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August 28, 1999

Rico Englinesring & Uperating, Ince
Attne Mxre We Go Abbott

Pe O DOX 1142

dAobbe, Wew Mexico

Dear Mr. Abbott:

Thank ysu for your letter of August 26, 1939, concerning
the income from o0il salvaged from your salt nater disposal
syatems in lLea County.

As the inoone frcam ssles of cil is pro-rated back to the
owner of the wmells participating in the system, we are
can¢elling the production unit number previously assigned
to your salt water dispossl welle The omers of the wells
participating in this system will report the income from
such sales under the procduction unit nuaber assigned to
their propartisa. The purchasers of the oil from your sys-
tam must bDe Inforned as to the production unit numbers in-
volved snd the axount of volume and value atiributable to
each rmusbar,

It wizl iwt D8 necsssery for ySuz cozpany ¢c $lle env re.
ports to this Comaission regarding the operation of your
salt water disposal system.

iIf I can ba of any further sisistance to you, pleass let
&8 knowe

/ Very truly yours,
Cﬂd@ 305?/1\ OIL AND GAS ACCUUNTING CUmd1SS ION

CARRULL J. LEE
C.ltse Assistant Dixector
€¢ct Richard Rohinson

i
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DRAFT

JMD/esr
May 12, 1964

BEFORE THE COIL 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. 3032

-
-

Oxrder No. R- ’Va S0

APPLICATION OF ROBERT G. HANAGAN
FOR FORCE-POOLING, EDDY COUNTY,

NEW MEXICO. fl
W

o ORDER OF THE COMMISSION

BY THE COMMISSION:

This cause came on for hearing at 9 o'clock a.m. on
April 29 | 19 64, at Santa Fe, New Mexico, before Examiner Elvis A.Utz.
Examiner—duly—apﬁeafnxxLJautﬁny4»4.{xxmnngnﬂxuxxiknwmuuuuxm4x£4mm¢
Mexieor-hereinafier-referred-4o-as-the-'Commission - -in—-scordance
with-Rule-12314-ef- fhe- Conmiseion Rul-es--and--Regulations~

NOW, on this__ day of May , 1964 , the Commission,
a quorum being present having cons idered thexmmxkuxﬂxux&xx&h& testimony

: the record, g¥kdenQexragdacedy and the recommendations of the Examiner,

o= mmm————————-—= and being fully advised in the premises,

FINDS:

(1) 7That due public notice having been given as required by
law, the Commission has jurisdiction of this cause and the subject
matter thereof.

(2) That the applicant, Robert G. Hanagan, seeks an order
pooling all mineral interests in the Upper Pennsylvanian formation

adjacent to the Indian Hills-Upper Pennsylvanian Gas Pool and under-

lying Section 32, Township 21 South, Range 24 East, NMPM, Eddy

County, New Mexico.

(3) That the applicant has the right to drill and has drilled
his Tepee State Well No. 1-D to the Upper Pennsylvanian formation at
a surface location 940 feet from the North line and 990 feet from

the West line of Section 32, Township 21 South, Range 24 East, NMPM,

Eddy County, New Mexico.
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lelects not to pay his share of reasonable well costs should have

"CASE No. 3032

i
btzzl unit who have not agreed to pool their interests,
* (5) That to avoid the drilling of unnecessary wells, to

ﬂprotect correlative rights, and to afford to the owner of each

o}
s : : T .
tinterest in saldMunlt the opportunity to recover or

{
i

£

jireceive without unnecessary expense his just and fair share of
!
i

the gas in the Upper Pennsylvanian formation, the subject appli-

cation should be approved by pooling all mineral interests,

whatever they may be, within said unit.

i (6) That the applicant should be designated the operator

ﬁ f the subiject well and unit.
N (; ZrMMMM‘{}s-e PEVE (-
{

H
i

That any non-consenting working interest owner should

be afforded the opportunity to pay his share of reasonable weil

cost$ to the operator in lieu of paying such cost§out of produc-

AT R A e < e

ition.

TR VRS

6?) That any non-consenting working interest owner that ;

withheld from production his share of such costs plus an addi- i
tional 50 percent thereof as a reasonable charge for the risk

involved in the drilling of the well.

Spac-
(4) That there are interest owners in the proposed pliaa— :

Y W)U OS . 00

g
&
3
E\ |
3

proof of ownership.




IT IS THEREFORE ORDERED :

(1) That all mineral interests, whatever theoy may be, in
Upper Pennsylvanian formation undeilying Section 32, Township

+ Range 24 E.st, NMPM, Eddy County, New Mexico, are hercby

Forem——
C

e, o e e Co—
T e e e
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SpPasL/ng
ﬁpooled to form a 640-acre gas Sl unit, to be dedicated to
athe Robert G. Hanagan Tepee State Well No. 1-D, located 940 feet
?from the North line and 990 feet from the West line of said Sec~
‘ ;tion 32.
‘ i

|
i
!

oy

L T e f (2) That Robert G. Hanagan is hereby designated the opera—;

L

tor of the subject well and unit.

1

Fensbon— Koo e

.- ; (3) That #¥re= reasonable well costs arg‘$15§,§2f.46.

w——

(4) That within 30 days from the date of this order, any

non-consenting working interest owner shall have the right to pay
his share of reasonable well costs to the operator in lieu of
paying his share cf such costs out of production, and that any

such gwner who pays his share of reasonable well costs as pro-

> vided above shall not b¥ liable for 1sk charges.

A
(5) That the operator is hereby authorized to withhold the

following costs and charges from production:

gf (A) The pro rata share of reasonable well costs

attributable to each non~-consenting working

interest owner who has not paid his share of

reasonable well costs within 30 days after

the date of this order.
(B) As a charge for the risk involved in the drill-
: ing of the well, 50 percent of the pro rata
share of reasonable well costs attributable

to each non-consenting working interest owner

who has not paid his share of reasonable well

! costs within 30 days after the date of this

i order.
i
{
i

(6) That the operator shall Adistribute said costs and

1'7

i
qcharges withheld from production to the parties who advanced

H
ll

“the well costs.




i

|
1y

\ able cgst of operati the subjfkct well, and e operator is here#y

' such| cost

li the terms of this order.
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-
(7)Y That $ ey "mONth is hereby fixed/x/

i
share of{

~

-
-

ized to yifg;old from pripduction ;hé proportionat
e

Vs -~

ﬁtributable to eac

K

0
@6) That any unsevered mineral interest shall be considered

non»conscnting working inte

a seven-eighths (7/8) working interest and a one-eighth (1/8) roy-

alty interest for the purpose of allocating costs and charges under

@mﬂ(‘l‘hat any well costs or charges which are to be paid ouf
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.

@0’) That all proceeds from production from 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
and preocf of ownercship; that the operator shall notify
the Commission of the name and address of said escrow agent within
90 days from the date of this order.

(11) That jurisdiction of this cause is retained for the
entry of such further orders as the Commission may deem neces-—

sary.

DONE at Santa Fe, New Mexico, on the day and year herein-
above designated.
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KeELLAHIN AanDp FOX
ATTORNEYS AT LAW

JASON W, KELLAHIN 544 EAST SAN FRANCISCO STREET!! !'r; zng OCC TELEPHONES
ROBERT E. FOX POST OFFICE BOX tyrs < L 69 Vv 983-9396
982-299I

SANTA FE, NEW MEXICO

trnAa s A -

¥gi Ao - A 3
April 2, 1984’ S M1l

e 303N

Oil Conservation Commission
P. O. Box 2088
Santa Fe, New Mexico

Gentlemen:

Enclosed find original and two copies of application

of Robert G. Hanagan for an order force-pooling interests
and allocation of drilling costs as more fully set forth
in said application, for f£iling.

Very truly yours,

(éiow<pe- Lo h;LﬁfmlLJ
JASON W. KELLAHIN

jwk :mas
encls.
cc with enclosure: Mr. Robert H. Hanagan

LN i et et om 8 e s o e A L S s e e

DOCKET MAILED

J_)7-6¥
bQ/L/

Date
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BEFORE 1HE 01L conditfvArron dorbifsbkon or NEW MEXICO

APPLICATION OF ROBERT G. HANAGAN
FOR AN ORDER FORCE-POOLING MINERAL
INTERESTS IN SECYION 32, TOWNSHIP 21
SOUTH, RANGE 24 EAST, EDDY COUNTY,
NEW MEXICO, INDIAN HILLS-UPPER PENN~- _
SLVANIAN GAS POOL, and FOR ALLOCATION - T
OF DRILLING COSTS. No. ,;2 & D

APPLICATTION

Comes now Robert G. Hanagan and applies to the 0Oil Conservation
Commission for an oxrder force—-pooling the mineral interest in and
under Section 32, Township 21 South, Range 24 East, Eddy County,

New Mexico, insofar as production for the Upper Pennsylvanian Gas
Pool designated as the Indian Hills-Upper Pennsylvanian Gas Pooi,
is concerned; and for allocation of costs to be recovered by the
operator, including but not limited to each owner's proportionate
share of actual expenditures, reasonable charges for supervi..un,
and a charge for the risk invclved in drilling on said unit, as
providea by law, and in support thereof would shows:

1. Applicant has completed its Robert G. Hanagan No. 1-D Teepe
State Well, originall: cojected as a Morrow test, as an Indian
Hills-Upper Pennsylvanianprocducer.

2. Said well is located 990 feet from the West line, and 940
feet from the Nort) Line of Section 32, Township 21 South, Range
24 Bast, N.M.P.M., Eddy County, New Mexico.

3. Applicant is the owner or operafor of the NW/4, NE/4 NRE/4,
SE/4, and SE/4 SW/4 of said section. The working interest as to
the balance of the section, or the W/2 SW/4, sW/4 svW/4, S/2 NE/4

and the NW/4 NE/4 is owned by Shell 0il Company.

T T e ey
& i




4. Said well is located within one mile of the outer
boundaries of Lhe Indian liills~Upper Pensylvanian Gas Pool, wiich
pool is drilledand developed on 640-acre spacing and proration
units.

5. Operators owning the working interest in the proposed
unit have been unable to agree on pooling of interests in said
unit.

6. Royalty interest in the unit is owned by the EState of
New Mexi.co.

7. Approval of this application will result in the pre-
vention of waste, avoid the drilling of unnecessary wells, and

will protect correlative rights, affording to each owner his just

and fair share of the oil or gas, or both, underlying said unit,
without unnecesssary expense.

WHEREFCRE, applicant prays that this application be set for
hearing before the Commission's duly appointed examiner, and that
after notice and hearing as provided by law, the Commission enter -
its order as prayed for herein.

ROBERT G. EANAGAN

B e wfde/wL

LLAHIN & FOX
P. C. Box 1769
Santa Fe, New Mexico

ATTORNEYS FOR APPLICANT
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Docket No. 12-64

POCKEY:  EXANINER HEARLNG - WEDNESDaY - APRIL 29, 1964

coal, OlL CONSERVATION COMMISSION CONFERENCE RGOM,
STATE LAND OFFICE BULLDING, SANTA FE, NEW MEXICO

The following cases will be heard before Elvis A. Utz, Examiner, or Daniel S. Nutter,
Alternate Examiner:

.- CASE 3015 (Continued from the March 25,

1964 Examiner Hearing):

ey

Application of Lone Star Prcducing Company for a dual completion, Lea
County, New Mexico. Applicant, in the above-styled cause, seeks approval
of the dual completion (conventionall vf 1is atlantic State Well FNo, 1
located in Unit G of Section 30, Township 17 South, Range 36 East, Lea
County, New Mexico, to produce oil from an undesignated San Andres Pool
and from undesignated Abo Detritus through parallel strings of 2-3/8

inch tubing.

CASE 3024 (Continued from the 4pril 8, 1964 Examiner Hearing):

Application of Deane H. Stoltz for approval of a non-standard unit, a
dual completion, and commingling, Lea County, New Mexico. Applicant, in
the above-styled cause, seeks approval of a non-standard 80-acre unit in
the North Bagley-Wolfcamp Pool comprising the SW/4 NE/4 and NW/4 SE/& of
Section 22, Township 11 South, Range 33 East, Lea County, New Mexico, ap-
proval of the dual completion (conventional) of its Deane H. Stoltz State
262 Well No., 1, located in Unit G of said Section 22, to produce oil from
the North Bagley-wolfcamp Pool through 1 1/4-inch tubing and to produce
oil from the North Bagley-Upper Pennsylvanian Pool through the casing-
tubing annulus by means of a hydraulic pump and authority to commingle
production from the North Bagley-wolfcamp and North Bagley Pennsylvanian
Pools into a common tank battery, computing production from the North
Bagley-Upper Pennsylvanian Pool by the subtraction method.

CASE 3016 (Continued from the March 25, 1964 Examiner Hearing):

CASE 3031:

CASE 3032:

CASE 3033:

Application of Texaco, Inc. for special pool rules, Lea County, New Mexico.
Applicant, in the above-styled cause, seeks the establishment of special
peol rules, including a provision for 80-acre proration units, for the
Vacuum Upper-Pennsylvanian Pool in Sections 25 and 36, Township 17 South;
Ranige 34 East, Lea County, New Mexico.

Application of Continental 0il Company to revise the vertical limits of
the Blinebry Oil Pool and Terry Blinebry Pool, Lea County, New Mexico.
Appliccoac, in the above-styled cause, seeks an order extending the verti-
cal limits of the Blinebry Oil Pool and Terry Blinebry Pool tc encompass
all of the Blinebry formation, Lea County, New Mexico.

Application of Robert G. Hanagan for force-pooling, Eddy County, New Mexico.
Applicant, in the above-styled cause, seeks an order force-pooling alil
mineral interests in the Indian Hills-Upper Pennsylvanian Gas Pool under-
lying all of Section 32, Township 21 South, Range 24 East, Eddy County,

New Mexico.

