
STATE OF NEW MEXICO

ENERGY, MINERALS, AND NATURAL RESOISRCES 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 COL~’TY, NEW MEXICO.

APPLICATION OF PEN~VELL ENERGY

INC. FOR COMPULSORY POOLING, EDDY
COUNTY, NEW MEXICO.

ORDER OF THE DIVISION

B~ THE DIVISION:

This cause came on/or hearing at 8:15 a.m. on N~\ember 21 and December 19,

1996, at Santa Fe, New Mexico, before Examiner David R. Catanach.

NOW, on this 16th day, of January’, 1997, the Divis,_on Director. ha\ iiag considered

the testimony,’, the record, and the recommendations of ~he Examiner, and being fully
advised in the premises.

FINDS THAT:

(1) Due public notice having been given as required by law, the Division has

,jurisdiction of this cause and the subject matter thereof.

(2t Division Case Nos. 11660 and 11667 were consolidated at the time of tliae
hearing for the purpose of testimony, and, inasmuch as the approval of one application

would necessarily’ require denial of the other, one order should be entered for both cases.

The applicant in Case No. 11660, Santa Fc 17-nergy Resource>. Inc. (Sai-tta

t7c~, seeks an order pooling all mineral interests frona the surface to the base of t{ae
Morrow formation underlying the following described acreage in Section 29, Township

23 South. Range 26 East, NMPM, Eddy, County, New Mexico, and in the t\)llowing
manlier:
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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 vertic’Ld extent which
presently’ includes but is not necessarily limited to the
Undesignated Frontier Hills-Strawn Gas Pool and the
Undesignated South Carlsbad-Morrow Gas Pool and.

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

Said units are to be dedicated to the applicant’s proposed Sheep Dip "’29" Federal
Corn Well No. 1 to be drilled at a standard gas ,,’ell location 1980 feet from the North line
and 660 feet from the East line (Unit H) of Section 29.

(4) The applicant in Case No. 11667. Penweli Energy Inc. (Pemvell). seeks 
order pooling all mineral interests from the surface to the base of the Morrow l\~rmation
underlying the following described acreage in Section 29. Township 23 South. Range 26
East, NMPM, Eddy’ County.’, New Mexico, and in the following manner

the E/2 forming a standard 320-acre eas 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 necessaril\ limited to the
Undesignated Frontier Hills-Strawn Gas Pool and the
Undesignated South Carlsbad-Morrow Gas Pooi: and,

the SE/4 forming a standard 160-acre spacing and proration
unit for any and all formations and,’or poois spaced on 160
acres within said vertical extent.

Said units are to be dedicated to the applicant’s p~c, posed F H. "’29" Federal Corn
\Veil No. 1 to be drilled at a standard gas well location 1980 feet from the South line and
660 feet from the East line (Unit I) of Section 29.

(5) Both of the proposed wells are located \vithin one mile of the South
v_arlsbad-Morro’~ Gas Pool and the Frontier Hills-Strawn G~is Pool. The South Carlsbad-
Morrow Gas Pool is currently, a prorated gas pool governed by the General Rules for the
Prorated Gas Pools of New Mexico/Special Rules and Regulations for the South Carlsbad-
Morrow Gas Pool as contained within Division Order No. R-8170. as amended, which
require standard 320-acre gas spacing and proration units with wells to be located no
closer than 1980 feet from the end boundary nor closer than 660 feet from the side
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boundary of the proration unit nor closer than 330 feet ir~m any quarter-quarter section
line or subdivision inner boundary. ’The Frontier Hill> StrawF~ Gas Pool is currently

eoverned by Rule No. 104.C. of the Division General Rtfles and Regulations whicla

Iectuirc standard 320-acre gas spacing and proration units ’,kith well to be located no closer
than 1650 feet from the end boundary nor closer than 66() i cot from the side boundary 

the proration unit nor closer than 330 feet from anx .i~.:.:_,.~te~--ctuarter section line or
,~ubdivi.;itm inner boundary.

