CASE 5158: Application of CITIES
SERVICE FOR COMPULSORY POOLING,
EDDY COUNTY, NEW MEXICO.
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BEFORE THE
NEW MEXICO OIL CONSERVATION COMMISSION
Santa Fe, New Mexico
April 23, 1974

COMMISSION HEARING

IN THE MATTER OF:

Application of Cities Service Oil Company
for compulsory poecling, Eddy County, MNew
Mexico. Applicant, in the above-styled
cause seeks an order pooling all minerxral
interests in the Pennsylvanian Formation
underlying the East 1/2 of Section 29,
Township 21 South, Range 27 East, Eddy
County, New Mexico, to be dedicated to its
Simpson Well #l1 to be drilled at an
orthodox location for said unit. Also to
be considered will be the cost of crilling
and completing said well.

Also the application of Michael P. Grace
and Corinne Grace, this case wiil be
heard de novo pursuant to the provisions
of Rule 1220.
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BEFORE: A. L. Porter, Jr., Secretary-Directcr
I. R. Trujillo, Chairman

TRANSCRIPT OF HEARING

APPEARANCES
For the Applicant: Jason Kellahin, Esq.
(Cities Service) and
Tom Kellahin
KELLAHIN & FOX
50C Don Gaspar
Santa Fe, New Mexico

THE NYE REPORTING SERVICE
STATE-WIDE DEPOSITION NOTARIES
225 JOHNSON STREET
SANTA FE. NEW MEXICO 87501
TEL. (505; 982-0386

CASE 5158
(de novo)




v APPEARANCES (Continued)

Por the Applicant:

Corinne Grace)

(Michael P. Grace & COORS, SINGER & BROULLIRE

Robert H. Borkenhagen, Esq.

Suite 1100, American Bank
of Commerce Complex

200 Lomas Blvd, N.W.

Albuquerque, New Mexico 871(
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FRANK RINEY

pirect Examination by Mr. Kellahin
Cross Examination b Mr. Porter
Borkenhagen

Cross Examination by Mr.

Redirect Examination by Mr. Kellahin

by Mr. Borkenhagei

Recross Examination
E.F. MOTTER
Direct Examinatidn by Mr. Kellahin
Cross gxamination by Mr. porkenhagen
Redirect Examination by Mr. Kellahin
RecroOss Examination by Mr. porkenhagen
Further Examination by Mr. Kellahin
DALE CARLSON
porkenhagen

Direct Examination by Mr.

MICHAEL P. GRACE

xamination by Mr. porkenhagen

pirect E
Cross Examination by Mr. Kellahin
gxHIBLILS
Admitted
cities Service Company 'S
Exhibits Nos. 1 and 2 9
cities Service Ccompany 'S
Exhibits Nos. 3 and & 25
Grace's Exhibit NoO. 1 --
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CASE 5158
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MR. PORTER: Call for appearances in Case 5158,

MR, KELLAHIN: 1If it please the Commission, Jason
Kellahin, Kellahin & Fox, appearing with Tom Kellahin on
behalf of Cities Service 0il Company. We will have two
witnesses,

MR. BORKENHAGEN: If the Commission allow, Robert
Borkenhagen, Coors, Singer & Broullire, Albuquerque, appear-
ing for Michael P. Grace. 1 think we will call two witnesses.

MR. PORTER: 1 would suggest at this time that
all four witnesses, or potential witnesses, be sworn.

(Witnesses sworn.)

MR, KELLAHIN: If the Commission please, this
is an Application brought as a hearing de novo under
New Mexico statutes on the Application of Michael P. Grace
in Case 5158. The original Case was heard on January the
30th before Examiner Daniel S; Nutter, and pursuant to
that Hearing an order for compulsory pooling, No. R-4721,
was entered on February thé 13th, 1974, pooling all of the
acreage in the area involved in this Application, including
the acreage owned by Mr. Grace. Mr. Borkenhagen was pre-
sent at the Hearing in January and in the interests oi
saving time I would move that the Transcript and Exhibits

offered in the Hearing of January 30th in Case 5158 be
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RINEY-DIRECT CASE 5158
Pag. . [4 .

incorporated into this record and we will then supplement
it to bring the matter up to date.

MR. PORTER: 1Is there any objection to Counsel's
motion for incorporating the record of January 30th upon
which R-4721 was based?

MR, BORKENHAGEN: No, Mr. Chairman.

MR. PORTER: Then the Commission will incorpor-
ate the record of January 30th.

MR. KELLAHIN: 1 would like to call our first
witness, Mr. Frank Riney.

FRANK RINEY

called as a witness, having been first duly sworn, was
examined and testified as follows:

DIRECT EXAMINATION

BY MR. KELLAHIN:

Q Would you state youf name, please?
A Frank Riney, Cities Service 0il Company.
Q What is your position with Cities Service Com-

pany, Mr. Riney?
A I'm a Landman in Cities Service 0il Company.
Q Are vou the same Mr. Riney who testified in
the Hearing on this matter on January 30th, 19747
A Yes, sir.

THE NYE REPORTING SFRVICE
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RINEY-DIRECT CASE 5158
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Q Are you the Landman who has been involved in
negotiations attempting to put together the Unit involved
in this Application?

A I am.

Q Mr. Riney, subsequent to the Hearing on January
the 30th, 1974, have there been any further negotiations
in connection with this Case in an effort to get a voluntary
agreement?

A Yes, sir; on February the l4th we wrote Mr,
Grace a letter turning down the trade that was offered by
them. This information on the trade was included im the
previous hearing and at that time we again asked them to
participate in the drilling of the proposed test.

Q Referring to what has been marked as Cities
Service Exhibit No. 1, is rhat the letter of February l4th

to which you referred?

A That is correct.
Q What was the results of the writing of that letten?
A I received a call from Mr. Borkenhagen and he

reiterated that they still would like to make the trade.
Q Now, what trade do they propose to make?
A That was a trade of acreage in Section 29, the

proration unit, for some Cities Service acreage in

THE NYE REPORTING SERVICE
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RINEY~-DIRECT CASE 5158
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Section 25 of 21-26.

Q Now, was it ever specified as to what particular
acreage and how much was involved in this proposed trade?

A No definite particular lease or tract or any
particular amount.

Q Mr. Borkenhagen in his conversation didn't speci-
fy so much acreage or anything of that nature?

A No.

Q Did you receive anything in writing in response
to your letter of February Ll4th?

A No, I did not.

Q Were you able to make any agreement at that point?

A No, we were unable to reach any kind of agree-
ment.

Q Now, did you write an additional letter in

connection with this matter aﬁd attempt to make some agree-
ment?

A On March the 20trh, 1974, we wrote another letter
making twe different offers: One to buy the acreage in

the proration unit aud another to trade different acreage.

Q Now, were either one of those oi.iers accepted?
A No.
Q Did you hear from Mr. Crace or one ot his agents?

THE NYC REPORTING SERVICE
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RINEY~DIRECT CASE 5158

Page ... .1 ...
A 1 heard from Mr. Borkenhagen last Friday.
Q What was the tenor of that conversation?
A They did not like either of our proposals and

again stated that they wanted to trade acreage in Section
29 for the acreage in 25 of 21-26.

Q Now, again, did he specify what acreage or how
much acreage he wanted to trade?

A No definite amount and no particular iract or
lease.

Q Did you have any further contact with Mr. Bor-
kenhagen, Mr. Grace, or any of his agents?

A On Friday Mr. Borkenhagen asked if there was a
possibility of them coming in on the test without the
penalty, payment of a portion of their part on the teét.
We discussed this several times on Monday by phone with
Mr. Borkenhagen and the decision was, ''No."

Q Now, about penalty, you have reference to the
risk factor that was provided in Orxder R-4721?

A That's correct.

Q That, I believe, was‘50~percent risk factor.
Did you have any discussions with Mr. Giace nere this
morning?

A No.

THE NYE REPORTING SERVICE
STATE-WIOE DEPOSITION NOTARIES
225 JOHNSON STREET
SANTA FE, NEW MEXICO 87501
TEL. (505} 982-0386




v

RINT

Y -DIRICT Page. ... . 8.

Q At the time of the hearing in January the 30th,
Mr. Riney, there were other interests which at that date
had not been proved, is that correct?

A That is correct.

Q Could you tell us what those interests were and
what has occurred subsequent to the January Hearing?

A Fred L. 0'Cheskey here has owned approximately
six acres, and in the last hearing we received a letter
from them -- I believe it was February, Janvary 9th --
from Fred L. 0'Cheskey speaking for the heirs said that
they would participate and pay their proportionate share of
the cost of the well.

Q Was that offered as Exhibit No. 4 in the ori-
ginal hearing?

A That is correct.
Q Subsequent to that did the Fred 1. O'Cheskey

heirs actually join in the well?

A Yes, they did.

Q And, was any risk factor assessed against
them?
A There was not.
Q What was the reason nc risk factor was assessed

against them?

THE NYE REPORTING SERVICE
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A Because they had committed to participate in
the drilling of the test and pay their proportionate share
of the cost in January, and advised us at that time that
it would probably be some time before they would furnish
us with an executed agreement due to one of the heirs be-
ing in a remote area of Africa someplace.

Q And they have all signed at this point, is that
correct?

A Fred L. OQ'Cheskey had a power of attorney and
in the partnership executed for all of them.

Q Mr. Riney, were Exhibits 1 and 2 letters taken
from your files, being copies of letters addressed to
Mr. Grace?

A That is correct.

MR, KELLAHIN: At this time I would like to
offer into evidence Exhibits 1 and 2.

MR, PORTER: Without objection, Exhibits 1 and 2
will be entered into the record, these being these two
letters,

MR, KELLAHIN: Yes.

(Whereupon, Cities Service 0il

Company's Exhibits 1 and 2 were admitted

into evidence.)
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RINEY-CROSS CASE 5158

CROSE EXAMINATION

BY MR, PORTER:
Q Mr. Riney, in your letter of March 20th, my

copy isn't very plain, what is that offer for acre under
Proposition 1 there?
A March 20th, what was that now?
Q Under Proposition 1, what is the amount offered
per acre?
A $300 per acre.
Q Thank you.
MR, PORTER: Does anyone else have any questions
of Mr. Riney?
MR, BORKENHAGEN: Yes, sir, I do.

CROSS EXAMINATION

BY MR. BORKENHAGEN:

Q Mr. Riney, going back to the hearing that was
held on Jantary the 30th,- at that time we were dealing
with, is that Section Z9 of 21, of Township 21 South,
Range 27 East?

A That's right.

Q At that time do you recall giving me two maps,
both prepared by Cicies Service -- you should probably

st+ill have a copy of them -- outlining the Michael P.
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rate ait that point?
A I remember that you did not object (o that.
Q Now, in your February l4th letter you asked us

to join you in the Cities Service drilling, is this

correct?
A Correct,
Q In the March 20th letter you did not ask that

but was that correspondence of March 20th still part of
this negotiation to try and swap us out?

A I don't understand the question.

Q Was the March 20th letter and your offer to
either buy orxr to trade -- buy in Proposition 1 and to
trade in Proposifion 2 ~- was that a continuation of our
effort to swap this land that Mr. Grace has that was in
the proposed forced pooling unit?

A No. Now you're talking about our acreage in
Section 25 and Mr. Grace's in 297

Q What I'm asking, is this still an effort to
trade out?

A This is still an effort to satisfy Mr. Grace to
get him out from under the proratien unit, ves, ii tnat's
the question.

It's not a proration unit, it was a forced pool.
P >
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RINEY-CROSS CASE 5158

on?

Have I

>

=

Well, torced pool, yes,

Now then, our efforts to trade were still going

Under this letter, yes.

And, were they still going on this morning?

approached you?

You approached me this morning, correct.

And made a proposition ta you to trade?

Yes, you gave me a letter, true.

4And you have turned that down, is that correct?
That is correct

MR. BORKENHAGEN: At this time, your Honor --

1 have not marked these as yet; this is Grace's Exhibit

No. 1.

{(Whereupon Grace's Exhibit No. 1

was marked for identification.)

BY MR, BORKENHAGEN;:

Q

As you see it, our really basic argument now

is to the penalty: we've indicated a desire to get into
p Y 2

the well or go ahead »nd trade it out, but if we get in

we do not want the penalty, is that correct?

A

Q

That's my understanding.

Now, the O'Cheskey group that you were referring

THE NYE REPORTING SERVICE
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RINEY-CROSS CASE 5158
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to, I thiank you statea that they had not been assessed a
penalty, is that true?

A That's correct.

Q Would you please restate why they had not been

assessed a penalty?

A We received a letter from them on January the 9th,

1974, saying that they would participate and asked us to
send them the necessary forms for execution.

Q Is this a correct statement, that you are not
assessing them the penalty solely because of their express
intent to join with you on drilling the well?

A I can't say that, no.

Q Well then, what is your basis for not assessing
a penalty against them? |

A They sent in the fully executed operating agree-
ment and AFE, we received that around the first of April.

Q Around the first of April. Was that signed by
all of them at that time?

A It was signed by Fred L. O'Cheskey as a partner
and as Power of Attorney for them,

Q Did he enclose the Power of Attorney at that time)

A Yes.

Q He did. Do you have that with you?

THE NYE REPORTING SERVICE
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\ RINEY-CROSS

\ A 1 found that here, ves.

1d 1 see it please?

Q Cou
A That is for whom?
Q and that power of Attoxney is for whom?
A For Lee Thomas .
Q And what date was that
1 believe.
Q 1s this the date th
executed?
A And was acknowledged on that date.
Q okay. D° you have 5 time as o when you received
that?
ave been around april 1st.

Q 1t would nhave been around April the lst. The
od for paying your way ran at wnhat date?
y the

\ 30 day peri
it was probabl

T'm not sSure-. 1 believe

r don't know. Thirty days

[
\ middle of Marc I
te schedul

h, wasn't 17
out

e -- jet's see 7 the Order came

d have been around

fyom the da
February 13th so 1 jmagine ;¢ woul

March 13th.
all tne executed

so that power Of Attorney and

¢ that 30 days had

Q

documents were received by you afte

—\  yun, is that correct?
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RINEY-CROSS CASE 5158

Q Did you have anything to do with the preparation
of this particular map, the one that you were looking at
earlier?

A  No, I did not.

Q Are you familiar with what it depicts?
A Somewhat, yes.
Q Well then, would you be able to comment on

whether this is an accurate depiction of what it is
supposed to be?

A No, I can't.

Q You cannot, ckay. In your own internal decision-
making process within thz Company tc decide whether or not
you would be exchanging with Mr. Grace, were you depending
on this particular map that we have just referred to?

A No, other than the amount of acreage and the
general location.

Q Now, how much is that 0'Cheskey acreage?

A Let's see, I think we estimated at approximately
six acres, 5.085; that was an estimate.

MR. BORKENHAGEN: Does the Commission have a copy
of this from the last time?
(Whereupon, a discussion was held off

the record. )
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CASE 5158

RINEY-CROSS Page... s
REDIRECT ‘
A Yes.
Q Mr. Riney, in correspondence on February 2lst

of 1974, in which Mr. Motter said to the Oil Conservation
Commission, re the compulsory pooling, in there he stated
that all nonconsenting-working-interest owners are being
furnished a copy of the drilling well estimate, and a copy
of that went to the heirs of Fred L. O'Cheskey. Now,
was your office considering that they were nonconsenting
at that particular point?
A 1 wasn't.
(Whereupon, a discussion was held
off the record.)
BY MR. BORKENHAGEN:
Q Mr. Riney, when that was signed by Mxr. Motter,
did you have knowledge of that?
A I saw it this morning for the first time.
MR. BORKENHAGEN: 1 have nothing further.
MR, PORTER: Mr, Kellahin?

REDIRECT EXAMINATION

BY MR. KELLAHIN:
Q Mr. Riney, there were some questions asked about
some acreage in connection with Exhibit 1 of the previous

hearing; do you know what interest the O0'Cheskey heirs

THE NYE REPORTING SERVICE
STATE-WIDE DEPOSITION NOTARIES
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RINEY-REDIRFCT CASY 5158
RFCROSS Page. . 29

held in that particular tract shown oun the ¥xhibit?