Application of Cherry Brothers and Cabot Corporation for the creation of

a new oil pool and for special temporary pool rules, Lea County, New Mexico,
Applicant, in the above-styled cause, seeks the creation of a new oil pool
for Lower Wolfcamp production for its Austin State Well No. 1, located in
Unit F of Section 19, Township 14 South, Range 36 East, Lea County, New
Mexico, and for the extablishment of temporary pool rules therefor, in-
cluding a provision for 80-acre oil proration units.




Docket No.

CASE 3034:

CASE_3035:

CASE 3036:

12-64 -2 -

Application of Shell 0il Company for a waterflood project, Lea County,

New Mexico. Applicant, in the above-styled cause, seeks authority to
institute a waterflood project in the Langlie-Mattix FPool by the in-
jection of water into the Queen and Grayburg formations through nine
wells in Sections 14 and 23, Township 24 South, Range 37 East, Lea County,
New Mexico.

Application of Shell 0il Company for a non-standard gas proration unit,
l.ea County, New Mexico. Applicant, in the above-styled cause, seeks
approval of a 320-acre non-standard gas proration unit comprising the

872 of Section 22, Township 21 South, Range 37 East, Tubb Gas Fool,

Lea County, New Mexico, to be dedicated to its Turner Well No. 2, located
in Unit L of said Section 22,

Application of Curtis J. Little for a pressure maintenance project, San Juan,
County, New Mexico. Applicant, in the above-styled cause, seeks authority
to institute a pressure maintenance project in the Gallup formation
underlying its Navajo Indian Lease in Sections 21, 22, 27 snd 28, Town-

ship 32 North, Range 17 West, Many Rocks Gallup O0il Pool, San Juan County,
New Mexico. 1Initial injection will be through three wells located in

Units D and O of Section 27 and Unit I of Section 28, Applicant further
seeks the promulgation of special rules governing the operation of said
project,



DOVERNOR
JADK M. CAMPBELL
CHAIRMAN

Sints of Netw Mexico

e
S

LAND COMMIBBIDNER ETATE DEDLOOIST
E 5 JOHNNY WALKER A L. PONTER, J_
MEMBEIR MEDNETARY - DIRECTOR

Ak

Mr. Jason Kellahin Re:i Case ¥o. o055
Kellahin & Fox Order No.__R-2706
Attorneys at Law

Post Office 1769 Applicants

Santa Fe;, New Mexico Robert G. Hanagan

Dear Birx:

Enclosed herewith arc two copies of the adove-referenced
Commigsion ordsr recently entered in the subject case.

v‘fy truly yours,

Az, |,

A. L. PORTER, Jr.
Secrestary-Director

iz/
Carbon oopy of order also sent to:

Bokbbs OCC X
Artesic OCC_ X
Astec 0CC

OTHER Kr. Richard Morrias
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BEFORE THE OIL CONSERVATION COMMISSION
OF THE STATE OF NEW MEXICO

N THE MATTER OF THE HEARING
BY THE OIL CONSERVATION

COMMISSION OF NEW MEXICO FOR

rrme‘. PURPOSE OF CONSIDERING3

CASE No. 3032
Order No. R~-2706

|
|

FORCR-POQLING, EDDY COUNTY,

!
!
PPLICATION OF ROBERT G. HANAGAN
R
MEXICO.

ORDER OF THE COMMISSION

BY THE COMMISSIONS

This cause came on for hearing at 9 o'clock a.m. on April
29, 1954, at Santa Fe, New Mexico, before Examiner Elvis A. Utg.

NOW, on this__ 15th day of May, 1964, the Commission, a
quorum being present, having considered the testimony, the record,
land the recommendations of the Examiner, and being fully advised
in the premises,

FINDSs

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

(2) That the applicant, Robert G. Hanagan, seeks an order
pooling all mineral interests in the Upper Pennsyivanian formation
adjacent to the Indian Hills-Upper Pennsylvanian 'zas Pool and
underlying Bection 32, Township 21 South, Range X4 East, HMPM,
Eddy County, New Mexico.

(3) That the applicant has the right to drill and has
drilled his Tepee £tate Well No. 1-D to the Upper Pennsylvanian
formation at a surface location 940 feet from the North line and
990 feet fraom the West line of Section 32, Township 21 South,
Range 24 Bast, NMPM, Eddy County, New Mexico.

(4) That there are interest owners in the proposed spacing

Junit who have not agreed to pool their interests.
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e. 2
Order No, R-=270¢

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

. mrotect correlative rights, and to affexrd to the owner of each
‘intereet in said spacing unit the opportunity to recover or

receive without unnecessary expense his just and fair share of g
the gas in the Upper Pennsylvanian formation, the subject appli- i
cation should be approved by pooling all mineral interxests, 1
whatever they may be, within said unit. !
!
]

{6) That the applicant should be designated the operator
of the subject well and unit.

{7) That reascnable well costs are $158,627.46,

(8; That any non-consenting working interest owner should
be afforded the opportunity to pay his share of reasonable well

costs to the operator in lieu of paying such costs out of produc-
tion.

{9) That any non-consenting working interest owner that
elects not to pay his share of reasonabls well costs should have
withheld from production his share of such costs plus an addi-
tional 50 percent thereof as a reasonable charge for the risk
involved in the drilling of the well.

{10) That $75.00 per month is the rsasonable cost of
operating the subject well.

(11) That each non-consenting working interest owner should
have his share of the reasonable cost of operating the subject
well withheld from production.

{12) That all proceeds from production from the subject
well which are not disbursed for any reason should be placed in
escyow to be paid to the true owner thereof upon demand and
proof of ownership.

IT XIS THEREFORE ORDERED: |

{1) That all mineral interests, whatever they may be, in
the Upper Peunnsylvanian formation underlying Section 32, Township
21 South, Range 24 East, NMPM, Eddy County, New Mexico, arxre hereby
pooled to form a 640-acre gas spacing unit, to be dedicated to
the Robert G. Hanagan Tepee State Wzll KRo. 1-D, located 940 feet
from the North line and 990 feet from the West line of said Sec-
tion 32.
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(2) That Robert G. Hanagan is hereby designated the opera-
tor cf the subject well and unit.

i
! (3) That reasonable well costs are hereby fixed as
'$158,627.46.

{4) That within 30 daye from the date of this ordex, any
non~consenting working interest owner shall have the right to pay
his share of reasonable well costs to the operator in lieu of
paying his share of such costs out of production, and that any
such owner who pays his share of reasonable well costeg as pro-
vided above shall remain liable for operating costs but shall
not be liable for risk charges.

(5) That the operator is hereby authoriged to withhold the
following costs and charges from productions

(A) The pro rata share of reasonable well costs
attributable to each non-consenting working
interest owner who has not paid his share of
reasonable well costs within 30 days after
the date of this order.

{B) A=z a charga for the risk involved in the drill-
ing of the well, 50 percent of the pro vata
share of reasonable well costs attributable
to each non-consenting working interest owner
who has not paid his share of reasonable well
costs within 30 days after the date of this
order. i

(¢) That the operator shall distribute said costs and
charges withheld from production to the parties who advanced
the well costs.

(7) That $75.00 per month is hereby fixed as the reasonable
cost of operating the subject well, and the operator is hereby
authorized to withhold from production the proportionate share cf
such cost attributable to each non-congenting working interest.

{3) That any unsevered mineral interest shall be considered
a seven-eighths (7/8) working interest and a one-eighth (1/8) roy-
alty interest for the purpose of allocating costs and charges undex
ithe terms of this order, |
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CASE Ho. 3032
‘Order No. R~2706

II

H {(9) That any well costs or charges which are to be paid ou
%of production shall be withheld only from the working interaste’
lishara of productiesn, and Lo costs or charges shall be withheld

|| from production attributable to royalty interests.

(10) That all proceeds irom production from 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 shall notify
the Commisgion of the name and address of said escrow agent within
90 days from the date of this order.

(11) That jurisdiction of this cause is retained for the
entxy of such further orders as the Commission may deem neces~

sary.

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

STATE OF NEW MEXICO
OIL CONSERVATION COMMISSION

Jﬁ( M. CAMPBELL, ‘Chairman

Sl
(P,

A. L. PORTER, Jr., Member & Secretary

esr/

—_—
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ROBERT ., HANAGAL 5110 TEPEE STalE
TxDLAN HELL S UPPER PENN, FIELYU
EDDY COUNTY, <, MEX,

TOTAL EXPENSES TO MARCH t, 1964

! Survey. Location S 77.55
surface Jamagre 250,00
¢ Iocation {(dirt work) 375,00

jLegal Work{ vitle ok, ©ty, ) 115,34

Hrilling cost (contractor) L29,9¢7,.50

H
: Engincering, rng. surt.é
: intermediate csg, ote,
{ 3 days 3 $yz5/day 375,00
4 Total Cost to Csyg, Vt., &
; Landing of Prod. Str;. $131,180,00 e
14 i
i Otis Engineering (Inv, gJl1%21, 1,173.33
; 11682,116873,11638£11685)
:GS 616 Union Supply {truck freight) 363,37
©G3S 616 Union Supply (2 7/8" tbg.) 6,455.68
i 12542 Union Supply (fittings 72,06
£12386 Union Supply (frittings 165,25
‘ L Union Supply (xnas tree &
3 £ accessories; Inv,#12437,
8 : 12724, 12441,11568, 12818 5,367.86
o 5 Union Supply (Freight)lInv.y
3 3 12725, 11868 & DM124L1 Zi0.16
: 3 Halliburton Cementing & )
"k Cementing Services, Inv,#
i BC792065 & C€S785827 3,921, 50
« 1068 ircendyke (fresh water) 220,28
£ 1920 W. L, Kidd (brine water) 89,61
f 2845 Smith ¢ Son (Welding) 21.63
g 528 S5afety Anchors 112,68
i Well Signs & Posts 24,57
B 223 Tank Rental {cement job) 206.00
§ shi3o L.ynes, Inc., Prod. packers 2,139.90
i Labor (Lynes) 240,00
¢ Hel=- Batemen Whitsitt, workuvsy
i 28006 unit . 1,332,048 ;
010 Stevenson Tank Co.,
£ rous tabout work 76.40
& 9075 Oilfield Toel & Supply, rental
E tools & trucking 1,%38.87
i 3726 S & M Rental 75.95
5 Engineering & Supervision,
: completion 10 days @3$125/day 1,250,00
Legal Fees 759.20
0il1 Reports & Gas Services,
dead weight press, tests
Jan, & Feb, 324,45
District & Overhead Exp. incl.,
Geological 1,200,00
Total Cost of Completion &
Expenses to Date 27,447 .37
TOTAL WELL CO3T $1§8,627.36
i 3/8 of Total Cost $59, 485,30
$




e e n s o 4

BRI

TEST e ilon LDUKATION TwWY VoLUMNE (24 Hour ¥Flow Ra te)

5194 MCF

W
.
-
-

1t i ohry, R
Al A 34027 MCF

2 le s
CoEr R e

Ll

7]

MCE

Do
€Y

Ird EERES I 2301 719

A

Y4

3 hir, 03327 5'35C
0LO MCF

MCF

e

v

bk

o

5th 3 hr, 236171
Hil: SERPY: 235 5% 12731 MNCF

T e

TGIP 273504

TN ATV 8

e

o 93,755/1

i

ey

150 Grains i,5/100 cu. (t.

0.%: Inert Fas

T N AN A

Gas aravity . oL

ert ¢, Hanagan
D Tepeo State
y County, New Mexico

=
Yt
[oN |

<

W 2

of_EFORE EXAMINER Utz
CONSERVATION COMMmISSION

PP VI

| CASE No_ 20 3 O}S.L“




\ ' '

COST FIGURRS FOR INDIAN BASYK~-INDIAN H S JIELDS

ntracior's Average
Total Total How Tootage dud Cost Per
OPERATOR Depth Cost Cemple ted Bid_ Bil} _Toet
Carper Atlantic : 7690 N,A, $9,53 to 7B00' N,A, A,
* Unisn 011 Co, 9755 22 00 Dry Ho $9,40 N, A, _$22.96
¢ Sun 011 Co, 9300 $208,800,00 Dual $9,00 N, A, $22.583
* Redfern Dev, Corp, _9500 $195,1.50,00 Dual _39.30 _$10,000 Est, 329, 3%

Narathon N, Indian '

Bakin #1 10,100 $380,553.00 Dual N.A, $47,%20.00 $37.68
¢ N, Indian Basin #2 9500 $255,298, 00 Duaj $10.35 $25,000 Bst, $27.9¢
Penrec 0il Corp, 9360 $210,897,.25 Bual N,A, N.A, 922,06
John H, Trigg "IB" 9476 $225,000,00 ___ Single N,A, 00 1,28
John H, Trigg "CJ" 7850 N, A, Single $9,00 $15,000.00 | W
R, Lowe Indian Hills 10 . $343,983,70 Single KA. NoA, _$3).68
indian Basin §1-C 9405 $209,184,98 Single _N.A, N A, $22.24
R, N, Enfield _Boks -~ $165,000,00 Single ~ = N.A, $25,000.00 $19.33
R, G, Henagen }-D 7366 $138,627,46 Single N,A, $14,000 Bst, $21,.93
. arE (A1l ethers actua] operator's costs.)

Avers Cost/ ft wells Single ¢ jetion -~ $24.10
BEFORE EXAMINER UTZ
OIL CONSERVATION CUMMISSION
EXHIBIT NO,
 CASE NO._ FO 52
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WELL COMPLETION REPORT
ROBERT G, HANAGAN #1-D TERPEE ST,

INDIAN HILLS UPPER PENN, PIN.D

EDDY COUNTY, N,MEX.

