STATE OF NEW LizXICO
ENERECY, MINERALS AND NATURAL RESGURCES DEPARTMENT
CIL CCONSEKVATIOM DIVISICN

M TEL IATTER OF THE HEARING
CALLED BY THE OIL CONSERVATION
DIVISION FOR THE PURPOSE OF
CONGIDELRIMCG:

CASE NO. 9223
GCrder No., R-8531

APPLICATYION OF SUN EXPLORATION
AN} PPODUCTION COMPANY FOR
COMPULSORY PCCLING, EDDY COUNTY,
WEW FIEXICG

ORDER OF THE DIVISION

BY THE DIVISION:

This cause came on for heuring at 8:15 a.m. on October 7,
1987, at Santa Te, New Mexico, before Examiner Michael E.
Stogner.

NOW, on this _ 28th  day of October, 1987, the Division
birector, having considered the testimony, the record, and the
reconmendations of the Examiner, and being fully advised in the

prenises,

EINDS THAT:

(1) Due public notice having been given as required by
lTaw, the Division has jurisdiction of t{his cause and the
subject niutter thereof.

(2) The applicant, Sun Exploration and Producticu
Company, seeks an order pocling all mineral interests below u
depth of 8ECC feet underlying the S/2 of HSecticr 15, Township
18 Scuth, Range 27 East, NMPM, Eddy County, liew liexico, forming
a standard 320-acre gas spacing and proration unit for any anc
all formations and/or poocls within this vertical extent being
develioped cor; 220-acre spacing.

(3) The applicant has the right to driil and proposes to
drill a well at a standard gas well location thereon.

(47 There are interest owners in the proposed proruation
unit who have not agreed to pool their interests.

(5) To avoid the drilling of wunnecessary wells, to
protect correlative rights, and to afford to the owner of each
interest in said unit the opportunity to recover or receive
wi1itheut unnecessary expense his just and fair share of the gas
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i uny pocl cempletion resulting from this crder, the subject
applicatien  should be approved by pocling all mineral
interests, whatever they may be, within said unit.

(€)Y The applicant should be designatec tlie operator of
the subject well and unit.

(7> Any nonconsenting working interest cwner should be
¢ffcrced the opportunity to pay his share o¢f estimated well
costs to the operator in lieu of paying his share of reasonable
well costs out of preduction.

(8) Any noncousenting working interesi owuncr whe dees not
rey hic share of estimated well costs should have withheld from
procduction his share of the reasonable well costs plus an
additicriai 200 percent thereof as a reasonable charge for the
risk invoived in the drilling of the well.

(¢> Any nonconsenting interest owner should be afforded
the oppertunity to object to the uctual well costs but actual
well costs should be adopted as the reasonable well ccsts in
the absence of such objection.

(10) Following determination of reasonable well cousts, any
nonconsenting working interest owner who has paid his share of
estinated 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.

11y At the time of the hearing the c¢ppiscant proposed
that the reasonable monthly fixed charges fcr supervision while
drilling und producing should be $5721.00 and 572.00, respec-
tively.

(1<) Subsequent to the hearing the applicant submitted «
Joint Operating Agreement entered into by Sun Exploration and
Producticn Company and certain working intercet owrers for the
Scoggin Draw Well No. 1 located in Secticn 22, Township 18
South, Range 27 East, NMPM, Eddy County, Mew Mexico, which is
an ocoifsetting well to the subject well. The monthly fizxed
charges for supervision while drilling and producing i this
agreement were $5€40.C0 and $564.00, respectively.

(13) Both sets of 711gures as shown above uare above the
normal monthly fixed charges in this general area for a well to
a comparahle depth and should therefore be adjusted to retflect
8 mere reaschable rate.
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(14) $4,900.00 per month while drilling and $490.00 per
month while producing are hereby fixed as reascnable charges
for supervision (combined fixed rates); the cperator is hereby
authorizec¢ to withhold from production the proportionate share
of such supervision charges attributable to each nonconsenting
working interest, and in addition thereto, the operator is
hereby auvthorized to withhold from producticn the proportionate
share ot actual expenditures required for operatirg such well,
not in excess of what are reasonable, attributable to each
rerconselting working interest.

(15) All proceeds from production irom the subject well
which a1e¢ rnot disbursed for any reason should ke placed in
escrow to be paid to the true owner thereof upon demand and
prool oi ownership.

(16) Upon the failure of the operator of said pooled unit
to commence drilling of the well to which said unit is deaica-
ted on cr before dJanuary 1, 1988, the order pccling said unit
sheuid become null and void and be of no effect whatsoever.

(17 Should all the parties to this icice-pooling reach
voluntary agreement subsequent to entry of this order, this
order should thereafter be of no further effect.