A They owned a half interest.

Q Is that actually a half interest of the tract !
shown on the Exbibit?
A That is correct.
MR. KRLIAHIN: That's all.
MR. PORTER: Any further guestions of Mr. Riney?

RECROSS _EXAMINATION

BY MR. BORKENHAGEN:
Q Mr. Riney, what is their half interest, half

interest in that --

} A (Interrupting) Half interest in the acreage
outlined in the orange.
Q In the orange?
A Right.
0 And, again, would you state how much that is, pleasge?
A Roughly, I think roughly six acres; 5.65 estimated

Q Thank you.

MR. PORTER: Any further questions of Mr. Riney?

The Witness may be excused.
MR, KELLAHIN: I would like to call Mr. E. F.

Motter.

THE NYE REPORTING SERVICE
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t MOTTER-—DIR .C |
) (Witness previously swWOTN.) I
| 5 .F, MOTTER
called as a witness, having been first duly swWoI™ was
examined and testified as follows:
DIRECT EXAMlNATION

o
i
-3
-3
o
T
o
N
-
J—

Re KELLAHIN:
please?

BY M

\ Q Wwould you state your name,

E.F. Mottex.
d in what position,

A
employed an

Q py whom are you
Mr. Motter?
A cities gervice oil Company Engineering Manager

tern Region.

n with your

peer for

he gouthwes
work as Engl

of T
Q Iin connectio
ou have anything to do with the area

gervice do ¥

olved in this Application?

Q Were you @ witness jn the hearing held pefore
1 g Examiner on January 30, 19747

the Commission

A Yes, L was .
Mr. Motter, at that time did you gubmit an

Q

cost?

\ estimated well
yes 1 did,
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- 1 have
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MOTTER-DIRECT

t has been marked &

1 hand you wha
e that

Q
Exhibit No. 3 1o this Hearings is that the estimat
was offered at the previous nearing?

A Yes, it is.
a discussion was held

(Whereupon,

off the record.)

BY MR, KELLAHIN:

rilling commen

ced on the subject well?

Q Has d

A yes, it has.

Q Wwhat is the status of the well at the present time?
g drilling at

A As of 7.00 this morning the well wa

10,404 feet.
you

Q Mr. MotteT,
t the time you

have you encountered any cost

made your original

did not anticipate a

estimate?

A Yes, W€ have.

Q What is the nature of those?

A We ehcountered a high pressure zone at approxi—
Normally in this

low 9,000 feet.

mately slightly be
the wells tO rhe east, which 1 think were referred
jred about 9.3 pound

to in the previous hearing, have r2dV
jar case v€ had to %0 well actually

in this particu

morning wWe were carxrying

mud;
10.7 pound nud, and
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your penetration rates
4 feet in 23 houxs of

y east of this; jn the

drilling;

interval from yY5630 ith 9.2 pound
mud wWe averaged petter than 400 feet a day- So, although
the footage cost of the contract will not 89 up, the
incidental cost, with mud, etc.> will probably increase
somewhat over the $329,900 that we

estimate.
Q Now, at the time of the he
you testifiec as to the risks involved in the drilling

e in your testimony in

of this well.

Do you have any chang

ed the

t connection?
ven't reach
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Well, no S*=2
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hearing.
formation?

Q That is the MoYXYow
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MOTTER-DIRECT CASE 5158

all estimated well costs. We knew -- I may be incorrect
in this -- I think there are 9 partners involved in this.
Seven of them had been furnished AFE's and signed., We
knew that the O'Cheskeys and the Graces had not been
furnished copies, and so really as a matter of expedience
and be sure I had covered all my tracks I included a copy
to the O'Cheskeys.
Q Mr. Motter, the Exhibit No. 3 is the copy of
the AFE which was submitted previously, is that correct?
A Yes, it 1is.
Q And Exhibit No. 4 is a copy of a letter from
your files?
A That's correct.
MR, KELLAHIN: At this time I would like to
offer into evidence Exhibits 3 and 4.
MR, PORTER: 1If there are no objections Exhibits
3 and 4 will be offered into evidence,
(Whereupon, Cities Service Exhibits
Nos. 3 and 4 were admitted into evidence.)
MR, KELLAHIN: That's all the questions 1 have
of the Witness.

v A TIMTY T

MR, PORTER: Mr. Borkenhagen?
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MOTTER-CROSS CASE 5158

Page. . 20
CROSS EXAMINATION

BY MR, BORKENHAGEN:

Q Mr. Motter, how close is the nearest off-set,
do you know?

A Our nearest off-set is approximately a mile
east, the Wlizando Federal.

Q Have you been handling the correspondence with
the 0'Cheskeys?

A No, I have not, with the exception of this

one particular instance hexe. I normally take care of
the Orders that come from the Commission and see that
the correspoundence is carried out or if there are other
directions in there I will see that they get final cost
of the well, etc.

Q Are you familiar with the efforts attempting
to swap out this particular matter?

A Well, yes, just office conversations,

Q Have you had any -- for lack of a better term --
input into determining whether they would or would not
swap?

A No, I can't say that.

Q Were you here for the close of the hearing that

this de novo hearingz was taken from?
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A Yes, I was,

Q Have you read the transcript?

A Yes, I have a copy of the transcript. Mr.
Kellahin has it right now.

Q Now on the last page, my last statement, have
you read that?

A Yes, I would be glad to read it if the Commission
wants me to. I don't think I can quote it verbatim.

Q Now, in that I state that its opposition and

Mr. Grace's position is not going to oppose being in there,
and I say 'being in on the forced pooling."

MR. KELLAHIN: 1If the Commission please, I think
it would be helpful just to read it into the record.

MR, PORTER: I believe so. We will allow the
Witness to read from the transcript, Mr. Borkenhagen.

MR, MOTTER: If I may, this is taken from
page 15, Case 5158, and it's a question from Mr. Nutter.
(Reading) Does anyone have anything they wish to offer
in Case 51587 Mr. Borkenhagen? MR, BORKENHAGEN: Michael
Grace is right now actively trying to trade out six acres
and we hope to get it completed within the aext 30 days.
If we can trade it out then it is my understanding that

Mr. Grace is not going to oppose being brought in on the
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forced pooling. We have no objeciion to the risk factor.
MR, NUTTER: Thank you. (End of reading.)
MR, BORKENHAGEN: Thank you Mr. Motter.
BRY MR. BORKENHAGEN:
Q Do you interpret that to say that Mr. Grace is

not going to participate in the well?

A Well, I don't really feel like I am qualified
to --

Q (Interrupting) 1'm asking for your opinion,

A I would have to turn my attention to the Order

that says 30 days after the date of the Order in which
penalty is invoked.
(Whereupon, a discussion was held
off the recoxrd.)
BY MR. BORKENHAGEN:

Q Referring to Exhibit No. 1 which was introduced
today, at the last paragraph, would you please read that
into the record?

A {(Reading) We again request that you join Cities
in the drilling of the proposed 11,000 acre-foot
Morrow test located in so and so and so.

Q Di1d you receive any correspondence,or did anyone

to your knowledge, that indicated that Mr. Grace was
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refusing to join you at that time?

A I received no correspondence, no
at any time.

Q At the time, or later, has there
withdrawal of that offer to participate in

A You mean Cities Service withdrew

Q Right.

A I can't speak --

Q To your knowledge, that's all we

with.

CASE 5158

communication

been any

the well?

the offer?

are dealing

A I would have to talk to Mr. Riney, he deals with

the land department.
[$)

at that time?
A Yes,
Q (Interrupting)

came out which was February &4th.

A February 4th, I'm sorry.

I'm strictly operations.

Q Rut as far a¢ von knew then that was still open

I think that letter was dated March 4 --

It was the day aiter the Orderxr

Q Who in your organization had the authority to

make those offers, an offer to participate vy withdrawal

of an offex?

A Well, normally in a major company there are a

numher
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MOTTER-CROSS 30

Pﬂgl'_

naturally one particular manager who makes the final de-
cisions.

Q Tho in your office, that you're familiar with,

. . ‘s i

would make that final decision? t

A Well, it's our Region Manager who made the

final decision.

Q Was that Mr. Riney?
i
A Not Mr. Riney.
Q Who is it then?
A It is Mr. Hartwell who is in the room today.
Q Did vou have the opportunity to inform either

Mr. Grace or wyse!f that the request to join them, to

join Cities Sevvice on the pool, on the well, was being

withdrawn?

A No, T don't believe T ever heard such a state-
ment .

0 To your knowledge, did Mr. Riney have the

authority to continue this offer or request for the
Graces to join in that pool or the well?
I Mr. Borkenhagen, I can give you an opinion, bhut

quite frankly you are out of myrealm of operations. My
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dealings are in operations and drilling and completing and

producing of the wells.

|
Q Well, the rules of evidence here are not that

strict.

A Well, I know, but we're talking about something

here that is really a land or trading problem in this

particular area and I just honestly don't feel like I'm

qualified tc answer these questions,

In your own opinion, my last statement, the

Q
statement that you read into the recoxd, does that state
that, '"No, Mr. Grace will not participate in the drilling

of the well'?
You ask me for my opinion; I'd elaborate a

A
little bit. I can see that if this were left open-ended,

negotiations could go on for years and years, and maybe

& never be solved.
Q That is correct, and Cities Service was in fact

negotiating as late as today and yesterday, but by

writing they were negotiating as late as March 20th, is

that correct?

A That's correct.

And that is past the 30-day limit as set out

Q

in the February 13th Order, is that not correct?
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MOTTER-CROSS CASE 5158

say that this line of questioning is relevant.

MR, PORTER: What do you hope to accomplish with
this line of questioning as far as the O'Cheskeys are
concexned?

MR, BORKENHAGEN: To show,one, that we are not
being treated equally. That on one side they are using
the Commission as a sword in penalizing us, that 50
percent, whereas if you turn their argument around then
the O'Cheskeys should be penalized, but they are not. They
said they would join them but there was nothing signed
validly binding them at all to join them until after the
30-day period had run. If you take their argument
that they can go ahead and penalize us on that magic 3lst
day, then they're not dealing fairly with penaliziug
us but not penalizing the 0'Cheskeys.

(Whereupon, a discussion was held

off the record.)

MR, PORTER: Bob, is it yourxr position that if
this Commission enters an order authorizing--and that is
what the Order says--a risk factor of 50 percent, is it
your position that the Commission must require the Applican
in this case to assess that risk factor to all parties
involved?
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MOTTER-CROSS

MR. BORKFNHAGEN: No, with an exrlanation.

MR. PORTER: Well then, what 1'm wondering then
is what you are trying to get the Commission to decide
here?

MR, BORKENBAGEN: That, one, we feel we have been
unfairly treated and that it has gone along, we have
been discussing trade and everything else, that now that
we have not been able to get to a trade, they say, "All
right, at the 30th day the penalty went into effect,”
that's been the tenor of the conversations with them,
30-day magic number. We were continuing to try to
negotiate to get out of it. We even tried today. It is
our position that they are treating us unfairly. 7T don't
know whether because maybe Mr. Grace is an independent
producer or what, but we've got two people that are
basically in the same position and they are treating
one totally different. I'm going to make the argument

that in closing at the original hearing I did not say

o

"No, we don't want to get into the well, or participate
in the well." iaybe it was inartfully worded at that par-
ticular point, but he had no opposition to being in the
forced pooling at that time, and here my argument -- and

1'11 be frank with you, I'm trying to make a record also --
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MOTTER-CROSS CASE 5158

to remove the risk ftactor here?

MR, BORKENHAGEN: 1'm sorry?

MR, PORTER: 1If you're going to ask the Commis-
sion to remove the risk factor here, based on the fact
that you think it's unjust or unfair or it isn't an
appropriate risk factor, are you going to ask us to change
that risk factor based on the fact that they are assessing
one party and not the other?

MR. BORKENHAGEN: Sum of all of it. 1 plan to
put on Mr. Carlson to show the risk factor -- since
this is a hearing de novo and I might say we don't oppose
it down there -- the reason we didn't oppose it was that
we were going to be in the thing if we couldn't swap it
out, and the risk factor would not even have gone in there.
It wouldn't have mattered,

MR, PORTER: Do you feel that the Graces, Mr.
Grace has been prejudiced, his interests have been prejudicéd
in any manner by Cities Service not assessing the risk
factor against the 0'Cheskeys?

MR. BORKENHAGEN: Prejudice, legally he is going
to be liable for 50 percent more as far as C{he money joes.
That's a legal obligation that he would not have otherwise.
Even if they took it out of production, he's going to have
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Page........ .. 37 .

to pay the 50 percent. Now he tries to get into the weil
without the 50 percent charge.

MR. KELLAHIN: If the Commission pleaée, I think
a lot of important ftactors arc¢ being over looked in this
discussion. In the first place, the Order R-4721 9 says
that any nonconsenting-working-interest owner shall have

the right to pay if

”

e pays it within 30 days. Now, the
letter of February l4th, Exhibit No. 1 here today, gives
him notice again that we again request you to join and
in 30 days he did not join and so he waived the right
which Order R-4721 gave him. Now, when we come to O'Cheskey
in the transcript, Page o cf the hearing of January 30,
Question, Mr. Riney was testifying, Question, would you
please refer to your next exhibit which is Exhibit 4 and
identify it? Answer, a letter from Fred L. 0'Cheskey, he
is one oi Fred L. O'Chieskey's heirs, in which he states
that they wish to join us in drilling the forced pool
test. However, there are four or five heirs spread all
over the world; it's going to take some time to conclude
getting signatures for the operating agreement on this.
Now, at the very outset we admitted that the 0O'Cheskey

heirs through their representative here in Santa Feé had

agreed to join in the forced pool test. In an abundance
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of caution in the event we didn't get the operating agree-
ment signed by the time we started drilling the well, we
named them in the forced pooling agreement. That's quite
a different situation than the situation of Mr. Grace,
whose representative was here and present at this hearing,
had the opportunity and knew exactly what has been testi-
fied to. He had notice when the order was entered, he
got notice of the well cost and he let the 30 days go
' by and he didn't join and that is just all there is to it.
He has no right today to come in here and say that we're
trying to do something unfair to him. We'‘re doing exactly
what the Statutes andkorder says we can do. HRe waived
his right to participate in the well by not responding
within the time limit.

MR. PORTER: If I understand you, Mr. Borkenhagen,
you are not objecting to the forced pooling order, you
are objecting to the risk factor aséigned.

MR. BORKENHAGEN: Yes.

MR. PORTER: I believe that the Commission
will entertain testimony only as to whether this is an
appropriate risk factor in this particular set of circum-
stances, whether 50 percent is too much, and not, I think
the testimony should go to that rather than whether the
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Applicant is dealing the same way with the O'Cheskeys as
with Mr. Grace.

MR. BORKENHAGEN: What bothers me about the way
they are dealing, though, is that they are using an instru-
mentality of the State in what we suggest is a discrimina-
tory manner, and we would suggest that there is involved
a State action here, albeit passive on your part, but
still involving the state in what we claim is discrimina-
tory in we -- Mr. Kellahin made that argument again --
we passed that 30 day point. But I would argue that
from the outset we have never said that "No, we will
not participate in that well."

MR. PORTER: Well I think ~--

MR. BORKENHAGEN: (Interrupting) From the point
of that hearing --

MR. PORTER: (Interrupting) You're not objecting
to the forced pooling?

MR. BORKENHAGEN: We're not objecting. We would
either wént to swap out or get into it, and they want
that penalty; we don't want to pay that penalty because,
one, we feel that the primrose path, we've been walked right
on down it, and that we have been trying to swap it out

even up to today.
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MR. PORTER: Well that is a matter that you're
going to have to work out with Cities Service as far as
swapping the acreage, you can't bring the Commission into
this action, and I feel that your testimony, and I think
it's the feeling of the Commission, that your testimony
should go to whethexr this 1is a proper risk factor or not,

and net as to whether Cities Service 1s treating one

[}

participant here difierently from the other.