LOCATION: 940' FNL & 990 FWL of Section 32, T-21~-S, R=-24=E, Eddy
County, New Nexico,

COMMENCRD: December 6, 1963

COMPLETED: January 23, 1964

TOTAL DEPTH: 7366 (=3517)

ELEVATION: 3838 G.L.; 3849xB-
RESULTS: Completed as a shut-in gas/ocondensate welli )
N R
f INITIAL POTENTIAL: Flowed 28,5 MNCFGPD plus unestimated amount of]/Lk"
s condensate on 1" choke, FTP 1200, SIP 25104
° BLECTRIC 1L0GS: None T &
5 : AR SR
g SAMPLE 1.0G: 200" to 7350' (bottom 16' samples lest) | WO ¢
g
S PAY ZONE3 Locally called "Cisce-Canyon Carbonate Pay" of Upper
: Pennsylvanian Age. No samples or logs are available
z in the pay zone itself, but by correlation from samples
v% above the pay, drilling time in the pay zone, the way
B the formaticen drilled and extreme lost circulation
o encountered, we believe the ter of the carbonate section
£ is at(7355)and the highly fractured lost circulation
% zone was the last 4§ to 6 feet drillsd. Subsequent
g pressuxre tests agreo with other wells complstsd in this
4 zone in the immediate area. _
§ CASING RECORD: Set 11 3/4™ © 199' w/175 sx.{oirc.); 8 5/8"™ & 3214'
i w/1700 sx. (eire,) 2 7/8" & -5574 w/1350 sx (cire.).
% PERFORATIONS: None, OH 7366-35574'
i TREATMENTS | Completed natufal.
: DRILLSTEN TESTS: None.
: CORES None.
. FORMATION TOPS & MARKERS: (By samples & driliing time)
: Glorietta 2329 (+1520)
F Wolfcamp 6670 (=2821)
2 Cisco 7355 (-3506)
; DEAD WEIGHT PRESSURE TESTS:
i 1/25/64 - 23374
: 1/3C0/64 = 234%0#-
3 2/4/6k - 2343#
P 2/9/6k - 23u1#
5 2/14/6% - 23434
: 2/19/64 - 2343
; 2/2k/64k - 234
: 3/23/64 - 23u8#

BEFORE EXAMINER UTZ |
QL CONSERVAT'ON COMM'SS'ON \

EXHIBIT NO.
.CASE NO.. 3 0 3 A




GENERAL DISCUSSION

The well was spudded cn December 6, 1963, on a farmout arrangement
from Marathon 0il Company, with Marlo Drilling Company of Midland
as the drilling contractor, After setting surface casing at 199
feet, the woll was mist drilled, carrying a considerable amount of
formation watar, to the intermediato casing point of 3216 feet,
Some difficulties were encountered in setting this casing, mainiy
getting the cement circulated to surface, After using 1473 sxs,
without circulating cement, it was necessary to go in from top with
one inch tubing and spot five plugs, 2% sxs, per plug, before cement
was circulated, Drilled out from under intermediate casing with
air to 6576 and mudded~up just above expected top of the Woifcamp.
At 7227, the well started kicking which lasted several hours, The
hole was completsiy mudded-up at this point with 8,6 to 8,8 1b,
weight, water loss below 10, and viscosity about 43, This was
probably a high pressure-low volume rone, since the zone was killed
with the same weight mud as was in the hole when it was encountered,
The pressure steadily decreased and was dead before the welight
material arrived on location., This zone, by samples and drilling
time, was a tan to brown fossiliferous, clean, dense limestone,
Interval wise, the #1 Indian Hills well drilistem tested a zone
(DST #3) about 150 feet above the carbonate pay, which is about

the same interval as the 1«0 Tepre rone, but it was a sand rone,

No more trouble was noted from this zone, even on a trip for a

new bit at 7274, A definite change in drilling time was noted

at 7355, Ths interwal from 7360-66. drilled 1ike & highly fractured
formation, rotary tabls bounced, torque, and lost circuiation,

In excess of 300 bbls, of mud was pumped into this lost circulation
zone before the bit plugged, making it necessary to come out of
hole, The gas evidently folliowed the drillstem out of the hole
until the hydrostatic head was insufficient to hold it down, A
Shaeffer type blowout preventor was in place and had been tested.
The sudden initial pressure must have been great, buckling the
plates or rams when the preventor was closed, After all of the
personnel had cleared the iocation, the well caught fire and
compietely burned the rig and associated esquipment, Nr, Adair

was called arnd after several days of clearing off the debris, the
fire was extinguished on Janvary 12, and under contro]l by the
evening of the 13th., Well was out of control for a period of

10 days, It was officislly completed and shut=in on January 23,
1964, There were no casualties during the entire operation, As
noted by & series of dead weight pressure tests over a period of
time, no "thief zone"” appears to be present, as the pressures have
remained static and are comparable to other shut-in gas wells

in vboth thée Indian Hills and Indian Basin Upper Penn Fields,

There iz no doubt in our minds that the well is completed in

the regular upper Penn gas fleld pay and that it will probably be one
the better gas producers in:the area, ‘

of
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% MARLO DRILLING COMPANY
l ROOM 105-A WILKINSON-FOSTER BLDG. PHONE MU 2-32351
' MIDLAND, TEXAS
! November 18, 1463 ox
i Hanagan ard Hanagan
: 613 Mimosa
: Roswell, New plevico
§ Ke: Iraian Hasin Well
; L2dy County, bLew lMexico
Gentlemen:
; Marlo Drilling Cocmpany will drillryour above captioned
: well to a total depth of G,55C ft. for a total sum of
$129,987.50.
Marlo Drilling Company will furnisn the fgllowing;
1. 300 ft. of new 13 3/8" spiral well pipe.
3 2. 3,100 ft. of new & 5/8" pipe.
i 3. Cement and cementing services to circulate the
; above strings.
i he All mud.
5. 3-Drili stem tests.
6. Logs to the amount of $3,000.00
7. All water and fuel.
8. 20" Conductor pipe.
Operator to furnish the following;
1. Locaticn and roadways.
2. 2" casing.
3. Cement and cementing services of 43" casing.
4o All third party charges after 9,550 ft. depth
is reached.
: Day Work Rates to be:
: Depth WDP WODF
: 0' to 9,550 $950.00 $850.00 °
? r
BEFORE EXAMINER UTZ
: O o
; IL CONSZRVATION commission (1)
» EXHIBIT NO, 5
‘ . CASE NO._50 5 %

— |
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anagan ana tanagan -2- Novemver 18, 1563
osweli, New Mexico

-
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13

We wish te thank you for the opportunity of sub-
mitting this bid and we will co our utmost effort to do
you a complete and satisfactory job.

If the foregoing is acceptable to you, rlease sign
the enclosed copy of this letter and return to me for
our records.

Yours very truly,
Maer Drilling Company

/6/6 /)w-

D. N, Moody

DNM/oc%
ACCEPT@D:
HANAGAN ana HANAGAN
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RoserT G. HANAGAN $ ‘ HuaeH E. HANAGAN

P. O. BOX 1737

hild
PHONE 623-8083 "
J. P. WHITK BUILDING ’ ‘;Lzln ROSWELL, NEW MEXICO

Hanagan & Hanagan
Deg¢ember 3, 1963

Marle Drilling Ceumpany
Room 103«A,

, » Yilkinson=Toester Building
= ! Midland, Texas

Att: My, D, N, Meody

Re: Robert 3, Hanagan #1-D Tepee State, NWgNwi{, Section 32, T-21-8,
Re2l<g, Eddy County, Kew Nexico,

Dear My, Moody:

Please find enoclesed & dated and executed cepy of the letter agroement
frem you covering yeur turnkey drilling bid on the above ocaptioned
well, This letter is boing returned to yeu subject te¢ the additien

of the folloying which are te be furnished by the contraeter:

(1) Cement and cementing services to ciroulase the 20 inoh
conduc ter pipe.

(G

A S A I G N T AP WP T80 8 0 Ko i
— ’

(2) You agree to land 44" ocasing.

§[- The balance of the letter remainc ths saxe and if the twe above stated
3 changes mest with your appreval please so signify by dating and
executing the enclosed oopy in the spase previded and return sams to
me for my file., Vould yeu please have your insurance cempany send us
= Certifioate ef Insuranoce, ¢
Y& 7 Yeurs very truly,
HANAGAN & HANAGAR

7

J AGRERD AND ACCEPTED

THIS 12 i?:DAY or

DECEMBER, 1963,

Marle Drilling Cempany
By .

G WL TEL Y0 RN e N A,

BEFORE Exa
MINER
OIL CONsERvATION c:m.».-.aigw

_CASE NO.__ 55 3.0 L7
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SUPPLEMENTAL AGREXMENRT

A’{/t’«

The Drilling Oontract dated Tlav. !9, 42(3 between Marlo Drilling

Cowpany, herein called Marlo, and ““"%%-‘-‘i harein called Hanagan, as
| 4. 4
emenced by Letter Agreement dated Z a lz 2.3 betwsan the same parties is

hereby amended as follows:

1. Marlo will uwxlertake and perform all services sand work necessary
to the point at which the oement alurey is capubls of being pumped into the
production casing which point shall be the greatest practical deapth which can te
reached in ths present hole without fishing out any drill collars and pipe in the
hole, or at sny lesser depth satisfactory to Hanagan, It is expressly understood
and egreed, however, that Marlo will mot be mgon.aihle for Ranagan's pipe which in

the future may be lost in such hole. Marlo will not be required to d ®
depth speeifisd in- the above referred to contract dated )Y)pr. / i_ /9% g‘ﬁ‘{
At or after the point at which the cement slurey is ocepabla of being pumped

into the prodnctim; casing and on request from Marlo, Ranagan will ylve Marlo

& written statement that all tems of Mﬁz\ct have b::?  fplied Wt and

the oonirsct price o 29 X /fi’{(bo %m mes hundred (AS0)

days.

2. !hrln will pay all costs in coaneotion with the work which it is
required to perform hcluding, but not limited to, all expenses arising out
of any blowouts and/or well fires. In this connection, it is specifically agreed
ard understood that all charges made by RFed Adair will be the responsibility of
Marlo.

" Tt 18 expressly agreed and understood that soveptance of this
responsibility by Marlo is made as a capprodge agreement only snd i3 not intended
a8 an acaission that Marlo is responsibls for the expenses of blowout and oil
well fires,

Woither party adeits my i{ability to any goverrmental body or
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third party for loss of gas or gaseous substances,
'53, The cantract prioce which Hanagan herstofore agreed to pay will
e ﬁ
29, Zﬁ]' , and mo more, and it is specifically sgreed that

said contract prioe will be paid f full within one hundred (100) days frum the

date cament slurey can be pumped into the procduciicn o22ing as provided in Paragraph

1 aderve,

L. Arny expenses incurred by Hanagan in discharging the property froa
any liens which g¢e the responsibility of Harlo shall be raimbursed by Marlo, or,
at the option of Hanagan, shall be chargeable agsinst the contrsct price.

5. This contract is written as a compranise settlemsnt of a dispute
g‘“‘;‘f Fol 4

as to rupondbility under that contract dated M,er, | 2 /i‘: a8 maended

and 1t is not thof intont heredby of any party to admit any liability of any kind
Further,

¥,

in conmection vif.h the oil well t’im which occurred on January 2, 1564,
_nommding -uvthing ocontained harein to the contrary, it is specifically

agreed and understood that should any additional accidental fires ocour aiisr the
control equipment has been installed on the well site, neither party hereto contraots
hareby to be responsible for ssme or to expend sny monieg Lt combatting such
adcditional firesy provicded, this provision shall not afiect a determination whether
or rot the ocontract as amended is & turnkey contract.

[ad
THIS CONTRACT AQFEET UPO¥ ARD ENTEED INTO THIS JIT- DAY OF

JANUARY, 196k, by an: between the partiea hereto and shall be binding upon each

of their heirs, repressntatives and assigns.

MmaRLe Descine Compavy
| Lo

0!BEF()RE EXAMINER Utz
L CONSERVATION Commission

.CASE NO,_ 70 7 5 743

——— e




S DRILLING  ESTIMATE ' - :

= HTFIELD LEASE - ST
SV Indian Hills L April 20, 1964 |
;* e : { ¥OD ELL.T:?/S.’
SN : Drill and complete 7800-foot Penn gas well similar to { RAT,
p _ Hanagan's Indian Hills well (4 1/2" casing and 2" tubing). i\m..u Y
- i
CECTIAE v
\ .
] IR DESCRIPYION S R e S A
I 1oRuLinG_cosy DRILL & COMPLIE T
{6)_insicli B Romovs Drilling Equipment ! i ' : : :
{b)_Foatago Orild  7800' @ $8,45/f¢, 65 9001 I : L
&) Doy Work Drifting { } ' i :
, {4y Bic uzed on Doy Work f i T : 3 :
! {c}_Fual i : ; : :
(1) _Water i ; ! : ;
T
i 2 |coRriNG \ : i .
i} Cquinment & Sarvicaes : o i : :
&1 _Rig Day Work Coring ) ; i : {
N i
Cb 3 TSURVEYING 3 i ! T
1) Suvers GR/N, D-TL, ML-Prox 3300 ! T T "
: ) D5Ts 2 DST's 1 000 ; ' ! 7 §
{c) Scmplo f.oqying Unit ]
{8) Rig Ouy Work Survoylng @ Testing 3 Days @ $1,000/d5 3 000 | ;
~ L ? i ;
i1 & lcompLETION 1 ! } ~
; (¢) Vel Stirmulation 11500 i [
b} Perforating 800 i : ;
(c) Rig or Unit, Labor, etc. 24 000 i ! i ¥
! i | H
5 |DRILL SiTE G ROAD 3 000 ; | ! i
s i
(b 6 |MUD e ]
E () Mud Motsric's & Egulpment Mud ~ 7300-7800! 5 000 i :
1 () &k or Gas Equipincat
7 [MISCELLAR:SOUS il .,..Jcn,x_:s - i
: mant Survice 4 500 §
fsecusories 1} 200 i i
' (&) Miscellancous Intanaibics 900 ! P
(d} Transnortaiion on Tengidle Equipment 800 : ‘ ; !
18 tcasing E .
200' 13 3/8".  48#, 1-40 1 2G0 : :
! 3200' 8 5/8", 24k, J-55 9} 300 o
L 7800’ 4 1/2" 9 800 H
Y 9 |PRODUSTION EQUIPMENT ; ;
i la) Coreties Treeg 2! 500 . ;
(o Tusies 5{ 300 . N
i (e} Coonodions & Fittings ] ] ! ;
T 1 3 1
! 70 1210 000 |
KOTET\'A%?K ISTRIBUTION (Includes $24,000 for completio@ .
i Sigaature Reguired on 0.4 M Gnd Retirament Work Orders If No? Port of AFE. - R :L {
}COMME'\!DED sY APPROVED BY ._ ) s WORK
‘ ORDER
NUMBER

