
STATE OF NEW MEXICO 
ENERGY AND MINERALS DEPARTMENT 

OIL CONSERVATION DIVISION 

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

f 

CASES NOS. 8558 AND 8580 
Order No. R-7969 

APPLICATION OF HNG OIL COMPANY 
FOR COMPULSORY POOLING, EDDY 
COUNTY, NEW MEXICO 

APPLICATION OF TEXACO PRODUCING, INC. 
FOR COMPULSORY POOLING, EDDY COUNTY, 
NEW MEXICO. 

ORDER OF THE DIVISION 

BY THE DIVISION: 

This cause came on f o r hearing a t 8 a.m. on A p r i l 24, 
1985, a t Santa Fe, New Mexico, before Examiner Michael E. 
Stogner. 

NOW, on t h i s ?nri day o f Jul.55, 1985, the D i v i s i o n 
D i r e c t o r , having considered the testimony, the r e c o r d , and the 
recommendations o f the Examiner, and being f u l l y advised i n the 
premises, 

FINDS THAT: 

(1) Due p u b l i c n o t i c e having been given 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 the 
sub j e c t matter t h e r e o f . 

(2) I n Case No. 855 8 , the a p p l i c a n t , HNG O i l Company, 
seeks an order 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 i n the 
Pennsylvanian formations u n d e r l y i n g Lots 1, 2, 3, and 4, and 
the E/2 W/2 o f Section 18, Township 2 4 South, Range 2 9 East, 
NMPM, Eddy County, New Mexico, forming a standard 318.88-acre 
gas spacing and p r o r a t i o n u n i t . 

(3) I n Case No. 8580, the a p p l i c a n t , Texaco Producing, 
I n c . , seeks an order 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 i n the 
Pennsylvanian formations u n d e r l y i n g Lots 3 and 4, the E/2 SW/4 
and the SE/4 o f sa i d Section 18, forming a standard 319.70-acre 
gas spacing and p r o r a t i o n u n i t . 
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(4) Each a p p l i c a n t , HNG G i l Company and Texaco Producing, 
In c . , f u r t h e r seeks t o be named the operator o f i t s r e s p e c t i v e 
u n i t , as described above. 

(5) At the A p r i l 10, 1985 hearing, Case No. 8558 was 
continued t o the A p r i l 24, 1985 hearing so t h a t i t and Case 
No. 8580 could be heard simultaneously. 

(6) At the time of the A p r i l 24, 1985 hea r i n g , Cases Nos. 
8558 and 8580 were c o n s o l i d a t e d f o r the purpose of testimony 
and should furthermore be co n s o l i d a t e d f o r the purpose o f 
i s s u i n g a s i n g l e order inasmuch as both cases i n v o l v e c e r t a i n 
common acreage and the g r a n t i n g o f one a p p l i c a t i o n would 
n e s s a r i l y r e q u i r e the concomitant d e n i a l of the e t h e r . 

(7) HNG O i l Company has the r i g h t t o d r i l l and i s 
d r i l l i n g i t s F o r t "18" Federal Com Well No. 1 at a standard gas 
w e l l l o c a t i o n 1980 f e e t from the North l i n e and 8 85 f e e t from 
the West l i n e of said Section 18. Said v/ell was spudded on 
March 25, 1985, and i n doing so met a March 30, 1985, farmout 
o b l i g a t i o n t o var i o u s working i n t e r e s t owners i n t h e i r proposed 
pooled u n i t . 

(8) Texaco Producing, I n c . has the r i g h t ~o d r i l l and 
proposes t o d r i l l a v/ell a t a standard gas w e l l l o c a t i o n 660 
f e e t from the South l i n e and 1980 f e e t from the West l i n e of 
said Section 18 and according t o the testimony, there would be 
no appreciable delay i n which a w e l l would be commenced should 
the proposed Texaco Producing, I n c . u n i t be approved. 

(9) There are i n t e r e s t owners i n both proposed p r o r a t i o n 
u n i t s who have not agreed t o pool t h e i r i n t e r e s t s . 

