
S T A ! E OF NEW MEXICO 
ENERGY, MINERALS AND NATURAL RESOURCES DEPARTMENT 

OIL CONSERVATION DIVISION 

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

CASE NO. 9361 
Order No. R-8649 

A D P L I C A T I O N OF PRIMARY FUELS, INC. 
FOR COMPULSORY POOLING, LEA COUNTY, 
N=W MEXICO 

ORDER OF THE DIVISION 

BY THE D I V I S I O N : 

Th is cause came on for hear ing at 8:15 a .m . on A p r i l 27 , 1 988 , at 
Santa Fe, New Mexico, before Examiner Michael E. S togner . 

NOW, on th is 5 t h day of May, 1988, the Div is ion D i rec to r , hav ing 
considered the tes t imony , the r e c o r d , and the recommendations of the 
Examiner , and being f u l l y advised in the premises, 

FINDS T H A T : 

(1) Due public, notice hav ing been g iven as requ i red by law, the 
Div is ion has j u r i sd i c t i on of th is cause and the subject matter thereo f . 

(2) The app l i can t , Pr imary Fuels , I n c . , seeks an o rder pool ing all 
m neral in te res ts f rom the sur face to the base of the San And res format ion 
u n d e r l y i n g the SEM SW/'I of Section 3 1 , Townsh ip 18 S o u t h , Range 39 
East , NMPM, Lea C o u n t y , New Mexico. 

(3) The appl icant has the r i g h t to d r i l l and proposes to d r i l l a well 
at a s tandard oil well location t he reon . 

(1) There are in te res t owners in the proposed p ro ra t i on un i t who 
have not agreed to pool the i r i n t e res t s . 

(5) To avoid the d r i l l i n g of unnecessary we l l s , to p ro tec t co r re la t i ve 
r i g h t s , to p reven t waste , and to a f f o r d to the owner of each in teres t in 

id un i t the o p p o r t u n i t y to recover or receive w i thou t unnecessary 
expense his j us t and fa i r share of the oil in any pool complet ion resu l t i ng 
from th is o r d e r , the subject app l icat ion should be approved by pool ing all 
mineral i n t e res t s , whatever they may be , w i t h in said u n i t . 

(6) The appl icant should be designated the operator of the subject 
well and u n i t . 
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( 7 ) A n y n o n - c o n s e n t i n g w o r k i n g i n t e r e s t o w n e r s h o u l d be a f f o r d e d 
t h e o p p o r t u n i t y t o p a y h i s s h a r e o f e s t i m a t e d we l l c o s t s t o t h e o p e r a t o r i n 
l i eu o f p a y i n g h i s s h a r e o f r e a s o n a b l e w e l l c o s t s o u t o f p r o d u c t i o n . 

( 8 ) A n y n o n - c o n s e n t i n g w o r k i n g i n t e r e s t o w n e r w h o does n o t p a y h i s 
s h a r e o f e s t i m a t e d w e l l c o s t s s h o u l d h a v e w i t h h e l d f r o m p r o d u c t i o n h i s 
s h a r e o f t h e r e a s o n a b l e w e l l c o s t s p l u s an a d d i t i o n a l 200 p e r c e n t t h e r e o f as 
a r e a s o n a b l e c h a r g e f o r t h e r i s k i n v o l v e d i n t h e d r i l l i n g o f t h e w e l l . 

( 9 ) A n y n o n - c o n s e n t i n g i n t e r e s t o w n e r s h o u l d be a f f o r d e d t h e 
o p p o r t u n i t y t o o b j e c t t o t h e a c t u a l we l l c o s t s b u t a c t u a l we l l c o s t s s h o u l d 
be a d o p t e d as t h e r e a s o n a b l e we l l c o s t s in t h e a b s e n c e o f s u c h o b j e c t i o n . 