Then I think that if you would like to question
the Witness as to his direct testimony and then you can
put on testimony as to whether you feel this risk factor
is improper.

MR. BORKENHAGEN: Then to the Commission we
would ofifier our acceptance of the following --

MR. PORTER: <(Interrupting) That ruling.

MR. BORKENHAGEN: Of --

MR, PORTER: (Interrupting) You can always
register your objections, certainly.

MR, BORKENHAGEN: We would accept getting into
the well, but we would like -- we have accepted -- I would
like a hearing if you want to turn that into it on the

administration of the penalty and also on the basis for

the penalty, the facts going to it.
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MR, PORTER: You can present testimony to try to

show that this risk factor of 5

[

percent ig
you can show that it should be less, then that's fine,
but yohr testimony should go to that point,

MR, KELLAHIN: 1If the Commission please, we
would like to make an objection to the Commission's ruling
for the reason that Mr. Borkenhagen, in his statement at
the close of the previous case, which has been admitted here
without any objection on his part, says, ''We have no
objection to the risk factor," and certainly I think we
have the right to accept that as being a statement of
their position then and now since no objection was made
when we offered the transcript in this case.

MR, PORTER: This is a de novo hearing, though,
Mr. Kellahin, and I feel that Mr. Borkenhagen should be
able to offer testimony as to whether or not this is a
proper risk factor.

MK. KELLAHIN: We're going to question Mr.
Motter further ourselves in order to reiterate our posi-
tion in connection with the risk .actor. We've only
touched on it very brierly.

MR, PORTER: You have tnat privilege because
you, I'm sure, because of the Corporation's previous
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record you thought that had been satisfactorily covered.
MR. KELLAHIN: That's right.
BY MR, BORKENHAGEN:
Q Mr. Motter, do you have the figures on that

well cost to date?

A
Q Yes.

A Yes, sir, I do have.

Q You also have your detailed-well estimate
which you originally passed out or gave to us at the
original hearing. Would you please, starting with the
first item and going down as far as has been completed,
would you give us what those actual costs are?

A Well, no, I camnot do that down to that point,

mainly because casing is not priced out normally until aboud

the tiame that thc well is completed, so I cannot give you
pricing of casing. I can give approximate figures.

Q Have you bought the casing yet, though?

A Well, we've got the 10-3/4 and the 16 inch in
the hole. 1'll try to do my best on that.

Q What about the casing that you're going to put
in, do you have it purchased under contract?

A We have the casing available, but in the operatioj

THE NYE REPORTING SERVICE
STATE-WIDE DEPOSITION NOTARIES
225 JOMNSON STREET
SANTA FE, NEW MEXICO 87501
TEL. (505) 982-0386

1S




l
l

MOTTER-CROSS CASE 5158

of a major company you do not buy a string of pipé, you buy
so much quantity; this is all lumped into all the size of
pipe you buy at various times through the month and is
averaged out. This is so one party doesn't get discrimin-
ated against on one well or another. I can't tell you what
that pipe will be charged out at when we run it in the
well.,

Q Okay, would you go aliead with those figures?

MR. PORTER: He said, I believe --

MR. BORKENHAGEN: (Interrupting) Yes, he said
he couldn't go all the way down, well, until he gets to
that particular point.

MR. MOTTER: 1'll be glad to run through our

logs if you would like. All right.

BY MR. BORKENHAGEN:

Q For the sake of order, can you start at --
A I'm going to go on our chronological of our
drilling the well; 1I°'m not going by ihe ATL because

that doesn't follow the sequence that you normally --

Q (Interrupting) Okay.

A All right. After we set 13-3/38th inch casing
we had spent $24,600. Bear in mind, this includes rig
costs, incidentals, mud, etc. and so on,
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Q Do you have a breakdown on that?
A No, I don't have a breakdown.

Q Do you have it all lumped together?

A Lumped together, (Continuing) At the time
that we had set the 9-5/8th inch casing at 3100 feet we
spent $68,200.

Q What was that?

A $68,200.

Q The footnote?

A That was we set 9-5/8ths at 3100 feet. There
has been no more casing set in the well that I can give
you our running cost today and I want you to understand
and I want the Commission to understand that it is very
difficult. We try our best to keep these numbers as best
we can but we can't pinpoint everything. There are always
late charges coming in, but as of this morning, at 10,404
ieet, our estimate cost of this well was $174,150.

Q Do you have a breakdown on that at all?

A I can break it down to days,but I cannot break it
down to items.

Q Would you please?

A By day?

A By day.
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A If you want me to read all this in the order
it's going to take a long time.
MR. PORTER: Actually, are these questions per-
tinent in determining whethex this is a proper risk factor?
MR, BORKENHAGEN: Your Honor, we think so. I
think all of this goes to determine whether or not this
is a proper risk factor, this among other things.
MR. TRUJILLO: Mr. Motter, this is the cost for
how many days?
MR, MOTTER: Just a moment.
MR, TRUJILLO: Just the number of days.
MR, MOTTER: I can tell you, just a moment;
38 days.
BY MR. BORKENHAGEN:
Q As far as the well goes, have you reached your
objective yet, and I think that was what, the Morrow?
A Oh no, we're considerably a long distance from
the compulsory pool formation.
Q Well, then, the risk is the same today as it
was when you started, is that correct?
A Certainly is.
Q So for a person coming in today it's just as
much a Kaown cor unknown as it

X - =l 1
was at that time

THE NYE REPORTING SERVICE
STATE-WIDE DEPOSITION NOTARIES
225 JOHNSON STREET
SANTA FE, NEW MEXICC 87501
TEL. (505) 982- 0386




Pagr

CASE 5158 \
o
\ . \
: \ .

It

P

e

e

2
o}
e}
®
-y
I
F=3




MOTTER~REDIRECT CASE 5158

Q Has the Commission granted a risk factor of

50 percent of wells in the vicinity of this one?

A Yes.
Q Would you name such a well:
A Our Pasley, which we just had here a week or

two ago, was down south of here,

Q Now, you take into consideration the problems
that are likely to be encountered in drilling a well when
you assess the risk factor?

A Yes, we try to take into account the problems of
drilling and we anticipated income which we would get on
a successful well, and also we throw a ifactor in if
it's unsuccessful.

Q Approximately how many wells has Cities Service
drilled in this area?

A Well, in Eddy County, off hand, I'd say we have
interests in or drilled approximately 20 wells; welil,
excuse me, it's more than that, about 35.

Q In assessing a risk factor, do you take into con-
sideration the possibility of drilling a dry hole?

A We certainly do.

Q And, is that a distinct possibility in this
particular case?
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Page......... .. 20
MR. BORKENHAGEN: Yes, I do.
RECROSS EXAMINATION
BY MR. BORKENHAGEN:
Q The fact that you're going over the well costs

really does not change the risk factor at all, does it?
A No, sir.
Q The people in the forced pooling are going to havd

to pay for it one way or the other, is that correct?

A Yes,
Q Is this an in-{field well,
A I honestly don't know how io answer that because

the Commission has not put some of our wells in the area
in field. You may be aware there is a comnittee working
right now on this particular situation, so, when you call
it in-field well, I would have to say, "No."

Q This is not a wildcat is it?

A No, well, if you will explain to me what you
mean by wildcat then I'll try to give you an answer.

Q 1'11 change that to step-out, are you ifamiliar
with that term?

A Well, it's what I'd call more than a step-out
for the spacing in the area.

Q This is to you a normal step-out?
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A It could be closer.

Q Now, this high pressure that you've hit, is it
Wolfcamp?

A I don't know.

Q Is there much Wolfcamp in that area?

A No.

Q There's not?

A There's not encountered in the other wells.

Q Now, you say, were there 20 or 35 wells that

Cities Service has been in on down there, was that drilling

or just --

A {Interrupting) I‘'m judging we've drilled about
15.

0 Do you have the risk factors well by well on
that?

A Not with me because they're not all forced pools;

compulsory pools, I should say.
Q What was the average risk factor, if you know,
of the forced pool wells there?
A To the best of my knowledge they're all 50 percent
with the exception of one which is our State VP and that
was set at 25 percent.

Q Now, in what period of time were these drilled?
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A What period of time?
Q Yes. When did you start?
A We've been drilling over there since about 1971.
Q 19717 When were the majority of them drilled?
A We've been drilling most of them in the last

two years.
Q The last two years.
MR. BORKENHAGEN: I have no further questions.

FURTHER EXAMINATION

BY MR. KELLAHIN:

Q Mr. Motter, you said on the State CP Well you

got a 25 percent risk facior?

A Yes.
Q Is that the risk ractor you asked for?
A Yes, sir.

MR. KELLAHIN: Thank you.

MR, PORTER: If there are no further questions
the Witness may be excused. Mr. Borkenhagen would you
call your first witness, please,

MR. BORKENHAGEN: Could I have about 10 minutes?

(Whereupon, a shoxt recess was
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MR. PORTER: The Hearing will come to order,
please. Mr. Borkenhagen, would you call your first witness,
please.

MR. BORKENHAGEN: If it please the Commission,

I would like to make a very short opening statement
first.

It is our position that we are not nonconsenting
and that we have in fact consented by my actions at the
last hearing; we have tricd to trade out. Since that
time we have also consented to be in there; that I have
used this method to preserve and make sure that I have
used all the right administrative remedies and that we
do feel that Cities Service has taken the wrong position
on this and that we will be able to show that we have
in fact consented and that we'll ask the Commission
to determine that we have consented to this by my
actions at the previous hearing. From that I would call
Mr. Dale Carlson

(Witness previously sworn.)

DALE CARLSON

called as a witness, having been first duly sworn, was

examined and testified as follows:
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DIRECT EXAMINATION

BY MR, BORKENHAGEN:

Q Would you state your name for the record, please?

A bale Carlson.

Q And would you state where you work and for whom
you work?

A I am working as a geologist with Mr. Grace.

Q Are you on his paid staff or consulting basis?

A Yes, on a consulting basis I'm on his paid

staff.

Q On the January 30th hearing that this de novo
hearing is taken from, did you attend?

A Yes, I did.

Q Were you there throughout the hearing?

A I did leave one or two times during the hearing
but I was there for most of the hearing, yes.

Q Was it your understanding of what transpired
that Mr. Grace agreed to try to trade out acreage?

MR, KELLAHIN: Iif the Commission please, I
object to this questioning. The record will speak for
itself. What this Witness thinks Mr. Grace was doing or
wasn't doing is totally immatefial.

MR, PORTER: Objection sustained
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BY MR. BORKENHAGEN:
Q Mr. Carlson, did you testify at that hearing?
A No, I did‘not.

MR, PORTER: Mr. Borkenhagen, I think that we
can save time if we depart from this line of questioning
trying to determine whether somebody consented or not and
direct our testimony merely to the question of whether this
is an appropriate risk factor. I don't believe we should
take up anymore time with testimony directed to anything
else.

MR. BORKENHAGEN: If we are going to be limited
in that regard then I will ask that Mr. Carlson come
off the stand for right now and I'll put Mr., Grace on.

MR, PORTER: The Witness may be excused.

(Witness previously sworn.)

MICHAEL P. GRACE

called as a witness, having been first duly sworn, was

examined and testified as feollows:

DIRECT EXAMINATION

BY MR. BORKENHAGEN:

Q Would you please state your name for the record?
A Michael P. Grace.
Q What is your interest here today?
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in which these wells that he was referxring to have been

drilled?
A Yes, 1 am fawmiliarvr.
Q Have you drilled wells in that area?

A About eight.

Q About eight. Werxe any of those wells drilled
after a forced pooling ordex?

A I think about hali oi them were, maybe more;
the record will show, 0il Commission.

Q Do ycu recall what the risk factor that you
were assigned?

A Never more than 25 percent at any time.

Q Mever more than 25 percent at any fime. How do
you explain the difference between what you awarded, the
25 percent, and the 50 percent that Cities Service is
asking?

A Well, ore would say politics if one weren't in
the courtroom, but we are contesting here that they are
using the 0CC as their agency for power of attorney to collect
additional monies from us that we consider are at an exorbitf
tant rate, but I do realize in mitigation of that ract
that the penalty factor, and I just checked with Mr.

Cooley outside, has been raised from 50 percent to 200
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percent, but it did come as a shocker to me to know that
Cities Service always got the maximum. They are a very
competent company; competent at drilling and minimizing
risks --

MR. PORTER: (Interrvupting) Mr. Grace, may I
interrupt at this point. Please confine your testimony
as to this particular well as to whether you think this
50 percent is appropriate risk factor --

MR, GRACE: (Interrupting) I think I would say
it is inappropriate,.

MR. PORTER: There was & change in the law perhap%
since some of your wells were drilled. Now, he asked you
the question about what percentage, what risk factor had
been assigned to you in your appiications. You said most
of them were 25 percent. Do you recall what you asked
fox?

MR, GRACE: We may have probably -~ I know one
time we asked for 25 percent only , I think in tbhe
Annafen Case, but the record will show. 1 know several
times we only asked for 25 and on other occasions 1
believe the 50 percent factor. He has noi asked me tnese

questions but out of the eight wells we drilled, at least

~

" O Y
~ a

one wildcat, maybe two, and I think on rhose we asked

I
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the maximum factox. Our argument here today is that
though the ceiling on penalties is raised the conditions
aren't changed and the Oil Commission cannot legislate

God and if the Commission is looking at a risk factor, as
a field produces more and more wells, and Mr. Nutter testified

that the rattlesnake you know is a rattlesnake that's not

dangerous, then I assume the risk factor would be going
down, not up. That's my contention in the last statement.

MR. PORTER: Let's confine our testimony to
this particular well or wells that might be ofi-setting
this well or in the same situation of this well,
BY MR. BORKENHAGEN:

Q Mr. Grace --

MR. GRACE: In that regard, in answer to Mrt.
Porter's admonition and request, we have pointed out that
our wells have become increasingly cheaper as we drill them
we put that entire dossier into this Commission and show
that as you drill more and more wells in the area you
become more and more efficient and therefore, in view of
that, I feel, as an operator, that they are erroneous,

alvhough it may be a precedent, to be given 0 percent.

At this time the Commission should look at the area, the

number of fields in the area, whether they recognize them
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as being in the field, they always recognize us as being

in the field, but whether they recognize them or not they
should recognize the field and realize thereiore they are
more efficient and don't need such a big risk factor.

I think we should take some consideration of Cities Service
experience; they advertise it, why don't we accept it.

BY MR. BORKENHAGEN:

Q Has it been your experience that in known areas
of production that to drill a well the risk factor is not
as much as in an area where it is an unknown, has not
been producing?

A I quote the expert, Daniel Nutter, at the
testimony in the Santa Fe Trial, and I repeat again his
formula that the known rattlesnake is not the dangerous
rattlesnake, and they know all the rattlesnakes, even
though one of the gentlemen from Cities Service testified
that he did no know about much Wolfcamp, I'm sure somebody
lin Cities Service organization knows the Weclfcamp is
being produced in the Carlsbad area and therefore it is a
known rattlesnake, and I don't reaily see why the rates
shouldn't be going down. 1 think it is a strong argument
that they should go down because of experience and because
of the size of the field.
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Q In your opinion, is this a step-out well, I
think that's the term?
A Whether it is a step-out or in-field well I

think is semantic. To be honest with you, if they thought

it was a step-out well they would have traded.

Q Kow long have you been drilling wells in this
area?

A Oh, I think three, four years.

Q Has it been your experience that the risk does

increase the more you drill in a known area?

A Absolutely not. It has always been our testimony
* in front of this Commission the exact opposite; the more
you drill, the easier it gets; the more information you
have the easier it gets, conversely, the less risk.

Q An assignment of 50 percent to this particular
well -- 1'll phrase it in the form of two questions. Do

you think it is reasonable, and would you be specific as

to why or why not?