(10) The approval of the p r o r a t i o n 
pooled by HNG O i l Company, as described 
No. (2) above, would i n c l u d e lands w i t h 
i n t e r e s t ownership: 

u n i t proposed t c be 
i n F i n d i n g Paragraph 
the f o l l o w i n g working 

Leased t o HNG 
Farmed Out t o HNG 
Leased t o Texaco 

ACRES 
99.84 

139.04 
80.00 

PERCENTAGE 
31.30958 
43.60261 
25.08781 

TOTAL 313 1CC.00CCC 

(11) 
pooled by 
Paragraph 

The approval of the p r o r a t i o n u n i t proposed t o be 
Texaco Producing, I n c . , as described i n Fi n d i n g 

No. (3) above, would i n c l u d e lands w i t h the f o l l o w i n g 
working i n t e r e s t ownership: 
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PERCENTAGE 
ACRES 
240.00 
39.84 
39 .76 

(approximate) 
Leased t o Texaco 
Leased t o HNG 
Farmed Out t o HNG 

75. i 
12.5 
12.4 

TOTAL 319.70 100.0 

(12) The g e o l o g i c a l evidence presented by both p a r t i e s a t 
the time of the hearing i n d i c a t e s t h a t a l l o f s a i d Section 18 
can reasonably be presumed t c be p r o d u c t i v e o f gas i n the 
Pennsylvanian f o r m a t i o n . 

(13) The HNG O i l Company a p p l i c a t i o n f o r compulsory 
p o o l i n g (Case No. 8558) was rec e i v e d by the D i v i s i o n on 
March 6, 1985, and the Texaco Producing, I n c . a p p l i c a t i o n f o r 
compulsory p o o l i n g (Case No. 8580) was re c e i v e d by the D i v i s i o n 
on March 22, 1985. 

(14) HNG O i l Company made the f i r s t attempt t o 
v o l u n t a r i l y p o o l the s u b j e c t lands leased t o Texaco Producing, 
I n c . , i n the HNG proposed u n i t as described i n Fi n d i n g 
Paragraph No. (2) above, by having t r a n s m i t t e d an " i n v i t a t i o n " 
t o e i t h e r " j o i n or farmout" by l e t t e r dated January 11, 1985, 
to Getty O i l Company, whereas Texaco Producing, I n c . responded 
w i t h a counter-proposal by l e t t e r dated March 22, 1985 i n v i t i n g 
HNG O i l Company t o " p a r t i c i p a t e " i n t h e i r proposed u n i t , as 
described i n F i n d i n g Paragraph No. (3) above. 

(15) According t o the testimony presented a t the time of 
the h e a r i n g , a l l acreage operated and c o n t r o l l e d by Getty G i l 
Company was t r a n s f e r r e d t o Texaco Producing, I n c . on t h e i r 
merger date o f January 1, 1985. 

(16) Getty C i l Company and Texaco Producing, I n c . should 
be and are hereby considered throughout t h i s order as one and 
the same. 

(17) Considering the f a c t o r s r e l a t e d t o geology and 
pr o d u c t i v e acres as e s s e n t i a l l y being equal i n these Cases, the 
a p p l i c a t i o n o f HNG C i l Company i n D i v i s i o n Case No. 8558 should 
be given preference over the a p p l i c a t i o n of Texaco Producing, 
I n c . i n D i v i s i o n Case No. 8580 based upon HNG C i l Company's 
i n i t i a t i o n o f v o l u n t a r y attempts t o pool f o r d r i l l i n g and the 
f i l i n g o f t h e i r a p p l i c a t i o n t o pool p r i o r t o the f i l i n g by 
Texaco Producing, I n c . 

(18) To avoid the 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 avoid waste, and t o a f f o r d t o 
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the owner of each i n t e r e s t i n said u n i t the o p p o r t u n i t y t o 
recover or receive w i t h o u t unnecessary expense h i s j u s t and 
f a i r share of the gas u n d e r l y i n g the proposed spacing and 
p r o r a t i o n u n i t , the a p p l i c a t i o n of HNG G i l Company, Case No. 
8558, should be approved by 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 , 
whatever they may be, i n the Pennsylvanian f o r m a t i o n u n d e r l y i n g 
Lots 1, 2, 3, and 4, and the E/2 W/2 of said Section 18. 