!6, Bv Order No. R-10328 dated March 2- 1995. the Oil Conservation
(7(~nm~bsion suspended=~,~q~ .pr°rati°n m the South Caiisb~d Morr<’xv Gas P~.ol until su,-h

tHnc as production data o.,- other information indicates the ,>,or should again be prorated.

(7) Both Santa Fe and Penwell have the riglt :,~ drill within ,~he proposed

spacing units and both seek to be named operator of its -cspecti~e \veil and the subject
pr(~ration units.

Santa Fe and Penwell have conducted ii~mtcd negotiations prior to the

heaxing but have been unable to reach a voluntary agrec~7_cnt as zo v,’hich company will
diill and operate the ,,,,’ell within the E/2 of Section 29.

i9 According to evidence and testimony preseiY, cd by both parties, the primary
obicctive within subject ,,’,ells is the Morrow formation. Aiti>ugh both companies propose

t~ drill at a standard gas well location within the E/2 of Sccti(ql 2{). there is disagreement
between the parties with regards to what is the optimum ’.,,c! location.

(10) Both companies proposed overhead rkttes ,,! _.%582S 00 \vhilc drilling and
5546.00 while producing, and both proposed that a risk pcnc~ltv of 200 percci:t be assessed
>~eainst those interest owners who do not participate in the. d,-illing or a \;c11 within the

~.ut~ject spacing unit.

~_, ,’- < lcztdin,, hearin,,(11 } A brief description of the chronolo_~\ of ,.: .... t.. = up t,~ the

m these cases is summarized as follows

"3November. 1995--Penwell acquires an interest Secti,:,ns 28 and ,9.
Township 23 South, Range 26 East, NMPM:

Early 1996--Penwell seeks and obtains a farmout .:,f Santa Fe’s and J. M.

Huber’s interest in the N,.’2 of Section 28. In Au.~t>t. 19%. Penx~eil and

Its partners, Co-Energy Central Exploration Inc. C,,-Ener,,y) and S & 
Company. spud its F. H. "’28" State Corn Well N~, 1. loca:ed in Unit C of

Section 28, as a Morrov, test. As of the date of {he hearing, completion
u,fl’c~rrq ~re 11n~te~r~n\’ an thi< ~x,’~ql’
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By letter dated September 25, 1996, complete with ~perating agreement and
AFE, Santa Fe formally proposes to Penwell and Co-Energy the drilling of
its proposed Sheep Dip "29" Federal Corn Well No. 1 at a location 1980
feet 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 it~ xvell to Penwell and Co-
Energy, it stakes a well location on Penwell’s lease in Section 29:

By’ letter dated October 1, 1996, complete with operating agreement and
AFE, Penwell formally proposes to Santa Fe the drilling of its F. Iq. "’29"
Federal Corn Well No. 1 at a location 1980 feet from the South line and
660 feet from the East line. The proposed spacing unit is the E/2 of
Section 29;

October 15, 1996--Penwell files a compulsory pooling application for its
proposed F. H. "29" Federal Corn Well No. 1. The hearing is set for
November 7, 1996. The case is mistakeN,,, dismissed at the November 7th
hearing.

October 24, 1996--Santa Fe files a compulsory pooling application for its
Sheep Dip "29" Federal Com Well No. 1. The hearing is set for
November 21, 1996.

During this time period, Penwell formally proposc.~ t~ Santa Fe the drilling
of its F. H. State "28" Corn Well No. 2 in Unit K ~,t Section 28. Santa Fc
elects to participate in the drilling of this well and on November 7, 1996.
Santa Fe returns a signed AFE to Penwell:

November 12, 1996--Penwell re-files a compulsor) pooling application for
its proposed F. H. "29" Federal Com Well No. 1 The hearing is set for
December 5, 1996;

November 21, 1996--Consolidated hearing for Case Nos. 11660 and 11667
takes place.
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(12) Land testimony presented by both parties ~n 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 "~-v~’
S & P Company. 5.625~-

Santa Fe Energy Resources, Inc. 50.000!7~

(13) Both Co-Energy and S & P Company’ have signed Penxvell’s AFE and
operating agreement for the drilling of the F. H. "29" Federal Corn Well No. 1.

