
STATE OF NEW MEXICO 
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. 92 31 
Order No. R-8540 

THE APPLICATION OF SHELL WESTERN 
E & P , INC. FOR STATUTORY UNITIZATION, 
LEA COUNTY, NEW MEXICO. 

ORDER OF THE DIVISION 

BY THE DIVISION: 

This cause came on f o r hearing at 8:15 a.m. on Septembe 
24, 1987, at Santa Fe, New Mexico, before Examiner David R. 
Catanach. 

NOW, on t h i s 9th day of November, 1987, the D i v i s i o n 
D i r e c t o r , having considered the testimony, the record, and 
the recommendations of the Examiner, and having been f u l l y 
advised i n the premises, 

FINDS THAT: 

(1) Due pu b l i c n o t i c e having been given as required by 
law, the D i v i s i o n has j u r i s d i c t i o n of t h i s cause and the 
subject matter thereof. 

(2) D i v i s i o n Cases Nos. 9230, 9231, and 9232 were 
consolidated at the time of the hearing f o r the purpose of 
testimony. 

(3) The a p p l i c a n t , S h e l l Western E & P , Inc. ( S h e l l ) , 
seeks the s t a t u t o r y u n i t i z a t i o n , pursuant to the "S t a t u t o r y 
U n i t i z a t i o n Act", Sections 70-7-1 through 70-7-21, NMSA, 
(1978), of 4938 acres, more or less, embracing the e n t i r e 
North Eunice Blinebry-Tubb-Drinkard O i l and Gas Pool, Lea 
County, New Mexico, said u n i t t o be known as the Northeast 
Drinkard U n i t ; the applicant f u r t h e r seeks approval of the 
Unit Agreement and the Unit Operating Agreement which were 
submitted i n evidence as applicant's E x h i b i t s Nos. 3 and 4 i 
t h i s case. 
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(4) The proposed u n i t area should be designated the 
Northeast Drinkard Unit Area, and the h o r i z o n t a l l i m i t s of 
said u n i t area should be comprised of the f o l l o w i n g described 
f e d e r a l , s t a t e , and fee lands i n Lea County, New Mexico: 

TOWNSHIP 21 SOUTH, RANGE 3 7 EAST, NMPM 
Section 2: A l l 
Section 3: A l l 
Section 4: Lots 1, 8, 9, and 16 
Section 10 A l l 
Section 11 SW/4 
Section 14 NW/4 
Section 15 A l l 
Section 22 A l l 
Section 23 A l l 

(5) At the time of the hearing, the applicant requested 
the d e l e t i o n of the W/2 SW/4 of Section 24 (Tract 31) from 
the proposed u n i t area by mutual agreement between Sh e l l and 
the current operator of said t r a c t , Bison Petroleum 
Corporation. 

(6) The v e r t i c a l l i m i t s of the Northeast Drinkard Unit 
Area should comprise the i n t e r v a l c o ntaining the B l i n e b r y , 
Tubb, and Drinkard formations as found from a depth of 5530 
f e e t (2101 f e e t sub-sea) t o a depth of 6680 f e e t (3251 f e e t 
sub-sea) on the log run June 21, 1951 on the Shell Argo Well 
No. 8 located 660 f e e t from the South l i n e and 2310 f e e t from 
the West l i n e of Section 15, Township 21 South, Range 37 
East, NMPM, Lea County, New Mexico, and having been defined 
by the D i v i s i o n by Order No. R-8539, entered i n Case No. 
9230, as the North Eunice Blinebry-Tubb-Drinkard O i l and Gas 
Pool. 

(7) The u n i t area contains 30 separate t r a c t s owned by 
39 d i f f e r e n t working i n t e r e s t s . 

(8) At the time of the hearing, owners of over 89 
percent of the working i n t e r e s t and owners of over 91 percent 
of the r o y a l t y i n t e r e s t were e f f e c t i v e l y committed t o the 
u n i t . 

(9) No i n t e r e s t e d p a r t y has objected t o the proposed 
u n i t i z a t i o n or t o the v e r t i c a l l i m i t s of the proposed u n i t 
area. 
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(10) The North Eunice Blinebry-Tubb-Drinkard O i l and Gas 
Pool has reasonably been defined by development. 

(11) The applicant proposes to i n s t i t u t e a waterflood 
p r o j e c t f o r the secondary recovery of o i l , gas, and 
associated l i q u i f i a b l e hydrocarbons w i t h i n and t o be produced 
from the proposed u n i t area. 

(12) The proposed secondary recovery operations should 
r e s u l t i n the a d d i t i o n a l recovery of approximately 15 m i l l i o n 
b a r r e l s of o i l . 

(13) The u n i t i z e d management, operation, and f u r t h e r 
development of the Northeast Drinkard Unit Area, as proposed, 
i s f e a s i b l e and reasonably necessary t o e f f e c t i v e l y c a r r y on 
secondary recovery operations and should s u b s t a n t i a l l y 
increase the u l t i m a t e recovery of o i l and gas from the North 
Eunice Blinebry-Tubb-Drinkard O i l and Gas Pool. 

