STATE OF NEW MEXICC
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. 11687
ORDER NO. R-10741

APPLICATION OF LOUIS DREYFUS NATURAL GAS CORP. FOR
COMPULSORY POOLING, EDDY COUNTY, NEW MEXICO.

ORDER OF THE DIVISION

BY THE DIVISION.

This cause came on for hearing ai 8:13 a.m. on January 9. 1997 at Santa Fe. New
Mexico. hetore Examiner Michae! B Stogner.

NOW_ on this 17th  dav of lanuary. 1997 :he Division Director. having
considered the testimony. the record and the recommendatens of the Examiner. and being
fufly advised in the premises,

FINDS THAT

(1 Due public notice having been given as reguired by law. the Division has
jurisdiction of this cause and the subject matter thereof.

(2) The applicant, Louis Dreyfus Natural Gas Corp.. seeks an order pooling
all mineral interests from the surface to the base of the Happy Valley-Delaware Pool
underlying the SW/4 SE/4 (Unit O) of Section 29. Township 22 Scuth. Range 26 East,
NMPM, Eddy County. New Mexico. to form a standard 40-acre oil spacing and proration
unit for any and all formations and/or pools developed on 40-acre spacing within said
vertical

£3) Said unit 1s to be dedicated to the propoesed Happy Valley "29" Well No.
34 {API No. 30-015-29232) tc be drilled ar a standard o:l well locaton 660 feet from the
South iine and 1680 feer from the East line of sawd Section 29,

i4) The applicant owns an interest i the subject quarter-gquarter section and as
such nas the right to drill for and develop the proposed 40-acre proration unit and to
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recover oil underlving the same

S5 There are owners of mineral interest in the nroposed proration unit who
have not agreed to pool thelr imerests.

O N interested or atfected party o this muater appeared ar the hearing in
opposison (o this application

(7 T avold the dniling of unnecessary wells . ¢ protect correfative nghts, to
preven: waste, and to afford te the owner of each interes: i saxd umt the opportunity to
recover or recerve without unnecessary expense his just and tair share ot the oil in any
pool completion resulting from this order, the subject application should be approved by
pooling all mineral interests, whatever they may be. within said unit.

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

(9) Any non-consenting working interest cwner should be atforded the
opportunity to pay his share of the estimated well costs to the operator in lieu of paying
his share of reasonable well costs out of production.

{10y Anv non-consenung working interest owner who does not pay his share or
estimated well costs should have withheia from production his share ot the reasonable well
costs plus an additional 200 percent thereot as a reasonable charge for the risk involved
i the drilling of the well

{11y Any non-consenting interest owner shouid he afforded the opportunity to
obrect (¢ the actual well costs but actua! weli costs shouid be adopted as the reasonable
well costs in the absence of such objection

{12y Following determiation ot reasonable well costs, any non-consenting
working nterest owner who has paid s share of estimated well costs should pay to the
operator any amount that reasonable well costs exceed estimated well costs and should
recerve from the operator any amount that paid estimated well costs exceed reasonable well
COsts.

(13)  $4.000.00 per month should be fixed as a reasonable charge for supervision
rcombined fixed ratesy while drilling and $400.00 per month should be fixed as a
reasonable charge for supervision while producing. provided that this rate should be
adjusted annually based upon the percentage increase or decrease in the average weekly
carnings of crude petroleum and gas production workers: the operator should be

authorized to withhold from production the proportionate share of such supervision
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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 non-consenting working interest.

(14)  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.

(15)  Upon the failure of the operator of said pooled unit to commence drilling
of the subject well to which said unit is dedicated on or before April 15, 1997, the order
pooling said unit should become null and void and of no effect whatsoever.

(16)  Should all the parties to this force-pooling reach voluntary agreement
subsequent to entry of this order. this order should thereafter be of no further effect.

(17)  The operator of the well and unit should notifv the Director of the Division
in writing of the subsequent voluntary agreement of all parties subject to the force-pooling

provisions of this order.

IT IS THEREFORE ORDERED THAT:

(1) All mineral interests, whatever they may be, from the surface to the base
of the Happy Valley-Delaware Pool underlying the SW/4 SE/4 (Unit O) of Section 29,
Township 22 South, Range 26 East, NMPM, Eddy County, New Mexico, are hereby
pooled to form a standard 40-acre oil spacing and proration unit for any and all formations
and/or pools developed on 40-acre spacing within said vertical extent. Said unit is to be
dedicated to the proposed Happy Valley "29" Well No. 34 (API No. 30-015-29232) to be
drilled at a standard oil well location 660 feet from the South line and 1680 feet from the
East line of said Section 29.

