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Hand Delivered 

Michael E. Stogner 
New Mexico O i l Conservation D i v i s i o n 
2040 South Pacheco Street 
Santa Fe, New Mexico 87505 

Re: OCD Case No. 11715; A p p l i c a t i o n of Santa Fe Energy 
Resources, Inc. f o r compulsory p o o l i n g {SY, §29-22S-34E) , 
Lea County 

Dear Mr. Stogner: 

Enclosed i s a proposed order i n the above case, and a disk 
c o n t a i n i n g the order. Due t o lease e x p i r a t i o n problems, your 
a t t e n t i o n t o t h i s matter i s appreciated. I ask t h a t the dis k be 
returned when you are done w i t h i t . 1 Thank you. 

Very t r u l y yours, 

1 

James Bruce 

1 O f f i c e s t a r t - u p c o s t s a re enormous. 
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APPLICATION OF SANTA FE ENERGY 
RESOURCES, INC. FOR COMPULSORY 
POOLING, LEA COUNTY, NEW MEXICO. 

ORDER OF THE DIVISION 

BY THE DIVISION: 

T h i s cause came on f o r h e a r i n g a t 8:15 a.m. on February 6, 
1997, a t Santa Fe, New Mexico, b e f o r e Examiner M i c h a e l E. Stogner. 

NOW, on t h i s day o f February, 1997, t h e D i v i s i o n 
D i r e c t o r , h a v i n g c o n s i d e r e d t h e t e s t i m o n y , t h e r e c o r d and the 
recommendations o f t h e Examiner, and b e i n g f u l l y a d v i s e d i n the 
premises, 

FINDS THAT: 

(1) Due p u b l i c n o t i c e h a v i n g been g i v e n as r e q u i r e d by law, 
the D i v i s i o n has j u r i s d i c t i o n o f t h i s cause and t h e s u b j e c t m a t t e r 
t h e r e o f . 

(2) The a p p l i c a n t , Santa Fe Energy Resources, I n c . , seeks an 
o r d e r p o o l i n g a l l m i n e r a l i n t e r e s t s f rom t h e s u r f a c e t o t h e base o f 
the Morrow f o r m a t i o n u n d e r l y i n g t h e S^ o f S e c t i o n 29, Township 22 
South, Range 34 East, N.M.P.M., t o form a s t a n d a r d 320-acre gas 
sp a c i n g and p r o r a t i o n u n i t f o r any and a l l f o r m a t i o n s and/or p o o l s 
developed on 320-acre s p a c i n g w i t h i n s a i d v e r t i c a l e x t e n t . S a i d 
u n i t i s t o be d e d i c a t e d t o t h e Gaucho U n i t W e l l No. 2, l o c a t e d 1650 
f e e t f r o m t h e South and West l i n e s ( U n i t K) o f S e c t i o n 29. 

(3) There are i n t e r e s t owners i n t h e proposed p r o r a t i o n u n i t 
who have n o t agreed t o p o o l t h e i r i n t e r e s t s . 

(4) To a v o i d t h e d r i l l i n g o f unnecessary w e l l s , t o p r o t e c t 
c o r r e l a t i v e r i g h t s , t o a v o i d waste, and t o a f f o r d t o t h e owner o f 
each i n t e r e s t i n s a i d u n i t t h e o p p o r t u n i t y t o r e c o v e r o r r e c e i v e 
w i t h o u t unnecessary expense h i s j u s t and f a i r share o f the 
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production i n any pool completion r e s u l t i n g from t h i s order, the 
subject a p p l i c a t i o n should be approved by p o o l i n g a l l mineral 
i n t e r e s t s , whatever they may be, w i t h i n saxd u n i t . 

(5) The a p p l i c a n t should be designated the operator of the 
subject w e l l and u n i t . 

(6) Any non-consenting working i n t e r e s t owner should be 
aff o r d e d the o p p o r t u n i t y t o pay h i s share of estimated w e l l costs 
to the operator i n l i e u of paying h i s share of reasonable w e l l 
costs out of production. 

(7) Any non-consenting working i n t e r e s t owner who does not 
pay h i s share of estimated w e l l costs should have w i t h h e l d from 
production h i s share of the reasonable w e l l costs plus an 
a d d i t i o n a l 200 percent thereof as a reasonable charge f o r the r i s k 
i nvolved i n the d r i l l i n g of the w e l l . 

(8) Any non-consenting working i n t e r e s t owner should be 
aff o r d e d the o p p o r t u n i t y t o o b j e c t t o the a c t u a l w e l l costs, but 
act u a l w e l l costs should be adopted as the reasonable w e l l costs i n 
the absence of such o b j e c t i o n . 

(9) Following determination of reasonable w e l l costs, any 
non-consenting working i n t e r e s t owner who has paid h i s share of 
estimated costs should pay t o the operator any amount t h a t 
reasonable w e l l costs exceed estimated w e l l costs and should 
receive from the operator any amount t h a t p a i d estimated w e l l costs 
exceed reasonable w e l l costs. 

