STATE OF NEW MEXICO
ENERGY AND MINERALS DEPARTMENT
OIL CONSEKRVATION DIVISION

IN THE MATTER OF THE HEARING
ALLED BY THE OIL CONSERVATION
JIVISION FCR THE PURPOSE OF
CONSIDERING:

CASE NO. 8227
Order Nc. R-7583

APPLICATION OF TXO PRODUCTIOL
CORPORATION FOR COMPULSCRY
PCOLING, DIREZICTIONAL DRILLIKNG,
iNJ AN UNORTHODOX LOCATION,
‘DDY COUNTY, NEW MEXICO.

ORDER OF THE DIVIS ..

BY THE DIVISION:

This cause came on for hearing act @ a.r. ¢n June 20,
" 284, at Santa Fe, New Mexico, beforz Examinsr Michael E.
Stogner.

NOW, on this_ 28+h day of June, 1924, the Division
Director, havins considered the testironv, tae vecord, and
the recommendacions of the Examiner, and bein: fully advised
in the premises,

FINDS:

(1) That due publir notice having ~ee <clven as
required by law, the Divi.icn has Jjuris >t.or »f this
cause and the subject matter tnereof.

(2) That the applicant, TXO Frcduct .on Corporation,
seeks an order pooling all mineral .nte. ::s from the top
of the Wolfcamp formation to the base c¢f the Morrow forma-
tion ur lerlying the N/2 of Section 30, Township 21 South,
Range 27 East, NMPM, Burton Flact-Mcrrow Gas Pool, Eddy
County, New Mexico, to be dedicated to a well to be drilled
directionally from a surface location 660 feet from the South
line and 50 feet from the East line of Section 19, Township
21 Scuth, Range 27 East, NMPM, Eddy Ccunty, New Mexico.

(3) That the apolicant further seeks authority to
directionally drill said proposed well, surface location
as described above, and drill in & southerly direction from
a kick-off point at approximately 4300 feet, intersecting
the top of the Wolfcamp formation at an unorthodox location
within 25 feet of a point 130 feet from the North line and
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623 feet from the East line of Section 30, Township 21
South, Range 27 East, NMPM, Eddy County, dew Mexico, and
also to bottom same well at an unorthodox gas well loca-
ticn at the base of the Burton Flat-Morr : Gas Pool within
25 feet of a point 660 feet from the North line and 685
feet from the East line of said Secticn 30.

(4) That the N/2 of said Section 30 is a standard
320-acre gas proration and spacing unit for all gas pro-
ducirg formations between the top of the Wolfcamp formation
to the base of the Morrow formation.

(5) That Cities Service 0il & Gas Corporation appeared
at the hearing & an offset operator and an interested party.

(6) That said surface location of the proposed well,
as described in Finding No. (2) above, is situated on the
TX0O Froduction Corporzition's Challenger Rayroux Well No. 1
lecation pad and that the directional drilling of the
cubject well is necessitated by the presence of houses
located in La Huerta Subdivision, Carlsbad, New Mexico,
which in part covers most of the surface of said proration
unit.

(7) That tc minimize surface damage caused by the
olacement of a drilling pad within said proraticn unit,
the directional drilling portion of this application should
be agprovad.

(8) That the applicant should be required to determine
the subsurface location of the kick-~off point on said well
prior to directional drilling, and to determine the sub-
surface location of the bottom of the hole by means of a
continuous multi-shot directional survey conducted subsequent
to said directional drilling, if said well is to be completed
as a producing well.

(9) That the applicant has the right to drill and
propcses to directionally drill a well to an unorthodox
location in the Wolfcamp and Morrow formations as described
in Finding No. (3) above.

(10) That there are interest owners in the proposed
proration unit who have not agreed to pool their interests.

(11) That to avoid the drilling of unnecessary wells,
to protect correlative rights, and to afford to the owner
of each interest in said unit the opportunity to recover or
receive without unnecessary expense his just and fair share
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of the gas in said pool, the subject application should be
approved by pooling all mineral interests, whatever they
may be, within said unit.

(12) That the applicant should be designated the
operator of the subject well and unit.

(13) That any non-consenting working interest owner
should be afforded the opportunity to pay his share of
estimated well costs to the operator in lieu of paying his
share of reasonable well costs out of production.

(14) That any non-consenting working interest owner
that dces not pay his share of estimated well costs should
have withheld from production his share of the reasonable
well costs plus an additional 200 percent thereof as a
reasonable charge for the risk involved in the drilling of
the well.

(15) That any non-consenting interest owner should be

fforded the opportunity to object to the actual well costs

but that actual well costs should be adopted as the reason-
able well costs in the absence orf such objection.

(16) That following determination of reasonable well
costs, any non-consenting working interest owner that has
paid his share of estimated cost: 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 reascnable well costs.

(17) That $5233.00 per month while drilling and $524.00
per month while producing should be fixed as reasonable
charges for supervision (combined fixed rates); that the
operator should be authorized to withhold from production
the proportionate share of such supervision charges attrib-
utable 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
non-consenting working interest.

(18) That 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) That upon the failure of the operator of said
pooled unit to commence drilling of the well to which said
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unit is dedicated con or before September 1, 1984, the
order pocling said unit should become null and void and
of no effect whatsoever.