(19) The a p p l i c a t i o n of Texaco Producing, I n c . , Case No. 
8580, f o r an order 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 i n the 
Pennsylvanian f o r m a t i o n u n d e r l y i n g Lots 3 and 4, the E/2 SW/4 
and the SE/4 of said Section 18 should be denied. 

(20) HNG G i l Company should be designated the operator o f 
the u n i t pooled by t h i s order and the v e i l being d r i l l e d 
thereon. 

(21) Any rcn-consenting working i n t e r e s t owner should be 
a f f o r d e d the o p p o r t u n i t y t o pay h i s share c f estimated w e l l 
costs t c the operator i n l i e u c f paying h i s share of reasonable 
w e l l costs out o f p r o d u c t i o n . 

(22) Any non-consenting working i n t e r e s t owner who dees 
not pay h i s share of estimated v/ell costs should have w i t h h e l d 
from p r o d u c t i o n h i s share o f the reasonable w e l l costs plus an 
a d d i t i o n a l 200 percent t h e r e o f as a reasonable 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 o f the w e l l . 

(23) Any nen-censenting i n t e r e s t owner should be a f f 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 a c t 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 . 

(24) F o l l o w i n g d e t e r m i n a t i o n o f reasonable w e l l c o s t s , 
any non-consenting working i n t e r e s t owner who has p a i d 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 r e c e i v e 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. 

(25) At the time of the hearing the a p p l i c a n t proposed 
t h a t the reasonable monthly f i x e d charges 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 and producing should be $5250.00 and $52 5.00, 
r e s p e c t i v e l y . 

(26) The above d r i l l i n g and producing charges are above 
the normal monthly f i x e d charges i n t h i s area f o r a w e l l t c a 
comparable depth and should t h e r e f o r e be adjusted t o r e f l e c t a 
more reasonable r a t e . 



CASE NOS. 8558 AND 8580 
Order No. R-7 969 

(27) $4800.00 per month w h i l e d r i l l i n g and $480.00 per 
month w h i l e producing should be f i x e d as reasonable charges f o r 
s u p e r v i s i o n (combined f i x e d r a t e s ) ; the operator should be 
au t h o r i z e d t o w i t h h o l d from p r o d u c t i o n the p r o p o r t i o n a t e share 
o f 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 a u t h o r i z e d t o w i t h h o l d from p r o d u c t i o n the p r o p o r t i o n a t e 
share o f a c t u a l expenditures r e q u i r e d f o r o p e r a t i n g the su b j e c t 
w e l l , not i n excess o f 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 . 

(28) A l l proceeds from p r o d u c t i o n from the su b j e c t w e l l 
which are not disbursed f o r any reason should be placed i n 
escrow t o be p a i d t o the t r u e owner t h e r e o f upon demand and 
proof o f ownership. 

(29) Should a l l the p a r t i e s t o t h i s f o r c e d p o o l i n g reach 
v o l u n t a r y agreement subsequent t o e n t r y o f t h i s o r der, t h i s 
order s h a l l 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 . 

(30) 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 o f the D i v i s i o n i n w r i t i n g o f the subsequent v o l u n t a r y 
agreement o f a l l p a r t i e s s u b j e c t t o the forced p o o l i n g 
p r o v i s i o n s o f t h i s order. 

IT IS THEREFORE ORDERED THAT: 

(1) D i v i s i o n Cases Nos. 8558 and 8580 are hereby 
c o n s o l i d a t e d i n t o one case f o r the e n t r y o f a s i n g l e order. 

(2) The a p p l i c a t i o n o f Texaco Producing, I n c . (Case No. 
8580) seeking an order 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 i n the 
Pennsylvanian Formations u n d e r l y i n g Lots 3 and 4, the E/2 SW/4, 
and the CE/4 o f Section 18, Township 2 4 South, Range 2 9 East, 
NMPM, Eddy County, New Mexico, i s hereby denied. 