(18 The operator of the well and unit should notify the
Director of the Division in writing of the subsequent voluntary
agreement of all parties subject to the force-pooling provi-
sious cf *this order.

7 15 THEREFORE ORDEREDL THAT:

('Y Al]l mineral interests, whatever they may be, below a
depthi 01 800 feet underlying the S/2 of Secticn 15, Township
18 South, Range 27 East, NMPM, Eddy County, New Mexico, are
hereby pooled to form a standard 320-acre gas spacing and
proration unit for any and all formations and/or pocls within
this vertical extent being developed on 320-acre spacing to be
cedicated to a well to be drilled at a stanaard gas well
lccation thereon,

PROVIDED HOWEVER THAT, the operator of said unit shall
cermelice the drilling of said well on or before the first day
¢f Januvary, 1988, and shall thereafter continue the drilling of
said well with due diligence to a depth sufficiert to test the
Morrow formation;

PROVIDED FURTHER THAT, in the event saicd cperator dces not
cerricice the drilling of said well on or before the first day
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of oJunuary, 1988, Ordering Paragraph No. (1) of this order
shall be rull and void and of no effect whatsoever, unless said
operator obtains a time extension from the Division f{or gocd
cause showr.

PROVIDED FURTHER THAT, should said well not be drilled to
completion, or abandonment, within 120 days after commencement
thereof, suid operator shall appear before the Division
Divector and show cause why Ordering Paragraph No. (1) of this
order should not be rescinded.

(2 Sun Exploration and Production Company is hereby
designated the operator oi the subject well and unit.

{3 ATter the effective date of this c¢rder ana within 90
days pricr to commencing said well, the coperator shall furnish
the Division and each known working interest owner in the
subject unit an itemized schedule of estimated weil costs.

(4) Within 30 days from the date the schedule of
estimated weil costs is furnished to him, any ronconsenting
working interest cowner shall have the right to pay his share ot
estimated well costs to the operator in lieu of paying his
share of reasonable well costs out of productier, and any such
owner who pays his share of estimated weli costs as provided
above shall remain liable for operating costs but shall not be
liable for risk charges.

(5) The operator shall furnish the Division and cach
known working interest owner an itemized schedule of actual
well costs within 90 days following completion of the well; if
G objection to the actual well costs is received by the
Livision and the Division has not objected within 45 days
following receipt of said schedule, the actuai weil ccsts 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 reasonable well costs after public
nctice anc hearing.

(6) Within 60 days following determination of reasonable
well costs, any non-consenting working interest owner who has
paid his share ¢f 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 oi the amount that
estimated well costs exceed reasonable well costs.

(7) 1The operutor is hereby authorized to withhecld the
following costs and charges from production:
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(A} The prc rata share of reasonable well
costs attributable to each nmnon-consenting
working interest owner who has not paid his
share of estimated well costs within 30 days
from the date the schedule cif estimated well
costs is furnished to him,

(B) As a charge for the risk involved in the
drilling of the well, 200 percent of the pro
rata share ot reasonable well costs attributable
to each non-consenting working interest owner
who has mnot 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 irom production to the parties whe advanced the well
aosts.,

(93 ©496G.60 per month while drilling and $490.00 per
rmonth 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 tc cach nonconsenting
workiug interest, and in addition theretc, the operator 1is
hereby authorized to withhold from production the proportionate
share of actual expenditures required for operating such well,
net in excess of what are reasonable, attributable to each
nonconsenting working interest.

(1U) Any unsevered mineral interest shall be considered a
severnn-eighths (7/8) working interest and a one-eighth (1/§)
reyuliy 1nterest for the purpose of allocating costs and
charges under the terms of this order.

(11) Any well costs or charges which are to be paid out of
production shall be withheld only from the working interest's
sharc ovi prouuction, and no costs or charges shall be withheld
from production attributable to royalty interests.

(12) All proceeds from production from the subject well
which w1e 1ot disbursed for any reason shell immediately be
placed in escrow in Eddy County, New Mexico, to be paid to the
true owner therecf upocn demand and proof of ownership; the
operator shall notify the Division of the nume and address of
said escrow agent within 30 days from the date of first deposit
with saicd escrow agent.
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(13) Should all the parties to this force-pooling reach
voluntary agreement subsequent to entry of this order, this
order shall thereafter be of no further effect.

(14) The cperator of the well and unit shall notify the
Director of the Divisgsion in writing of the subsequent vcluntary
agreement oi all parties subject to the force-pooling provi-
sicrre ¢f this order.

(15) Jurisdiction of this cause is retained for the entry
of such further orders as the Division may deem necessary.

DONL at Santa Fe, New DMexico, on the day and vear
nereillabove dcesignated.

STATE GF NEW BEXICC

011 CONSERVATION flzifION
u / /&4

WILLIAM J. LENAY/
Director '
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