(14) The estimated a d d i t i o n a l investment costs of the 
proposed supplemental recovery operations are $24.2 m i l l i o n 
d o l l a r s which include an estimated i n i t i a l c a p i t a l investment 
of $18.7 m i l l i o n , and an a d d i t i o n a l $5.5 m i l l i o n t o be spent 
during subsequent years f o r a d d i t i o n a l equipment. 

(15) The a d d i t i o n a l recovery t o be derived from the 
proposed supplemental recovery operations w i l l have a 
r e s u l t a n t net p r o f i t a b i l i t y over the aforesaid a d d i t i o n a l 
costs, on a present value basis at a ten percent discount 
r a t e a f t e r f e d e r a l income taxes, of $38.2 m i l l i o n . 

(16) The estimated a d d i t i o n a l costs of the proposed 
operations (as described i n Finding No. (14) above) w i l l not 
exceed the estimated value of the a d d i t i o n a l o i l and gas (as 
described i n Finding No. (15) above) plus a reasonable 
p r o f i t . 

(17) The a p p l i c a n t , the designated u n i t operator 
pursuant t o the Unit Agreement and the Unit Operating 
Agreement, has made a aood f a i t h e f f o r t t o secure voluntary 
u n i t i z a t i o n w i t h i n the u n i t area. 

(18) The Unit Agreement and the Unit Operating Agreement 
have been approved by those persons who w i l l bo required 
i n i t i a l l y t o pay at l e a s t 75% of the costs of u n i t 
operations, and also by the owners of at l e a s t 75% of the 
production or proceeds thereof t h a t w i l l be c r e d i t e d t o 
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i n t e r e s t s which are fre e of costs, such as r o y a l t i e s , 
o v e r r i d i n g r o y a l t i e s , and production payments. 

(19) The Phase I and Phase I I O i l , and Phase I and Phase 
I I Gas p a r t i c i p a t i o n formulas contained i n the U n i t i z a t i o n 
Agreement, a l l o c a t e the produced and saved u n i t i z e d 
substances t o the separately owned t r a c t s i n the u n i t area on 
a f a i r , reasonable, and equitable basis. 

(20) U n i t i z a t i o n and the adoption of the proposed 
u n i t i z e d method of operation w i l l b e n e f i t the working 
i n t e r e s t owners and r o y a l t y i n t e r e s t owners of the o i l and 
gas r i g h t s w i t h i n the Northeast Drinkard Unit Area. 

(21) The gr a n t i n g of the a p p l i c a t i o n i n t h i s case w i l l 
have no adverse e f f e c t upon the Blinebry O i l and Gas Pool, 
the Tubb O i l and Gas Pool, and the Drinkard O i l Pool, a l l 
located outside the proposed u n i t boundary. 

(22) The applicant's E x h i b i t s Nos. 3 and 4 i n t h i s case, 
being the Unit Agreement and the Unit Operating Agreement, 
r e s p e c t i v e l y , should be incorporated by reference i n t o t h i s 
order. 

(23) The Northeast Drinkard Unit Agreement and the 
Northeast Drinkard Unit Operating Agreement provide f o r 
u n i t i z a t i o n and u n i t operation of the Northeast Drinkard Unit 
Area upon terms and conditions t h a t are f a i r , reasonable, 
e q u i t a b l e , and which include: 

(a) an a l l o c a t i o n t o the separately owned t r a c t s i n the 
u n i t area of a l l o i l and gas t h a t i s produced from the 
u n i t area and which i s saved, being the production t h a t 
i s not used i n the conduct of u n i t operations or not 
unavoidably l o s t ; 

(b) a p r o v i s i o n f o r the c r e d i t s and charges t o be made 
i n the adjustment among the owners i n the u n i t area f o r 
t h e i r respective investments i n w e l l s , tanks, pumps, 
machinery, materials and equipment c o n t r i b u t e d t o the 
u n i t operations; 

(c) a p r o v i s i o n governing how the costs of u n i t 
operations i n c l u d i n g c a p i t a l investments s h a l l be 
determined and charged to the separately-owned t r a c t s 
and how said costs s h a l l be paid i n c l u d i n g p r o visions 
f o r when, how, and by whom the u n i t production a l l o c a t e d 
t o an owner who does not pay his share of the costs of 
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u n i t operations s h a l l be c r e d i t e d to such owner, or the 
i n t e r e s t of such owner, and how h i s i n t e r e s t may be sold 
and the proceeds applied t o the payment of h i s costs; 