(10) F o l l o w i n g d e t e r m i n a t i o n o f r e a s o n a b l e w e l l c o s t s , a n y 
n o n - c o n s e n t i n g w o r k i n g i n t e r e s t o w n e r w h o has p a i d h i s s h a r e o f e s t i m a t e d 
c o s t s s h o u l d p a y to t h e o p e r a t o r a n y a m o u n t t h a t r e a s o n a b l e w e l l c o s t s 
e x c e e d e s t i m a t e d we l l c o s t s a n d s h o u l d r e c e i v e f r o m t h e o p e r a t o r a n y 
a m o u n t t h a t p a i d e s t i m a t e d we l l c o s t s e x c e e d r e a s o n a b l e we l l c o s t s . 

( 11 ) A t t h e t ime o f t h e h e a r i n g t h e a p p l i c a n t p r o p o s e d t h a t t h e 
r e a s o n a b l e m o n t h l y f i x e d c h a r g e s f o r s u p e r v i s i o n w h i l e d r i l l i n g a n d 
p r o d u c i n g s h o u l d be $4500.00 a n d $ 4 5 0 . 0 0 , r e s p e c t i v e l y . 

( 12 ) T h e a b o v e d r i l l i n g a n d p r o d u c i n g c h a r g e s a r e i n e x c e s s o f t h e 
n o r m a l m o n t h l y f i x e d c h a r g e s in t h i s a rea f o r a we l l to a c o m p a r a b l e d e p t h 
a n d s h o u l d t h e r e f o r e be a d j u s t e d to r e f l e c t a more r e a s o n a b l e r a t e . 

(13 ) $3200.00 p e r m o n t h w h i l e d r i l l i n g a n d $320.00 p e r m o n t h w h i l e 
p r o d u c i n g s h o u l d be f i x e d as r e a s o n a b l e c h a r g e s f o r s u p e r v i s i o n ( c o m b i n e d 
f i x e d r a t e s l ; t h e o p e r a t o r s h o u l d be a u t h o r i z e d to w i t h h o l d f r o m p r o d u c t i o n 
t h e p r o p o r t i o n a t e s h a r e o f s u c h s u p e r v i s i o n c h a r g e s a t t r i b u t a b l e to each 
n o n - c o n s e n t i n g w o r k i n g i n t e r e s t , a n d i n a d d i t i o n t h e r e t o , t h e o p e r a t o r 
s h o u l d be a u t h o r i z e d to w i t h h o l d f r o m p r o d u c t i o n t h e p r o p o r t i o n a t e s h a r e o f 
a c t u a l e x p e n d i t u r e s r e q u i r e d f o r o p e r a t i n g t h e s u b j e c t w e l l , n o t in e x c e s s 
of w h a t a r e r e a s o n a b l e , a t t r i b u t a b l e t o each n o n - c o n s e n t i n g w o r k i n g 
i n t e r e s t . 

( 14 ) A l l p r o c e e d s f r o m p r o d u c t i o n f r o m t h e s u b j e c t w e l l w h i c h a r e n o t 
d i s b u r s e d f o r a n y r e a s o n s h o u l d be p l a c e d in e s c r o w to be p a i d to t h e t r u e 
o w n e r t h e r e o f u p o n d e m a n d a n d p r o o f o f o w n e r s h i p . 

(15 ) U p o n t h e f a i l u r e o f t h e o p e r a t o r o f sa i d poo led u n i t t o commence 
d r i l l i n g o f t h e we l l to w h i c h sa i d u n i t is d e d i c a t e d on o r b e f o r e A u g u s t 1 , 
I988 , t h e o r d e r p o o l i n g sa id u n i t s h o u l d become n u l l a n d v o i d a n d o f no 
e f f e c t w h a t s o e v e r . 