(14) Both Santa Fe and Penwell effectively control 50 percent or the proposed

spacin,,_ units.

(15) Both Santa Fe and Penwell presented as e\ idcnce AFE’s for the drilling, 
their respective wells within the subject spacing unit. The ,veil costs are summarized as
follows-

Company Completed Well Costs Dr\: Hole Costs

Penwell $791,071 $634,000
Santa Fe $942,000 0628.000

(16) Santa Fe presented evidence which shows that during 1996, it participated
in the drilling of two Morrow gas wells drilled by Penweil. This evidence further shows

that in these two instances, Penwell under-estimated its well costs by’ approxiInately 40 and

75 percent.

(17) Proposed well costs should not be a factor in deciding these cases.

(18) Both Santa Fe and Penwell presented their respective geologic:
interpretations of the Strawn and Morrow formations ,a.Jthin this area.

i19) Santa Fes geologic interpretation indicates that:

a) a well drilled at its proposed location should encounter a greater

amount of gross limestone within the Stra\~ n formation than a \xell
drilled at Penwel!’s proposed location:
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b) a well drilled at its proposed location shctlld enc~unter ten feet or

more of Lower Morrow "A" sand, while a ,x ell di-illed at Penwell’s
proposed location should encounter zer,., feet ol Lower 5lorrow

"A" sand and,

Penvvell’s F. H. "28" State Com Well No ~ currently bein,, drilled

in the S/2 of Section 28. should encounter a minimal amount of

gross limestone in the Strawn formatioT: ~md zero feet of Lower

Morrow "’A" sand.

, . ~ _ t~at.(20} Pent, eli’s eeoloeic interpretation indicate> ’ ’

a well drilled a: its proposed location st>;uid encounter a greater
anaount of Stra~n carbonate than :a ~_~ti drilled :~t Sant’,t Fe’s

proposed location~ and,

b) a well drilled at its proposed location shoL~id encounter ten feet of

the Lower Morrow sand interval, while a ,~el! drilied at Sama Fe’s
proposed location should encounter appr~,~mately 3-4 feet of sand

in this interval.

(21) The evidence and testimony presented >’, both parties in these cases.
indicates that:

a i Penwell initiall), developed the prospect H~ the N"2 of Section 28

by first proposing to drill the F. H. "28’ S[~ie Cc, m Well No. 1:

b., in lieu of participating in the drilling of." the ~ii,.~resaid well, Santa Fe
sought to minimize its risk b’y. farming out ~ts interest to Penwe!l in

the N2 of Section 28;

c) Penwell has recently completed drilling i*- f: H. "’28" State Corn
Well No !. The well was productiot~ tested in the Mv~rtow

formation at a rate of approximately. .. 2.0 M\ICFGD and was I)ST’d
in the Stra;~n formation at a rate of appr~,~imately 7.0 MMCFGD:

d) Penwell is currently drilling its F. H. "’2S Slate Corn Well No. 2

in Unit K of Section 28;
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Santa Fe, an interest owner in the aforesaid F. H. "28" State Corn

Well No. 2, has elected to voluntarily participate in the drilling of
this ,,veil even though its geologic interpretation shows that a well

at this location has little or no chance of being productive in the

Strawn and Morro’,,,’ intervals; and,

fi Penwell’s geologic interpretation of the StrawI-i formation appears
to be more accurate than Santa Fe’s ’‘vheu imtial reservoir pressure

data is integrated into the interpretation.

"2,’3,!,,) In the absence of other compelling factor~, the operatorship of the E/Z’. oI
Section 29 should be awarded to the operator who initially developed the prospect, who
initially undertook the risk involved in the drilline~ of the F. H. ""8"z State Corn Well No.
1. and whose geologic interpretation appears to morc accurately depict the Strawn

reservoir underlying the subject acreage.