PROVIDED HOWEVER THAT, the operator of said unit shall commence the
drilling of said well on or before the fifteenth day of April, 1997, and shall thereafter
continue the drilling of said well with due diligence to a depth sufficient to test the
Delaware formation.

PROVIDED FURTHER THAT. in the event said operator does not commence the
drilling of said well on or before the fifteenth day of April, 1997, Decretory Paragraph
No. (1) of this order shall be null and void and of no etfect whatsoever. unless said
operator obtains a time extension from the Division for good cause shown.
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PROVIDED FURTHER THAT. should said weil 1ot be dnlled to completion. or
abandonment, within 120 days after commencement thercot. said operator shall appear
betore the Division Director and show cause why Decretory Paragraph No. (1) of this
order should not be rescinded.

(2) Louis Drevtus Natural Gas Corp. 1s hereby designated the operator of the
subtect well and 40-acre unit.

{3) After the eftective date of this order und within 90 davs prior to
commencing said well, the operator shall turmsh the Division ang each knewn working
mrerest owner in the subject unit an ttemized schedule of crxiimared well costs,

{4 Within 30 davs rom the date the schedulc of esumated well costs s
turmished (0 im, anyv non-censenting workang mterest v ner shall have the right 1o pay
his share of estimated well costs 1 the operater i Hea of naving his share of reasonable
well vosts out of production. and any such owner whoe paas s snare ot esumated well
costs as provided above shall remain hable tor operating costs but shall not be hable for
risk charges.

(5 The operator shaii 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 ot 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 reasonable well
costs after public notice and hearing.

(63 Within 60 davs tollowing determination of reasonable well costs. any non-
consenting working interest owner who has paid tis share of estimated costs in advance
4s provided above shall pay to the operaior his pro rata share of the amount that reasonable
well costs exceed estimated well costs and shali receive yom the operator his pro rata
share of the amount that estimated well costs exceed reasonable well costs.

(73 The operator 1s nereby authorized to withhoid the tollowing 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 davs from the date the schedule of
estimated well costs 1s furnished to hum: and
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(b As a charge for the risk involved i the drilling of the well. 200
nercent o the pro rata share of recsenable well costs atributable to
cuch non-vonsenung workme snperest ower whe has not paid hes
share of estimaied weil cosis w30 dave from the date the

schedule of estimared svell cosis - rorpmished o hur

& The operator shall disirthute said cosr- and charges aathheld  from

production (¢ the parties who advanced the well costs

91 54.006 00 per month while drilis
aie hereby fixed as reasonable charges tor supervision woombinec hxed ratesY: the operator
15 hereby authorized ¢ withhold from production e proportionate share ot such
supervision charges auributable to each non-consenuing “voiking interest. and in addition
thereto. the operator 1s hereby authorized t¢ withhold '+ m procuction the proportionate
share or actual expenditures required for operanng such we2lb rot in excess of what are
reasonable. attributable to each non-consenting workine nrerest.

£ and >=1 06 per month while producing

{10y  Any unleased mineral interest shall be cvnsidered a seven-eighths (7/8)
working interest and a one-eighth (1/8) rovalty interest ! - the purpose of allocating costs
and charges under the terms of this order

tilr Any well costs or charges which are 1o be nud out of production shall be
wthheld only from the working mterest's share of procecrion, and no costs or charges

shall he withheld fron oreducon aributable (o rovalls nieress

t12y  All proceeds from producton trom the suniccs welh which are not disbursed
tor anv reason shall be placed 1 escrow i Bddy Counts New Mexico. 1o be paid 1o the
true owner thereof upon demand anc pract of ownentis e operator sl notfy the
Division of the name and address of said 2serow agerns Gdavs from the date of
first depostt with said escrow agent

¢i3y  Should all the parues to this force-pociing reach voluntry agreement
suthsequent to entry of this order, this order shall thereuatier be of no further etfect.

(14)  The operator of the subject well and 40-acre unit shall nouty the Director
of the Division in writing of the subsequent voluntary azreement of all parties subject to
the force-pooling provisions of this order.

{153 Jurisdiction of this cause s retained tor the ey of such further orders as
the Division may deem necessary,



Case No. 11687
Order No R-10741
Page 6

DONE at Santa Fe. New Mexico. on the day and vear hereinabove designated.

STATE OF NEW MEXICO
OIL CONSER\-’ATI({)’BI DIVISION

L,;;iaf;;\Qx

WILLIAM J. FEMAY
Director
SEAL