AFE. Ny .
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RONEZRT G. HANAGAN i i3, MANAGAN

t
" ~

—

;,,...-<

Re: Robert G. Hanagan #1=D Tepee State, NWiNW} Section 32, linly\ﬁiéé
R~24-E, Eddy County, New Mexico, N

e AHONE 623-5083 AN '\\, ) » ié P. ©. BOX 1737
; . J. P. WHITE BUILDING \\, ) vt 5}; ‘ ROAWELL, HiW MIKICO
- / Yy
= et
ST A N -
EA , . v Hanagan & Uanagan
PR April 1, 1964 A N
p « ; f S
. . '__'...\\ s o
8 . g ~’.Y. 4‘ ‘-\\
N
N , ~
L : Shell 0iil Company .o o )
; P, O, Box 1858 .;(n\:-' )
: Roswell, New Mexico i
; Ged, SHHLGIL GLARTY
; el CROSWELL, &L i
i Att: Mr. Robert A, Clarke LD, ROSREL &
| YD

Deaxr Sir:

2 On various dates from 11/4/63 to 11/14/63 your company was contactod

. by me and offered an opportunity to join and pay your proporiionate
costs {3/8ths of 640 acres spacing unit) or farmout your 3/8ths interest

i to us in regard to the proposed drilling of the above captionod well,

QQ}LHowover, on 1Z/14/63 your company informed me that they were not

intorested in doing anything with this acreage at that time in regard
to the drilling of this well. On 12/9/63 you were informed that the
captioned well had been spudded and was drilling and that we were still
interested in Shell joiping us or farming out their interest. On
12/20/63 Mr. Jess Lindsey of your Midland, Texas, office was contacted
by me on the telephone and informed that the captioned well was then
driiling, and about our propositions. He reiterated that Shell was
not interested in any proposition regarding their interest,

AR ra g e v

AL,

The captioned well has since been drilled and completed by us as a
shuv—-in gas well from the Upper Pean formation., You were contacted by me
on 3/23/64 and asked to voluntarily join and pay your proportionate

share of the costs of this well since it falls within one mile and thus
came under field rules as set up by the New Mexico 0il Conservation
Commmission for the Indian Hills Upper Fenn gas pool. You were informed
that we were willing to furnish you with any and all eof the information
concerning this well in order that you could arrive at 2 decision., ©On
3/31/6% you telephoned me and stated that Shell was not interested in
paying their proportionate share of oul ¢osts of drilling and completing

the captioned well,

If this is stilli Shell's decision, I would appreciate your writing me
a letter to this effect at your earliest convenience for my file.

T A N R RV P R, e it e e o

Yours very truly,
HANAGAN & ANAGAN

BEFORE EXAMINER UTZ B

RGH/1m OILACONSERVATION COMMISSION Robert G. Lanc.ji.

Shel/ EXHBIT No, /

CASE NO.__Z0 3R
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i SHELL OIL COMPANY

2. 0. Dox 1853
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April 7, 1glk L e

S ' -
[ .
.y P e meens 1 .
Subjecv:, A&y Couniy, Jor Moxico | ‘ .
Coniosr . ;
e s SR :
‘lct"l._)/\) - LTS t S :
. !

i

T’lnnr')x"~\;~ & ) n*m*-—,\n

P. O. L:—'- 'L;J?

A\OS\-\,-—.;.://“Q taoaxien
fw \ e

Attenitica I, Jgoovt G donason

Feverpring to your letter of April 1, 1934, wo wich £0 ol:ic: $hal yua
are correed in stating tial we Q1A not join you iack ;rce.? in 'Lu.L Grilling ol &
l‘) < p) i - :

<
Ve v ise

W ca 32, Tounsiip 21 South, Ionge 32
to thue wrouwuic of verilyinz the nuwerous dates piven dn yowr 1e’ci;:;;‘, wab ve did
bassy T positicn that it would bo nishny i
shutelin 25 oot ot normtl Tielid develesizzant wouldd nrove o GLI 1oV 1ol .
vhe oxzivadicon of the leaze thwercon. Vo wnd reconily pold ke Soowe o

“..z-" ce for our lcace to insure thab 1t woild nod Lo i
wylay ia srozoture driliing.  You sssonad (he foroicus

-

Rrcuing what we kad rei’ux.,\i To jein cihors in thoe driil

oo [ co O N S
[PUL P b VU P . T s

F ’ bl - Ho - - ! foed ‘ »~ - - - ~e - e
SCCULL JOY LI STULD rCLICS. 22 Subicase you took was provi iy 1w
. v~ = Pl 2% pY 2 3 ’. o4 = - R AN 2 e W 3 e Y~
2ble Lo vhRell ol others in the industry, cnd we nod et this coxlicr doie also
ot et Yewdt 3V 2 £ ] %t o Iraa ST % R
conaiviced tims tne drilling of thais tract would be unitirely. -
:
o ariaA “"‘.t"‘(‘,\r ‘_'3
P I -5 . - g
FELIvid inm oo olfice, ro
L P P 4 AN - &
PRSP E R VIS g'l-L"'C.}L)

Guooia coat vhoe tolsl st

incruicd The o3t oF your
P »

Lo e . -~y - -

aror {3-31-C% sccording

voridng cut o satisioelory ope

wvilling o noy o presortionate (¥ cf
PR Ya o~ =) de S s P 3 P YN .. . - - .
w1l such eorziciicn o3 you wore eble o effcct, tut ve would not noy o
PR K - T Peaq o e Ay e
a0 2GS wooLal LNy

oot ct‘;z-r .su-;.a e:*:;er:scs. You roefaced such 2 foruwule a3 o Tosd
oouesited any Turiher woil cost ialforzaticn. Cur offer to setile oo
L::"s &odll gstands, ad we would Lo LoDy to ooy wlia you fa wn
cerzine en agcepteblie well cost.

-

XPocone e rmy ...s
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ROBERY G. HANAGAN % Huak . HANAGAN
\
l

PHONE €23-85053 \ P. O. BOX 737
J. P, WHITE BUILDING _5;}..._ )&_ ROSWELI.. NIZUW MEXICO

Hanagan & Hanagan
April 8, 1964

Sholl 0il Company
P, 0. Box 1858
Roswell, New Mexico

Att: Mr., Robert A, Clarke

Re: Robert G. Hanagan #1-D Tepee State, NWiNW2 Section 32, T-21-5,
R-24-E, Eddy County, New Mexico.

Dear Sir:

Certain statements contained in your letter of 4/7/64 concerning the
captioned well need clarification, as I see them. ‘Ihe totai cost
figure you refer to was an estimation of what the cost might be for
the drilling and completing of this well, and there was no aticmp?

on my part to attribute any of the costs to a specific phase of the
drilling and completing of this well., The figure which you, as Shell's
representative, offered to pay for a 3/8ths interest in this well

was $30,000,00 which you stated was arrived at on the basis of what
the well was worth to Shell. (All I can assume from this is that
Shell had sufficient information about the well to arrive at an offer,
thus the reason for your not wanting any information from me, even
though it was offered; and further Shall must figure that a like well
could be drilled and bomploted for a total $80,000, 00). Of course
this offer is wholly unrealistic and entirely unacceptable to us., You
further informed me that you were aware through Marathon 0il Company
that possibly the cost figure would be less (thls being known to you
as around $160,000.00} and that Shell was not interested in paying
3/8ths of any cost save and except their offer mentioned above:

We are ready and willing to furnish you with any figures as to our

costs of drilling and completing this well, The point is, in my opinion,
we are simply asking Shell to voluntarily pay their proportionate share
of our exact cost, no more and no less. '

You have informed me on two occasions that you would write a letter <o
the effect that Shell does not desire to pay their proportionate share
of our costs of drilling and completing the capiionsd wsll, I would
very much appreciate your letter to this effect, if this is stiil your
position,

Yours very truly,
HANAGAN & (ARAGAN

. s
- ", /'. / I‘{

- ‘Robert G, Hanagan
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BEFORE THE
NEW MEXICO OIL CONSERVATION COMMISSION
Santa Fe, New Mexico
April 29, 1964

-

MR TE nNE .

R vy EXAMINER HESRING

T I R et N T R NN
L3 3 )
f?’ ; !i IN THE MATTER OF: Application of Robert G. )
g . Hanagan for force-pooling, Eddy County, New )
1 Mexico., )
L )
: )
)

% ) Case No, 3032
)
)
)
)
)
)

SANTA FE,. N. M.
PHONE 903-3977

BEFORE: Elvis Utz, Examiner

v SR AR S R e

TRANSCRIPT OF IEARING

MR, UTZ: The Hearing will come to order. Case 3032.

DEARNLEY-MEIER REPORTING SERVICE, Inc.

MR. DURRETT: Application of Ropert G. Hanagan for

ALBUQUEROUE, N, K.
PHONE 243.6591

force-pooling, Eddy County, New Mexico.
MR. KELLAHIN: I would like to have these marked for

identification as Applicant's Exhibits Humbers One through Seven.

i alr b e

{(Wnereupon, Applicant's Exhibits
Numbers One through Seven Marked

S Wl

N

for Idepntification),

W O EY M B R KN O BE B DY BD NN RE aE EE A ae
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MR, KELLAHNIN: Of the firm of Kellahin & Fox, appearing for
the Applicant. e have two witnesses, I would like to have them
sworn at this time, please.

(Witnesses sworn.)

MR . MORRIS: If the Examiner please, I would like to enter
an appearance on behalf of 3hell Oil Company. My name is Richard
S. Morris, of the firm of Seth, Mcntgomery, Federici & Andrews,
Santa Fe, New Mexico.

MR, UTZ: Arg there any other appearances? You may proceed.

HUGH HANAGAN,

called as a witness, having been first duly sworn on oath, was
examined ané testified as follows:

DIRECT EXAMINATION

BY MR. KELLAHIN:

Q0 Would you state your name, please?
A Hugh Hanagan.
Q Mr. Hanagan, are you connected with Robert G. Hanagan in
any way?
A Yes, sir. I am a partner in Hanagan and Hanagan, and
a part owner in’the subject lease.
MR. UTZ: What was the name, again?

A Hugh Hanagan.

L

0 (By Mr. Kellahin) Now, are you familiar with the applicaj

tion of Robert G. Hanagan in Case Number 30327

L

®
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A  Yes, sir.

Q What is proposed in this case?

A We seek to force pool all mineral interest owners in
Section 32 of Township 21 South, Range 24 Easit, and to recover
our exact cost in proportion to their share of the subject
well located in Section 32.

0 And have you ever testified before the 0il Conservation
Commission of New Mexico?

A Yes, sir.

MR. KELLAHIN: Are the witness's gualifications accept-
able?
MR. UTZ: Yes, sir, they are.

Q (By Mr. Kellahin) Mr. Hanagan, directing your attention
to what has been marked as Exhibit Number One, would you identify
that BExhibit please, and discuss the information on that?

A Exhibit Number One is a Land Plat of the area involved.
It takes in the Indian Hills~Upper Pennsylvanian Field Area,
and the Indian Basin Field, both located in western Eddy County,
and shows the offset lease owners of Section 32, and shows the
mineral interest owners in Section 32.

Q Now, how are the different interests in Section 32
designated on the Exhibit?

A In Section 32, through a farm-out of Marathcen Oil

Company, Robert G. Hanagan earned the following acreage: The

®



PAGE 4

’“; Northwest QCuarter, the Southeast Quarter, the Southeast of the
fﬁ)” . Southwest Quarter, and the Northeast of the Northeast Quarter,
totaling approximately four hundred acres.

' Q That is the area colored in yellow on the Exhibit?

A Yes, sir.

0 And who owns the balance of the acreage in that Section?

A The balance of the acreage is owned by Shell Oil

Conpany, totaling two hundred acres.

Q Now, is --

A Two hundred and forty acres.

0 1Is the well drilled on the -- Would you give the
location of that well, first?

A The lorcation of the well is SS90 feet from the West

ALBUQUERQUY, N. M.
PHONE 243.6891}

line and 940 feet from the North line.

Q Now, is it in a designated oil pool, or gas pool, as
designated by the Commission at the present time?

2 It is not in the pocl, but it is within a mile of the

pool.

DEARNLEY-MEIER REPORTING SERVICE, Inc.

Q Of what pool?

A  Of the Indian Hills-Upper Pennsylvanian Field.

Q And then it would be governed by the Rules governing
the Indian Hills-~Upper Pennsylvanian, would it not?

A Yes, sir. On trhis Plat, the area outlined in blue is

L the present productive limits of the Indian Hills-Upper

®
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Pennsylvanian Pool.

Q Now, what are the spacing requlrements of the Indian
Hills-Upper Pennsylvanian Pool?

A The spacing is presently six hundred and forty acres.

Q And one well would be drilled on a six hundred and
forty acre unit?

A Yes, sir.

Q@ 2And that is what you are seeking to form by this
Application?

A Yes, sir.

Q0 Is the well location in accordance with the Rules
of tne Indian Hills-Upper Pennsylvanian?

A No, sir, the location is that of an unorthodox
location.

Q Has it been approved?

A Yes, sir, it has.