(23) Penwell should be designated operator of its proposed well and the proposed
spacin~, units.

(241 The application of Santa Fe Energy Resources, Inc. in Case No. 11660

.,,hould be denied.

(25) To avoid the drilling of unnecessary ,,,,’ells.. to protect correlative rights, 
a\oid waste, and to afford to the owner of each interest ~n said units the opportunity to
recover or receive without unnecessary expense his just ~md fair share of the production

in any pool completion resulting from this order, the application of Penwell Energy Inc.
in Case No. 11667 should be approved by" pooling all minc.ral interests, whatever they ma\
be. within the E/2 and SE/4 of Section 29

(26) Any.’ non consenting working interest t~wner should be afforded :he
opportunity to pay his share of estimated ’‘’‘:ell costs to the operator in lieu of paying his

share of reasonable well costs out of production.

(271) An’,’ non-consenting working interest owner who does not pay his share 
estimated well costs should have withheld from production his share of the reasonable xvell

costs plus an additional 200 percent thereof as a reasonable charge for the risk invoh’ed
in the drilling of the well.

(28) Any non-consenting working interest oxvner should be afforded the
opportunity to object to the actual well costs but actual ,,’,.ell costs should be adopted as the

reasonable well costs in the absence of such objection.
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i29) 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 e~tunated well costs and should
receive from the operator any amount that paid estimated ,.~ ell 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 .,hare of such

supervision charges attributable to each non-consenting working interest, and in addilion
thereto, the operator should be authorized to withhold from production the proportionate

share of actual expenditures required *or operating the subject well. not in excess of what
are reasonable, attributable to each non-consenting working interest.

(31 ) All proceeds from production from the subject weli which arc not disbursed

for any reason should be placed in escrow to be paid to the true owner thereof upon
demand and proof of ownership.

.~,-) i
t_~,) Upon the failure of the operator of said p~,oleo units to commence the

drilling of the \~ell to which said units are dedicated on or before April 15. 1997. the

order pooling said units should become null and void a.r!d of no effect whatsoever.

(33) Should ail the parties to this forced poolinF c~rder reach volumarv agreemei~t
subsequent to entry of this order, this order shah thereafter be of no further effect.

(34) The operator of the well and units shall n~,t,tv the Director of the Division

in writing of the subsequent voluntary agreement of <ill parties subject to the forced
pooling provisions of this order.

IT IS THEREFORE ORDERED THAT:

(1) The application of Santa Fe Energy: Resources. Inc. in Case No. 11660 for
an order pooling all mineral interests from the surface to the base of the Morrow formation

underlying the E/2 and NE/4 of Section 29, Township 23 South, Range 26 East, NMPM,
Eddy County, New Mexico, said units to be dedicated to the applicant’s proposed Sheep

Dip "29" Federal Corn Well No. 1 to be drilled at a standard gas well location 1980 feet

from the North line and 660 feet from the East line (Unit H) of Section 29, is hereby
denied.
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r)The application o.+ Penwell Enere\ lnc i~ Case N~. 116(;7 for all order

poohng all mineral interests from the surface to the base o* the Mor~ow formation
underlying the following described acreage in Section 2~)° Fownship 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 formatk>ns and/or pools

spaced on 320 acres within said vertical extent which
presently includes but is not necessavilx limited to the

Undesignated Frontier Hills-Strawn Gas Pop{ and the

Undesignated South Carlsbad-Morrow Gas Pool

the SE/4 forming a standard 160-acre spacing and proration

unit .)or any. and all formations and/or p ~,.~1< spaced on 160
acres within said vertical extent.

Said units shall be dedicated to the applicant’s p>,p,~sed F H. ’20’ Federal Corn
\Veil No. 1 to be drilled at a standard gas well location l~)E(! tbet from the South line and

(060 feet from the East line (Unit i) of Section 

PROVIDED HOWEVER THAT. the operator ~>f said units shall commence the

drilling of said well on or before the 15th day of April, 1’097. and shall thereafter continue
the drilling of said well with due diligence to a depth sufficient to test the Morrow

formation.