A Because I don't think that we ever got it and
some of our wells were more than step-out, they were
wildcat. We've had blow-outs and a lot of other taings
and we've never‘gotten more than 25 percent and we have
never taken the Commission to Santa Fe, or to Court,
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about our penalty factor. 1If we had felt it was wrong I
assure you we would have gone to court, as apparently we
are facing a situation similarly now, I think this is a
pretty unfair deal in which we are the only member of the
well that we're being traded out of it. They're holding

forth, dangling in front of us a trade, and they're

saying, '"Ha, ha, we've technically got you, you've fooi-

fault and you can't play in this championship,' and so

) ool
esged

o
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you, as a good lawyer, for preserving our option to really
1 tell the truth in front of this Commission for a change,
that the factor, even though it got a higher ceiling, in
this particular field, should be going down,

Q How long has this field been recognized, how
long has it been producing?

A I believe Superior drilled the first well back

in '67; 1 guess that's 9, 7 years.

Q How many wells are in this field?

A How many wells in the field?

Q Right?

A That, again, the Commission does not always apply

its rules rapidly. When a well is, I think, less than a
— mile out or more than a mile out, whatever, they meant it
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be included in the field; a lot of Belco wells aren't, a loti
of Cities Service wells aren't, so what you described as
a field, by Oil Commission rules might e one thing, and
whatever people would describe as a field would be some-
thing else, and what a geologist might say they are --
it's very semantically ambivalent to say hoW many wells

are in this field. In the Carlshad area, where gas

production is taking place from the Moxrow zone, and the

Commission has taken the attitude that there are four or
five Morrow zones, I'd say there are 35 wells in that ‘
field, possibly more. They are drilling constantly.

Q Drawing on your experience as an operator and
drilling these, do you think that a risk factor at all
is called for in this case?

A Again, I'm not a lawyer, sir. I believe a
risk factor is put in as a penalty factor for people not

joining and the interest rate is at 10 percent now, and

I have always looked at the risk factor really not in the
sense of a risk factor but a penalty factor, and the fact
that you have to borrow money, and Cities Service I'm

sure probably doesn't have to borrow money, but we poor |

independents do, and I think the Commission does occasionallﬁ
|
think of independents in the prcduction of energy, therefore !
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they say, "Why should the independents have to go out and
borrow this money and wait to get paid back, I think his

interests should be protected,” and in as such I think a

penalty factor £rom the point of view of high interest
rates and fiscal condition of the country. We have 2

shortage of gas as well as a shortage of energy. I think

the Commission is right in raising its ceiling, but again
if there is any element of risk involved I think the risk

is less and less and less as the field expands.

0] Are you a consenting owner in this particular |
matter?
A Yes. According to my best legal advice I sure

am.

MR. BORKENHAGEN: No further questions.

MR. PORTER: Does anyone have anv questions of
Mr. Grace?

CROSS EXAMINATION :

BY MR. KELLAHIN:
Q Mr. Grace, you say you are a consenting owner; d4id
you ever offer to pay your share of the cost of this well?

A We've never been asked to. As I understand vyou're

swapping with us right now; I can't interfere with a swap.

Have you evexr asked us for 1it?
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Q Did you get the letter dated February the lé4th,
19747
A 1've seen that letter.
Q Did you get it?
A I didn't get it, no, but I've been shown it, recertly.
Q It was addressed to you, who gets your mail?
A Where was it addressed to, Mr. Kellahin.
Q P.0. Box 1418, Carlsbad, New Mexico.
A Well, I've been out in Wyoming, Boston; I

haven't been in this area for quite a while, I have not
seen it until now; the reason for not having seen it is
+ that I haven't been in this particular area. My wife may
have seen 1it.

Q Well, the letter says, '"We again request that
you join Cities in the drilling of the proposed test.'"

A I don't think there -- I think the request was
answexed., We are in the well with you when you want an
assessment we will pay it and that's it.

Q Did you ever indicate to Cities Service in
writing that you were willing to pay it?

A Nor did they ever withdraw thact in writing.

That's an open invitation and when you send a bill you'll

get paid. I don't feel I nave to write to you L[xom some
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far-off place, hopefully not San Francisco, but that we are

accepting your invitation because you haven't sent me a

bill vet.

Q You never accept an invitation until you get the
pill?

A I'd rather not.

Q You got an ATE did you not?

A Yes, sir.

Q RBut you never notified Cities Service that that
was acceptable or not acceptable, did you?

A We have, I believe, a period of time to oppouse

it and we definitely did not oppose it. If you want my

opinion it is a low AFE and I won't be shocked if you come

out a third higher; I wouldn't he angry.

0 At the hearing in Januvary Mr. Borkenhagen, and
I'm quoting Page 15 of the transcript, Mr. Borkenhagen
stated, "We have no objection to the risk factor." Was he
speaking for you?

2 Mr. Borkenhagen was, at that time, accepting
the forced pooling on my behalf, as Mr. Carlson was going
to testify to, and-as such he wanted to show that he had
no opposition to anything. I think he has pointed out

to this Board or Commission here that the only reason for
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today's de novo is that in case some court of competent

jurisdiction does not interpret our conduct as acceptance

we want to preserve our right, and I think very kindly the

Commission has accepted it, our right to oppose the penalty

factor.

MR. KELLAHIN: That's all the questions I have,

thank you.

MR. PORTER: Anyone else have a question of Mr.

Grace? You may be excused.

MR. BORKENHAGEN: Mr. Chairman, in the light of

the limitations you placed on us as going into the risk ‘
L factor, I would make the following tender of proof: That
Mr. Dale Carlson, who has been on the stand, would have f
testified that we accepted, that we were not opposed to

the risk factor, that we were in there, we wanted to trade

out, if the trade-out could not work we werxe in it, and
if the Commission will allow me I will put him on and elicit
that or I will submit that as a tender of proof for vurposes

of preserving my record.

MR. PORTER: Mr. Borkenhagen, the Commission will

deny your request,

Is there anything further to be presented in the

—| Case now? Closingarguments.
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MR. BORKENHAGEN: Members of the Commission, 1in
closing I would again set out my purpcse in taking this posi-t
tion in this Commission Hearing. The Commission has limited
us to dealing with the question of the risk factor and we
feel that is not the question here, that the question is
whether or not we did cconsent. We maintain we did consent,
therefore the penalty question really is no question. But,
the ruling of the Commission that we go into the factors
going into the risk factor, I would simply state that this i7
a known area, there are a lot of wells drilled there, a lot
of success; there are wells in the immediate area that are
producing; this is a paying zone, not a wildcat area; that
in light of all of this, 50 percent is high, very high.

I would ask the Commission to take another look at it in
the light of where it is located, all of the other condi-
tions going in it. By making this argument I in no way
intend to waive the question that I think was presented

to the Commission, and that was whethier or not the fact we
had consented, which we maintain we did consent. Thank
you very much.

MR. KELLAHIN: If the Ccmmission pleaze, the
question of consent 1 think the Commission, in effect, has

more or less ruled on already, and I think it is amply
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supported by the record in this case, If Mr. Grace had
consented it would have been incumbent on him to have
testified that Yes, he had offered verbally or in writing tg
pay his proportionate share of the well costs as provided
in Order R-4721, and he just plain didn't do it. We
offered testimony to the eifect that we attempted to
negotiate with him, yes, but that dcesn't preclude Mr-
Grace's cduty that if he wanted to alert the Commission

of tendering, or at least making the offer to tender h

o
v

,
ps

propoxtionate share of the well costs as provided by the
Order, and he didn't do it. When we get toc the risk fac-
tor, I think the record in the previous case and that

of fered here today by Mr. Motter, amply supports the 50-
percent risk factor. While it is true that a number of
wells were drilled down there at a 25-percent risk factor,
this was at a time when the maximum which this Commission
granted was 50 percent and a 25-percent risk factor, when
seen in that light, is a considerable more of a risk
factor granted than when you say»50 percent as compared
to 200. The maximum the Commission will grant today to

a wildcat well or a well of high degree risk is 200, and
the Commission has always adjusted the risk factor in the

light of the maximum it could graut, and 50 percent is a
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reasonable risk factor when you are talking about drilling
to a Pennsylvanian formation in the Carlsbad area, and it
has been granted by this Commission on many previous occa-
sions and I think it should be in this case,

MR. BORKENHAGEN: For purposes of the record, I
would ask Cities Service when and where they would like
their check because we are prepared to tender it, to
tender an offer of payment, and I would like to settle it
s0 we could get it over with.

MR. KELLAHIN: The time for tendering the check
expired under the terms of the Order. We stand on the
Order of the Commission and ask that it be sustained.

KR. PORTER: 1Is there anything further to be

offered in the Case 5158? 1If there is nothing further, the

Case will be taken under advisement.
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STATE OF NEW MEXICO

COUNTY OF SANTA FE

1, RICHARD L, NYE, Court Reporter, do hereby certify
that the foregoing and attached Transcript of Hearing be-
fore the New Mexico 0il Conservation Commission was re-
ported by me, and the same is a true and correct record
of the said proceedings, to the best of my knowledge,

skill and ability.

EJZA/QZV ("ffj;
RICHARD L. NYE, Lourt Reporter
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APPEARANCGCES

For the New Mexico 0il William Carr, Esq.
Conservation Commission: Legal Counsel for the Com-
mission

State Land Office Building
Santa Fe, New Mexico

For the Applicant: Tom Kellahin, Esqg.
KELLAHIN & FOX
500 Don Gaspar
Santa Fe, New Mexico
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FRANK RINEY
Direct Examination by Mr. Kellahin
Cross Examination by Mr. Nutter

E. F. MOTTER
Direct Examination by Mr. Kellahin

Cross Examination by Mr. Nutter

EXHIBITS

Applicant's Exhibits Nos. 1 through 7
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CASE 5158

Page.. ... ... 3o .

MR. KUTTER: Call Case 5158,
MR. CARR: Case 515%. Application of Cities
Service 0il Company for compulsory pooling, Eddy County,
New lMexico.
MR. KELLAHIN: Tom Kellahin, Kellahin and Fox,
Santa Fe, New Mexico, appearing on behalf of the Applicant,
Cities Service 0il Company. I have two witnesses to be sworp
. for this case.
IiR. NUTTER: Are there any other appearances in
Case 51587
| IR. BORKENHAGELN: Robert Borkenhagen for lichael
Grace.
(Vlitnesses sworn.)
FRANK RINEZY
called as a witness,having been first duly sworn, was
examined and testified as follows:
DIRECT EXAMINATION
BY MR. KELLAHIN:
Q State your name, by whom you are employed and in
what capacity?
A Frank Riney, Cities Service 0il Company,
Q lir, Riney, have you previously testified before

th.s Commission?

THE NYE REPORTING SERVICE
STATE-WIDE DEPOSITION HOTARIES
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RINEY -DIR:CT Page. . 4,
A I have.
Q Are you familiar with the facts surrounding the

Application by Cities Service Oil Company?

A I am.

MR. KELLAHIN: If the IExaminer, please, arc the
witness'! qualifications acceptable?

MR. HUTTER: Yes, they are.
BY MR. KELLAHIN:

Q Mr. Riney, would you please refer to what has been
marked as Applicant Exhibit No. 1 and describe briefly what
Cities Service 0il Company is seeking?

A This is our o0il and gas lease ownership plat of
Tovnship 21 South, Range 27 East. 1t shows our proposed
proration unit for wells covering the eaSt half of Section
29. There 1s an attached plat showing the south haif of
the southeast quarter. It's a large-scale plat showing more
detail the lease ownership.

Q What is the proposed acreage to be compulsory pooled?

A The east half of Section 29, Townshir 21 South,
Range 27 East.

Q Wﬁat interests have not voluntarily agreed to par-
ticipate in the unit?

A The lichzel B. Grace 0il and Gas Lease, covering
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avproximately six acres and the Fred L. O'Cheskey heirs,
covering approximately the same amount of acreage.

Q And that acreage is indicated on the attachment
to Exhibit 17

A That's correct.

Q Mr. Riney, what, ii any, correspondence have you
had between either Mr. Grace and/or the O'Cheskey heirs
concerning their interests?

A On December 4th, we wrote Mr. Grace asking him to
participate in the drilling of these tests.

Q That ic identified as Exhibit 2, is it not?

A I believe that's correct.

Q All right, sir, and Exhibit 37

A Exhibit 3 is a letter to the heirs of Fred L.
O'Cheskey. This was sent out on September 2ist, 1973, ask-
ing them to participate in the drilling of the test,

Q With regard to Exhibit No. 2, your letter
to Michael P. Crace, what, if any, response did you receive?

A I received a call from Mrs. Corrine Grace, suggest-
ing a change of farm out for the six acres for six acres in
another jocation,

Q Those negotiations are still going on are they

not, Mr. Riney?
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A That's correct.
Q As of this date they have not agreed to pool their
interest?
A That's correct.
Q Would you please refer to tiie nexit Exhibit, which

is Exhibit 4 and identify it?

A A letter from Fred L. O'Cheskey -- one of Fred L.
0'Cheskey heirs -- in which he states that they wish to join
us in drilling the four proposed tests. However, there are
four or five heirs spread all over the world. 1It's going

to take some time to conclude getting signatures for the

operating agreement on this,

Q Please refer to Exhibit No. 5 and identify it?
A ‘No, 5 is a letter to Fred L. O'Cheskey heirs

dated January 25th, 1974, in whiéh we forwarded a copy of
the cperating agreewment and a copy of the consent and ratifiT
cation papers to the operating agreement and a detailed well
estimate. We requested that they execute the consent and
ratification papers and the detailed well estimate and
return it to us,

Q As of this date, however, Fred L. O'Cheskey heirs
have nect veluntarily joined?

A They have not.

THE NYE REPORTING SERVICE
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RINEY-CROSS /

MR, KELLAHIN: Thank you, Mr. Riney. That con-

cludes our examination of this witness.

CROSS EXAMINATION
BY MR, NUTTER:
Q Is it expected, Mr. Riney, that you will be able

to contact all these heirs all over the world and get them

signed up or do vou feel forced nooling acticn is necessary

so that ycu can dedicate the acreage and get the well started
A That is correct. To get the well started. Fred

L. O'Cheskey has assured us they can get it done. but it's a

matter of time.

Q It's a matter of time?
A That is correct,
Q Then, negotiations are still going on as far as

the exchange of the acreage with the Grace's?

A That is correct.

Q Now, as I look at this little plat here attached
to Exhibit 1, you stated that that Grace lease was about six
acres and that the O’'Cheskey acreage was approximately the
same size, just looking at it, it looks like the orange is
bigger than the blue.

A The Fred L. O'Cheskey acreage is 5.65 acres and
Michael P, Grace acreage, we estimate was what here =-- ©.

something . THE NYE REPORTING SERVICE
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RINEY-CROSS

This was rather a largc-scale plat here. Oh, I'm
sorry. This is half-intcrest on the O'Cheskey acres. I'm
sorry.
Q The acreage is larger, but it's only half interest

that you're concerned with?

A That's correct.
Q 5.65 net acres then?
A That is correct.

Q Everything else then in the east half of that Sec-
tion 29 is either under lease or committed to the unit?
A That is right.

Q Are there any further questions cf the witness?

(2%

A The other witness I suppose will testify as to cost
MR. KELLAHIN: Yes.
MR. NUTTER: If there are no further questions, the

witness may be excused.

called as a witness, having been previously sworn, was
exaiilned and testified as follows:
DIRZCT EXAMINATION
BY MR. KELLAHIN:
Q Would vou please state your nawme, by whom you are

ciiployed and in what capacity?
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i{OTTER-DIRRECT Page 9

A B. F. Motter, M-o-t-t-c-r, Cities Service 0il

Company, Enginecring Manager, A&P Division, Southwestern

Region.

Q Have you previously testified before this Commis-
sion?

A Yes, numerous tiumes,

Q Are you familiar with the facts surrounding this

particular Application?

A Yes, 1 am.

MR. KELLAHIN: Are the witness' qualifications
acceptable?