IT IS THEREFORE ORDERED:

(1) That the applicant, TXO Production Corporation,
1s hereby authorized toc directionally drill a well, the
surface location of which will be 660 feet from the South
line and 560 feet from the East line of Section 19, Town-
ship 21 South, Range 27 East, NMPM, Eddy Ccunty, New Mexico,
and to drill in a southerly direction from a kick-off point
at approximatel: 4300 feet, and to intersect the top of the
Wolfcamp formation at an unorthodox location within 25 feet
of a point 130 feet from the North line and 623 feet from
the East line of Secticn 30, Township 21 South, Range 27
East, NMPM, Eddy County, New Mexico, and to bottom said well
at an unorthodocx gas well location at the base of the Burton
Flat-Morrow Gas Pool within 25 feet of a pcint 660 feet from
the North line and 685 feet from the East line of said Sec-
tion 30.

PROVIDED HOWEVER, that subsequent to the above-described
directional driiling, should said well be a producer, a
continuous multi-shot directional survey shall be made of
the wellbore from total Zdepth to the kick-off point with
shot points not more than 100 feet apart; that the operator
shall cause the surveying company to forward a copy of the
survey report directly to the Santa Fe office of the
Division, P. O. Box 2088, Santa Fe, New Mexico, and that
the operator shall notify the Division's Artesia District
Office of the date and time said survey is to be commenced.

(2) That Form C-105 shall be filed in accordance with
Division Rule 1105 and the operator shall indicate thereon
true vertical depth in addition to measured depths.

IT IS FURTHER ORDERED:

(3) That all mineral interests, whatever they may be,
in all formations from the top of the Wolfcamp formation
down through the base of the Morrow formation underlying
the N/2 of said Section 30, are hereby pooled to form a
standard 320-acre gas spacing and proration unit to be
dedicated to the same w211l as described in Order No. (1)
zbove.

PROVIDED HOWEVER, that the operator of said unit shall
commence the drilling of said well on or before the lst day
of September, 1984, and shall thereafter continue the
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drilling of said well with due diligence to a depth suffi-
cient to test the Morrow formation;

PROVIDED FURTHER, that in the event said operator
does not commence the drilling of zaid well on or before
the 1lst day of September, 1984, Order (3) of this order
shall be null and void and of no effect whatsoever, unless
said operator obtains a time extension from the Division
for good cause shown. "

PROVIDED FURTHER, that should said well not be drilled
to completion, or abandonment, within 120 days after
commencemer: . thereof, said operator shall apvear before the
Division Director and show cause why Crder (3) of this order
should not be rescinded.

(4) That TXO Production Corporation is hereby desig-
nated the operator of the subject well and unit.

(5) That after the effective date of this order and
within 90 days prior to commencing said well, the operator
shall furnish the Division and each known working interest
owner in the subject unit an itemized schedule of estimated
well costs.

(6) That within 30 days frcm the date the schedule of
es imated well costs is furnished to i.im, any non-consenting
wcrking interest owner shall have tze right to pay his share
of estimated well costs to the operatcr in lieu cf payi:ig
his share of reasonable well costs out of production, and
that any such owner who pays his share of estimated well
costs as provided above shall rerain liable for operating
costs but shall not be liable for risk ch:rges.

(7) That the operator shall furnish the Division and
each known working interest owner an itemiz¢d schedule of
actual well costs withir 20 da s following completion ¢t
the well; that if no objection tn the actual well costs
is received by the Division and the Division has not ob-
jected within 45 days following receipt of said schedule,
the actual well costs shall be the reasonable well costs;
orovided however, that if there is an objection to actual
well costs within said 45-day period the [ .vision will
determine reasonable well costs after public notice and
hearing.

(8) That within 60 days follecwing determination of
reasonable well costs, any non-consenting working interest
owner that has paid his share of estimated costs in advance
as provided above shall pay to the operator his pro rata
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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.

(9) That the operator is hereby authorized to with-
hold the 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.

(B) As a charge for the risk involved in the
drilling of the well, 220 percent of the
pro rata share of reasonable well costs
attributable to each non-consenting
worki:r 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.

(10) That the operator shall distribute said costs
and charges withheld from production to the parties who
advanced the well costs.

(11) That $5233.00 per month while drilling and $524.00
per month while producing are hereby fixed as reasonable
charges for supervisicn (combined fixa2d rates); that the
operator is hereby authorized to withhold from production
the proportionate share of such supervision charges attribu-
table to each non-consenting working interest, and in
addition thereto, the operator is hereby authorized to
withhold from production the proportionate share of actual
expenditures requirz3 for operating such well, not in excess
of what are reasonable, attributable to each ncn-consenting
working interest.

(12) That any unsevered mineral interest shall be con-
sidered a seven-eighths (7/8) working interest and a one-
eighth (1/8) royalty interest for the purpose of allocating
costs and charges under the terms of this order.

(13) That any well costs or charges which are to be
paid out of production shall be withheld only from the
working interest's share of production, and no costs or
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charges shall be withheld from production attributable
to royalty interests.

(14) That all proceeds from producticn from the
subject well which are not disbursed for any reason shall
immediately be placed in escrow in Eddy County, New Mexico,
to be paid to the true owner ther=0f upon demand and proct
of ownexrzhip; that the cperatcr shall notify the Division
of the name and address cf said escrow agent within 30 days
from the date of first deposit with said escrow agent.

- (15) That jurisdiction of this cause is retained for
the entry of such further orders as the Division may deem
necassary.

DONE at Santa Fe, New Mexico, on the day and year herein-
ar e designated.

STATE O NEW MEXICO
OFL CONSERVATZON) DIVISION

£
JOE D. RAMEY
Director
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