STATE OF NMEW MEXICO
ENERGY, MINERALS AND NATURAL RESOURCES DEPARTMENT
CIL ZONSERVATION DIVISICN

IM THE MATTER °F THE HIARING
CALLED BY THE CIL CCNSERVATION
DIVISION FOR THE PURPOSE OF
CONSIDERING:

APPLICATICN OF MERIDIAN OIL, INC.
FCR COMPULSCRY POCLING, SAN JYAN
COUNTY, NEW MEXICO

ORDER OF THE DIVISION

BY THE DIVISION:

This <cause zame c¢n f¢or hearing at 8:15 a.m. on November 22,
1988, at Santa Fe, New Mexico, before Examiner Michael E.
Stogner.

NOwW, on this 28th day of December, 1983, the Division
irector, having considered the testimony, the record and the
cemmendations of the Examiner, and being fully advised in ths
emises,

FINDS THAT:

(1) Due public notice having been given as required by law,
the Division has Jjurisdicticn of this cause and the subject
matter thereof.

t2) At the time of the hearing this case was consolidated
with Case Nos. 9535, 95356, 9:538, 9539, 9540, 9541, 9542, 9545,
9546 and 9547 for purposes of testimony.

(3) By Division Order No. R-8768, issued in Case No. 9429
and made effective November 1, 1988, the Basin-Fruitland cConal
(Gas) Pool was created and special rules and requlations were
promulgated including a provision for 320-acre spacing and
preoration units.
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4y Tne appliczant. Msricdiazn 011, Inc.. z2aX3s  an Trider
pooliing 31.  mineris interests in the Basin-Truitland Coal (33
o021 underlving 21l <£f TITrrecular 3ZIe2ction 9. Township 22 Norto
Pange I W2zt MNMPM, San Juan County, New Mexica, forming 2
z7andard 3Z4.08-acre gas  spacing and preratien unit for zaid
noal. to ke dadicatzc e 1ts Brown Well No. 100 to be cdrill=d =zt
3 standard cecal gas well locatisn in Let 9 (Unit M) :f s34
Section 2

{5 Th2re are lnTeres TWNRrs in The propesed nroration

re 1
init who have not agreed to pcecl their interests.

(¢} In anticipatizcn o 320~acre spacing 1n *the RBasin-
Fruitland Cozl (Gas) Pcecl the applicant proposed to said mineral
interests the establishment 2f the subject unit prior t£2 the
issuvance ©f said Order N». E-87¢8

{7 Cn Novembear 1, 1988, the applicant £fiied this
application £or hearing with the 21l Cecnservation Division.

(81 Although thare appears to have been ins-ifficient time
ihetween the ate ZzZO-acre spaﬂing was established and when the
arplicant propuspd ~ompulsory rooling) for all parties invel-=d
£0o reach a decision on voluntarvy agreement no interested rparTy
appearad and/or objected to this o¢r any other issue in this
matter

f9) To aveild the drilling of unnecessary wells, to protsct
correlative rights, to prevent waste and to affcocrd to the owner
of each 1interest in said unit the opportunity to recover or
receive withcut unnecessary expense his just and fair share
the <cocal gas 1in said pool, the subkject application should bhe
approved by pooling all mineral interests, whatever they may ke
within said unit.

O
ht

(10) The applicant should be designated the operator of the
subject well and unit.

{11} Any non-consenting working interest owner should he

fforded the opportunity to pay his share c¢f astimated well costs

to the operator in lieu of paying his share of reasonables well
costs out of production.

l()

At the time of the hearing the applican

2) t qu
cent risk penrnzlty b= imposed on the cost of dri

r =d
i a:z
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aquest
1lling
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(13) Based on the geolcgical evidence presented at the
hearing in this matter and on the record in said Case Nc¢. 9420
(0f which administrative notice was taken at the hearing), the
propcocsed 200 percent risk penalty is somewhat excessive and
should therefore be reduced to 156 percent.

(14) Any ncn-consenting working interest owner who does rot
pay his share of estimated well <c¢osts should have withheld from
production his share of reasonable well costs plus an additioral
156 percent thereof as a reasonable charge for the risk involved
in the drilling of the well.

(15) Any non-consenting interest owner should be afforded
the opportunity to object to the actual well <costs but actual
well costs should be adopted as the reasonable well costs in the
absence of such objection.

(16) 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.

(17) $3500.00 per month while drilling and $300.00 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, attributable to each ncn-
consenting working interest.

(18})- All proceeds from production from the subject well
which are not disbursed for any reason should be placed in escrow
to be paid to the true owner thereof upon demand and proof of
ownership.

(19) Upon the failure of the operator of said pooled unit to
commence drilling of the well to which said unit is dedicated on
or before March 15, 1988, the order pooling said unit should
become null and void and of no further effect whatsoever.