(d) a p r o v i s i o n f o r c a r r y i n g any working i n t e r e s t owner 
on a l i m i t e d , c a r r i e d or n e t - p r o f i t s basis, payable out 
of production, upon terms and conditions which are j u s t 
and reasonable, and which allow an appropriate charge 
f o r i n t e r e s t f o r such service payable out of production, 
upon such terms and conditions determined by the 
D i v i s i o n t o be j u s t and reasonable, and p r o v i d i n g t h a t 
any nonconsenting working i n t e r e s t owner being so 
c a r r i e d s h a l l be deemed to have r e l i n q u i s h e d to the Unit 
Operator a l l of h i s operating r i g h t s and working 
i n t e r e s t i n and t o the u n i t u n t i l h i s share of the 
costs, service charge and i n t e r e s t are repaid t o the 
Unit Operator; 

(e) a p r o v i s i o n designating the Unit Operator and 
p r o v i d i n g f o r the supervision and conduct of the u n i t 
operations, i n c l u d i n g the s e l e c t i o n , removal or 
s u b s t i t u t i o n of an operator from among the working 
i n t e r e s t owners t o conduct the u n i t operations; 

( f ) a p r o v i s i o n f o r a v o t i n g procedure f o r the decision 
of matters to be decided by the working i n t e r e s t owners 
i n respect to which each working i n t e r e s t owner s h a l l 
have a v o t i n g i n t e r e s t equal t o h i s u n i t p a r t i c i p a t i o n ; 
and 

(g) the time when the u n i t operations s h a l l commence 
and the manner i n which, and the circumstances under 
which, the operations s h a l l terminate and f o r the 
settlement of accounts upon such t e r m i n a t i o n . 

(24) The s t a t u t o r y u n i t i z a t i o n of the Northeast Drinkard 
Unit Area i s i n conformity w i t h the above f i n d i n g s , and w i l l 
prevent waste and p r o t e c t c o r r e l a t i v e r i g h t s of a l l owners of 
i n t e r e s t w i t h i n the proposed u n i t area, and should be 
approved. 

(25) The e f f e c t i v e date of t h i s order should be November 
1, 1987, which coincides w i t h the e f f e c t i v e date of the Unit 
Agreement and the Unit Operating Agreement. 
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IT IS THEREFORE ORDERED THAT: 

(1) The Northeast Drinkard Unit Area comprising 
4938 acres, more or less, i n the North Eunice 
Blinebry-Tubb-Drinkard O i l and Gas Pool, Lea County, New 
Mexico, i s hereby approved f o r s t a t u t o r y u n i t i z a t i o n pursuant 
to the S t a t u t o r y U n i t i z a t i o n Act, Sections 70-7-1 through 
70-7-21 NMSA, (1978). 

(2) The lands included w i t h i n the Northeast Drinkard 
Unit Area s h a l l comprise: 

TOWNSHIP 21 SOUTH, RANGE 3 7 EAST, NMPM 
Section 2: A l l 
Section 3: A l l 
Section 4: Lots 1, 8, 9, and 16 
Section 10 A l l 
Section 11 SW/4 
Section 14 NW/4 
Section 15 A l l 
Section 22 A l l 
Section 23 A l l 

(3) The v e r t i c a l l i m i t s of the Northeast Drinkard Unit 
Area s h a l l comprise the i n t e r v a l c o ntaining the Blinebry, 
Tubb, and Drinkard formations as found from a depth of 5530 
f e e t (2101 f e e t sub-sea) t o a depth of 6680 f e e t (3251 f e e t 
sub-sea) on the log run June 21, 1951 on the S h e l l Argo Well 
No. 8 located 660 f e e t from the South l i n e and 2310 f e e t from 
the West l i n e of Section 15, Township 21 South, Range 37 
East, NMPM, Lea County, New Mexico, and having been defined 
by the D i v i s i o n by Order No. R-8539, entered i n Case No. 
92 30, as the North Eunice Blinebry-Tubb-Drinkard O i l and Gas 
Pool. 

(4) The appl i c a n t s h a l l i n s t i t u t e a waterflood p r o j e c t 
f o r the secondary recovery of o i l , gas, and a l l associated 
l i q u i f i a b l e hydrocarbons w i t h i n and produced from the u n i t 
area, said w aterflood p r o j e c t being the subject of Case No. 
9232. 

(5) The Northeast Drinkard Unit Agreement and the 
Northeast Drinkard Unit Operating Agreement, being 
applicant's E x h i b i t s Nos. 3 and 4 i n t h i s case, are hereby 
approved, adopted, and incorporated by reference i n t o t h i s 
order. 
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(6) Since the persons owning the required percentage of 
i n t e r e s t i n the u n i t area have approved or r a t i f i e d the Unit 
Agreement and the Unit Operating Agreement, the i n t e r e s t s of 
a l l persons w i t h i n the u n i t area are u n i t i z e d whether or not 
such persons have approved the Unit Agreement or the Unit 
Operating Agreement i n w r i t i n g . 

(7) The app l i c a n t as Unit Operator s h a l l n o t i f y i n 
w r i t i n g the D i v i s i o n D i r e c t o r of any removal or s u b s t i t u t i o n 
of said Unit Operator by any other working i n t e r e s t owner 
w i t h i n the u n i t area. 

(8) The e f f e c t i v e date of t h i s order s h a l l be November 
1, 1987. 

(9) 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. 


