STATE OF NEW MEXICC
ENERGY AND MINERALS DEPAERTMELY
CIL CONSERVATICN DIVISION

IN THE MATIEE Cr THE HEARING

CALLED BY THr OGIL CCGNSESERVATICN

SZIVIEICHN FOR THE PURPCSE OF

CUNSILERING:
CASE NO. Y080
Order Nc., E-G433

AFPFLICATICK OF HARVEY E. YATES

COMPANY FOR COMPULSORY PCGLING,

EDDY COUNTY, NEW MEXICGC.

CRPER CF Thk DIVISICN

BY THE DIVISION:

This cause came on for hearing at 8:15 a.m. on March 18,
1987, at ferte Fe, Mew Mexico, before Examiner Leavid B. Catanach.

NOW, on this 17th day of April, 1987, the Division
Directcor, having considered the testimony, the reccrd, and the
recommendaticne of the Examiner, and being fully advised in the
premises,

FINDS TEAT:

(1) Due public notice having been given as requirec bv law,
the Division has Jurisdiction of this cause and the subject
natter thereocf.

(2) The applicant, Harvey E. Yates Company (Heyco), seeks
an order pooling all mineral interests from the base of the Queen
formaticn (at a depth of approximately 3598 Zeet) to 300 feet
helow the top of the Wolfcamp feormation f{at a depth of
approximately 9500 feet) underiying the NE/4 SW/4 and the SE/4
NW/4 of Section 12, Township 18 South, Range 1 Easti, NMPM, Eddy
County, New Mexico, forming two standard 40-acre c¢il spacinag and
proration units,

(3} The applicant has the right to drill and propeses to
dr:iii its Taylor Deep Federal 12 Well No. 1 at a standard oil
we:ll location in the NE/4 SW/4 and its Tayior Leep Federal 12
hWell ho. 2 2t & standard oil well location ir the SE/4 NW/4, both
in said Section 12, tco a sufficient depth to test the Bone Spring
fecrmatiocr.

(4) Chevron U.S.A. Inc. (Chevron), a 25% interest owner in
each of the proposed 40-acre units, appeared at the hearing in
oppecoition tce the application.
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(5) The evidence presented at the hearing indicates that
the applicant has made numerous attempts to secure Chevror'e
volurtary “cirder in its Heyco Taylor Deep Woikhing Interest Unit
corsisting of Sections 12 and 13, Township 1€ Eouth, Range 31
East, NMPM, Eddy County, New Mexico.

‘6¢) The evidence further indicates that all proposals made
v the zpplicant to Chevron prior to the hearing have contained a
provision tor the drilling of the Taylor Deep Federal 12 VWell No.
1 but contained no such provision for the drilling of the Taylor
NDeep Tederal 12 Well No. 2.

(7) The applicant, in its attempt tc¢ secure Chevron's
voluntaly Jcinder in the proposed working irterest unit, has
failed to provide Chevron the information necessary to make aun
informed decisicn as to whether or not to participate in tle
drillin¢g i the Taylcocr Ceep Federal 12 Well Mc. 2.

(8) It is the inteunticn cf the applicant to drill and
evaluate tle producing capabilities of the Tavicr Deep Federal 12
Well Mo. 1 prior to commencing the c¢rilling of the Taylor Deep

~

Federal 1Z Well No. 2.

{($) Chevrcon preoposed that they be given an clection pericd
i1, whkich to voluntarily join in the drilling of the second well
subsecuent to the drilling and evelvetion of the first well and
that they be provided by the applicant drilling reports, logging
and +esting data, and production reports obtaired from the
drilling and testing of the Taylor Deep Fecderal 12 Well No. 1,
pricr tc the expiration of their election pericd for the second

well.

{10) Crevron's request for an extended election period for
the Taylor Leep Federal 12 Well No. 2 is reascoreble and should be
granted; however, it vould be unreasonable and unfair +to the
applicant to extend this election period past the date ct the
completion of the Taylor Deep Federal 12 Well Nc. 1.

*11) Chevron's request that the applicant provide them with
the cete ckrtained in the drilling eand testing of the first well
is unreascnabie in that should Chevron not elect tc participate
in the driliing of the first well, they have no right tc receive
5r tc be a party to said information, and therefore this request
chould be denied.

(12) "To avoid the drillinc of unnecessary wells, tc protect
correlative rights, to aveid wvagte, and to aiford to the owner ot
each interest in said unit the opportunity tc recover or receive
without urnecessary expense his just and fair share ¢f the oil 1in
any pool cempletion resulting from this order, the subkiect
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application should be approved Ly peceling all mineral interests,
whatever they may be, within each of the units described abcve.

(13) The applicant should be designated *the cperator of the
subiect wells and units.