Q@ Was that by Order NSL-319 entered on December 10, 19637

A Yes, sir.

MR, UTzZ: What is that location?
A The location of the well?

MR, UTZ? Yes, sir.

A 990 from the West line and 940 from the North line.

0 {By Mr. Kellahin) What's the reason for the unorthodox

location?

&
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A Mainly topography. The acreage immediately south of
the well is very mountainous, and immediately south of the
well is what they call the Rancher's Knolls, which is about
six hundred feet of elevation change from our location to the
top of the mountain, which is only a matter of several hundred
feet. 1In other words, there isn't an abrupt topograpnic
change there.

Q 1Is the topography of Section 20 rough?

A Yes, sir.

Q Now, referring to what has been marked as Exhibit
Number Two, would you identify that Exhibit and discuss the
information heretofore on it?

A Exhibit Number Two is the Structure Contour Map on top
of the Upper Pennsylvanrian pay or Carbonate Section in both the
Indian Hills and Indian Basin rields. These tops are from
electric logs and sample picks. The lines, red lines through
the structure there, starting in the northwest side there
that are labelled GFEADR, running southeast, northwest, south-
east, that is one cross section which will be Qxhibit Nunper
Three, and another cross section ARC running northeast through
the subject well. By the way, the subject well is named the
Robert G. Hanagan Number 1-D Tepee State.

O Now, excuse me.

2 ©Now, as you can see by the Structure Map, the discovery

®
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wells for the area are dencteg by a triangle. There in Section
22 of 21, 24, in the SOouthwest sSouthwes¢ is the Ralph Lowe
Number 1 Indian Hillg Well. It wasg the discovery well for

the fielg, singularly completed in the Upper Pennsylvanian gas

horizon.,
The other triangle wells, to the west, there is the Indian
Hills discovery and the Williams discovery wells, which is not

pPertinent to this bParticular conversation, exXcept to show the

Control in the area. 7Thig whole map is basically Just to show

that our well, even though we have no electric logs on that
well, by Samples, drilling time, ang 50 forth, we have established
the top of the pay ang that we, by using the other control wells
in the area, we can definitely Prove to our Satisfaction that

W€ are in the Cisco Canvon Pay or Upper Pennsylvanian pray,

as the Commission calls it,

Q Now, how does the structural Position of your wel}

21, Range 24, 71¢ is 36 feet lower than the Trigg Number 1 1R
Well locateg in Section 16 or 22, 24, The Trigg wely was just

recently Completeqd, within the last week actually, ang also by --

it is Somewhat over four hundred, hearly five hundreg feet high

Lyto the Ihman Well in Section 3 of 22, 24. That wel] was just

=
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recently tomporarily abandoned after recovering some water and
o1l in the Clsco carbonate scction,

O Lt is unot a procucltive gas well, in your opinion?

A No, sir, it's tewmporarily abandoned, but it does not
appear to be productive.

Q@ In your opinion, is the entire acreage you propose
to dedicate to this well, productive of gas from the Upper
Pennsylvanian Pool?

A Yes, sir, it appears to be very well structurally locatedd

O Now, referring to what has been marked as Exhibit
Numper Three, Mr. Eanagan, would you identify that Exhibit and
discuss the information shown on it?

A Exhibit Nurber Three is actually two cross sections,
the one on the left hand side of the Exhibit is the Southwesni-~
Northeast Section of the Indian Hills Fieid in Eddy County, New
Mexico. The letters akcve denote +the location on the Structural
Map. Above the columns, they are labeled A, B, and C. "A"
is the Trigg Number 1 IB Well in Section 6, of 22, 24. "B" is
the Robert G. Hanagan Number 1-D Tepee State in Section 32, 21, 24
"C" is the Ralph Lowe Indian Hills well, in Section 22 of 21, 2<,

As you can see by the cross section, they are almost exactly
in line with each other or on strike with each other in the
Section, as we have outlined them, as you will notice, in a

stratographic or columnar method. In other words, it's bas:zc
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on lithology and not on clectric logs.
The “A" and the wev Wells, of coursc, both have clectric

loys which we have in our possession, and have usec them in

connectiovii with cross sections here. Th.s section here 1is
mainly to show the type of sediment present pelow our tubing

or open hole section. 1D this area, the section immediately

apove the lWolfcamp is predominantly plack shaly type 1ime of

pone Springs ade, and we use the pasal part of it as a very good

structural or sample pick.

The basal part of what we call, some operators, Marathon

11s it pasal sand, basal entered, and they pick --

in particular ca
their electric 109 picks and their sample picks are all useaq,

the top of this sand zone is used as one stratographic picture.

it is present throughout the area and it makes a good pick.
The base of the sand is what we normally call the Wolfcamp,

regardless of what you encounter at the base of the sand. You

may encounter a lime, although it is @ different type i1ime than

the lime above, or else you may just go right through the green

shales of the Wolfcamp. The Wolfcamp is very erratic in this

area in thickness. on these three wells, the thickness of

the woifcamp is not erratic. They are on strike with each other.

The radical change is fxom the Northwest £o Southeast, 35 we

will see in +t+he Ccross section on the other side of the Exhibit.

en shales

The wolfcamp consists predominantly of gray and dgre

®




nl anih s of
P I

DEARNLEY-MEIER REPORTING SERVICE, Inc.

ALBUQUERQUE, K. M.

PHONE 243.669)

PAGE 10
and lime with occasional streaks of sand towards the basce.
The Trigg Well, our Number A well on the cross section,
had predominantly shale with a few sand streaks -- I mean a few

lime streaks and actually no sand. We may nave had a couple
of nicks aof sand right at the base, just berore you entered
into the carbonate pay section. There were no porosity zones
encountered in the Volfcamp or the Bone Bprings in this well.
There were no drillstem tests taken throughout the well including
the carbonate section, no cores.

On the "B" Well or the l1-D Tepee Well, again there were
no drillstem tests, and a well history will be expected later
so as to show this well in more detail., But the way we have
constructed this columnar section is noted above there, where
the tubing is set, 2-7/8ths inch tubing, circulated in the
shaded area akove the dark spot, the dark spot indicating the
packers, where the packers were set. Above there, the shaded

area indicates the cement, and the hatched lines below the

packers indicate the open hole section along with the Fish.

Now, the Fish, the space between the Fish and the packers
is approximately three or four feet; between the base of the
tubing and the top of the Fish is about three or four feet, but
what we d4id was go down and tag the top of the Fish, pull up
about three or four feet and cement the tubing in and circulate

the cement. The fish is sitting right on bottom and the bottom

®©




wells

sane 1itnoiod¥ °

evidence:

you nad

rne toP ©

bottom-




e

A

DEARNLEY-MEIER REPORTING SERVICE, Inc.

ALBUQUERQUE, N. M,

PHONE 243.669)

PAGE 12

tests. One was in the basal, the lime section of the bhasal

Bone Sprinys just above the Bone Springs sand or the basal

entered sand. That drillstem test, they had gas surfaced too

small to measure, the pressures were extremely low, and the next

test was the lime section, just below the basal Bone Springs

sand or top of the Wolfcamp. That lime section again was
tight. The other drillstem test was taken in a little sand
section which was abksent in the oil well or if it was there,

there was just a few pieces of sand, no big sand development.

Occasionally you can get some streaks of sand in the
basal part. But, in this particular well, they did have
around 20 feet of fairly good sand as far as the thickness was

concerned. It was shaly and tight and well cemented, and again

they had gas to the surface, too small to measure and poor
pressures,

The Indian Hills Well is interesting to note, in that

there, actually, they drilled through the carbonate section

zone, but they are actually only perforated, or the base of
their present producing perforation is only 26 feet from the top
of the pay section. Cur well, like I said, is producing from
the top 11 feet.

The Indian Hills Well, which is potentialled for 20 or 30
million,

is producing from the top 26 feet. They have a bridge

plus between some perforations that they did do lower down the

®
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und
e - hole.
R
N - The next cross section, which is Northwest-Southeast cross
..
tf' saection of the whole area including Deginning at Lhe Norinwest

; l side of the Indian Basin Field and going in a Southeasterly
direction, ending up at the Inman Well in the Southeast of the
Indian Hills Fields. 7This is noted on the structure map as cross
section GFEAD. "G" is a well drilled by Atlantic. Atlantic

drilled it to the carbonate section, which is a lime type and

they ran casing on it and was unable to do any good, and it is

S
—~—
=
-
P
—~
i~
=
)
L ég presently -- it was taken over and it is presently being deepened
. Py .
&~ ;. to the Morrow Section by the Bell Peciroleum.
R 53
- EE ¥ You will note that the main things to notice in this
: o~
3 ¥ su
- Eg g2z cross section is the tremendous thinning of the Wolfcamp in
: 23
«
: g this area from the Atlantic well in "G" to the Southeast
=
E; end of the cross section, "D", which is the Inman Well. There
- ;; is approximately 11 miles, slightly over 11 miles distance
oo =]
Eg in which the Wolfcamp section thins from slightly over two thousang
LR
Eg feet thick in the Atlantic Well to the Northwest, to approximately
Eg five hundred fifty feet thick to the Southeast. So, within a 12
e mile area, your Wolfcamp thins in the neighborhood of 1500 feet.

You will note that the top of the Cisco carbonate section
is fairly flat up to the Trigg Well. Of course, Inman's Well

dips off more to the southeast on the scutheast flank of the

[ structure; that is why we interpret the Inman Well being on

®
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the southeast structure, the southeast flank of the Indian
Hills structure.

Actually, what we have interpreted here, and which
will »robably be determined fairly shortly, is that both of these
fields, Indian Basin and Indian Hills, are one and the same, or
are one and the same structure, and will probably be, at some
tucture date will probably be one field instead of two.

We mentioned this tremendous thinning of the Wolfcamp
because of the great concern that was encountered during this
fire, and prior to, and even after the well was completed, the
possibility of a thief zone being present. There are nc wells
in this area that are perforated and producing from either the
Bone Springs or the Wolfcamp Sections. There have been tests as
indicated on the Indian Hills Well, in the basal Bone Springs
and in sections of the Wolfcamp, but none have been of any
commercial value or considered to be of any commercial value.
The Wolfcamp shales have been -- a lot of people have been
concerned about them. If they get wet, they do slough on you if
they get wet. OCur contention is that there is no water in the
hole to cause sloughing in these shales. And from testing
recently, three days of fairly extensive testing, we had no show
of water whatsoever in the well, nor did we have any shows of
particles being blown out of the hole, so to speak, and these

tests were conducted on real small chokes and should, if any

e
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amount of particles would have been blown out of the hole, I
am sure the shokes would have been somewhat pluygged.

The Rone Springs section is predominantly, 80 pexcent
of it -- in fact, the whole well, from below where our production
string is landed, there on down, completely down to the top of thd
Wolfcamp, is completely tight limestone with the exception, of
course, of the basal sand member. That sand is a silty type
dirty sand, showing no porosity to speak of. 1 believe that
pretty well covers the cross section.

Q Now, in connection with this Bone Springs; is that

the interval that lies between the base and the bottom and the
top of the Wolfcamp. What lies above the VWolfcamp?

-

n The Bone S ngs.

O Ané does that extend clear up to the point where you
are cementing in the packer shed?

A Yes.

Q And below that is the Wolfcamp, down to the top of
the Cisco; is that correct?

A Yes, sir.

O And is it your opinion that all of your production is
actually coming from the Cisco?

A Yes, sir.

0 What is the nature of the Fish that is in this well?

A The nature of the Fish is approximately 700 feet of

®
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drill collars, the drill collars being six and a quarter
inch, and with a 7-7/8ths inch bit on the bottom and some,

I believe, that was 4~1/2 inch drill pipe, a few stands

of drill pipe right at the top of the Fish. Most of the Fish
is composed of the drill collars.

Q Is it open throughout the length, in your opinion?

A Well, in my opinion it is open. When the well blew out
we were almost out of the hole; almost up to the drill collars,
and the drill pipe was hung in the slips with the force. That
was indicated by, after looking at the blowout preventer, how
it come out resembled ~- as 1f someone had taken a blow torch
to it. You can visualize the same thing happening to the plugged
it part. The bit was plugged circulating down through the
drill pipe, and the pressure of the gas coming back up, or
having a reverse circulating effect, I think definitely,unplugged
the bit and that it is presently unplugged.

0 And in that event, then, any gas producticn coming
from the Cisco would probably be coming through the drill
collars and drill pipe; is that correct?

A I would think so.

Q In your opinion, does this establish definitely the
depth at which this well has been completed?

A hat was that?

0 The Exhibit establishes the depth of the well as to the
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formations ?

A Yes, sir. You can see I have broken down, in the
wWolfcamp section, I have broken down the lime section, the shale
and the predominantly lime section in the middle of the Wolfcamp.
As you can see, right at the top of the Wwolficamp in every
well on the cross section, just below that is a thick shale
section, predominantly shale., There might be a few streaks
cof lime, predominantly lime, and it shows up more than the shale
on the electric logs. The middle portion of the Wolfcamp is
predominantly lime with a shale stringexr, particularly up on
the northwest side. On the electric log, they had a tremendous
lime section, over 500 feet of solid lime, but up on the flank
side, on the southeast c=ids, this lime section is considerably
thinner and the lower part of the Wolfcamp is predominantly a sha
again with a few streaks of lime and an occasional streak of sand

I think by this cross section, you can see, through
that you can fairly well get your stratographic markers to stay
along with your Glorieta top, sample tops above, and your S5an

Andres tops and you can -- we are definitely convinced by these

correlations we are in the Cisco Canyon or the Upper Pennsylvaniai

Field pay. This opiailon is certainly substantiated by the shut-
in pressures and so forth in our well, which are similar to the
wells in both the Indian Hills and Indian Basin Fields.

O That would be the subject of another Exhibit by another

b
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witness; would i1t not?

A Yes, sir.