MR. NUTTER: Yes, they are.
BY MR. KELLAHIN:

Q Mr. HMotter, let me refer you to what has been
marked as Applicant's Exhibit Ho. 6 and have you identify
and explain what information it contains?

A This is our detailed well estimate for Simpson No.
1. I don't know if this was previously indicated, but that
would be the name of this well. It is set out at total cost
of $329,900. The casing program on that well provides some
flexibility in that we have problems in Volfcamp-Strawn,
that we can run additional string of casing in there. Cther

than that, It's pretty straight forward. We've had consider
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experience in this particular area. 1In fact, I have closed
job orders of other wells we recently drilled and they have
been real close to this cost. I might say this has increasdd
over those in some are problems of tubular goods and some
other things nowadays.

Q From your examination of the facts surrounding
this particular Application, are you now in position where
you can imake a recomienaation as to a proposed risk factor
to be applied to the non-consenting interests?

A Yes. We're asking for a risk factor of 50 perceny.

Q What is the basis for your asking for 50 percent
risk factor?

A Well, we take into consideration the geology of
the area and the wells in the near vicinity and also the cost
involved and problems that may be encountered in drilling.

Q You don't anticipatle any particular problems in
this area?

A Probably not.

Q You anticipate the risk factor of 50 percent should
be sufficient énough to insure the risk involved here?

%

direct your attention now to your

O
4
o
}—-J
=l
~
o
<

recomnendations with regard to cost of supervision. Do you
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have any recommendations as to cost for supervision?
A Ve do have. We've been over this numerous times

up herc before. Our recommendation now 1s, as this is a

I SEUPREISN o T
,ities oervice nas use

P
LU W vita v

)

P P Ny — A\ S |
since i19th of November,

jo

1973. It comes from the Copas '62 form by and fixed rates
which include salary expenses of all production foremen at
$205 per month.

Q I want to show you what has been marked as Appli-
cant's Bxhibit No. 7 and ask you to explain this particular

iteri.

A This basically is an excervt from Copas 62, Sectian

3 on Indirect Charges and we, again, would like to ask the
Commission for their consideration of this particular para-
graph which provides that this rate of $205 be adjusted in
April of each year as provided in this particular contract.
It's based upon the average incore of the crude petroleum
and gas workers for the previous calendar year. When these
rates are figured by the Commission, we have no alternative

but to utilize the figured rate throughout the life of the

well and most irojects, in fact, most people that are willing

to sign an agreeient, sign this particular agreement, and
then the rates are adjusted and the price index goes up or

down.

THE NYE REPORTING SERVICE
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MOTTER-DIRECT Page 12

Q Under the previous orders of the Commission, the
provision in the Order that provides for cost of supervision
did not have this particular flexibility built into it?

A Thiat 's correct.

Q By adopting this particular proposed provision fon
an Order, you are putting the non-consenfting owners on an
equal par to those individuals that have voluntarily agreed?

A That's our purpose and, also, perhaps an extreme,
we all know that the cost of 1living 1s going up every year
and in the event that this was a long-term project we could
conceivably see that this would ve only half enough or what
our norwmal charges would be, say, eight or ten years, don't

know. The only out that I would see would be to come

back and ask for it tn be changed, This we would Tike 4o
avoid.
Q Vas Exhibit 6 cither prepared by you or under

your direct supervision?

A Yes, it was.

Q In your opinion, Mr. lHotter, the approval of this
Application would vnrevent waste and not impair the correla-
tive rights of others?

A

A Yes, 1 do.

R, KELLAHIN: 1if the Examiner pleasc, we move for
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CROSS o

the introduction of Applicaant's Exhibits 1 through 7.
MR. NUTTER: Applicant's Exhibits 1 through 7 will
be admitted in evidence,
{Whereupon, Applicant’s Exhibits
1 through 7 were admitted in
evidence.)
MR, KELLAHIN: That concludes our Direct Examina-

tion.

CRIOS5 EXAMINATION

BY MR. NUTTER:

Q Mr, Motter, 1 believe Cities Service has two wells
in the immediate vicinity of this project?

A Yes, sir, we have the Cawley No. 1 which is a
discovery well in the La Huerta Field now producing to El
Paso. The Elizando Federal has been completed immediately
north of that and it is now waiting connection to El Paso
and over the weekend we spotted Tracy No., 1 in the north

half of Section 33, which offsets the Cawley to the south.

Q What location is it, Mr. Motter?
A It's 1:80 from the west and 660 from the north.
Q It's indicated there with a littie 1(a). What's

that Tracy?
A No. ). We have forced pooling on that two weeks ag
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Q Do you have a proposed location yet for that?
A Yes, sir, I'm sorry. It's 1980 from the north

and 660 from the east, Section 29,
Q That would be whevre that dry hole is approximately?

A That's a2 very shallow well,

Q It's about the same site?

A About the sawe site.

Q Is that Simpson No, 17

A Simpson No, 1.

Q. Is this $329,900 for 2 completed well the approxi-

mate cost of the two previously completed wells?

A Yes, I have. The Elizando Federal which was north
of there was completed at a little higher cost than that,
although it was within our estimate and entailed another
thing that we don't think will occur in this well, It was
completed for $353,000.

Q What did the Cawley cost?

A I'm sorry. I don't have those with me, but it
was not far from our estimate. I thionk, again, it was
forced pooled.

I might comment the tubular goods was the reason
for the overrun on this, We‘now have a day-to~day oprice on
this, 1I'm sure you're well aware.

Q Yes, sir.
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MR. NUTTER: Are there any further questions of

Mr. Motter? You may be excused.
(Witness excused.)

MR. NUTTER: 1Is there anything further in Case
5158, Mr. Kellahin?

MR, KELLAHIN: RNothing.

‘R. NUTTER: Does anyonc have anything they wish
to offer in Case 51587 HNr. Borkenhagen?

MR. BORKENHAGEN: 1Michael Grace is right now actively

trying to trade out abcut six acres and we hpp% to get it
completed within the next 30 days. If we éghnﬁrade it out,
then, it's my understanding that kKr. Grace is not going to
oppose being brought in on the forced pooling. We have no
objecticn to the risk factor.

¥MR. NUTTER: Thank you.

MR. KELLAHIK: I don't know if my testimony reflected
I that or not, but Cities Service wants to be designhated oper-
ator.

MR. NUTTER: Anyone elsec in Case 5158? If there's

nothing further in this case, we'll take it under advisemcnt/
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! | SEP 26 1974
CITGO J 5, conscrvaTioN Comp

S:\'"-lr‘ F.‘
CITIES SERVICE OIL COMPANY Box 1919
Midland, Texas 79701
Telephone: 915 684-7131

September 24, 1974

New Mexico 0il Conservation Commission
P. O. Box 2088
Santa Fe, New Mexico 87501

Re: Compulsory Pooling - S/2, Section
29, 21-S, 27-E, Eddy County,
New Mexico, Dedicated to Cities
Service Simpson No. 1

Gentlemen:

New Mexico Oil Conservaticn Commission Order R-4721 authorized the pool-
ing of all mineral interests in the Pennsylvanian formation underlying
the E/2 of Section 29, T-21-S, R-27-E, NMPM, Eddy County, New Mexico,

to be dedicated to the Cities Service Simpson well No. 1.

After taking drill stem tests from 11,434-556' and 11,618-801"' it was
concluded the Pennsylvanian formation was not commercial. The well

has been completed in the Wolfcamp (Lower Permian) 9794-9808' and flowed
269 barrels distillate in 7 hours and 40 minutes on test June 21, 1974,
At the present time the well is shut in waiting on a gas connection.

A request for the classification of a new pool (La Huerta Wolfcamp) was
submitted June 25, 1974,

Since this well was dry in the pooled Pennsylvanian, no itemized sche-
dule of actual well costs is being fumished.

Engineering Manager

Southwest Region

E § P Division
EfM:mfg

cc: Mr. C. R. Mitchell




O1L CONSERVATION COMMISSION

STATE OF NEW MEXICO
P. 0. BOX 2088 - SANTA FE
87501

April 30, 1974

Mr. Robert H. Borkenhagen

I R TRUJILLO
CHAIRMAN

LAND COMMISSIONER
ALEX J. ARMIJO
MEMBER

STATE GEOLOGIST
A. L. PORTER, JR.
SECRETARY - DIRECTOR

Attomey at Law 5158
1100 American Bank of Commerce B&ilafA§E NO-

Albuquergue, New Mexico 87102 ORDER NO. R-4721-A
Mz. Jason Keilahin Applicant:

Kellahin & Fox
Attorneys at Law

Cities Service 0il Company

Pust Office Box 1769
Santa Fe, New Mexico

Dear Sir:

Enclosed herewith are two copies of the above-referenced
Commission order recently entered in the subject case.

Very truly yours,

A Z o L

A. L. PORTER, Jr,
Secretary-Director

ALP/ir

Copy of order also sent to:

Hobbs OCC x
Artesia OCC X
Aztec OCC

Other




BEFORE THE OIL CONSERVATION COMMISSION
OF THE STATE OF NEW MEXICO

IN THE MATTER OF THE HEARING
CALLED BY THE OIL CONSERVATION
COMMISSION OF NEW MEXICO FOR
THE PURPOSE OF CONSIDERING:

CASE NO. 5158 DE NOVO
Oorder No. R-4721-A

APPLICATION OF CITIES SERVICE

OIL COMPANY FOR COMPULSORY
POOLING, EDDY COUNTY, NEW MEXICO.

ORDER OF THE COMMISSION

BY THE COMMISSION:

This cause came on for hearing at 9 a.m. cn April 23,
1974, at Santa Fe, New Mexico, before tha 0il Conservation
Commission of New Maxico, hereinafter referred to as the
"Cormigssion."

NOW, on this 30th day of April, 1974, the Commission, a
quorum being present, naving considered the testimony presented
and the exhibits received at said hearing, and being fully ad-
vised in the premises,

FINDS:

(1) That due public notice having keen given as required
by law, the Commission has jurisdiction of this cause and the
subject matter thereof.

. {2) That applicant, Cities Service 0Oil Company, seceks
an order pooling all mineral interests in the Pennsylvanian
formation underlying the E/2 of Section 29, Township 21 South,

Range 27 East, NMPM, Eddy County, New Mexico.

{3} That the matter came on for hearing at 9:00 a.m. on
January 30, 1974, at Santa Fe, New Moxicn. before Examiner
Daniel S. Nutter, and, pursuant to this hearing, Order No.
R-4721 was issued on February 13, 1974, which granted Cities
Service's application and compulsorily pooled all mineral
interests in the Pennsylvanian formation underlying the E/2
of Section 29, Township 21 South, Range 27 East, NMPM,

Eddy County, New Mexico.

(4) That on February 26, 1974, application for Hearing
De Novo was made by Michael P. Grace and Corinne Grace and
the matter was set for hearing before the Commission.

(5) That the matter came con for hearing de novo on
april 23, 1974.
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(6) That the evidence adduced at said hearing indicates
that Commission Order No. R-4721, entered February 13, 1974,
should be affirmed.

IT IS THEREFORE ORDERED:

(1) That Commission Order No. R-4721, entered February 13,
1974, is hereby affirmed.

. {(2) That jurisdiction of this cause is retained for the
"entry of such further ordexrs as the Commissjion may deem neces-

DONE at Santa Fe, New Mexico, on the day and year herein-
above designated.

STATE OF NEW MEXICO
OIL CONSERVATION COMMISSION

%/ A A ey
I/ R. TRUJILLO, Chairman

ZQZ§7<;%?5§?ii§’ .

A. L. PORTER, Jr., M er & Secretary

'S EAL"

dr/
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BEFORE THE OIL CONSERVATION COMMISSION !
OF THE STATE OF NEW MEXICO i

IN THE MATTER OF THE HEARING
CALLED BY THE OIXIL CONSERVATION
COMMISSION OF NEW MEXICO FOR
THE PURPOSE OF CONSIDERING:

CASE NO. 5158 2
Order No. R-4721

| APPLICATION OF CITIES SERVICE OIL

i
|
|
| COMPANY FOR COMPULSORY POOLING, 5
gEDDY COUNTY, NEW MEXICO. g

ORDER OF THE COMMISSION

i BY THE COMMISSION:

This cause came on for hearing at 9 a.m, on January 30, 1974,
., at Santa Fe, New Maxico, before Examiner Danliel S. Nutter.

i NOW, on this 13th_ day of February, 1974, the Commission,
il @ quorum being pressnt, having considered the testimony, the i
égrecord, and the recommendations of the Examiner, and being fully |
ii advised in the premises, i

INDG: ;

H (1) That due public notice having baen given as required by
.. law, the Commission has jurisdiction of this cause and the 3deect‘
" matter thereof. {

P
i
i
i
i

(2) That the applicant, Cities Service 0il Company, secaks an§
.t arder pooling all mineral interests in the Pennsylvanian formation|
- underlying the E/2 of Section 22, Township 21 South, Range 27 !
East, NMPM, Eddy County, New Mexico. i

(3) That the applicant has the right to drilil ana proposes §
to drill its Simpson Well No. 1, to be located at a standard f
location for said unit. :
(4) That there are interest owners in the proposed proratxon
unit who have not agreed to pool their interests.

_ {5) That to avoid the drilling of unnecessary wells, to

! protect correlative rights, and to afford tc the owner of each

i interest in said unit the opportunity to recover or receive

;i without unnecessary expense his just and fair share of the gas

. in said pool, the subject application should be approved by

P poocling all mineral interests, whatever they may he, within said
unit.

(6) That the applicant should b2 designated the operxator of
the subject well and unit.
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- PROVIDED HOWEVER, that the operator of said unit shall !
.. commence the drilling of said well on or before the first day ‘
- of May, 1974, and 3hall thereafter continue the drilling of :
. said well with due diligence to a depth sufficient to test the !
. Pennsylvanian formation;

- PROVIDED FURTHER, that in the event said operator does not |
- commence the drilling of said well on or hefore the first day :
i of May, 1974, Order (1) of this order shall be null and void and
. of no effect whatsoever;

: PROVIDED FURTHER, that should said well not be drilled to
 completion, or abandonment, within 120 days after commencement
. thereof, sald operator shall appear before the Commission and

. show cause why Order (1) of this order should not he rescinded.

g {2) That Cities Service 2il Company is hereby designated
.. the operator of the subject well and unit.

¥ (3) That after the effcoctive date of this order and within |
i+ 20 days prior to commencing said well, the operator shall furnish |
" the Commigsion and each known working interest owner in the ‘
‘ subject unit an itemized schedule of estimated well costs. ?

\ (4) That within 30 days from the date the schedule of
 estimated well costs is furnished to him, any non-consenting

- working interest owner shall have the right to pay his share

. of egstimated well costs to the operator in lieu of paying his
- share of reasonable well costs out of production,; and that any
. such owner who pays his share of estimated well costs as pro-
" vided above shall remain liable for operating costs but shall
;. not be liable for risk charges.

g {(5) That the operator shall furnish the Commission and each |
" known working interest owner an itemizcd schedule of actual well |
. costs within 20 Zdayvs following completion of the well; that if '
: no objection to the actual well costs is received by the Com-

.. mission and the Commission has not objected within 45 days %
- following receipt of said schedule, the actual well costs shall

. be the reasonable well costs; provided however, that if there

 is an objection to actual well costs within said 45-day period

'+ the Commission will determine reasonable well costs after public

. notice and hearing.

(6) That within 60 days following determination of reason-
able well costs, any non-consenting working interest owner that
has paid his share of zstimated costs in advance as provided
- above shall pay to the operator his pro rata share of the amount

that reasonable well costs exceed estimated well costs and shall
receive from the operator his pro rata share of the amount that
estimated well costs exceed reasonable well costs,
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(7) That the operator is bereby authorized to withhold
the following costs and charges from producticn:

{(A) The pro rata share of reasonable well costs
attributable to each non-consenting working
interest owner who has not paid his share of
estimated well costs within 30 days from the
date the schedule of estimated well ccsts is
furnished to him.