( 1 6 ) S h o u l d a l l t h e p a r t i e s to t h i s f o r c e p o o l i n g r e a c h v o l u n t a r y 
a g r e e m e n t s u b s e q u e n t to e n t r y o f t h i s o r d e r , t h i s o r d e r s h o u l d t h e r e a f t e r 
be o f no f u r t h e r e f f e c t . 
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(17 ) T h e o p e r a t o r o f t h e we l l a n d u n i t s h o u l d n o t i f y t h e D i r e c t o r o f 
t h e D i v i s i o n in w r i t i n g o f t h e s u b s e q u e n t v o l u n t a r y a g r e e m e n t o f a l l p a r t i e s 
s u b j e c t t o t h e f o r c e p o o l i n g p r o v i s i o n s o f t h i s o r d e r . 

IT IS THEREFORE ORDERED THAT: 

(1) A l l m i n e r a l i n t e r e s t s , w h a t e v e r t h e y may b e , f r o m t h e s u r f a c e to 
t h e base o f t h e San A n d r e s f o r m a t i o n u n d e r l y i n g t h e S E / 4 SW/4 o f S e c t i o n 
3 1 , T o w n s h i p 18 S o u t h , R a n g e 39 E a s t , N M P M , Lea C o u n t y , New M e x i c o , 
a r e h e r e b y poo led to f o r m a s t a n d a r d 4 0 - a c r e o i l s p a c i n g a n d p r o r a t i o n u n i t 
to be d e d i c a t e d to a w e l l t o be d r i l l e d a t a s t a n d a r d o i l we l l l o c a t i o n 
t h e r e o n . 

P R O V I D E D HOWEVER T H A T , t h e o p e r a t o r o f s a i d u n i t s h a l l commence 
t h e d r i l l i n g o f sa id we l l on o r b e f o r e t h e f i r s t d a y o f A u g u s t , 1988, a n d 
s h a l l t h e r e a f t e r c o n t i n u e t h e d r i l l i n g o f s a i d w e l l w i t h d u e d i l i g e n c e to a 
d e p t h s u f f i c i e n t t o t e s t t h e San A n d r e s f o r m a t i o n ; 

P R O V I D E D F U R T H E R T H A T , in t h e e v e n t sa id o p e r a t o r does n o t 
commence t h e d r i l l i n g o f sa i d we l l on o r b e f o r e t h e f i r s t d a y o f A u g u s t , 
1988, O r d e r i n g P a r a g r a p h N o . ( I ) o f t h i s o r d e r s h a l l be n u l l a n d v o i d a n d 
c f no e f f e c t w h a t s o e v e r , u n l e s s sa i d o p e r a t o r o b t a i n s a t ime e x t e n s i o n f r o m 
t h e D i v i s i o n f o r g o o d c a u s e s h o w n . 

P R O V I D E D F U R T H E R T H A T , s h o u l d sa id w e l l n o t be d r i l l e d to 
c o m p l e t i o n , o r a b a n d o n m e n t , w i t h i n 120 d a y s a f t e r c o m m e n c e m e n t t h e r e o f , 
s a i d o p e r a t o r s h a l l a p p e a r b e f o r e t h e D i v i s i o n D i r e c t o r a n d show cause w h y 
O r d e r i n g P a r a g r a p h N o . ( 1 ) o f t h i s o r d e r s h o u l d n o t be r e s c i n d e d . 

( 2 ) P r i m a r y F u e l s , I n c . is h e r e b y d e s i g n a t e d t h e o p e r a t o r o f t h e 
s u b j e c t we l l a n d u n i t . 

( 3 ) A f t e r t h e e f f e c t i v e d a t e o f t h i s o r d e r a n d w i t h i n 90 d a y s p r i o r to 
c o m m e n c i n g sa id w e l l , t h e o p e r a t o r sha l l f u r n i s h t h e D i v i s i o n a n d each 
k n o w n w o r k i n g i n t e r e s t o w n e r in t h e s u b j e c t u n i t an i t e m i z e d s c h e d u l e o f 
e s t i m a t e d we l l c o s t s . 