¢ As I understand your testimony, there is no production
in this vicinity from either the Volfcamp or Bone =nrings?

A Yes, sir, that's right. JNone of the wells, to my
knowledge, that is, are perforated in either the Wolfcamp or --
perforated and producing in either the Wolfcamp or Bone Springs.

Q In your opinion, was the Wolfcamp or the Bone Springs
contributing anything to the gas in this well?

A No, sir.

Q And do you have anything that would indicate the
existence of a theif zone in the Wolfcamp or the Bone Springs?
A No, sir, the regular tests set up on the well have

indicated no such existence of a "thief zone".

Q WNow, turning yecur attention to Exhnibit Number Four,
would you identify that Exhibit, please, and discﬁss'the infor-
mation shown on it?

A Exhibit Number Four is a well completion report of the
subject well, the Robert G. Hanagan Number 1-D Tepee State. It
gives the location and so forth, which I would certainly suggest
that everyone read. It gives all of the general completion
information of the well as we have it. As you can see, 1t was
spudded December 6th, 1963, and completed January 23rd of 1964,

at a total depth of 7366 and elevation 3838 G.L.; 3849 KB. fThe

&
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result was a shut-in gas-condensate well.

The initial potential, which was taken on a P tube,

flowed 28 5 m

. ion cubic feet of gas per day, plus an un-
estimated amount of condensate on a l-inch choke. Flowing
tubing pressure was 1200; shut-in pressure, 2510. We have no
electric logs. e de have a sample log available from 200 feet
to 7,350 feet, with the bottom 16 feet of samples being absent.
Of course, we lost circulation at 7366, and that is the reason
we didn't have samples right off the bottom. The pay zone

was picked, as I mentioned previously, by samples of other logs
in the area, drilling time, and by the way the formation drilled
when we entered it; and also by the lost circulation itself
which is guite common in the area, particularly in a good
dolomite well.

The wells that have highly fractured dolomite encountered
considerable trouble throughout this carbonate section, the
Indian Hills oil well, the Trigg I.3. Well, and the Enfield ¥ell
on the west side all had very serious lost circulation trouble.

The casing record is set out, note that all three strings
of casing were circulated. The cement was circulated to the
surface on all three strings. The perforations, as previously
stated, is open hole. The treatment was natural. We did not
even Xill the well to run the production string in. The well was

never killed in any manner whatsoever., No drillstem tests, no

&
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L

cores, formation tops is backed by samples.

These dead weight pressure tests listed at the bottom
of the Exhibit, page one, were taken on the following dates as
recomuended by the Conmissiaon, The general Jdiscussisn
believe I will comment on it, I just suggest you read it and
perhaps you may have some gquestions as you read that section.

Q. Did the dead weight pressure tests indicate there was
the existence of the thief zone in the open hole? Do the dead
weight pressure tests indicate any theif zone existence here?

A No, sir, these are comparable to other wells in the
field, in both fields.

Q And are they comparable to wells completed in the
Upper Pennsylvanian Pool?

A Yes, sir.

Q Considering the structural position, do they correlate
with other pressures in the area?

A Yes, sir.

Q Were Exhibits One through Four prepared by you or under
your supervision?

A Yes sir.

MR, KELLAHIN: At this time, I would like to offer
in evicence Exhibits One through Four.

MR. UTZ: Without objection, Exhibits One through Four

will e entered into the record.

®
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{(Whereuron, Applicant's
Exhibits Numbers One
through Four were entered
in evidence.)

MR. KELLAHIN: That is all I have on Direct Examination.

MR. UTZ: Axre there questions?

MR. MORRIS: Yes, sir, 1 have a few questions. It
would simplify my questioning if Counsel --

MR. UTzZ: Does the reporter have your name?

MR. MORRIS: I have it on the appearance. It would
simplify my questioning if I could know if there are going to be
other witnesses in the case to testify.

MR. KELLAHIN: There will be another witness who will
testify as to production flow tests and other matters rvextaining

to the\completion of the well, and the cost.

MR. MORRIS: Thank you.

CROSS EXAMINATION

BY MR. MORRIS:

¢ Mr. Hanagan I believe you said that the total depth of
the well is 73667
A Yes, sir.
O Just how much control do you have that lets you Xnow
that is the exact total depth of the well?
A By the amount of drill pipe that was in the hole, arilling

contractor measurements.

Q How much evidence or control do you have that shows you

®
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were 11 feet into the Cisco pay?

A How much evidence?

0 Yes.

A Mainliy as 1 said, hy correlating the upper ped above the
pay, and the way it drilled, pasically on the drilling time .
Immediately above the dolomite OT lime pay. whichever oOne is
present, the lime Or the dolomite, there is @& shale gection; and
normally, in this case we Were drilling with what we call a
noble bit, which drills very Slow in shale and you get a definite
drilling preak when you change formations from a shale to a
lime OY dolomite; and in this case, Wwe dgig. It broke in half
and then on down i1+ just kept preaking and drilling faster each
foot, and also, in a way it 1s kind of like we used to pick the
formations out of the top of the Ellenburger, when the rotary
table starts pouncing and jumping, YO know you are in it, and
apout that time you lose your mud; the lost circqlation zone is a
very good ipdicator. There has been no lost circulation zone in
this area, to my xnowledge, above this pay 2zone, except perhaps in
the surface, near the surface of the water section.

Q Is the 11-foot figure an estimate?

A Yes, sir.

Merely?
Yyes, sir.

vyou lost all of your samples'at the bottom of 16 feet?

®
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A Yes, sir, by the tiwre you leog them. ‘The bottom 6 feet
were definitely lost, but by the time you log your samples, which
at that depth would be roughly a minute per hundred feet, why,
the other ten feet would not have reached surface yet.

0O Except for the circulation matters that you have referred
to, is thers any postive evidence you were entering the Cisco?

A Yes, sir. Pressure tests is one of the main proofs,
plus the ~- as 1 state again, the correlation by samples.

Q This is a correlation over a three-mile area?

A Yes, I think that's correct, yes. Roughly three miles,

© Mr. Hanagan, you have given us a description of the Fish
that is in the hole. That Fish is just going to stay there? In
view of the packer and the cement above the packer, there is no
chance now aof ever getting that Fish out?

A No, sir.

Q There is no chance of working this well over any time in
the future, is there?

A Well, I would rather you asked Mr. Brunson on that.

Q It was not possible to log this well?

A No, sir, it was not locgged.

0 Not possible to take drillstem tests on that well?

A No, sir. Ve had a natural drillstem test.

Q I believe you mentioned at some point in your testimony thd

tre

®
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was a shale section in here you had boecen watching pretty closely

foy evidence of sloughing?

n  Yaes, sir. In fact, this axca You have to mud-up at

the top ©of the olfcamp if you are arilling with watexr Or mudg. If

you dgon't, it will slough on you-

column, it was at 5670 and we rmudded up at 5670, expecting the top
of the Wolfcamp shortly, SO W€ mudded at 5670, and we called

the top 5670. you definitely get in trouble if you dgo not mud-

0 Now, what is that interval we are ralking apout?

A On the Cross section well wnp" at the top of the oil

up in the wolfcamp.

top of your pay, roughly; in this particular well, 650 feet.

Mr.

g Through what interval does this shale exist?

A It will exist down from the top of +he wWolfcanmp to the

o Should it ever be necessary to kill this well with water,

Hannagan, what would be the result?

A I would rather youw ask Mr. Brunson that gquestion. I am

not an engineer.

Q From & geological standpoint, Yyou can expect some pretty

heavy sloughing in that shale?

A 1f you have got water, you say?
o Yes, if you had to xill the well with water.
A I am not qualified to answer rhat guestion.

Q All right. Wwhat was your original objective in this well,

Mr.

Hanagan?

®
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contract dewth.

the Cisco Pay. The idea, of “ourse, was to test both pays.

in this Morrow Pay?

the Indian Hills Fielqg.

this immediate area, remains untesteg?

in Section 6, the 1. B. Well was drilled to the Morrow and it
was dry, which certainly dign't enhance the possibility of Morrow

pProduction,

& The original olrjective wag the Morrow, 9550 feet,

O Yhy was the Morrow a primary Objective, rather than
Cisco:
A Well, there are two pays in the area, the MOrrow Pay and

Q  You Say there are other wells in the area that completed

& Yes, sir.
Q And would you --

A Not in the Ingdian Basin,*Upper Pennsylvanian, not in

Q At the Present time, the Morrow formation in this area, in

A  In the Secticon,

O The subject Section, you mean?

A Yes, sir,

Q And in the Indian Hillg Pool?

A Yes, sir, Recently, the Trigg well, which was drilled

G It doesn't condemn it in this?

A  No, Sir, it does not condemn it.




————

DEARNLEY-MEIER REPORTING SERVICE, Inc.

ALUVQUERGUE, N, M,

PHIONE 243.€691

PAGE 74

Q ©On your cross section, Mr. Hannagan, this well labeled
numbey "C® on the left hand cross section --

A Yes, sir.

¢ ~-shows that performations, present nerforactions are 26
feet in ﬁhe Cisco?

A Yes, sir, the base of the present performations is 26 feed
from the top of the pay.

0  How, had this well previously been logged, perforated?

A Yes, sir, perforated several zones below.

O ©»o you happen to know the original perforations in this
well?

A I have a card with me that would show it; yes, sir.

¢ There were several perforations, though, below this
26 feet?

A Yes, sirv.

Q Do you know why the well wés reper forated?

A well, of course, they were production testing it to attemy
to find out where the water was, then, where the water table is.
Perforations down to a minus -- I could get the log, like I say,
it is in the briefcase -- down to approximately a minus 37 feet,
showed water-free on those tests.

Q0 That is down to a minus 37 feet, it would bhe?

A Approximately.

Q Approximately down to the bottom, it would be below

®
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it would revert Lo sarathon?
A Yes, sir, that's right. HMarathon would have an override
until payout and come back in for & working interest.
O To what extent would the working interest be in Marathon?
MR. KELLAHIN: Ve submit the guestion has no bearing on
the application, and e have stated we own the working interest
to this point, and that is what we are talking about.
MR. MORRIS: Insofar as the question might be re«levant

to costs and whether it is subsequently developed that costs are

reasonable or unreasonable, I think it's pertinent to have Dbefore the

Examiner and before the Commission the full details of the economi ¢
interest of all persons in this farm-out, we submit the question
is pertinent.
MR, UTZ: Now as well as the future?
MR. KELLAHIN: Mr. Brunson will testify as to what costs
Marathon agreed to. Insofar as it pertains to the cost of the
well, that is all we are concerned apout here.
MR. MORRIS: I will defer my question.
0 (By Mr. Morris) Mr.-Hanagan, you mentioned that 9550
was the contract depth?
A Yes, sir.
Q0 You say contract depth, was that contract with Marathon
or was that contract with your drilling contractor, or who?

A With the drilling contractor, yes, and Marathon.

®©
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0 ang HMarathon?

A Yes, although I think Marathon's was stated a little
differently, the top of the Barnet shale or something on that
order. At any rate, a depth sufficient to test the oil pressure.

Q Do you have the contract with youyr drilling contractor
here?

A  Yes, sir.

0O Was that a turnkey contract?

A Yes, sir.

Q@ To a depth of 95507

A Yes, sir.

0 And what condition was the well to be turned over to you
at that depth, what is the drilling contractor's obligation?

A He was to furnish all equipment and everything necessary
to get it down to that depth, including the mud and casing, not theg
production string, the surface and intermediate casing, mud, bits,
watexr, fuel.

QO By the terms of that contract, did he assume all lia-~-
biiities of extra costs?

A Well, that is the understandihg, ves, turnkey.

Q It was the usual turnkey contract?

A Yesg, sir.

Q 2and what was your obligation to the contractor that had

®

L that contract, Mr. Hanagan?
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A Vhat was our obligation?

" Yes, sir.

A Vie would furnish the locations, roads, legal fees, the
production casing, and of course, Gll expenses incurred on the
cempletion part of it.

Q And what was the consideration, how much were you
supposed to pay him for turnkey price?

A What was the exact figure?

MR. KELLAHIN: That will be offered in detail by a later
witness.

MR, MORRIS: Fine. May I have one moment, please? I
have no further questions of this witness.

MR. UTZ: Are there any other questions?

MR, NUTTER: I have a few questions.

BY MR, NUTTER:

Q Mr. Hanagan, has the Trigg well been potentialeg?

A It has, although I dc not havevthe poter.tial. Wwell,
let's see. -— This, I don't know, it has been fairly recent.
Sinclair is presently conducting plant feasibility on all tests
in the area, at the present time; and it was my understanding,
just a few days ago, they were on the Trigg well, the I. B. Well,
so I would say there may not be an official completion of it.

Q Does it go to the Morrow?

A Yes, sir, they went to the Cisco and ran casing through

®©
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the Cisco, the carbonate section, and then the second week or
so later decided to go on to the Mqrrow.

® Is it completed in the Morrow?

A No, sir, it was dry in the dMorrow.

Q From the indications that you have had to date on the
Cap and in the Cisco, does it appear that they have got a gas
wall there?

A & very good one, possibly one of the better wells of
the field.

O Now, the Ralph Lowe well to the northeast went on down
to what depth?

A The northeast, the Indian Hills well, the discocvery
well of the Indian Hills, it went to the Devonian, 10,200 some
0odd feet. It has a fairly good show in the Morraw Sectior, and
one sand of the Morrow which would possibly be of commercial
value, but they do not have it perforated. They plugged back
and completed in the Cisco Pay.

Q And there were numerous drillstem tests aﬁd also
perforations made on that well which are not in a completion as
it is today; is that right?

A There were no perforations in the Morrow Section, just
drillstem tests.

Q0 Other tests in the lower part of the Pennsylvanian were

L made, weren't they?

®
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made, weren'ty they?

N Yes, sir.,

QO &nd all of those perforations were either bridged off
or squeezed?