(B) As a charge for the risk involved in the
drilling of the well,K S jwercent Oor the pro
rata share of reasonable well costg attributable
to each non-consenting working interest
owner who has not paid his share of estimated
well costs within 30 days from the date the
schedule of azatimated well costs i3 furnisghed
to him.

: {8) That the operator shall distribute said costs and
© charges withheld from production to the parties who advanced
i the well costs,

¥ (9) That $205.00 per month is hereby fixed as a reasonable
" charge for supervision (combined fixed rates), provided that

’ this rate shall he adjusted on the first day of April of each

. year following the effective date of this order; that the
adjustment shall be computed by multiplying the rate currently

.. in use by the percentage increase or decrease in the average

" weekly earnings of Crude Petroleum and Gas Production Workers

- for the last calendar year comparsd to the preceding calendar

;i year as shown by "The Index of Average Weekly Earnings of Crude
1 Petroleum and Gas Production Workers" as published by the

.. United States Department of Labor, Bureau of Lahor Statietins,
. and the 28juscted rvale siiall be the rates currently in use, plus
{ or minus the computed adjustment; that the operator is hereby

i. authorized to withhold from producticn the proportionate share
i of such supervision charge attributable to each non-consenting
' working interest, and in addition thereto, the operator is

. hereby authorized to withhold from production the proportionate
'\ share of actual expenditures required for operating such well,

¢ not in excess of what are reasonable, attributable to each non-

' consenting working interest,

: (10) That the adjusted charge for supervision (combined
. fixed rates) shall be filed with the Commission on or before
- the first day of May of each year.

!
i

g

(11) That any unsevered mineral interest shall be considereq

a seven-eighths (7/8) working interest and a one-eighth (1/8)
royalty Interest for the purpose of allocating costs and charges
under the terms of tnis oraer.
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Order No. R~4721

{12) That any well costs or charges which are to be paid
out of production shall be withheld only from the working
interests share of production, and no costs or charges shall
be withheld from production attributable to royalty interests.

{13) That all proceeds from production from the subject
well which are not disbursed for any reason shall be placed in i
escrow in Eddy County, New Mexico, to be paid to the true owner
thereof upon demand and proof of ownership; that the operator
shall notify the Commizsion of the name and address of said
escrow agent within 90 days from the date of this order. ;

(14) That jurisdiciiun of this cause is retained for the
entry of such further orders as the Commission may deem necessary.

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

STATE OF NEW MEXICO
0OIL CONSERVATION COMMISSION

I. R, TRUJILLO, Chairman

Y

“A. L. PORTER, JR., Membgf¥ & Sévretary

S EAL

jx/
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OlL CONSERVATION COMMISSION
P. O. BOX 2089
SANTA FE, NEW MEX{CO 87501

aren 5, 1374

DUQMﬁlwumD

~/ 7Y

Ronert 71. Borkenhajan, Esq. Date
Attorney

1100 American Bank of Jowwnerce Bldg.
Albuquerque, New Mexico 87102

Re: Applicatioa for azaring de novo
in Case Wo. 5153, Order do. R-4721

Dear BoD:

rnclosed you will £inZ the copy that you sent us of
your application for hearing de novo in the above-captioned
case. In the future no application will bz accepted unless
fillec in triplicate in accordance with the rules of the
Commission.

This matter cannot be hcard until =arly in 2April as
we will not e able to have a guorum of the Jommission
until that tine.

A docket will be mailed to you for this hearing later
this month.

Very truly yours,

WILLIAM F. CARR
General Counsel

Wrc/4r
anclosure




Docket No. 10-74

i DOCKLET:  COMMISSION HEARING - TUESDAY - APRIL 23, 1974

011, CONSERVATION COMMISSION - 9 A.M. - MORCAN HALL, STATE LAND OFFICE
BUILDING - SANTA FLE, NEW MEXICO

CASZ 5216: In the matter of the hearing called by the 0il Coaservation Commission
upon 1its own moticn to consider the amendment of Rule 1203 of the
Commission Rules and Regulations to simplify the method of initiating
a hearing before the Commission or its examiners, ard to include a
provision for the acceptance of verbal applications for hearing when
such is necessary to permit the meeting of deadlines for publication
of legal notice, provided that a subsequent written application would
be required.

CASE 5217: In the matter of the hearing called by the 0il Conservation Commission
upon its own motion to consider the adoption of a Commission definition
for "Temporary Abandonment' of wells, and further to consider the
amendment of Kule Z0Z of ine Cowamissicn Rules and Regulations to adopt
an administrative procedure for abandomment of wells in this state for
& limited period of time only, and for the adoption of a requirement
for an individual one-well plugging bond for the continued temporary
abandonment of any well after the expiration of the administrative

/// period of time in which such well could be temporarily abandoned.

CASE 5158: (De Novo)

AN Application of Cities Service 0il Company for compulsocry pooling, Cddy
\\ County, New Mexico. Applicant, in the above-styled cause, seeks an
A order pooling all mineral interests in the Pennsylvanian formation
underlying the E/2 of Section 29, Township 21 South, Range 27 East,
Eddy County, New Mexico, to be dedicated to its Simpson Well No. 1 to
# be drilled at an orthodox location for said unit. Also to be con-
sidered will be the cost of drilling and completing said well and the
allocation of such costs, as well as actual operating costs and charges
for supervision. Also to be considered 1s the designation of applicant
as operator of the well and a charge for risk involved in drilling said
well.

Upon application of Michael P. Grace and Corinne Grace, this case will
be heard De Novo pursuant to the provisjons of Rule 1220,

LT . rmn
R \

o

Tavra)
WV,

l
,0

Application of Fluid Power Pump Company and Petro-Lewis Corporation
for compulsory pooling, Sandoval County, New Mexico. Applicants, in
the above~styled cause, seek an order pooling all mineral interests
underlying two non-standard proration units in Township 19 North,
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Commiﬂﬂion wearing 7 rucsday 7 Apr i1 23, 1974 pocket No .
(Case 5167 continued {rom VORC 1)
range Wents Mudin—nntrndn o1l pool, Handoval Countys New Mexicu,
deacrihed as follows:
ynit Ne 1, ¢ si2 gu/t of ection and N/2 MW/ b
of gection 23 dedicated to appli ants' Media Well
wo. 1 jocate Unic f sal gection fy, an
gnit No. ©» the S/2 4 of gection and N/2 NES &
of Sectio? 29, to be d dicated t° applicants‘ Media
Well No: jocated {n Unit p of aid gection
Upon application John K Reimet nd R. McKenzi , ST this
case will be eard De Novo rguant o the provisions of Rule 1220
CASE 5218 Application of Joh K. Reimer R. E- Mckenzies . for 40-acre
gpacing, revocation of —standard prorat on unitss and ¥e~
establishment 4L0-acre allowables, doval Countys New Mexico-
Applicants, he above 8 yled causes geek an order rescinéing
that P rtion § Order ! 4277 wni established 160-acr€ spacing
anits r the Media—Ent ada 01 pool, ndova CountV: w MexicO.
allegind the +istence f eservelr inf rmation now av jlable tut
ot ava able at the time  vhe spacing nearing jcants urther
seek th revocation of orders pumbe ~4274 an 42817 which estab
1ished four 160-acie no 'standard oil pror;tio gnits 31 357 pool,
and the revocation of Orde No 4713 W ich tablished a special
depth pracket allowabl of 150 parrels © i1 petl day for aid pool






CASE

CASE

CASE

CASE 5159

5160:

5161:

CASE

5144 :

Examiner Hearing - Wedneaday - Januvary 30, 1974 Docket No. 3-74 -
-2-
CASE 5156: Application of Franklin, Aston & Fair for pool creation and special

pool rules, Eddy County, New Mexico. Applicant, in the above-styled
cause, seeks the creation of a new gas pool for Morrow production

for its McIntyre Well No. 6-A located in Unit O of Section 20,
Township 17 South, Range 30 East, Eddy County, New Mexico, and for
the promulgation of special pool rules therefor including a provision
for 640-acre spacing.

Application of Petroleum Reserve Corporation for a unit agreement,
Eddy County, New Mexicu. Applicant, 1n the above-styled cause, seeks
approval for the Wood Canyon Unit Area comprising 2,560 acres, more
or less, of Federal and fee lands in Township 24 South, Range 25
East, Eddy County, New Mexico.

Application of Randolph M. Richardson for a unit agreement, Eddy and
Chaves Counties, New Mexico. Applicant, in the above-styled cause,
seeks approval for the West Hope Unit Area comprising 13,448 acres,
more or less, of Federal, State and Fee lands in Townships 17 and 18
5oiitli, Raiiges 20 and Z1 Bast, Eddy and Chiaves Counties, New Mexico,

Application of Depco, Inc. for a unit agreement, Eddy County, New
Mexico. Applicant, in the above-styled cause, seeks approval for its
Northwest Artesia Unit Area comprising 640 acres, more or less of
State lands in Sections 31 and 32, Township 17 South, Range 28 East,

and Section 6, Township 18 South, Range 28 East, Eddy County, New Mexico.

{Continued and Readvertised)

CASE

L

CASE 5162

5163:

CASE

Application of Depco, Inc. for a waterflood project, Eddy County, New
Mexico. Applicant, in the above-styled cause, seeks authority to
institute a waterflood project by the injection of water into the
Grayburg-San Andres formation through six wells lacated in dits
Northwest Artesia Unilt Area, Artesia Pool, Eddy County, New Mexico.

Application of Western 01l Producers, Inc. for an unorthodox gas well
location, Eddy County, New Mexico. Applicant, in the above-styled
cause, seeks authority to drill an undesignated Morrow gas well at an
unorthodox location 1980 feet from the South line and 660 feet from
the East line of Section 34, Township 17 South, Range 26 East, Eddy
County, New Mexico, the S/2 of said Section 34 to be dedicated to the
well.

Application of Western 0il Producers, Inc. for an unorthodox gas well
location, Eddy County, New Mexico. Applicant, in the above-styled
cause, seexs authority to drill an undesignated Morrow gas well at

an unorthodox location 660 feet from the South and East lines of
Section 27, Township 17 South, Range 26 East, Eddy County, New Mexico,
the S/2 of said Section 27 to be dedicated to the well. As an alterna-
tive, applicant seeks approval for a location 1980 feet from the South
line and 660 feet from the East line of said Section 27.
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CASE 5157:

CASE 5164:

-3-

Application of Citles Service 0il Company for compulsory pooling,
Eddy County, ¥ew Mexico. Applicant, In the above-styled cause, seeks
an order pooling all mineral interesis In the Pennsyivanian formatlon
underlying the E/2 of Section 29, Township 21 South, Range 27 East,
Eddy County, New Mexico, to be dedicated to its Simpson Well No, 1

to be drilled at an orthodox location for said unit. Also to be
cansidered will be the cost of drilling and completing said well

and the allocation of such costs, as well as actual operating costs
and charges for supervision. Aliso to be considered is the designa-
tion of applicant as operator of the well and a charge for risk
involved in drilling said well.

Application of Citles Service 011 Company for compulsory pooling, Eddy
County, New Mexico. Applicant, in the above-styled cause, seeks an
order pooling all mineral interests In the Pennsylvanian formation
underlying the S/2 of Section 9, Township 21 South, Range 27 East,
Burton Flats Field, Eddy County, New Mexico, to be dedicated to its
State C-P Well No. 1 to be drilled at an orthodox location for said
unit. Also to be considered will be the cost of drilling and com~
pleting said well and the allocation of such costs, as well as actual
operating <¢osts and charges for supervision. Also to be conmsidered
is the designation of applicant as operator of the well and a charee
for risk involved in drilling said well.

Applicatica of Jake L. Hamon for compulsory pooling and for an
unorthodox location, Eddy County, New Mexico. Applicant, in the
above-styled cause, seeks an order force pooling all mineral interests
in the Strawn and Morrow formations underlying the E/2 of Sectiomn 9,
Township 21 South, Range 27 East, Burton Flats Field, Eddy County,
New Mexico, to be dedicated to a well to be drilled at an unorthodox
location 1650 feet from the North line and 660 feet from the East
line of said Section 9. Also to be considered will be the cost of
drilling and completing said well and the allocation of such costs,
as well as actual operating costs and charges for supervision. Also
to be considered is the designation of applicant as cperator of the
well and a charge for risk involved in drilling said well.
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February 14, 1974

tx, Michael P, Srace
P. Oo Sox 1413
Carlsbad, ew Mexico $3220

Subject: Proposed Citles #1 ‘impson Vell
11,5800 orrow Test
Seféd N./4 sction 29
T=21-i, R=27-
Iddy Csunty, law Uexico
/2 secticn 20

Gentle. ien:

‘e have studied at cceit lensth your pronosal for a trade of your oil and zas
lease interest in extion 2, 7-21-0, R=27-7 for a otifes' oll and gas lease
inte.esc In ectica 25 of -21- , {-25=-2, and have been unable to arrive at
aay kind ui equitable traide,

Va azadin renusst that vou (osin Uities in tike <viliing of the proposed 11,0000
Lorro.: test in the /4 /4 2ction 29, TeZl- ., L=27-7,

Sy SETY ST SN (T e
CiTT RERARRAE SN 3 15 SR OLR IR FLIANSY |
e e ~ ey

ooy

Ty ey
AN IWED

JFRLL !

BEFORE THE
ec = Nr, Robert H. Lorikenhagen olL CONSERVATION COMMISSION

Suite 1100 M
i e, New Mexico
Mmerican Bank of Commerce Complex Santa Fe,

. 200 Lowos Boulevard, . ', Case No'__'l_‘g_&Exhibﬂ No. _/

Albuquerque, Lav "ﬂ::xco 37102 mc{
querque, Submitted by T AT -GJM J

(1. ]-Jv\—"l

L Hearing Late =¥




OP 69 DETAILED WELL ESTIMATE
Sirson
UMDE 1 LEASE -
WELL NUMBER ~ATION 105" FNL and 660" FFL
CORTRACTOR LOCATIC A g -
DATE 11-13-73 SECTION 29, 7=21-5, B-27-F T
J. O, NO. peprhn__11,830'  county Fddy STATE QW L2320
(Morrow) -
ESToATE | ESTIMATE REVISED acT ‘
DESCRIPTION craoe| size { quan. | w | ER2O0R | Omenore | estimecc & i
TAHGIBDLES ___1’
Cosing_ @ 400' _ 1i-40 ST&C 16" A 405165 5,100 5,10¢ :
Surface - - :
=40 ST&C  10-3/4" A 1,100 32 6.200 5,200 ! —
K-55 ST&L  10-3/4" A 1,515 40 } 10,300 1CG,6C0 i
@ 3100" K-55 ST&C  10-3/4" A 5151 45 4.550 4,050
N-80 LI&C  5-1/2" A | 19,629117 | 36,800 - !
@ 11800 N-80_r17ec  5-1/2" A 2,2691 20 10,290 =
Well hecd connections 10,000 2,000
Tubing 1ro, Buttress N-80 2-7/8" 1A 11,3001 4 | 19200 = i
Sucker rods N
Bottom lole pump |
Enqine or motor 1
Pumping unit :
Electricol eouip. inc. Lobor & Trans. ,‘
Line pipe, fiftings inc, Lobor & Trons. 1 !
Packer . A 1,300 - |
TAN DATTERY { :
Stock tonks Ceared A 1210 1 2,°50 - I
G. B., ceitler, frce waior K. O, tank
Separcter, hoater freater, cte. =L - L _‘
Cost to instell 1. B. 1.300 - o
INTAIGICLES 3 -
Contract Dria. labor (iootzae) $10,.30/f¢. 123,500 123.900] :
Rotary day wiork i Davs 3 $1750/day 10,730 10,590 :
Cable tool work 7 navo 3.°30 - :
Subsuriace casing equipment 7 300 2000
D, S. 7., cieciric leas, cte. 12 230 12.000]
i i
Acidizing, iracing 3 °90 _ *‘
Perforoting 2.2190 - |
-™ i
\ i
Hisc. compony and contract labor 3.500 2.000 i
Rocd building, location 4,200 4 .000 | 5’
Cement & cementing service 11,520 10,000 :
Cement squecze jobs i
| Deiiling riud, chenicals 14,530 14,000
Drilling bits, corcheads, reamers
tud lorging unis 3,189 3,000
Rental of miscelicacous equio. 2.330 2.500
i
| Company, coniroct huulin 3,399 2,000 :
Yiater, fuel : 2,730 5,000 B
Miscellonecous incidentals 5,020 3,000 N
 Total estimated cost - 1605 329,60 22/ 28N A‘{'
Totol estimote C. 5. < ! ’




