
STATE OF NEW MEXICO 
ENERGY, MINERALS AND N A T U R A L RESOURCES DEPARTMENT 

O I L CONSERVATION D I V I S I O N 

IN THE MATTER OF THE HEARING 
CALLED BY THE O IL CONSERVATION 
D I V I S I O N FOR THE PURPOSE OF 
CONSIDERING: 

CASE NO. 9434 
O r d e r No. R-8704 

A P P L I C A T I O N OF INEXCO OIL COMPANY, 
A WHOLLY-OWNED SUBSID IARY OF THE 
LOUIS IANA LAND AND EXPLORATION 
COMPANY, FOR COMPULSORY POOLING, 
LEA C O U N T Y , NEW MEXICO 

ORDER OF THE D I V I S I O N 

BY THE D I V I S I O N : 

T h i s cause came on f o r hea r i ng at 8:15 a . m . on J u l y 20, 1988, at 
Santa Fe , New Mex ico , be fo re Examiner Michael E. S t o g n e r . 

NOW, on t h i s 2 9 t h day of J u l y , 1988, the D iv i s ion D i r e c t o r , 
h a v i n g cons ide red the t es t imony , the r e c o r d , and the recommendat ions 
of the Examine r , and be ing f u l l y adv ised in the p remises , 

FINDS T H A T : 

( I j Due pub l i c not ice 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 iv i s ion has j u r i s d i c t i o n o f t h i s cause and the sub jec t mat ter t h e r e o f . 

(2) The a p p l i c a n t , Inexco Oil Company , a w h o l l y - o w n e d 
s u b s i d i a r y ot I h e Louis iana Land and b x p l o r a t i o n Company , seeks an 
o r d e r poo l ing al l minera l i n te res ts f rom the su r face to the base o f the 
S h i p p - S t r a w n Pool u n d e r l y i n g the W/2 SE/4 o f Sect ion 35, I ownsh ip 16 
S o u t h , Range 37 Eas t , NMPM, Lea C o u n t y , New Mex ico , to form a 
s t a n d a r d 80-acre oi l spac ing and p r o r a t i o n u n i t fo r any and al l 
fo rmat ions a n d / o r pools deve loped on 80-acre spac ing w i t h i n said 
ve r t i ca l l imi ts o r the SW/4 SE/4 o f said Sect ion 35 to fo rm a s t a n d a r d 
40-acre o i l spac ing and p r o r a t i o n u n i t f o r any and al l fo rmat ions 
a n d / o r pools deve loped on 40-acre spac ing w i t h i n said v e r t i c a l l im i t s , 
bo th a fo rement ioned u n i t s to be ded ica ted to a wel l to be d r i l l e d at a 
s t a n d a r d oi l wel l locat ion t h e r e o n . 

(3) T h e r e are i n t e r e s t owners in the p roposed p r o r a t i o n u n i t s 
who have not ag reed to pool t h e i r i n t e r e s t s . 

(4) A m e r i n d Oi l Company appeared at the hea r i ng and p resen ted 
tes t imony in oppos i t i on to the sub jec t a p p l i c a t i o n . 
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(5) To avo id the d r i l l i n g of unnecessary we l l s , to p r o t e c t 
c o r r e l a t i v e r i g h t s , to p r e v e n t was te , and to a f f o r d to the owner o f 
each i n t e res t in said u n i t the o p p o r t u n i t y to recover or rece ive 
w i t h o u t unnecessary expense his j u s t and fa i r share o f the oi l in any 
pool complet ion r e s u l t i n g f rom th i s o r d e r , the sub jec t app l i ca t ion 
shou ld be a p p r o v e d by poo l ing al l minera l i n t e r e s t s , wha teve r t hey 
may b e , w i t h i n said u n i t s . 

(6) Inexco Oi l Company shou ld be des igna ted the opera to r o f the 
sub jec t wel l and u n i t s . 

(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 owner shou ld be 
a f f o r d e d the o p p o r t u n i t y to pay his share o f es t imated well costs to 
the ope ra to r in l ieu o f p a y i n g his share o f reasonable wel l costs out 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 owner who does not 
pay h is share o f es t imated wel l costs shou ld have w i t h h e l d f rom 
p r o d u c t i o n his share o f the reasonable wel l costs p lus an add i t i ona l 200 
pe rcen t t h e r e o f as a reasonable cha rge fo r the r i s k i nvo l ved in the 
d r i l l i n g o f the w e l l . 

(9) A n y n o n - c o n s e n t i n g i n te res t owner shou ld be a f f o r d e d the 
o p p o r t u n i t y to ob jec t to the actual wel l costs b u t actua l well costs 
shou ld be adop ted as the reasonable wel l costs in the absence o f such 
o b j e c t i o n . 

(10) Fo l lowing de te rm ina t i on of reasonable wel l c o s t s , any 
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 owner who has paid his share o f 
es t imated costs shou ld pay to the ope ra to r any amount tha t reasonable 
wel l costs exceed est imated wel l costs and shou ld rece ive f rom the 
ope ra to r any amount t h a t pa id es t imated wel l costs exceed reasonable 
wel l c o s t s . 