A Yes, sir, there is a bridge plug shown on my cross
section: that is the exact minus data--

Q It is not given, but 1 presume it's

A Well, let's see, it would be approximately 35, 36, 37,
3712, let's see, the scale off to the right, approxiwately just
slightly undex 3700.

0 And the perforations are at what depih there?

A The perforations are at -- let's see, the top of the
pay that's minus 3624, and the base of the perforation is 26 feet
welow that, so it would be a minus of 3&50,.

n And then another 62 feet below that is the bridge plug?

A Yes, sir.

MR, NUTTER: I believe that's all.

MR. UT%: &Are there any other questions? The witness
may e excused.

(WITNESS EXCUSED.)

MR. UTZ: Do you have another witness? Do you think vyou
want to continue until 12:00 o'clock?

MR. KELLAHIN: Yes. We will cali Nolan Brunson.

NOLAN BRUNSON called as a witness herein, having been

first duly sworn on oath, was examined and testified as follows:
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BY MR. KELLAHIN:

~  \yould you state your name, please?

A Nolan Brunson.

Q Mr. Brunson, do you have any connection with

G. Hanagan?

A Yes, sir.

IXAMINATI ON

Robert

Q What is your connection with Robert G. Hanagan insofar as
Y d

it relates to the Number One Tepee Vell?

ALBUQUERQUE, N, M,
PHONE 243.6891
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A Robert G. Hanagan and Hugh Hanagan and I own the

majority of the working interes
0 &And you are an interes
A Yes, sir.
Q0 Did you have anything
of its completion?
A Yes, sir, I was there
put the fire out until we said
Q Did you supervise the

A Yes, sir.

0 You handled that yours:

A Yes, sir.

Q WNow, what axperience have you had in 0il well completions

Mr . Hanagan?

t in this well.

t owner in the well?

to do with the well at the time

from the time that Mr. adda
the final amends and left it.
completion yourself?

TLER?

A Well, I have been an interested operator in Hobbs for
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the last

A

Q

A

o

cight vyears.

Have you drilled any wells of yvour own?

Yes, sir.,

Have you supervised drilling of those wells?
Yes, Sir.

Have you produced the wells?

Yes, sir.

Are you familiay with the production practices and

completion practices in the Lea County and Eddy County areas?

A

0

A

G

0

able?

Q

Yes, sir.

You are not a petroleum eéngineecr as such, are you?

No, sir, I am not a graduate.

How many years of experience have you had in this field?
Wwell, as I say, eight.

Eight years. And has this all been on your own account?
Yes, sir.

Either singly or in association with others?

Yes, sir. Never as an employee of an oil company.

MR, KELLAHIN: Are the witnesses' gualifications accept-

MR. UTZ: Yes, sir.

(By Mr. Kellahin) ©Now, referring you to what has been

marked as Exhibit Number Five, would you identify that Exhibit?

A

Yes, sir. Exhibit Number Five 1s the test results, even
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rhough WE haven't yveceived the formal rapoyt fyom ralph LOWeC and
ginclair 2as t.o the roesulis of thelr tesl sowme ren days agos bhut
these are taken from my ficla notes. ang were preparvd Yy

ginclaix and Ralph powe's cnployees .

The first rest period was for @ fFull 24 hours . The

jé tuping workind pressureé was 2332 pounds ana he wvolume produced
L

Eg in the first 24 nhours was 5194 MCF. we couldn't get it drawn-
Ty
EE gown. This well we werc attempting ro get & four-point test,
5% | and we coulan't get a Graw-down, so we rhought W€ would flow it
%g at a greater rate for shoxyter perioads of time.
~ > L] : -
| S qhe next £1ve rests there indicate the rate, the 24 -nour
& s
QO e rate and the tubing working ptessures. vou will note that when
AL 2= 2
=3
o 8% | we increased the £lov rate to 8.427 million, W€ had 2 working

a1 |

23
gg \pressure arop of some sixty pounds . the next three hours we re-
o]
g; auced the rate to 2 1ittle over seven million and had an increase
S in tubing pressure: the same was Lrue in the fourth and fifth.
=
;ﬂ well, excuse me. Phe same thing was frue in the fourth; and then
F—
Ei in the £ifth and sixth at the rates there, YOu will note that the
=
o) £lowind tubing pressure was greater than the shut-in. The pressur

chart rhat was on the well, and it was calibrated in and constantl
checked in Sinclair‘s personnel's dead weight pressure test; dbut
ihe charxt was a straight i1ine during the entire test, rhere was

no headind: it 1o0ked 1ike it was gravm, it was amazing.

MR. UTZ: What iengths of time?




_ PAGE 35

- A During the first test period for 24 hours, the pressure

'éf: 7 chart, the pin stayed in the same spot all of the time. Then

LAd ., -~

e

as I said, before the test period we had the shut~in dead weight
at 2350, which is like it has been on the other Exhikits

- Mr . Hanagan presented to you. We had no indicatior of water through
test separators. That is how we established our GOR of 19,000 to
1. The gravity of the distillate is 51.2 at 60 degrees fahrenheit.

The gas, I don't have a complete analysis, we just took the H,3

contact of 150 grains, four-tenths of one percent inert gas, and

all of these tests are comparable to the tests that Ralph Lowe

and Sinclair had conducted on other wells before they got to

ours. I can't recall exactly, I think they had tested two others,

perhaps three, buk I Xnow they had tested the Enfield Well and the -

ALBUQUEROQVE, N, M.
PHONE '43.6691

Ralph Lowe Indian Hills well prior to testing this cne.

Q As I understand, these tests were made by Sinclair and
Ralph Lowe?
A Yes, sir.

O Were you present when they were made?

A Not during the entire time.

DEARNLEY-MEIER REPORTING SERVICE, Inc.

O

But you made these field notes, yourself?
A Yes, sir.
¢ Scme were made at the time the tests were taken; 1is that

correct?

— [ A Yes, sir.
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Q Loes thils indicate to you that this well is completed
in the Upper Pennsylvanian Pool?

A I think this 1is conclusive.

Q2 Why do you say this?

A It looks just like the tests on other wells.

QO Are the pressures approximately the same as the other
wells?

A Flowing pressure is the same and shut-in pressure the same

0 And do the volumes --

A They compare with the other wells of the area.

Q Ancd has gas production in this volume been obtained
from any well in this area, from any other formations above the
Cisco?

A No, sir.

Q0 In other words, you would not expect to encounter this
volume of gas anywhere except tfrom the Cisco; is that right?

A Yes, sir. That's right.

¢ Now, turning your attention to what has been marked as
Exhibit Number Six, would you identify that Exhibit, please?

A Yes, sir.

MR. KELLAHIN: Do you want to take a recess, now, Mr. Utz?

MR, UTZ: If we are at a convenient stopping place.

MR. KELLAHIN: We are, and I would rather not bring it up.

MR, UTZ: we will recess until 1:30.
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- (vhereuvon, the Hearing was recessed until 1:30 ofclock

APTERNOON SES5SION

R, UPZ: The Hearing will come to order, please. Ve
b - will continue with Case 3032, and I believe you just finished
Exhibit Number Five and prepared to start on Six.

DIRECT EXAMINATION (CONTINUED)

BY MR. KELLAHIN:

Q Before we get to the next Exhibit, Mr. Brunson, as I

understand, you were preg’ ~ at the completicn of this well?

A Yes, sir,.

i-
[
v s
. Wo Q In its present form?
} ? g;
: Su .
&3 A Yes, sir.
L34
- in

Q Hcow do you know at what depth this well was completed?
A Well, primarily, the drilling contractors' measurements,
we also know the length of the Fish and how much tubing we put

in the hole, and when we touched the Fish, why, by adding the two

together.

DEARNLEY-MEIER REPORTING SERVICE, Inc.

~  That would give you an accurate measurement of the depth;

would it not?
A Yes.
3 Now in connection with the operations of this well, arxre

there other wells, of course, no wells are completed just exactly

o Las this one -- but are there wells completed as open hole, as a

&
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| : coumon pyactice in the indusbtry?
A In the industry, vyes.

0 Loes that interfere with the operation of the well?

2 .~
LA A  Hot that T know of.
b
b~ .
L~ = Q Now, assuming that you had to ¢o some work on this well,

in your opinion, couid it be done?
A  There could be some limited work done on it. By work,

22 4
you could swab the well if you had a fluid build-up. You could
bt swab it to the depth of the tubing. You could not do remedial

work on the --

0 At the total depth?

DEARNLEY-MEIER. REPORTING SERVICE, Inc.

3 -

Lo
$3 2
; gz A --At the total depth; no, sir.

~N

Su

b . P . .
i §8 Q But if you did have a fluid problem develop, in your
1 ia
- opinion, by operating through the tubing, could you take care ofF

¥ 1IN . .
the situation?
1
s A To a certain extent; yes, sir.
(3] . - . .
~n And as of the present time, you don't anticipate a
[l
fluid problem, do you?
]
A No, sir, there was nothing other than light gravity

LI ]
- distillate that was produced in this case.

Q0 And no water whatever?
A None that I was aware of, there was none in the tank we

saw. I might add here that this test, the result of this test

was -- the points were so close together we couldn't get an accurat

®
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fovy-point test. But the besit e coula o was an averaye over-
flow of something in €XCess of Lwo hundred million.

¢+ That would by Yyour calculated overflow?

A Yes, sit.

g would you consider that a good well?

, Yes, siv, 1 would

g Are there other wells in the area producing through
the tuping?

A You mean as a tubingless completion?

Q Yes, sir.

n  In the Indian Hills oOr Indian Basin; no, sir.

o But it is not an anusual type of completion?

A No, sir.

O Now, what has been marked as Bxhibit Number SiX, MY .
Brunson, if you would, jgentify that Bxhibit ané discuss it.
pefore you start your g.scussion, 1 would Like to ask you if
3hell 0Oil company was offered an opportunity to join with you
in this well?

A Yes, sir, prior to starting rthe well, Ve offered Shell
to join us, or tO farm-out on the same pasis that we were required
ro farm-out to Marathon, and they declined and then we have sub-
sequently of fered the same proposition.

0 What seemed tO be the difference of opinion petween

you and shell?

——
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A Well, of course, 3hell, as I understand what they -- they
didn't want to farm-out a property that still had some -- I don't

know.

Q@ 5Subsequent to the completion of this well, had you had
any discussions about pooling this property?

A Right. “he point of contention between us has been the
cost.

QO And have you made a study of the cost figures in the
Indian Basin and Indian Hills Pools?

A Yes, sir.

O And referring to Exhibit Number Six; is that the result
of the study.

A Yes, sir.

Q And would you give us your discussion of this Exhibit?

A These figures with the asterisks, these have peen
submitted. We have drilled, of course, the Number One Tepee State
and have participated as working interest partners in the drilling
of two other wells, and will participate in a fourth well by
the end of this summer. As I say, these with asterisks, are
based on AFE's that we have received from these operators or
tha; we have had furnished to us.

Q What are the other figures?

A The other figures are what the operator has actuvaliy told

us thelr costs were, where available. 1In a case where they were

®©
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not availablce from the operator, these other costs are costs
that the operators have furnished us, not our estimates.

O But where "N.A.," appears under "Contractor's forx
Footage Bid", the total cost is still shown?

A Yes, the total cost is still shown, but the actual
footage bid of the contractor was not available.

1 But it would be included in the fotal cost?

A Yes, sir.

0 And so the total figure is the total cost?

A Yes, sir.

¢ And the total depth is what they drilled the well and
mud bills and so forth?

A Those are in there, as iLhey were presented to us.

Q0 Now, on the basis of your information, the average cost
per foot was $24.10; is that correct?

A  That was the average cost of the five walls that were
singly completed, that we did have total cost on. Now, there
are six wells listed there as single completions, but on the
John Trigg "CJ", the total cost was not available. We were able

to get the contractor's footage bid, and the mud cost. But the

total cost, they just hadn't -- just bad not completed long enough.l

Q That was the well that was just recently completed?

A Yes,.

0 Well, now, on that basis, then, was the cost of the

®
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Hanagan Nuwmber I-D Tepee Well, in your owpinion, excessive?

/A No, sir. well, as these figures indicate, the average
of the five wells including the Tepee State was 3$24.10 per foot.
The other wells range from a low of Enfield of $19.33 per foot to,
let's see, we had one there --

Q Do you havé the cost per fooct on each of those five wells?3

A Yes, sir.

Q Why don't you give them?

A All right. The cost per foot of the John Trigg I.B. singl
completion was $23.74; the Ralph Lowe No. 1 Indian Hills, $33.68;
The Ralph Lowe No. 1-C Indian Basin, $22.24; R.N. Enfield, $19.33;
and R. G. Hanagan 1-D, $21.53.

Q Now, in connection with those, the Ralph Lowe No. 1 Indian
Hills was the discovery well, was it not?

A Yes, sir.

Q And that would normally cost somewhat more than the
subsequent well?

A Yes, sir.

0 And your Enfield well was not completed as a producer, was
it?

v -4 g
i85, SiY, i1v Was.

>

Q Oh, it was. So, it is the lowest cost well?
A Yes, sir.

Q But, the average would run somewhere around --

®
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A $24.10.

Q -- $24.10. And the cost of the Hanagan well was somewhat
below the $24.107?

A Yes, sir, $21.53.

0 Now, have you compiled the costs on the Hanagan well in
some detail?

A Yes, sir, sure have.

Q Referring to Exhibit Number Seven; is that the result of
your compilation?

A Yes, sir.

Q Would you discuss the information shown there on Exhibit
Number Seven?

A Exhibit Number seven is the exact cost of the Robert G.
Hanagan No. 1 Tepee State Well, as it is now completed. It include
costs through February. Some of these costs will be a matter of
interpretation by the Accounting Department as to whether they were
completion or operating costs, but this is the total money we have
spent on the property through February, 1964.

Q And you consider those costs ﬁo be reasonable costs?