{i4) Eny non-consenting working Interect owner should be
afforded the cpportunity to pay his share of estimated well costs
to the operator in lieu of paying his share of reasonakble well
costs out of production.

{15} Akny non-consenting working interest cwvrer who does not
pay bis charc of estimated well costs should have withheld from
production his share c¢f reasonable well costs plus an adéiticnal
200 percent thereof as a reasonabile charge for the risk involved
in the crilling of the wells.

(1€} Zrny non-consenting interest owner ghcould be afforded
the cppertunity to object to the actual well cests but actual
well costs should be adopted as the reasonable well costs in the
absence cf cbiecticn,

(17) Following determination of reasonable well costs, any
ncn-censenting working interest owner who has paid his share of
ectimated costs should pay to the operator any amount that
reascnable well costs exceed estimated well cestec and should
receive from the operator any amount that paid estimated well
ceste exceed reasonable well costs.,

(18) The applicant proposed at the hearing that overhead
rates of $50(C.00 per menth while drilling and $5CC.0C per month
while producing ke fixed as reasonable charges for supervision.

{19) The applicant provided sufficient evidence to show that
its requested rates are fair and reascnable based upon the signed
operating agreement which governs operators in the Taylor Deep
Working irterest area.

(20) $5000.00 per menth while drilling and $50C.00 per month
while producing should be fixed as reasconable charges for
supervision combined fixed rates); +the operator should be
authcrized tc withhold from production the proporticnate share of
such supervision charges attributable to each non-consenting
vorking interest, and in addition thereto, the operator should ke
avthecrized to withhold from production the prcportionate share of
actual expenditures required fcr operating the subject wells, neot
in  excecs cf what are reasonable, attributeble to each
ncn-corserting working interest.
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{21) All proceeds from production from the subject wells
which are not disbursed for any reason should ke placed in escrov
to be paid tc the true owner therecf upon demand and procf of
ownership.

(22) Upon the failure of the operator to commence drilling
of the Taylor Deep Federal 1Z Well lNc. 1 to which the NE/4 SW/4
of Sectior 12 is to be dedicated on or before July 1, 1987, the
orcer pocuiing both of the subject units should beccme null and
vecid and of nco effect whatsoever.

(23) Upon the failure of the operater tc commence drilling
of the Taylor Deep Federal 12 Well No. 2 withir €0 days after
putting the Taylecr Deep Federal 12 Well No. 1 on production, the
order pecling the SE/4 NW/4 of Section 12 should become null ancd
void anc cf no effect whatsoever.

(c4) Shculd all the parties to this Icrced pooling reach
voluntary egreement subsequent to entry of this crder, this order
shall thereafier be cf nco further effect.

(78}  The operator of the wells and unite chell notify the
Director of the Division in writing ot the subsequent voluntary
agreement cf all parties subject to the forced pooling provisions
of this crder.

IT IS THEREFORE ORDERED THAT:

(1) All mineral interests, whatever tliey may be, from the
bese of the Queen formation (at a depth of approiimately 3595
feet) tc 300 feet below the top of the Wolfcamp formation (at «
depth of approximately 5500 feet) underlying the NE/4 SW/4 and
the SE/4 LVW/4 of Section 12, Township 18 South, Range 231 EFast,
NMPM, Eddy County, New Mexico, are herekby pocled to form two
sterdard 40-acre oil spacing and proration units to be dedicated
to the applicant's Taylor Deep Federal 12 Well Nes. 1 and Z,
respectively, both located at standard locaticng tliereon.

FECVIDED HOWEVER, the cperatcr of the NE/4 SW/4 of said
Section 12 shall commence the cérilling of a well thereon, being
+he Taylor Deep Federal 12 Well Nc. 1, on or before the first day
of Jduly, 1947, and shall thereafter continue the drilling of said
well with due diligence to a depth sufficient tc vtvest the Rone
Spring formation;

PRCVILEL FURTHER THAT, in the event said operator does not
ccmmence the drilling of said well on or before the first day of
July, 1987, Crdering Paragraph No. (1) of this order shall be
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null and voi¢ and of no effect whatsoever, unliess said operator
ckbtains a tine extension from the Division for cced cause shown.

PRCVIDED FURTHER THAT, should said well nct be drilled to
completicon, or abandcnment, within 120 days &after comrencenent
therecf, said cperator shall appear before the D'ivision Director
and show cause why Ordering Paracraph MNo. (i) of this order
shcula not be rescinded.

PRCVIDED FURTHER THAT, tle cperator of the Sk/a NW/4 of ceid
Section 12 shall, within 6C dayc after putting the aforesaid
Taylcr Teep Federal 12 Well No. 1 on preduction, commence the
cdriiling ¢i @ well thereon, being the Tayler Peep Federal 12 Well
Nc. 2, and shall thereafter continue the drilling of said well
with due diligence tco a depth sufficient to vest the Bone Spring
forrmatiorn.