Box 4905
Midlund, Texas 79701
Telephone: 915 684-7731

Pebruary 21, 1974
New Mexico 0i1
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orP &9 DETAILED WELL ESTVMATE
Sl'T'?'::-()n
WELL NUMUER 1 LEASE - . —
CONTRACTOH LOCATION 1084 B and €607 FEL ——
DATEC 11—13—73 SECTION 29. T"zl"'SA R"?]"‘E - - -
4. 0. NO. peprn__11,800'  county Eddy state _New Moxico
(Morrow) -
ESTIATE | ESTIMATE REVISTD ASTIL
DESCRIPTION GRADE| SI1ZE | QuAN, w PROS CER ORY HOLE ESTIMATE - 4
TAHGICLES .
Casing_@ 400" H-4Q ST&C 16" A &0s! 85 5100 5,100
Surface
H-40_ STSC 10-3/4" A 1,100 32 6.200 £,200 )
K-55 ST&C  10-3/4" A 1,515 40 10,:00 10,600 ]
@ 3100' K-55 ST&C 10-3/4" A 5151 45 4.550 4,050
N-80 LT&C  5-1/2" A 9,629/ 17 1 36,290 - N
11800' N-80 178C  5-1/2 A 2,.2691 20 1 10290 -
YWell hecd conneciions 10,450 2,000
Tubing 7o, Buttress N-80 2-7/8" 14 1.,3001 A 1 19290 -
Sucker rods !
Bottom hole pump |
Engine or motar |
Pumpirg unit :
Electrical cauin. inc. Lakor & Trans. -:
Lire pipe, fittings inc. kcoor & Trons. !
Packer A 1.200 - i o
TAML BATTERY i
Stock tanks Coated A_1210 1 2,200 - ? j
G. B., ceitler, frec waier K. Q. tank l i
Separater, hoater trecter, ctc. 9,300 - | {
Cost to install T, B. 1,300 - i |
i !
INTALGISLES { E
Centroct Drla. labor (footaae) 510,50/ f¢, 123.290 | 123,900, } ;
Rotary day wiork 6 Davs 3 $1750/day 10,290 10,500 i :
Coble tool work 7 navs 3,250 - :
Subsurface casing equipment 1 300 2 0nQ 1;
D. 5. T., clectric lcos, etc. 12.790 12 000 ] -
Acidizina, fracing 3700 - ‘1:
Perforating . 9 2na _ i
= |
\ i
1
KRise. compony ond contract lobor 3.000 2000 !
Road building, location 4,200 4,000
Cement & cementing service 11.200 10,000 '
Cement squecze jebs
 Drilling rud, chomicols 14,200 14,000
Drilling bits, corchrads, reomers
Mud lorging unit ) 3.000 3,000 !
Rentol of miscellencous equio. 2,590 2,500 ‘{
’__C_o_rr)E;mz, contract hauiigg 3,310 2.000 —
’_‘_'_f_(:f_ei, fuel ) 8,799 5,009
Hiscelloncous incidentals 5 10 3 :d(PD :
Total estimated cost « 10075 329,490 224 899 :
[Tl catimate €. 5. % *
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CITIES SERVICE OIL COMPANY 800 Vsughn Building
Midland, Texas 79701
Telephone: 915 684-7131

December 4, 1973

Mr. Michael P. Grace
P, 0. Box 1418
Carlsbad, N 88220

Subject: Proposed Cities #1 Simpson
11,800 Morrow test
SE/4 NE/4 Section 29, T21S, R27E,
Eddy County, New Mexico

Dear Mr. Grace:

We propose to drill an 11,800' Morrow Test at a location in the SE/&4
NE/4 Section 29, T21S, R27E, Eddy County, New Mexico, shortly after
the first of the year. We estimate the cost of a producer at
$329,900.00 z2nd the cost of a dry hole at $224,850.00. As you are
"the owner of an 0il and Gas Lease covering an estimated 6,89680 acres
in the proposed Unit covering the E/2 Section 29, we request that you
join Cities in the drilling of this proposed test. We estimate your
0il and Gas Lease covers approximately 2.155250% of the proposed pro-
ration unit, .

Please advise us of your decision in this matter at your earliest
convenience so that we may proceed with the preparation for the
drilling of this test. We are enclosing a seif-addressed, stamped
envelope for your convenience.

Yours very truly,

CITIES SERVICE 0OIL COMPANY

J. Frank Riney
Landman

JFRii

Encl.
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CITIES SERVICE OlL COMPANY 800 Vaughn Building
Midlond, Texos 79701

Telephone: 915 684-7131

pecember 21, 1973

Helrs of fred L. 0'Cheskey
o fred L. gt Cheskey, Jre
L12 San ltatco vest

¢anta Fo, Kew pexico 37501

Gentlicmen:

\le propcse to drill an 11,700 horrod Test at 23 locatlica In th2
sg/l NE/U section 29, T215, w272y Cddy County, aew Hexlco, shortly
after the first of tha yoar. Vo cstimate tns cost of a preducer at
5329,909.00 and the cost of a cry hole at 552,050,508, s yod are
the ownef of an estimated 5,05 were mlneral interast in the prorztion

Syt covering the 2/2 Sectlon 28, W2 request that you join gities In
the driiling or tnis proposed taste Yo astimate your mineral interest
covers 1.765025% of the proposed proraticn unite

plasen advizc U cf your A-ctaten Lo this IRTREA SR Aot L) cuviiest
convenlence SO that w2 ©3Y procezd with tis preparation for the
drilling of thls test, - are enclosing @ seli=-addressed, stamped
envelope for your convenicnces

Yours very truly,

CITIES SERVICE 0fL COMPANY

J. Frank Riney
L andman

JFRde

enclosurs
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412 San Mateo Roads~
Santa Fe, New Mexico¥

January 9, 1974

Cities Service 0il Company
800 Vaughn Building
Midland, Texas 75701

Attention: J. Frank Riney
Landman

Dear Mr. Riney:

This is in reply to your letter of December 21, 1973,
concerning your firm's proposal that my brother, sisters
and myself join Cities in drilling a Morrow Test.

It is our intention to form a partnership and join with
Cities in the drilling of this test. Please send the
necessary forms fcr execution.

Sincerely,

{

Fred L. O'CheskeyiJro

FLO:sd

o
ci/ied ’7,

9
v
: o=<>
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CITIES SERVICE CIL COMPANY 800 Vaughn Building
Midlond, Texos 79701
Telephone: 915 684-7131

The Heirs of Fred L. O'Cheskey

% Mr., Fred L. O'Cheskey, Jr.
412 san Mateo West

Santa Fe, New Mexicoe 87501

Dear Mr. O'Cheskey:

As requested in your letter of January 9, 1974, we are enclosing the
following items for each of the Fred L. O'Cheskey heirs:

1. Copy of Unit Agreement dated September 22, 1972,
Please note this Operating Agreement covers lands
other than the E/2 Section 22, the Proration Unit
for our proposcd #1 Simpsen test.

2. Five (5) copies of Consent and Ratification pages
to the above mentioned QOperating Agreement. Please
note this Ratification specifies that you will be
ratifying the above mentioned Operating Agreement

only in so far as it pertains to the E/2 Section 22,
T-21-3, R-27-E.

3. Detailed Well Ectimate "The prices shown for material
on the attached Detailed Well Estimate are estimates
only. The material needed will be acquired at the
best price and under the best circumstances obtainable,
and the Joint Account will be charged the actual cost
of the material, the cost of mzking it suitable for
uss, and the cost of moving it to the location.™

Please have each of the heirs execute four (4) copies of the Consent
and Ratification pages and one (1) copy of the Detailed Well Estimate
and return them to this office at your earliest convenience,

We hepe to commence operations on this test in the very near future;

therefore your ccoperation in expediting this matter will be greatly
appreciated,

-, Yours very truly,

CITIES SERVICE OIL COMPANY

5

5158 : J. Frank Riney
Landman

IFRid



VELL ZSTIMATE

; T/
OP 6% DLTAILED Y - oo
WELL NUMBER 1 LEASE ___ Simpson
CONTRACTOR LOCATION 1980' I'NL _and 660_1...1151&_____.__________
DATE 11-13-73 SECTION ______ML:S.;\R'ZY—E —
J. 0. NO, peptr__11,800"'  counry Eddy state __New Mexico
(Morrow) ‘ —
S— cosoe ree | cunn | w | RiGiels | SAVHALE | A | fa
TANGIBLES ' -]
Casing @ 400'  §1-40 ST&C 16" A 40sl 65 5,100 5,100
Surface
B-40 ST&C _10-3/4" A 1,100 32 6,200 6,200
K-55 ST&C  10-3/4" A 1,5315140 1| 10,600 10,600 i
@ 3100' K-55_ ST&C_ 10-3/4" A 515145 | 4,050 4,050 }4 ]
N-a0 LT&C  5-1/2" A 9,62917 | 36,900 - J
@ 11800' N-80 LT&C 5-1/2° A 2,269120 | 10,200 = 2
Well head connections 10,000 2,000 s
J
Tubiag {mp. Buttress N-80 2-7/8" | A 1,3c00 6 1 19,800 = LA -
Sucker rods
Bottom hole pump
Engine or motor
Pumpina unit
Electrical equip. inc. Laobor & Trons.
Line pipe, fittings inc. Labor & Trons. 1
Packer A 1,300 -
TANK BATTERY
Stock tanks Coated A 1210 1 2,200 -
G. B., settler, free water K. O. tank
Seporator, heater treater, ete. 9,500 -
Cost to install T, B. 1,500 -
INTANGIBLES
Contract Drlg. labor {footage) $10.50/Ft. 123,900 123.900
Rstory day work 6 Davs @ $1750/day 10,500 10,500
Cable tocl work 7 pavs 3,150 ~
Subsurfoce casing equipment 1500 2 000
D. S. 7., electric ivgs, ote- 12.000. 12 00nl
Acidizing, fracing 3,800 - !
Perforating 2,200 -
\
Misc. company and contract labor 3,000 2,000
Roud building, location 4,000 4,000
Cement & cementing service 11,000 10,000
Cement squeeze jabs
Drilling mud, chemicals 14,000 14,000
Drilling bivs, coreheads, reamers
Mud logging unit 3,000 3.000
Rentol of miscelianeous equip. 2,500 2,500
Company, contract hauling 3,560 2,000
Water, fuel 8,000 3,000
Miscellaneous incidentals 5,000 3,000
Total estimated cost - 1003 329,900 | 224 350 ~
Votal estimate C. S, %
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PHONE (02 08770500

ROUTCE 9. BON Shed
ALBUQUERQUE. NEW MEXICO a7105

H

|
| .
Dale H. Carlson

*
CONSULTING GEZOLOGIST
Alboucueraus, Tizw Hexidco
: :\pril 20, 1(;"(‘11',
!
: v i DL Opnce
! JiXTe bie 4e GG S
) D ~ae 2052
i e Oo HOX ».OO—-«
i Sansa Fey wew exico 87501
Dear iir. Grace,
B
AL your roquest, 1 have been trying Lo Tind a compztent exenanie
For your acreazs i Section 29, wnere 1, Borkenhazen $olls me Cities
Gorrice is LryIng Lo make an on and oif oxchanite. Yot beinz a lawyer,
tder COUAL acreafe =0 walue in oLher

T can only advise you of what T conszse

Ace offercd you %3C0.C0 an

5 rofore, SugEesy you offer
trem $300,00 pey acre for 25 acres in Soction b g PowmshipZ 25 ¢ Banze

7 acres sxenanze Or < similar deal for IY acres,

e 5
-

Seerion 2 wiich 18 almost doudle your &

/ T 4
7 /Sy 4
Ay

'\', L4 SN
,/\_‘/"\ /v’(,’/, “
‘-/",, o T ael B O

Dale H, Carlson

kabival o -
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rarch 20, 1974

¥y, Michael P. Gracae
Fost Cifica Hox 1413
Carlsbad, Naw Mexico 82220

subject: rIroposed Cities 1 imoson “ell
11,-‘."{;0‘ an*-»:.: Test
nlh wl/ cotion 29
T-?:l-.>. .«.—;‘—:7-:7
fddy Counly, lLiovw ioxico
/% Jection 23

2ear Yr. Grace:

e wish to suwrhlit the Iollouins proposals in an attecpt to arrive at a
rwtually ¢ ti {actory ’Olutluﬂ ro ouxr proolen in tae subject lToratiocna unit,

7, 00
v~ PRy ) - L LR Ve R P - ey =P Sy e d
1. S LUTIRLE D SLNIV SR Lo ive~w OT LLVS TLw o assis OLGLE OV A
your 1lnczes 4n the sunjeck {yoration Unit and your locza eovoring
3 .

approvinotoly 3,3 ccyes La jon 19, iuerta subdivinion
fa the /4 of ecticn 39, T=lle o, o
-— Cr_

2. Citles vill trade leases coveviny sasavawisacely 10 acres in e

Sold of Doetlona 2, welfiel, '.‘.-liu-'} fur your loases set out i tag
{izat provoand, L he tristseseored by ities lcases condain {oon
epprondrately .23 ceres ¢ 3 acres,
Both of thoe cbuve wonfianc ! prosdsnla sea evhiloet #a onspovel of titla, 15
you axe dnterezied in olior od these pynnasais, oo wiid ba 2lad 5o svrviea
you with rave cetailed lnostrntion on ghe citaes ozvice leases involvoad.

Yours wvery traly,

CITI:i: . TRVIS: OIL LNy

Jo Frani Ilney
Jo/ba

cc: Mr, tobert . Borlanhanaa
‘uite 1120
Joerican Bank ol Coalares Complex
200 Losons Boulevord, H, -,
Albugquernue, i .471-;1
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+ SINGER & BROULLIRE
Auome‘)s and Counselors at Lay
Hengy G, Coons.nz Suire Hoo TELFPHONE 243~3547
Roa:m N SinGgeg Av:mc;\u Bank op COMMERCE Buuowc ArEa Cong 505
PEreR J BRouums ur 200 Lomas BOULEVAPD, N.ow
Roesm' H BORKENHAGEN ALBUQUERQUE New MEx:co 87102
March g 1974
iﬁ“ L '
Mr. a.r. Porter, Jr i
bP.o, 208¢ f{
Santg Fe, New Mexico 87501 e SR 3
C / ‘
Re Appllcatlon for Hearing DR NOVOo
Desr Mr, Porter
Enclosed Please fing an ppllcat‘on for Hearlng DE
NOovo in Se Numbe r 5158, Order No, R~4721.
Please let p know when tp hearing Will pe helg
Sincerejy ) DOcker 4, ILED
Vol g /
7 < ¢ i ot VTN
Robet ¢ + BOrKenhp gen
RHB/tap
Enclosure
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BEFORE THE OIL CONSERVATION . oo o0
COMMISSION OF THE STATE OF NEW MEXICO S

In the Matter of the Hearing called by the O0il Conservation
Commission of the State of New Mexico for the purpose of:

Application of Cities Service 0il Company Loy compuisory pool-
ingﬁgddy;County, New Mexico. Case No. 5158, Order NO. R-4721

APPLICATION FOR HEARING DE NOVO

'y

Comes now MICHAEL P. GRACE and CORRINNE GRACE,
owners of mineral interests who are adversely affected by
order No. R-4721, and make application éuisuant to Rule 1220
of the Rules and Régulations of the 0il Conservation Commission
of the State of New Mexicc to . have the subject matter of
Case Nc. 5158 heard DE NOVO béﬁére this Commission as is allowed
pursuant to the above referred to rule of this 0il Conservation
Commission, and as grounds therefore would state:

That they are owners of mineral interests wiéhin the
area affected by Case No., 5158, 0il Conservation Commission
Order No, R~4721.