( 4 ) W i t h i n 30 d a y s f r o m t h e d a t e t h e s c h e d u l e o f e s t i m a t e d w e l l c o s t s 
is f u r n i s h e d to h i m , a n y n o n - c o n s e n t i n g w o r k i n g i n t e r e s t o w n e r s h a l l h a v e 
t h e r i g h t to p a y h i s s h a r e o f e s t i m a t e d we l l c o s t s to t h e o p e r a t o r in l i eu o f 
p a y i n g h i s s h a r e o f r e a s o n a b l e we l l c o s t s o u t o f p r o d u c t i o n , a n d a n y s u c h 
o w n e r w h o p a y s h i s s h a r e o f e s t i m a t e d we l l c o s t s as p r o v i d e d a b o v e sha l l 
r e m a i n l i ab l e f o r o p e r a t i n g c o s t s b u t s h a l l n o t be l i a b l e f o r r i s k c h a r g e s . 
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( 5 ) T h e o p e r a t o r s h a l l f u r n i s h t h e D i v i s i o n a n d each k n o w n w o r k i n g 
i n t e r e s t o w n e r an i t e m i z e d s c h e d u l e o f a c t u a l we l l c o s t s w i t h i n 90 d a y s 
f o l l o w i n g c o m p l e t i o n o f t h e w e l l ; i f no o b j e c t i o n t o t h e a c t u a l we l l c o s t s is 
r e c e i v e d b y t h e D i v i s i o n a n d t h e D i v i s i o n has n o t o b j e c t e d w i t h i n 45 d a y s 
f o l l o w i n g r e c e i p t o f sa i d s c h e d u l e , t h e a c t u a l we l l c o s t s s h a l l be t h e 
r e a s o n a b l e we l l c o s t s ; p r o v i d e d h o w e v e r , i f t h e r e is an o b j e c t i o n to a c t u a l 
we l l c o s t s w i t h i n s a i d 4 5 - d a y p e r i o d t h e D i v i s i o n w i l l d e t e r m i n e r e a s o n a b l e 
we l l c o s t s a f t e r p u b l i c n o t i c e a n d h e a r i n g . 

( 6 ) W i t h i n 60 d a y s f o l l o w i n g d e t e r m i n a t i o n o f r e a s o n a b l e we l l c o s t s , 
a n y n o n - c o n s e n t i n g w o r k i n g i n t e r e s t o w n e r who has p a i d h i s s h a r e o f 
e s t i m a t e d c o s t s in a d v a n c e as p r o v i d e d a b o v e s h a l l p a y to t h e o p e r a t o r h i s 
p r o r a t a s h a r e o f t h e a m o u n t t h a t r e a s o n a b l e we l l c o s t s e x c e e d e s t i m a t e d 
we l l c o s t s a n d s h a l l r e c e i v e f r o m t h e o p e r a t o r h i s p r o r a t a s h a r e o f t h e 
a m o u n t t h a t e s t i m a t e d we l l c o s t s e x c e e d r e a s o n a b l e we l l c o s t s . 

( 7 ) T h e o p e r a t o r is h e r e b y a u t h o r i z e d to w i t h h o l d t h e f o l l o w i n g c o s t s 
a n d c h a r g e s f r o m p r o d u c t i o n : 

( A ) T h e p r o r a t a s h a r e o f r e a s o n a b l e w e l l 
c o s t s a t t r i b u t a b l e to each n o n - c o n s e n t i n g w o r k i n g i n t e r e s t 
o w n e r w h o has n o t p a i d h i s s h a r e o f e s t i m a t e d w e l l c o s t s 
w i t h i n 30 d a y s f r o m t h e d a t e t he s c h e d u l e o f e s t i m a t e d we l l 
c o s t s is f u r n i s h e d to h i m . 

( B ) A s a c h a r g e f o r t h e r i s k i n v o l v e d in t h e 
d r i l l i n g o f t he w e l l , 200 p e r c e n t o f t h e p r o r a t a s h a r e o f 
r e a s o n a b l e we l l c o s t s a t t r i b u t a b l e t o each n o n - c o n s e n t i n g 
w o r k i n g i n t e r e s t o w n e r w h o has n o t p a i d h i s s h a r e o f 
e s t i m a t e d we l l c o s t s w i t h i n 30 d a y s f r o m t h e d a t e t h e 
s c h e d u l e o f e s t i m a t e d we l l c o s t s is f u r n i s h e d to h i m . 