PRCVIDED FURTHER THAYW, in the event said operator does not
commer:ce the drilling of said Taylor Deep Federal 12 Well No. 2
within said 60 day period decretory paragraph (1) of this order
shall be null and vecid and c¢f no effect whatsocever with respect
te the SE/4Z NW/4 of said Section 12, unless said operator obtains
a time cutension from the Division for good cause shown.

PRCVIDEL FURTHER THAT, should said well not ke drilled to
corpLetion, or abandonment, within 126 cdave after the
cormencement thereof, said operatcr shall &appear before the
Livisicon Diiector and show cause why Order (1) of this order
should not be rescinded with respect to the SE/4 NW/4 of said
Secticn i1i.

(z) Harvey E. Yates Company is hereby designated the
cperator of the subject wells anc units.

2y After the effective date o©of this cicer and within 90
days prior tc commencing each of said wells, the cperator shall
furnish the Uivision and each krown working interest owner in the
subject unit an itemized schedule of estimated well costs.

(4}  Vvithin 30 cdays frcm the date the scliedule of estimated
well ccsts for the Taylor Deep Federal 1< Well Mo. 1 is furnished
te him, and within 60 days from the date the schedule of
estimated wes. costs for the Tayvlor Deep Federal 12 Well No. 2 1is
furnished to liim, any non-corsenting 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 reascrable well costs out
of production, and anrny such owner who pays his share ot estinated
well costs ac prouvided above shall remain liable for operating
costs but shall not be liable for risk charges.



CASF NO. 2CLo
Order No. R=bt42G
—6—-

(5) The operator shall furnish the Division and cach known
working interest owner an itemized schecdule of actual well costs
within 9C days following completion cof each well; if no objection
to the actual well costs is received by the Division and the
Division hasc nct objected within 45 days fellowing receipt of
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
reasocnable well costs after public notice and hearing.

(6) Within 60 days followirg determination of reasonakle
well costs, any non-consenting working interest owner who has
paid tis chare of estimated costs in advance as provided above
shall pay to the operatcr his pro rata share of the amount that
reasonable well costs exceed estimated well costs and shall
receive freorm the operator his pro rata share ¢f the amount that
cctimated well costs exceed reascnable well costs.

{7 "Lhe operator is hereby authorized tc withhold the
following costs and charges from production:

{#) The pro rata share of reasonable well
costs attributable to each non-consenting working
interest owner who has not paic his share of
estimated well costs withir 2C cayvs Zrom the date
the schedule of estimated well costs is furrished
to him.

(B) As a charge for the risk involved in the
drilling of each well, 200 percert cf the pro rata
chare of reasonable well costs attributable to
each non-consenting working interest owner who has
not paid his share of estimated well costs withan
the time pericd described in No. (4) above.

(8) The operator shall distribute saiad ccsts and char
withheld from production tc the parties who advarced the well
costs.

{c)  ¢ECQC.00 per month while drilling and §5(C.C0 per month
while prcducing are hereby fixed as reascrakle charges for
supervision (combined fixed rates); the operator is hereby
snthorized to withhold from production the proporticnate share oI
suclh supervision charges attributable to each non-consenting
working irterest, and in addition thereto, the cperator is hereby
authorized tc withhold from production the proporticnate share of
actual expenditures required for ocperating such well, not in
exCcess of what are reasonakle, attributakle to each
non-consentirc working interest.



C2EF. NC. 9086
Order No. R-8433

t+C)  Any unsevered mineral interest chell bhe considered a
sever-eichths (7/8) working interest and & one~eighth (1/8)
royalty interest 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
prccucticrni shail be withheld only from the working interest's
share of production, and nc costs or charges shall be withheld
from production attributable to royalty intereste.

(12) All proceeds from production from the subject wells
which are not disbursed fcr any reason shall immediately be
placed in escrow in Eddy County, New Mexico, to bhe paid tc the
true cwnher thereof wupon demand and procl c¢f ownership; the
cpereater shall notify the Division ot the name and address of
said escrow agent within 30 days from the date of first deposit
with said escrcw agert.

(13) Should all parties tc this 1orced pocling reach
voluntary agreement subsequent to entry of this order, this order
shall thereafter be of ne further effect.

(14) The cperator of the wells and unitse shail notify the
Director of the Division in writing of the subsequent vcluntary
agreement of all parties subject to the forced pooling provisicng
cf thic crcer.

(15) Jurisdiction of this cause is retained for the entry cf
such further orders as the Division may deem necessarv,

DCNE at Santa TFe, New Mexico, on the day and vear
hereinabcve cvesignated.

STATE OF NEW MEIYCC
OII. CONSERVATICN

WILLIAM J., LEMAX
Director
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