That order No. R-4721 was issued by the 0il Conserva-
tion Commission on the 13th day of Februvary, 1974.

This application for hearing DE NOVO is made this

26th day of February, 1974.
-COORS, SINGER & BROULLIRE

s

P

ORKENHAGEN
Attorneys for Applicants

B0 American Bank of Commerce
Albuguerque, New Mexico 87102




‘ KELLAHIN AND FOX

‘ ATTORNEYS AT LAW
i 500 DON GASPAR AVENUE

1 JASON W. KELLANIN POST OFFICE 80X 1769
ROBERT E.FOX £
SANTA FE, NEW MEXICO 8750) . TeLEPHONE 982-4365
W.THOMAS XELLAHIN . ArREea CopE 505

January U,‘;é?&

Mr. A. L. Porter

New Mexico 0il Conservation Commission
P. O. Box 2008

Santa Fe, New Mexico 87501

Re: Applications of
Cities Service 0il Company

Dear Mr. Porter:

In benalf of Cities Service 0il Company, I
am enclosing originals and copies of two separate
applications botn involving force poolings in Eddy
County, New lMexico.

We would appreciate having these cases heard

at the examiner's hearing scheduled for January 30,
» 1974 .
Very tydiy yours,
W. ThdLas Kellahin
WEK

W 1Az
Ll ures

ce: Mr. Gene iotter
w/ encls.




BEFURE THE

OLL CONSERVATION COMMLISSIORN OF HEW MBEX1CO

IN THEL MATYER O THE APPLICATICN
OF CITIES SERVICE 016 COMPANY [FOR
COMPULSORY POOLING, EDDY COUNTY,

NisW dEXECO | -
. Ay i

APPLICATI ON

COMES NOW Cities Service 0il Company and as provided

by Section 65-31-4, New lMexico Statutes, 1953, as amended,
applies to the 0il Conservation Commission of New bMexico

for an order pooling all the mineral interests in and under the
E/2 of Section 29, Township 21 South, Kange 27 East, N.M.P.M.,
ddy County, lew bkiexico and in support thereof would show

the Commission:

i. Applicant 1is the owner of the right to driil and
develop the following described acreage: /2 of Section 29,

Township 21 South, Range 27 East, N.M.P.H.
DOCKET Malliil
2. Applicant has obtained voluntary agreement for )

Pate

pooling from all but the following:
DOCKET MAILER
-~ The O'Cheskey heirs ' ‘/54'7
e atteantion: Mr. PFred L. O'Cheskey, dJr. DaﬁbJ{v“'““*"
412 VW, San iateo

Santa Ye, new ltexico 7501

with an undivided one-half mineral interest in the
following tracts:

a) Lot 7, Block 28 of the La Huerta subdivision,
City of Carlsbad, iew Mexlco

b) A Tract of land in Lot 8, Block 28, La Huerta
subdivision, City of Carlsbad, lew lexico and
mrore particularly described as folilows:




deginning at the SW corner of said lot, a
distance of 60'; thence ifast parallel to
the South line a distance of 150'; thence
South parallel to the West line of said lot
to the South line of said 1lot; thence West
along South line of said lot to the point
of beginning.

¢) a tract of land being the ilorth 100' of lot 8,
Block 28 of the La Huerta Subdivision City of
Carlsbad, lNew Mexico.

d) Lot 9, Block 28 of the La iuerta Subdivision,
City of Carlsbad, New bexico.

~

- iMichael P. Grace with ownership of the mineral
interest underlying 1ot 7 and the west one acre
/ of the North one and one-hnalf acres of lot g,
Block 25 of La liuerta Subdivision, city of
Carlsbad, New Mexico, comprising 6 acres, more

\\\\\ or less.

\‘
\\-.Q . - N . s * 1 $
3. AS required by the provisions of Commission Rule

pot
>

4, applicant proposes to dedicate the E/2 of Section
29, Township 21 South, Range 27 Bast, N.M.P.i., Eddy
County, Mew Mexico to a well to ve drilled at a standard

location and designated the Cities Service Simpson #1.

P i At e i g At Y
— -

4, Applicant reguests that it be designated operator

of the pooled united requested avcove.

5. Applicant has been unable to ootain voluntary agrcc
ment for the pooling of the unpooled interests indicated in
paragrapn 2 above, and in order to avoid the drilling of
unnecessary wells to protect correlative rights, and to
prevent waste, tne Commission should pool all interests in

the spacing or proration unit as a unit.

WHEREVFORE, applicant respectfully requests that the
Commission set this matter for hearing vefore the Commission's
duly appointed examiner, and that arlter notice and hLearing
as required by law the Commission enter its order pooling

all interest underlying the =/2 of Cection 29, Townsnhip 21

o



m——

South, Range 27 Last, H.M.P.M., iddy County, New i‘exico, and
designating applicant operator of the pooled unit, together
with provision for applicant to recover its costs out of
production including a risk factor to be determined by the
Commission and with provisions for the vayment of operating
costs and costs of supervision ocut ol production to be
allocated among the owners as their interest may appear

and for further orders as may be proper in the premises.

Respectfully iy ted,

CIERS & LfiVléz' 'J f‘OMP NY
BY /’\) ‘

TKELLAHI. L“ FOK
P. O. Box 17¢9
Santa Ye, New Mexico 87401

ATTORNEYS FOR APPLICANT
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BEFORE THY 011, CONSERVATION COMMTSSTION
Ot THE STATE O NEW MBEXICO

IN THE MATTER OF THI HEARING

CALLED BY THE OIL CONSERVATION ) o
COMMISSION OF NEW MEXICO FOR VR o N
THE PURPOSE OF CONSIDERING: oy - :
St 4
Loy ,
R CASE NO. 5158 DE KOVO
7 Order No. B-~4721-RA

APPLICATION OF CITIES SERVICE
OIL COMPANY FOR COMPULSORY
POOLING, EDDY COUNTY, NEW MEXICO.

(/A Qrp’

ORDER OF THE COMMISSION

BY THE COMMISSION:

This cause came cn for hearing at 9 a.m. on April 23, 1974,
at Santa Fe, New Mexico, before tle 0il Conservatlion Commlssaon
of New Mexico, hereinafter referred to as the "Commission."

NCW, on this _____day of April, 1974, the Commission, a
quorum being present, having considered the testimony presented
and the exhibits received at said hearing, and being fully advised

in the premises,

FINDS:

(1) That due public notice having been given &8s vequired
wy law, the Commission has jurisdiction of this cause and the
subject matter thereof.

(2) That applicant, Cities Service 0il Company, seeks an
order pooling all mineral interests in the Pennsvlvanian forma-
tion underlving the E/2 of Section 29, Township 21 South, Range
27 East, NMPM, Eddy County, New Mexico.

{3) That the matter came on for hearing at 92:00 a.m. on
January 30, 1974, at Santa Fe, New Mexico before Examiner Daniel
S. Nutter, and, pursuant to this hearing, Order No. R-4721 was

12
issued on Februaly-&i’ 1874 whlch granted Citlies Service's
2o g <0Y|
aopllcatlon and ée;eé pooled al1 mineral interests in the
Pennsylvanian iormation underlying the E/2 of Section 29, Township
241 South, Range 27 East, NMP“, ddy County, New Mexico.

Feloetesn
(4) That On'ﬁﬁfeh”5'31974 application for Hearing De Novo

was made by Michael P. Grace and Corinne Grace and the matter

was set for hearing before the &3l Commigsion.







DRAFT

" —————

. ) BEFORE THE OIL CONSERVATION COMMISSION I
dc/ OF THE STATE OF NEW MEXICO

AN

89 IN THE MATTER OF THE HEARING
CALLED BY THE OIL CONSZRVATION
COMMISSION OF NEW MEXICO FOR
THE PURPOSE OF CONSIDERING:

CASE NO. 5158

Order No. R—1732221
APPLICATION OF CITIES SERVICE 0OIL
COMPANY FOR COMPULSORY POCLING, EDDY

COUNTY, NEW MEXICO.
O\G/V‘/ M
\/ (V 7

CRDER OF THE COMMISSION-

W

BY THE COMMISSION:

This cause came on for hzaring at 9 a.m. on January 30 , 3194
at Santa Fe, New Mexico, pefore EZxaminer Daniel S. Nutter —

NCW, on this dav of February , 1974 , the Commission,
3 e 1 — .
a quorum being prasant, naving considered the testimony, the record,
and the raccmmendations of the Examiner, and being fully advised

: , ~
in tha premises,

FINDS:

(1) That due public notice having been given as required by
law, the Commiasszion has jurisdiction of this cause and the subjact
matter therect.

(2) That the applicant, Cities Service 0Oil Company

seeks an order pooling all mineral interests 11 the

Pennsylvanian formation underlying the E/2
of Section 29 , Township 21 South , Range 27 East '
NMPM, : , Eddy County, New

Mexico.
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-2~ _ o s 415<¥
Grdor No. R its Sin\pson weil Ne. l) to be locs ’
, , !

i
[

{3) 7Thxt the applicant has the right to drill and proposes

to drillA Sreciitrde] ot-'/" G- J-/é«a’a«,d /664!"0)1 ﬁ:r SA.:J um'v"

; it {(4) Thal there are interest owners in the proposed proration

\

A A e e M i e A WAt AR e
Fat e AR i o AR A e s

v

unit who have not agreed to pool their interests.

(5) That to avoid the drilling of unnecessary wells, to

s — e R
L s i m tm A 1 e P4

protect correlative rights, and to afford to the owner of each
interest in said unit the opportunity to recover or receive :

without unnecassary expensa his just and fair share of the gas

ey

ey

in said pool, the subject application should be approved by ;

il pooling all mineral interests, whatever thg may be, within said

unit.

(6) That the applicant should be designated the operator i
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i+ of the subject well and unit.
i (7) That any non-consenting working interest owner should
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be afforded the opportunity to pay his share of estimated well :

O

well costs out of production.

i {8) That any non-consenting working interest owner that

does nct pay his share of estimated well costs should have f\\\j
withheld from production his share of the reasonable well costs

; . 50 et é
i plus an addltlonal<~jp gf"’thereof as a reasonable charge for the

involvad in the drilling of the well.

(%) That any non-consenting interest owner should be
afforded the opportunity to object to the actual well costs but

;. that actual well costs should be adopted as the reasonable well

costs in the absence of such objection.
(10) That following determination of reasonable well costs,

any non~consenting working interest owner thatv has paid his
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hould pay to

v

shiare of estimated costs he operaior any amcunt

that reasonable well costs exceed estimated well costs and

©

should receive from the operator any amount that paid estimated

well costs exceed reasonable well caosts. :
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{11} That “’20509 per month should be fixedf as a reason-

able charge for supervision (combined fixed 1‘ates);Athat the

operator should be authorized to withhold from production the
proportionate share cf such supervision chargs attributable to
each non-consent%ng working interest, ahd in addition thereato,

the operator should be authorized to withhold from production

the proportionate share of actual expenditures required for

operating the subject w2ll, not in excess of what are reasonable,

able to each nen-consenting working interest.
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(12) That all proceeds from production from the subject
well which are not disbursed for any reason should be placed
in escrow to be paid to the true owner thereof upon demand and
proof of ownership.

{(13) That upon the failure of the operator of séid rooled

unit to commence drilling of the well to which said unit is

dedicated on or before MM ’ "?74 , the order

nooang said unit sihould bQCﬁﬁe null and v01d and of no effect
whatsoever.

IW IS THEREFORE ORDERED:

(1) That all minerz! intsrests, whatever they may be,

in the Pennsylvanian formation underliying the E/2

of Section 29 , Township 21 South, Rarge 27 East , NMPM,

» __Eddy County, New lMexico,

are hereby pooled to form a standard 328 - acre gas spacling

and proration unit to be dedicated to EXWEXXXKBEXEBEXRXXIZREX its

PROVIDED HOWEVER, that the operator of said unit shall

commencz the drilling of said well on or before the (ﬁrsf day

of Md.‘j, » 1973, and shall thereafter continue the
¥
drilling of said well with due diligcnce to a depth curflclent

test the pen»sq,\laman formation;

PROVIDED FU?”HER that in the event said operator does not

commance the drilling of said well on or before the 4¥r1fday

of May |, 197%, order (1} of this order shall be null and

SO A T S Y ol J N TUR DA S

Slmpson Well No. 1, to be JHNC) A‘{' a s:"ran-i‘arl ibé&'i’l'on;"dff
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PROVIDED FURTHER,that should said well not bo drilled to

completion, or abandonment, within 120 days after commencement
thereof, said operator shall appzar before the Commission and ,

show cause why Order (1) of this order should not be rescinded. ;

(2) That __Cities Service 0il Company is hereby designated

the operator of the subject well and unit. :

A e Y A
(3) That after the effective date of this order and -at-*east.

30 days prior to commencing said well, the operatcr shall furnish
the Commission and each known working interest owner in the subjec%

1

unit an itemized schedule of estimated well costs.

(4) That within 30 days from the date the gchedule of
estimated well costs is furnished to him, any non-consenting
working interest owner shall have the right to pay his share
of estimated well ccsts to the operatof in lieu of paying his
share of reasonable well costs out of production, and that any
such owner who pays his share of estimated well costs as pro-
vided above shall remain liable for operating costs but shall
not be liable for risk charges.

(5) That the operator shall furnish the Commission and each
known working interest owner an itemizad schedule of actual well E
costs within 90 days following completion of the well; that if
no obijection to the actual well costs is received by the Com~
mission and the Commission has not objected within 45 days
following receipt of said schedule, the actual well costs shall |
be the reasonable well costs; provided however, that if there
is an objection to actual well costs within said 45-day period
the Commission will determine reasonable well costs after public
notice and hearing.

k6) That within 60 days following determination of reason- f
able well costs, any non-consenting werking interest owner that

tias paid his share of estimated costs in advance as provided
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above shall pay to the operator his prc rata share of the amount

that reasonable well costs exceed estimated well costs and shall

recelve from the operator his pro rata share of the amount that
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estimated well costs exceed reasonable well costs.
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(7) That the operator is hereby authorized to withhold
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the following costs and charges from production:
(A) The pro rata share of reasonable well costs

attributable to each non-consenting working

interest owner who has not paid his share of

estimated well costs within 30 days from the

[

date the scheadule of estimated well costs is
furnished to him.

(B) As a charge for the risk involved in the
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drilling of the well, ¢ ﬁffcm‘sf the pro rata
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share of reasonable well costs attributable

to each non-consenting working interest
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# ! owner who hias not paid his share of estimated
: I
3 well costs within 30 days from the date the

schedule of estimated well costs is furnished

-
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to him.
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(3) That the oparator shall distribute said costs and

charges withheld from production to the parties who advanced
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the w2ll costs.
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(‘f) That any unsevered mineral intercest shall be considered
a seven—-eighths (7/8) working interest and a one-eighth (1/8)
royalty interest for the purpose of allocating costs and charges
undar the terms of this order.

(’fb That any well costs or charges which are to be paid
out of production shall be withheld only from the working

interests share of production, and no costs or charges shall

wman

be withheld from production attributable to royalty interests.

(‘3) That all proceeds from production freom the subject
well which are not disbursed for any reason shall be placed in
escrow in Eddy County, New Mexico, to be paid to the true owner
thereof upon demand and proof of ownership; that the operator
snall notify the Commission of the name and address of said é

escrow agent within 990 days from the date of this order.

(‘ﬁk That jurisdiction of this cause is retained for the
antry of such further orders as the Commission may deem necessary. .

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

designated.

00) Thet the adjusted charge for s .3!’*1/;5;01‘;
(cOw:bMeJ £ixed vates) shall bz iled ‘:'f,% the
before Hhe Lirst da.7 of Ma.,
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