(11) $4250.00 per month wh i le d r i l l i n g and $425.00 per month 
wh i le p r o d u c i n g shou ld be f i xed 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 ope ra to r shou ld be a u t h o r i z e d to w i t h h o l d 
f rom 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 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 , and in add i t i on 
t h e r e t o , the ope ra to r shou ld be a u t h o r i z e d to w i t h h o l d f rom 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 ac tua l e x p e n d i t u r e s r e q u i r e d fo r o p e r a t i n g 
the sub jec t w e l l , not in excess o f what are reasonab le , 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 . 

(12) A l l p roceeds f rom p r o d u c t i o n f rom the sub jec t wel l wh ich are 
not d i s b u r s e d fo r any reason shou ld be p laced in escrow to be pa id to 
the t r u e owner t he reo f upon demand and p roo f of o w n e r s h i p . 

(13) Upon the f a i l u re o f the ope ra to r of said pooled un i t s to 
commence d r i l l i n g o f the wel l to wh i ch said u n i t s are ded ica ted on or 
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be fo re October 31 , 1988, the o r d e r poo l ing said un i t s shou ld become 
nu l l and vo id and o f no e f f ec t wha t soeve r . 

(14) Shou ld al l the pa r t i es to t h i s f o r c e - p o o l i n g reach v o l u n t a r y 
agreement subsequen t to e n t r y of t h i s o r d e r , t h i s o r d e r shou ld 
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 . 

(15) The ope ra to r o f the wel l and u n i t s shou ld n o t i f y the D i rec to r 
o f the D iv i s ion in w r i t i n g o f the subsequen t v o l u n t a r y agreement o f all 
pa r t i es sub jec t to the f o r ce -poo l i ng p rov i s i ons o f t h i s o r d e r . 

IT IS THEREFORE ORDERED THAT: 

(1) A l l minera l i n t e r e s t s , wha teve r t h e y may b e , f rom the 
su r face to the base o f the S h i p p - S t r a w n Pool u n d e r l y i n g the W/2 SE/4 
o f Sect ion 35, T o w n s h i p 16 S o u t h , Range 37 Eas t , NMPM, Lea C o u n t y , 
New Mex ico , to fo rm a s t a n d a r d 80-acre oi l spac ing and p r o r a t i o n u n i t 
f o r any and al l fo rmat ions a n d / o r pools deve loped on 80-acre spac ing 
w i t h i n said v e r t i c a l l imi ts or the SW/4 SE/4 of said Sect ion 35 to form 
a s t a n d a r d 40-acre o i l spac ing and p r o r a t i o n u n i t fo r any and all 
fo rmat ions a n d / o r pools deve loped on 40-acre oi l spac ing w i t h i n said 
v e r t i c a l l imi ts to be ded ica ted to a wel l to be d r i l l e d at a s t a n d a r d 
locat ion t h e r e o n . 

PROVIDED HOWEVER T H A T , the ope ra to r o f said un i t s shal l 
commence the d r i l l i n g o f said wel l on or be fore the 31st day of 
O c t o b e r , 1988, and shal l t h e r e a f t e r con t inue the d r i l l i n g of said well 
w i t h due d i l i gence to a d e p t h s u f f i c i e n t to tes t the S h i p p - S t r a w n Pool ; 

PROVIDED FURTHER T H A T , in the even t said ope ra to r does not 
commence the d r i l l i n g o f said well on o r be fore the 31st day o f 
O c t o b e r , 1988, O r d e r i n g Pa rag raph No. ( I ) o f t h i s o r d e r shal l be nu l l 
and vo id and o f no e f f ec t w h a t s o e v e r , un less said ope ra to r ob ta ins a 
t ime ex tens ion f rom the D iv i s ion fo r good cause s h o w n . 

PROVIDED FURTHER T H A T , shou ld said well not be d r i l l e d to 
comp le t i on , or abandonmen t , w i t h i n 120 days a f t e r commencement 
t h e r e o f , said ope ra to r shal l appear be fo re the D iv i s ion D i rec to r and 
show cause w h y O r d e r i n g Pa rag raph No. (1) o f t h i s o r d e r shou ld not 
oe r e s c i n d e d . 

(2) Inexco Oil Company is h e r e b y des igna ted the ope ra to r of the 
sub jec t wel l and u n i t s . 

(3) A f t e r the e f f e c t i v e date of t h i s o r d e r and w i t h i n 90 days 
p r i o r to commencing said w e l l , the ope ra to r shal l f u r n i s h the D iv i s ion 
and each known w o r k i n g i n t e res t owner in the sub jec t u n i t s an 
i temized schedu le o f est imated well c o s t s . 
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(4 ) Wi th in 30 days f rom the date the schedu le o f es t imated well 
costs is f u r n i s h e d to h i m , any 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 owner 
shal l have the r i g h t to pay his share o f est imated wel l costs to the 
ope ra to r in l ieu o f p a y i n g h is share of reasonable wel l costs ou t o f 
p r o d u c t i o n , and any such owner who pays his share o f est imated well 
costs as p r o v i d e d above shal l remain l iable fo r ope ra t i ng costs b u t 
shal l no t be l iable fo r r i s k c h a r g e s . 