( 8 ) T h e o p e r a t o r s h a l l d i s t r i b u t e sa i d c o s t s a n d c h a r g e s w i t h h e l d 
f r o m p r o d u c t i o n to t h e p a r t i e s w h o a d v a n c e d t h e w e l l c o s t s . 

( 9 ) $3200.00 p e r m o n t h w h i l e d r i l l i n g a n d $320 .00 p e r m o n t h w h i l e 
p r o d u c i n g a r e h e r e b y f i x e d as r e a s o n a b l e c h a r g e s f o r s u p e r v i s i o n 
( c o m b i n e d f i x e d r a t e s ) ; t h e o p e r a t o r is h e r e b y a u t h o r i z e d to w i t h h o l d f r o m 
p r o d u c t i o n t h e p r o p o r t i o n a t e s h a r e o f s u c h s u p e r v i s i o n c h a r g e s a t t r i b u t a b l e 
t o each n o n - c o n s e n t i n g w o r k i n g i n t e r e s t , a n d i n a d d i t i o n t h e r e t o , t h e 
o o e r a t o r is h e r e b y a u t h o r i z e d to w i t h h o l d f r o m p r o d u c t i o n t h e p r o p o r t i o n a t e 
s h a r e o f a c t u a l e x p e n d i t u r e s r e q u i r e d f o r o p e r a t i n g s u c h w e l l , no t i n 
e x c e s s o f w h a t a r e r e a s o n a b l e , a t t r i b u t a b l e to each n o n - c o n s e n t i n g w o r k i n g 
i n t e r e s t . 

(10) A n y u n s e v e r e d m i n e r a l i n t e r e s t s h a l l be c o n s i d e r e d a 
s e v e n - e i g h t h s ( 7 / 8 ) w o r k i n g i n t e r e s t a n d a o n e - e i g h t h ( I / 8 ) r o y a l t y 
i n t e r e s t f o r t h e p u r p o s e o f a l l o c a t i n g c o s t s a n d c h a r g e s u n d e r t h e t e r m s o f 
t n i s o r d e r . 
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(11) A n y well costs or charges which are to be paid out of p roduc t i on 
shall be w i thhe ld only from the w o r k i n g in te res t ' s share of p r o d u c t i o n , and 
no costs or charges shall be w i thhe ld from produc t ion a t t r i bu tab l e to 
roya l t y i n t e res t s . 

(12) A l l proceeds from p roduc t ion from the subject well which are not 
d i sbu rsed for any reason shall immediately be placed in escrow in Lea 
C o u n t y , New Mexico, to be paid to the t rue owner thereof upon demand 
and p roo f of owne rsh ip ; the operator shall no t i f y the Div is ion of the name 
and address of said escrow agent w i t h in 30 days from the date of f i r s t 
deposi t w i th said escrow agent . 

(13) Should all the par t ies to th is force pool ing reach v o l u n t a r y 
agreement subsequent to e n t r y of th is o r d e r , th is o rder shall t he rea f te r be 
of no f u r t h e r e f f ec t . 

(14) The operator of the well and un i t shal l no t i f y the D i rec to r of the 
Div is ion in w r i t i n g of the subsequent v o l u n t a r y agreement of all par t ies 
subject to the force pool ing prov is ions of th is o r d e r . 

(15) Ju r i sd i c t i on of th is cause is re ta ined for the e n t r y of such 
f u r t h e r o rde rs as the Div is ion may deem necessary . 

DONE at Santa Fe, New Mexico, on the day and year hereinabove 
de& i 

S T A T E O F N E W M E X H 

O I L C O N S E R V A T I O N / D I V I S I O N 

WILLIAM J . LEMAY 
Di rec tor 