PROVIDED FURTHER THAT, in the event said operator does not commence the
drilling of said well on or before the 15th day of April. l!)~)7. Ordering Paragraph No. (1)

(>f this order shall be null and void and of no effect ~.~ hatsoever, unless said operator

obtains a time extension from the Division Director for good cause shown.

PROVIDED FURTHER THAT, should said well not be drilled to completion, or

abandonment, within 120 days after commencement thcFeof, said operator shall appear
beli>re the Division Director and show cause why Ordering Paragraph No. (1) of this order

should not be rescinded

(2) Penwell Energy’ Inc. is hereby designated ttac opezator of the subject well

and umts.

(3) After the effective date of this ordm-:tnd within 90 da\s prior 
commencing said well, the operator shall furnish the Di\ ision and each knoxvn workino
interest owner in the subject units an itemized schedule ~,t estimated well costs.



CASE NO. 11660

CASE NO. 11667
Order No. R-10742

Page -10-

(4) Within 30 days from the date the sctk’dule of estimated well cosls is

furnished to him, any non-consenting working interest owner shall have the right to pay
his share of estimated well costs to the operator in lieu of paying his share of reasonable
well costs out of production, and any such owner who pays his share of estimated well

costs as provided above shall remain liable for operating costs but shall not be liable i:br
risk charges.

(5) The operator shall furnish the Division and each known working interest

owner an itemized schedule of actual well costs within 90 days following completion of
the well: if no objection to the actual well costs is received by the Division and the

Division has not objected within 45 days following receipt of said schedule, the actual well
costs shall be the reasonable well costs: provided howe~ er, if there is objection to actual
well costs within said 45-day period the Division will determine reasonable well costs after

public notice and hearing,

(6) Within 60 days following determination or reasonable well costs, any non-

consenting working interest owner who has paid his share of estimated well 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 x~ ell costs.

(7) The operator is hereby authorized to \~ithhold the following costs 
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 fiom the date the schedule of

estimated well costs is furnished t<, him.

(B) As a charge for the risk involved ir~ the drilling of the well, 200

percent of the pro rata share of reasonable well costs attributable to
each non-consenting working interest owner who has not paid ibis
share of estimated well costs within 30 days froin 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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(% $5828.00 per month while drilling and $546,00 per month while producing

are hereby fixed as reasonable charges for supervision (combined fixed rates): the operator
is hereby 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 is hereby authorized to withhold from production the proportionate

share of actual expenditures required for operating such well. not in excess of what arc
reasonable, attributable to each non-consentine workin,, interest

(10} Any’ unleased mineral interest shall be considered a seven-eighths i7/8~
working interest and a one-eighth (1/8) royalty interest t,~r the purpose of ~l!ocating costs
and charges under the terms of this order.

(11) Any well costs or charges which are to bc paid out of production shall 

withheld only from the working interest’s share of production, and no costs or charges

shall be withheld from production attributable to royalty: interests.

(12) All proceeds from production from the subject well which are not disbursed
for any reason shall immediately be placed in escrow in Eddy County, New Mexico, to

bc paid to the true owner thereof upon demand and proof of ownership: the operator shall
notify the Division of the name and address of said escrow agent within 30 days from the
date of first deposit with said escrow agent.

(13 } Should all the parties to this forced pooling oruer reach voluntary agreement
subsequent to entry of this order, this order shall thereafter be ot no further effect.

(14) The operator of the well and units shall notif\ the Director oI the Division

in writing of the subsequent voluntary agreement of all parties subject to the forced
pooling provisions of this order.

(15) Jurisdiction is hereby retained for the entr\ ~t such further orders as 
Division may deem necessary.

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

STATE OF NEW MEXICO

OIL CONSER\:ATI(~N DIVISION
"

\

," " -. - ~ ..l._.",

W1LLIAN{ J. LEMAY. Directo

S E A L