(5) The ope ra to r shal l f u r n i s h the D iv is ion and each known 
w o r k i n g i n t e r e s t owner an i temized schedu le o f ac tua l wel l costs w i t h i n 
90 days fo l l ow ing complet ion o f the w e l l ; i f no ob jec t ion to the actua l 
well costs is rece ived by the D iv i s ion and the D iv i s ion has not 
ob jec ted w i t h i n 45 days fo l l ow ing rece ip t o f said schedu le , the actua l 
well costs shal l be the reasonable wel l c o s t s ; p r o v i d e d howeve r , i f 
t he re is an ob jec t ion to ac tua l wel l costs w i t h i n said 45-day pe r i od the 
D iv i s ion w i l l de te rmine reasonable wel l costs a f t e r pub l i c not ice and 
h e a r i n g . 

(6) Wi th in 60 days fo l l ow ing de te rm ina t ion o f reasonable well 
c o s t s , any 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 owner who has paid h is 
share o f es t imated costs in advance as p r o v i d e d above shal l pay to the 
ope ra to r h is p ro rata share o f the amount t ha t reasonable wel l costs 
exceed est imated wel l costs and shal l rece ive f rom the opera to r his p ro 
ra ta share o f the amount t ha t est imated wel l costs exceed reasonable 
wel l cos t s . 

(7) The ope ra to r is he reby a u t h o r i z e d to w i t hho ld the fo l low ing 
costs and charges f rom p r o d u c t i o n : 

( A ) The p ro ra ta share o f reasonable wel l 
costs 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 owner who has not pa id his share of es t imated 
well costs w i t h i n 30 days f rom the date the schedule o f 
est imated wel l costs is f u r n i s h e d to h im . 

( B ) As a cha rge fo r the r i s k i nvo l ved in the 
d r i l l i n g o f the w e l l , 200 pe rcen t o f the p ro ra ta share 
o f reasonable wel l costs 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 res t owner who has not 
pa id h is share o f est imated wel l costs w i t h i n 30 days 
f rom the date the schedu le o f est imated wel l costs is 
f u r n i s h e d to h i m . 

(8) The ope ra to r shal l d i s t r i b u t e said costs and charges w i t h h e l d 
f rom p r o d u c t i o n to the pa r t i es who advanced the well cos t s . 

(9) $4250.00 per month whi le d r i l l i n g and $425.00 per month 
wh i le p r o d u c i n g are he reby f i x e d as reasonable charges fo r 
s u p e r v i s i o n (combined f i x e d r a t e s ) ; the ope ra to r is h e r e b y au tho r i zed 
to w i t h h o l d f rom 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 such 
s u p e r v i s i o n charges 
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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 , and in add i t i on 
t h e r e t o , the ope ra to 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 rom 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 ac tua l e x p e n d i t u r e s r e q u i r e d fo r o p e r a t i n g 
such w e l l , no t in excess o f what are reasonab le , 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 un leased minera l i n t e r e s t shal l be cons ide red 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 and a o n e - e i g h t h (1/8) r o y a l t y 
i n t e r e s t fo r the pu rpose o f a l loca t ing costs and charges unde r the 
terms ot t h i s o r d e r . 

(11) A n y wel l costs or charges wh ich are to be pa id ou t of 
p r o d u c t i o n shal l be w i t h h e l d on l y f rom the w o r k i n g i n t e res t ' s share o f 
p r o d u c t i o n , and no costs o r cha rges shal l be w i t h h e l d f rom p r o d u c t i o n 
a t t r i b u t a b l e to r o y a l t y i n t e r e s t s . 

(12) A l l proceeds f rom p r o d u c t i o n f rom the sub jec t wel l wh ich are 
not d i s b u r s e d fo r any reason shal l immediately be p laced in escrow in 
Lea C o u n t y , New Mex ico , to be pa id to the t r u e owner t h e r e o f upon 
demand and p r o o f o f o w n e r s h i p ; the ope ra to r shal l n o t i f y the D iv i s ion 
o f the name and address of said escrow agent w i t h i n 30 days f rom the 
date o f f i r s t depos i t w i t h said escrow a g e n t . 

(13) Shou ld al l the pa r t i es to t h i s fo rce poo l ing reach v o l u n t a r y 
agreement subsequen 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 shal 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 . 

(14) The ope ra to r o f the wel l and u n i t s shal l n o t i f y the D i rec to r 
o f the D iv i s ion in w r i t i n g o f the subsequen t v o l u n t a r y agreement o f all 
pa r t i es sub jec t to the force poo l ing p rov i s i ons o f t h i s o r d e r . 

(15) J u r i s d i c t i o n o f t h i s cause is re ta ined fo r the e n t r y o f such 
f u r t h e r o r d e r s as the D iv i s ion may deem necessa ry . 

DONE at Santa Fe , New Mex ico , on the day and year here inabove 