(3) A l l m i n e r a l i n t e r e s t s , whatever they may be, i n the 
Pennsylvanian f o r m a t i o n u n d e r l y i n g Lots 1, 2, 3, and 4 and the 
E/2 W/2 o f s a i d Section 18 are hereby pooled t o form a standard 
318.88-acre gas spacing and p r o r a t i o n u n i t t o be dedicated t o 
the F o r t "18" Federal Com Well Nc. 1 c u r r e n t l y d r i l l i n g a t a 
standard gas w e l l l o c a t i o n 1980 f e e t from the North l i n e and 
885 f e e t from the West l i n e of sa i d Section 18. 

PROVIDED FURTHER, t h a t 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 
t h e r e o f , the 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 Order (3) o f t h i s order should not be 
rescinded. 
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(4) ENG O i l Company i s hereby designated the operator of 
the subject w e l l and u n i t . 

(5) W i t h i n 60 days a f t e r the e f f e c t i v e date o f t h i s 
order, 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 i n the su b j e c t u n i t an it e m i z e d schedule 
of estimated w e l l c osts. 

(6) W i t h i n 3 0 days from the date the schedule o f 
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 o f 
estimated w e i 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 o f p r o d u c t i o n , 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 o p e r a t i n g costs but s h a l l not be 
l i a b l e f o r r i s k charges. 

(7) 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 i t e m i z e d schedule o f 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 obj e c t e d w i t h i n 45 days 
f o l l o w i n g r e c e i p t o f said 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 c osts; provided however, t h a t i f there 
i s an 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 p e 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. 

(8) W i t h i n 60 days f o l l o w i n g d e t e r m i n a t i o n c f reasonable 
w e l l c o s t s , any non-consenting working i n t e r e s t owner who has 
paid h i s share o f estimated 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 o f 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 
r e c e i v e 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 c o s t s . 

(S) The operator i s hereby a u t h o r i z e d t o w i t h h o l d the 
f o l l o w i n g costs and charges from p r o d u c t i o n : 

(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-ccnsenting 
working i n t e r e s t owner who has not pa i d 
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. 

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

(10) 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 c o s t s . 

(11) $4800.00 per month w h i l e d r i l l i n g and $480.00 per 
month w h i l e producing are hereby f i x e d as reasonable charges 
f o r s u p e r v i s i o n (combined f i x e d r a t e s ) ; the operator i s 
hereby a u t h o r i z e d t o w i t h h o l d frcm p r o d u c t i o n the 
p r o p o r t i o n a t e share o f 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-ccnsenting 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 a u t h o r i z e d t o w i t h h o l d from 
p r o d u c t i o n the p r o p o r t i o n a t e share of a c t u a l expenditures 
r e q u i r e d f o r o p e r a t i n g such w e l l , not i n excess o f what are 
reasonable, a t t r i b u t a b l e t o each non-ccnsenting working 
i n t e r e s t . 

(12) Any unsevered m i n e r a l 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 o f a l l o c a t i n g costs 
and charges under the terms of t h i s order. 

(13) Any w e l l costs c r charges which are t o be p a i d out 
of p r o d u c t i o n s h a l l be w i t h h e l d o n l y from the working 
i n t e r e s t ' s share of p r o d u c t i o n , and no costs or charges 
s h a l l be w i t h h e l d frcm p r o d u c t i o n 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 . 

(14) A l l proceeds frcm p r o d u c t i o n frcm the s u b j e c t 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 Eddy County, Nev/ Mexico, t c be p a i d t o 
the t r u e owner t h e r e o f upon demand and proof o f ownership; 
the operator s h a l l n o t i f y the D i v i s i o n o f the name and 
address of s a i d escrow agent w i t h i n 30 days from the date o f 
f i r s t d e p o s i t w i t h s a i d escrow agent. 

(15) Should a l l p a r t i e s t o t h i s f o rced p o o l i n g reach 
v o l u n t a r y agreement subsequent t c e n t r y o f t h i s o rder, t h i s 
order s h a l l 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 . 

(16) The operator o f 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 o f the D i v i s i o n i n w r i t i n g c f the subsequent 
v o l u n t a r y agreement of a l l p a r t i e s s u b j e c t 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. 
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(17) J u r i s d i c t i o n of t h i s cause i s r e t a i n e d f o r the 
en 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. 

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

STATE OF NEW MEXICO 
OIIr-eON&t'RVA^ION DIVISION 

R. L. STAMETS, 
D i r e c t o r 

S E A L 


