i n - F r u i t l a n d Coal Gas Pool 
u n d e r l y i n g the E/2 of Section 17, thereby p r o t e c t i n g 
i t s c o r r e l a t i v e r i g h t s , the a p p l i c a t i o n should be 
approved. 

IT I S THEREFORE ORDERED THAT: 

(1) The a p p l i c a n t , Meridian O i l I n c . , i s hereby 
authorized t o d r i l l i t s Maddox Com #777 Well a t an 
unorthodox c o a l gas w e l l l o c a t i o n 790 f e e t from the 
East l i n e and 2150 f e e t from the South l i n e (Unit I ) of 
Section 17, Township 3 0 North, Range 8 West, NMPM, 
Ba s i n - F r u i t l a n d Goal Gas Pool, San Juan County, New 
Mexico. 

(2) The E/2 of Section 17 s h a l l be dedicated t o 
the above-described w e l l forming a standard 320-acre 
gas spacing u n i t f o r sa i d pool. 
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(3) The f o l l o w i n g r o y a l t y i n t e r e s t and/or 
o v e r r i d i n g r o y a l t y i n t e r e s t owners, or t h e i r 
successors, i n the Basin F r u i t l a n d Coal Gas Pool 
u n d e r l y i n g the E/2 of Section 17, Township 30 North, 
Range 8 West, San Juan County, New Mexico are hereby 
pooled t o form a standard 320-acre gas spacing u n i t t o 
be dedicated t o the Maddox Com #777 Well t o be d r i l l e d 
and located as provided above: 

(a) Kathlyn H. Gibson Estate 
George A. Scharhag, Personal 
Representative 

(b) E l i z a b e t h While Family Trust 
Linda Payne Trustee 

(c) Mabel Glenn Ham Revocable Trust 

Kathlyn N. Black, Trustee 

(d) Jane Manning P i t k i n 

(e) E t h e l P a r n e l l 

( f ) Glenn D. Hughes 

(4) Meridian O i l Inc. i s hereby designated the 
operator of the subject w e l l and u n i t . 

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

(6) Should a l l p a r t i e s t o t h i s compulsory p o o l i n g 
order reach v o l u n t a r y agreement subsequent t o the e n t r y 
of t h i s order, t h a t p o r t i o n of the order d e a l i n g w i t h 
compulsory p o o l i n g s h a l l t h e r e a f t e r be of no f u r t h e r 
e f f e c t . 
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(7) J u r i s d i c t i o n i s hereby r e t a i n e d f o r the e n t r y 
of such f u r t h e r orders as the D i v i s i o n may deem 
necessary. 

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

STATE OF NEW MEXICO 
OIL CONSERVATION DIVISION 

WILLIAM J. LEMAY 
D i r e c t o r 

S E A L 

ordl221a.330 