(10) $6000.00 per month while d r i l l i n g and $600.00 per month 
while producing should be f i x e d as reasonable charges f o r 
supervision (combined f i x e d r a t e s ) ; the operator should be 
authorized t o w i t h h o l d from production the p r o p o r t i o n a t e share of 
such s u p e r v i s i o n charges a t t r i b u t a b l e t o each non-consenting 
working i n t e r e s t , and i n a d d i t i o n t h e r e t o , the operator should be 
authorized t o w i t h h o l d from production the p r o p o r t i o n a t e share of 
actu a l expenditures r e q u i r e d f o r o p e r a t i n g the subject w e l l , not i n 
excess of what are reasonable, a t t r i b u t a b l e t o each non-consenting 
working i n t e r e s t . 

(11) A l l proceeds from production from the subject w e l l which 
are not disbursed f o r any reason should be placed i n escrow t o be 
paid t o the t r u e owner thereof upon demand and proof of ownership. 

(12) Upon the f a i l u r e of the operator of sa i d pooled u n i t t o 
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commence the d r i l l i n g of the w e l l t o which said u n i t i s dedicated 
on or before May 1, 1997, the order p o o l i n g s a i d u n i t should become 
n u l l and v o i d and of no e f f e c t whatsoever. 

(13) Should a l l the p a r t i e s t o t h i s f o rced p o o l i n g order reach 
v o l u n t a r y agreement subsequent t o e n t r y of t h i s order, t h i s order 
s h a l l t h e r e a f t e r be of no f u r t h e r e f f e c t . 

(14) The operator of the w e l l and u n i t s h a l l n o t i f y the 
Di r e c t o r of the D i v i s i o n i n w r i t i n g of the subsequent v o l u n t a r y 
agreement of a l l p a r t i e s subject t o the forced p o o l i n g p r o v i s i o n s 
of t h i s order. 

IT IS THEREFORE ORDERED THAT: 

(1) A l l mineral i n t e r e s t s , whatever they may be, from the 
surface t o the base of the Morrow formation u n d e r l y i n g the SXA of 
Section 29, Township 22 South, Range 34 East, N.M.P.M., are hereby 
pooled t o form a 320-acre gas spacing and p r o r a t i o n u n i t f o r any 
and a l l formations and/or pools developed on 320-acre spacing 
w i t h i n s a i d v e r t i c a l extent. Said u n i t s h a l l be dedicated t o the 
Gaucho Unit Well No. 2, loc a t e d 1650 f e e t from the South and West 
l i n e s (Unit K) of Section 29. 

PROVIDED HOWEVER THAT, the operator of said u n i t s h a l l 
commence the d r i l l i n g of said w e l l on or before the 1st day of May, 
1997, and s h a l l t h e r e a f t e r continue the d r i l l i n g of s a i d w e l l w i t h 
due d i l i g e n c e t o a depth s u f f i c i e n t t o t e s t the Morrow formation. 

PROVIDED FURTHER THAT, i n the event s a i d operator does not 
commence the d r i l l i n g of said w e l l on or before the 1st day of May, 
1997, Ordering Paragraph No. (1) of t h i s order s h a l l be n u l l and 
vo i d and of no e f f e c t whatsoever, unless s a i d operator obtains a 
time extension from the D i v i s i o n D i r e c t o r f o r good cause shown. 

PROVIDED FURTHER THAT, should s a i d w e l l not be d r i l l e d t o 
completion, or abandonment, w i t h i n 12 0 days a f t e r commencement 
thereof, s a i d operator s h a l l appear before the D i v i s i o n D i r e c t o r 
and show cause why Ordering Paragraph No. (1) of t h i s order should 
not be rescinded. 

(2) Santa Fe Energy Resources, Inc. i s hereby designated the 
operator of the subject w e l l and u n i t . 

(3) A f t e r the e f f e c t i v e date of t h i s order and w i t h i n 90 days 
p r i o r t o commencing s a i d w e l l , the operator s h a l l f u r n i s h the 
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D i v i s i o n and each known working i n t e r e s t owner i n the subject u n i t 
an itemized schedule of estimated w e l l costs. 

(4) W i t h i n 30 days from the date the schedule of estimated 
w e l l costs i s f u r n i s h e d t o him, any non-consenting working i n t e r e s t 
owner s h a l l have the r i g h t t o pay h i s share of estimated w e l l costs 
t o the operator i n l i e u of paying h i s share of reasonable w e l l 
costs out of production, and any such owner who pays h i s share of 
estimated w e l l costs as provided above s h a l l remain l i a b l e f o r 
operating costs but s h a l l not be l i a b l e f o r r i s k charges. 