{20) Should all the parties to this force-poocling reach
voluntary agreement subsequent to entry of this order, this ordar
should thereafter be of no further effect.
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c1Y all mirera: 1nterassts, whatsver they herzies
rcolsd 12 Bzoin-Traitlznd Co3xl {(Gasz) bacl z_1 2%
Irrea: on ghip IZ MNorth, Pange 18 WHest, MMPM, 33n
Juan Me ftoerming 3 gtandard 324.C5-z7r2 73S
spaci Trat voED 3 nocl. To ke Zediczted to o1ts
BrowW 100 oy t & standard <c3al g3zs well
locar 9 i - f ction 9

PROVIDED HCWEYER THAT, the o¢perateor of gid 'nit shall
comrence the drilling of saxd well on or before the 13%h day <f
March. 19839, and thall thereafter cont-_nue the fdrilling of said
we'!l with 1:z 3 derth sufficient to tegt the Easin-
Fruitland 3

PROVIDED FURTEDE  THAT, in  the =2vent zaid zcperator 4023 nos
commences th2 drziling 2f s3id well »n 2r before the 185th 4av »f
March. 19&9 Crdering Paragraph Mo. (1) of this ordzsr cshall bte
null and veoid and c¢f ne =ffsct whatscever, unless said ~cperator
chtains a time extension from ~he Divisicon for gocd T=uge shown

PRAVIDED FURTHER THAT, ~hould 33id well 2ot be drilled %o
completicn, c¢r abandonment, within 12 days after ccmmencamsan
therecf. said operator shall appear before the Divisisn Tirettor
and show cause why Ordering Paragraph No. f1v  ¢f thisz orier
zhould not be rescinded.

{2) Meridian 01il, Inc. is hereby designated the coperator -
he subject well and unit

{3) After the effective dates o0f this c¢rder and within 90
days prior to commencing said well, the operater shall furn:ish
the Divisicn and eash kncown worving interest owner in th=2 subj=ct
nnit an itemized schedule ~f s3timated well costs.

“4) wWithir 20 Jdays from =he date the schedulz 2f estimas
we2ll c¢osts iz furnished to¢ heom, any non-consentine workin:s
intarast owner s 311 have the right to pay his share 2f z2:timzted
w2ll costs to the c¢perator in lieu of paying his shars =f
reasonatls w=2ll ~o2:sts out of productiosn, 2nd any suth owvner whe
pays nis share of estimated well rCosts as provided above ghall
remain liable for operating c¢osts but shall not be I 1z Zaor

isk charges.
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{5} The operator shall furnish the Division and each known
working interest owner an itemized schedule of actual well costs
within 90 days following completicon of the well; 1f no objection
to the actual well costs 1is received by the Division and =*he
Division has not objected within 45 days following receipt of
said schedule, the actual well costs shall be the reasonable well
costs; provided however, if there is an objection to actual well
costs within said 45-day period the Division will determine
reascnable well costs after public notice and hearing.

(6} Within 60 days following determination of reasonable
well costs, any non-ccnsenting working interest owner who has
raid his share of estimated costs in advance as provided above
shall pay to the operator his pro rata share of the amount that
reasonable well costs exceed estimated well <costs and shall
receive from the operator his pro rata share of the amount that
estimated well costs exceed reasonable well costs.

(7) The operator 1is hereby authorized to withheld =he
following costs and charges from production:

{A) The pro rata share of reasonable
well <costs attributable to each
non-consenting working interest
owner who has not paid his share of
estimated well costs within 30 days
from the date the schedule of
estimated well costs is furnished
to him; and

(B) As a charge for the risk involved
in the drilling of the well, 156
percent of the pro rata share of
reasonable well costs attributable
to each non-consenting working
interest owner who has not paid his
share of estimated well costs
within 30 days from the date the
schedule of estimated well costs is
furnished to him.

(8) The operator shall distribute said costs and charges
withheld from production to the parties who advanced the well
costs.
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127 All procezds the :ub
whith 3are not disburssd % e plac=d
in Zan Juan County. ew Maxizo, to  =h= t
—herecf upon demand and proof o2f ownership; the cpers
rotify the Diviszon <f the name and address <f said =92
Ww_thin 20 days from the Zdates of first depcsit with sa
zgent

£12) Should all the partiss %£o this ft ce-pacli

vo_untary agreement subssguent to entry of this der, t
s5hall thereafter be of n:s further effect.
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(14) The operatcr »f :911
Director of the Division
agresement of all parties snbject to

5f this order.

3

2of this cause
the Divisicn

15} Jurisdiction

, \
ch f rther orders as
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and unlt shall n
ng of the subsequ=nt
the forra -pooling »

is retained for th=
may deem n2CesSSsSary.
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