(5) The operator s h a l l f u r n i s h the D i v i s i o n and each known 
working i n t e r e s t owner an itemized schedule of a c t u a l w e l l costs 
w i t h i n 90 days f o l l o w i n g completion of the w e l l ; i f no o b j e c t i o n t o 
the a c t u a l w e l l costs i s received by the D i v i s i o n and the D i v i s i o n 
has not objected w i t h i n 45 days f o l l o w i n g r e c e i p t of s a i d schedule, 
the a c t u a l w e l l costs s h a l l be the reasonable w e l l costs; provided 
however, i f there i s o b j e c t i o n t o a c t u a l w e l l costs w i t h i n s a i d 45-
day pe r i o d , the D i v i s i o n w i l l determine reasonable w e l l costs a f t e r 
p u b l i c n o t i c e and hearing. 

(6) W i t h i n 60 days f o l l o w i n g determination of reasonable w e l l 
costs, any non-consenting working i n t e r e s t owner who has paid h i s 
share of estimated w e l l costs i n advance as provided above s h a l l 
pay t o the operator h i s pro r a t a share of the amount t h a t 
reasonable w e l l costs exceed estimated w e l l costs and s h a l l receive 
from the operator h i s pro r a t a share of the amount t h a t estimated 
w e l l costs exceed reasonable w e l l costs. 

(7) The operator i s hereby authorized t o w i t h h o l d the 
f o l l o w i n g costs and chairges from production: 

(A) The pro r a t a share of reasonable w e l l costs 
a t t r i b u t a b l e t o each non-consenting working 
i n t e r e s t owner who has not. paid h i s share of 
estimated w e l l costs w i t h i n 30 days from the date 
the schedule of estimated w e l l costs i s fu r n i s h e d 
t o him. 

(B) As a charge f o r the r i s k i n v o l v e d i n the d r i l l i n g 
of the w e l l , 200 percent of the pro r a t a share of 
reasonable w e l l costs a t t r i b u t a b l e t o each non-
consenting working i n t e r e s t owner who has not paid 
h i s share of estimated w e l l costs w i t h i n 30 days 
from the date the schedule of estimated w e l l costs 
i s f u r n i s h e d t o him. 
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(8) The operator s h a l l d i s t r i b u t e s a i d costs and charges 
w i t h h e l d from p r o d u c t i o n t o the p a r t i e s who advanced the w e l l 
costs. 

(9) $6000.00 per month wh i l e d r i l l i n g and $600.00 per month 
while producing are hereby f i x e d as reasonable charges f o r 
supervision (combined f i x e d r a t e ) ; the operator i s hereby 
authorized t o w i t h h o l d from production the p r o p o r t i o n a t e share of 
such s u p e r v i s i o n charges a t t r i b u t a b l e t o each non-consenting 
working i n t e r e s t , and i n a d d i t i o n t h e r e t o , the operator i s hereby 
authorized t o w i t h h o l d from production the p r o p o r t i o n a t e share of 
act u a l expenditures r e q u i r e d f o r operating such w e l l , not i n excess 
of what are reasonable, a t t r i b u t a b l e t o each non-consenting working 
i n t e r e s t . 

(10) Any unleased mineral i n t e r e s t s h a l l be considered a 
seven-eighths (7/8) working i n t e r e s t and a one-eighth (1/8) r o y a l t y 
i n t e r e s t f o r the purpose of a l l o c a t i n g costs and charges under the 
terms of t h i s order. 

(11) Any w e l l costs or charges which aire t o be pa i d out of 
production s h a l l be w i t h h e l d only from the working i n t e r e s t ' s share 
of production, and no costs or charges s h a l l be w i t h h e l d from 
production a t t r i b u t a b l e t o r o y a l t y i n t e r e s t s . 

(12) A l l proceeds from production from the subject w e l l which 
are not disbursed f o r any reason s h a l l immediately be placed i n 
escrow i n Lea County, New Mexico, t o be p a i d t o the t r u e owner 
thereof upon demand and proof of ownership; and the operator s h a l l 
n o t i f y the D i v i s i o n of the name and address of said escrow agent 
w i t h i n 30 days from the date of f i r s t deposit w i t h s a i d escrow 
agent. 

(13) Should a l l the p a r t i e s t o t h i s forced p o o l i n g order reach 
v o l u n t a r y agreement subsequent t o e n t r y of t h i s order, t h i s order 
s h a l l t h e r e a f t e r be of no f u r t h e r e f f e c t . 

(14) The operator of the w e l l and u n i t s h a l l n o t i f y the 
D i r e c t o r of the D i v i s i o n i n w r i t i n g of the subsequent v o l u n t a r y 
agreement of a l l p a r t i e s subject t o the forced p o o l i n g p r o v i s i o n s 
of t h i s order. 

(15) J u r i s d i c t i o n i s hereby r e t a i n e d f o r the e n t r y of such 
f u r t h e r orders as the D i v i s i o n may deem necessary. 
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DONE at Santa Fe, New Mexico, on the date and year hereinabove 
designated. 

STATE OF NEW MEXICO 
OIL CONSERVATION DIVISION 

[Sea l ] 
WILLIAM J . LEMAY 
D i r e c t o r 