A Yes, sir.

Q@ In addition to that, Mr. Brunson, do you feel that you

~)

are entitled to anythina for a rick factoc
A Yes, sir, I certainly do. If I have got to come up with

a number, I would say it is two hundred percent.

®
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Q From your own experience, are there risks to be en-
countered in drilling wells in this area?

A Yes, sir, the risk, the lost circulation zone is a
tremendous risk. We have, here, referring back to Exhibit Six,
mud bills that have run from five thousand dollars in wells that
had very dense lime, rather than a dolomite, in the Cisco Canyon
or Upper Pennsylvanian, to a high of Marathon No. 1 Indian Basin
unit of $47,420.00. So, that is a risk, that you don't know what
your mud bills are going to be, plus the fact that you have this
excellent gas reservoir that can do what we have experienced.

Q Now, has any company examined your figures on these well
costs other than your own?

A Oh, yes, Marathon has.

Q Now, as I understand, you have a farm~out contract with
Marathon?
| A Yes, sir.

Q Under the terms of that contract, dces a working interest
revert to Marathon after pay-out on this well?

A After we have recovered our cost. ‘

Q And they accepted your cost?

A Yes, sir.

Q What figure?

A They accepted $160,000.00 as a reasonable cost. Our cost

here indicates $158,627.46, but Marathon has accepted $160,000.00

L3§—fﬁ6-E6§fT““THéir”UvErridE—wTTt"rEvErt‘tb‘wcrking“interest~when——
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we have recovered the $160,000.00 in production.

Q You are familiar with the statute which permits recovery
of a risk factor under some circumstances within the discretion of
the Commission, are you not?

A Yes, sir.

Q You know that is limited to 50 percent?

A Yes, sir.

O What risk factor do you ask the Commission to grant in
this case?

A Fifty percent.

Q0 And do you base your well cost on the $158,627.467

A Yes, sir.

Q And that is your total figure?

A Yes, sir.

Q Were Exhibits Five, Six and Seven prepared by you or
unéder youy supervision?

A Yes, sir.

MR. KELLAHIN:

At this time, I would like to offer Exhibits Five, Six
and Seven.

MR. UTZ: Without objection, Exhibits' Five, Six, and
Seven will ke entered in the record in this case.
(Wherenpon, Applicant's Exhibits Nos. 5, 6 & 7

received in evidence.)

®
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MR. KELLAHIN: That's all I have on the Direct Examination

CROSS EXAMINATION

BY MR. UTZ:

Q Mr. Brunson, this was the well tliat you had the fire on;
was it not?
A Yes, sir.
Q0 The cost was established of that fire in your Exhibit
Number Seven?
A No, sir, the cost was borne by the contractor.
Q 1Is that included then in the $125,3000.007?
A Yes, sir, that is the total price we paid the contractor.
Q Is that higher than his initial contract price?
A No, sir, that is his initial contract price.
Q So that the contractor actually stood the loss of putting
out the fire?
A Yes, sir.
MR. UTZ: Are there any other questions?
MR. KELLAHIN: I would like to ask one question for
clarification.

REDIRECT EXAMINATION

BY MR. KELLAHIN:

Q You say that was the contractor price, but was that to
the Cisco formation?

A No, that was contract price to 9550.

®
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Q But he didn't drill to 95507

A No, sir.

Q This was in the nature of 4 compromise?

A  Yes, Well, it was impractical. We had been advised by
Mr. Red Adair, that was his expert opinion, that it would be im-
pPractical to attempt to kil this well, is the reason we completed
it in the manner we didg. -- We swabbed it in under tubing, we

never did attempt to kill this well. It was his opinion, after

out there fighting fire again.

MR

KELLAHIN: 1 just wanted to clarify what the contract
was for. It was to the Cisco.

MR. UTZ: Are there any other questions?

MR. MDORRIS: Yes.

MR. UTZ: Mr, Morris,

RECROSS EXAMINATION

BY MR. MORRIS:

Q Is that your drilling contractor?
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A Right.

Q What was the date of this contract?

A December, early December, 2nd or 3rd, of 1963, of course.

Q And was this contract what you would refer to or, as I
understand, to be a turnkey contract; is that the term that is
used in the industry?

A Yesg, sir.

Q0 What was Marlo Drilling Company supposed to do for you
and the Hanagans pursuant to the terms of this contract?

A To drill the well to the total depth of 9550, and furnish
the incidentals for everything except roads and locations and the
production string. They did furnish the surface and the inter-
mediate strings.

Q Now, they didn't drill the well to 9550, did they?

A No, sir.

Q Pursuant to the terms of the contract, Mr. Brunson, did
you have any obligation to pay, any legal obligaticn to pay Marlo
Drilling Company for anything else than full or substantially full
performance under that contract?

MR. KELLAHIN: I object to the question. It calls for a
legal conclusion.
MR. UTZ: Do you want to argue?_

MR. MORRIS: I can rephrase the question. if I may, to

ask if there is any term in the contract providing the contingencies

®
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to that which was contracted for this price, and we submit that

not only is the contract price and the terms of the contract quite
relevant to this proceeding, but that we should get the contract
out here on the table and look at it to see just what the obli-
gations of the drilling contractor were, what the obligations

of the Hanagans were under this contract, to see if it's reasonable
to saddle Shell with paying a percentage of the full price when
full performance was not delivered.

MR. KELLAHIN: Well, we have no objection to getting the
contract out on the table, providing it is the contract amended as
a result of this fire and other factors that entercd into it.
Certainly Hanagyan was in no position to point to the contractor
and say, "All right, you go bankrupt, but we will take the well”,
and they didn't do this; and Shell has no right to ask us to do
this at this point, and they have no right to ask for that kind of
performance, either. We have endeavored to show the total cost
of the well which was a $158,000.00 plus figure, and compared it
to the cost of the wells through this area, and certainly on that
basis it was a reasonable price for a well drilled to the Cisco
Canyon, and whether we contracted with the contractor to go to
the Devonian, Ellenburger, or any other formation has nothing to
do with it.

MR. MORRIS: All we can be obligated to pay, pursuant

to the terms of the contract, are actual expenses not in excess

®




[

DEARNLEY-MEIER REPORTING SERVICE, Inc.

ALBUQUERQUE, N. M.

PHONE 243.8691

PAGE 57

l

of what is reasonable. It is our position here that the Hanagans
had no obligation to pay this $120,000.00 because full performance
was not rendered pursuant to the terms of the contract. Whether
they particularly like it or not, we are involuntary partners with
them in paying our proportionate share of the price of the drilling
of the well. Whether they like it or whether we like it, we are
in the same boat together here. Now, if they pay the drilling
contractor $130,000.00 when they had no legal obligation to do

it, and should have, upon the happening of these contingencies,
negotiated a reduced price, we shouldn't be saddled with that
extra cost.

MR. KELLAHIN: You are arguing here about a legal ob-
ligation, and certainly Counsel knows there was a legal obligation
to pay for the performance; it was done in the drilling of this
well, and any Court of equity would enforce such an obligation.
The fact it was done by negotiation does not change the picture.

MR. MORRIS: This was the very point of the Exhibit here
which I was trying to get at in my question to Mr. Brunson. Just
what were the terms of the contract pertaining to payment and
what conditions did it provide must be exercised before any
obligation to pay on the part cf the operator could have arisen?
It's quite common in drilling contracts to provide for no payment
except on full performance by the drilling contractor, and this is

especially true in a turnkey contract. So, my questions are

®
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quite relevant and pertinent, and in order to determine the rea-
sonableness of cost in this proceeding, we need to take a look
at the contract or know something about the contract terms in
order to see whether there was a legal obligation to pay this full
contract price.
A May I say --
MR. UTZ: In the form of an argument in regard to the
guestion, I presume?
A Yes, sir.
MR. UTZ: All right, sir.
A As to legal obligation, I don't know how I can say whether

there was a legal obligation or not.

questioh, whether you had a legal obligation. I am asking you to
tell me what the provisions are of your contract concerning the
eventuality in which you have to pay the contract price under
the turnkey contract?

MR. KELLAHIN: I want a ruling on that to this line of
questioning, on my objection.

MR. UTZ: Mr. Kellahin, do you have the amended contract
with the contractor available, or would you be willing to put
that in the record? If you have that contract, I expect the

contract would speak for itself., Off the record, please.

(Whereupon, a discussion was held off the record.)

L

MR. MORRIS: I didn't ask you, Mr. Brunson, in my rephrase{
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MR. XELLAHIN: I would like to have this marked for

identification as Exhibit Number 8.

(Whereupon, Applicant's Exhibit
Eight and 8-A marked for identi-
fication.)

Q BY MR. MORRIS: Mr. Brunson, I hand you what has been
marked as Exhibit Number Eight, and ask you to state what this
is, please?

A It's a copy of a letter from the Marlo Drilling Company
to Hanagan and Hanagan regarding an Indian Basin Well, Eddy County,
New Mexico. Shall I read it?

Q Let me see. Since we only have the one copy available,
would you read that into the record, please, sir?

A "Gentlemen: Marlo Drilling Company will drill your above
captioned well to a total depth of 9,550 feet for a total sum of
$129,987.50.

Marlo Drilling Company will furnish the following;

1. 300 ft. of new 13 3/8" spiral well pipe.

2. 3,100 ft. of new 8 5/8" pipe

3. Cement and cementing services to circulate the above
strings.

4. All mud.

5. 3-Drill stem tests.

6. Logs to the amount of $3,000.00.

7. All water and fuel.
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- 8. 20" Conductor pipe.
Operator to furnish the following:

SR 1. Location and roadways.

'.‘ - .- Lol
A . 2. 4-1/2" casing.
il b 3. Cement and cementing services of 4-1/2" casing.

Inc.

All third party charges after 9,550 feet depth is

-
b4

DEARNLEY-MEIER REPORTING SERVICE

reached.
Day Work Rates to be: Depth, 0' to 9,550'; with drill
pipe $950.00; With drill pipe, $850.00.

Page two of this letter is: "We wish to thank you for the

opportunity of submitting this bid and we will do our upmost effort

to do you a complzte and satisfactory ijob.

If the foregoing is acceptable to you, please sign the

ALBUQUERQUE, N. M.
PHONE 243.6691

enclosed copy of this letter and return to me for our records.
Yours very truly, Marlo Drilling Company, signed D. N. Moody.
Accepted: Hanagan and Hanagan, by Robert G. Hanagan, Date 12/3/63" ]
This letter, excuse me, was dated November 18, 1963.
Q Now, without going into reading all of it, I hand you
what has been marked Exhibit 8-A, and state what it is, please.
A It's a letter from Mr. Robert G. Hanagan to Mr. D. N.
Moody, Marlo Drilling Company, wherein he enclosed the signed
letter agreement that I just read, and amended it: This letter

~ as being returned to you subject to the addition of the following

which are to be furnished by the contractor: (1) Cement and

. _ @
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L

ceinenting services to circulate the 20 inch conductor pipe, and
(2) You agree to land 4-1/2" casing. And it is agreed and
accepted the 5th day of Decerber, 1963, Marlo Drilling Company
by D. N. Moody.

Q Mr. Brunson, that first letter you just read, the obli-
gation of Hanagan and Hanagan was to pay $129,987.50 for the
completed well; is that correct?

A Well, for a well drilled to 9,550 feet.

Q 9,550 feet?

A Not completed.

Q Now, I hand you what has been marked as Exhibit 8-B
in this case, and ask you to state what this 1is.

A It is headed "Supplemental Agreement”.

Q What is the date of that instrument?

A I bhelieve it is shown on the secnnd page. 1llth day of
January, 1964.

Q Now, is that a date after the blowout and fire occurred
in this case?

A Yes, sir.

Q On this well?

2 Right.

Q Would you read paragraph 2 of that instrument, piease?

A "Marlo will pay all costs in connection with the work

which it is required to perform including, but not limited to, all

®
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expenses arising out of any blowouts and/or well fires. In this
connection, it is specifically agreed and understood that all
charges made by Red Adair will be the responsibility of Marlo.”
;-ayJ . That is the first paragraph. Do you want me to continue with
5_“' ‘ paragraph two?
| MR. KELLAHIN: Read the whole thing. If you are going to
read part of it, just read the whole thing.

A "The Drilling contract dated November 18, 1963, between
Marlo Drilling Company, herein called Marlo, and Hanagan & Hanagan
herein called Hanagan, as amended by Letter Agreement dated
December 3, 1963, between the same parties is hereby amended as

follows:

1. Marlo will undertake and perform all services and work

ALBUQUERQUE, N, M,
PHONE 243.669)

s necessary to the point at which the cement slurey is capable of

te being punped into the production casing which point shall be the
1]

greated practical depth which can be reached in the present hole

without fishing out any drill collars and pipe in the hole, or

at any lesser depth satisfactory to Haragan. It is expressly

b understood and agreed, however, that Marlo will not be responsible

DEARNLEY-MEIER REPORTING SERVICE, Inc.

for Hanagan's pipe which in the future may be lost in such hole.

N & 1

Marlo will not be required to drill to the depth specified in the

above referred to contract dated November 18, 1963. At or after

e the point at which the cement slurey is capable of being pumped

into the production casing and on request from Marlo, Hanagan will

- ©
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give Marlo a written statement that all terms of the contract
have been complied with and the contract price of $129,987.50 will
be paid within cne hundred days.

2. Marlo wiil pay all costs in connection with the work
which it is required to perform including, but not limited to,
all expenses arising out of any blowouts and/or well fires. 1In
this connection, it is specifically agreed and understood that all
charges made by Red Adair will be the responsibility of Marlo.

It is expressly agreed and understood that acceptance of
this responsibility by Marlo is made as a compromise agreement only
and is not intended as an admission that Marlo is responsible for
the expenses of blowout and oil well fires.

Neither party admits any liability to any governmental
body or third party for loss of gas or gaseous substances.

3. The contract price which Hanagan heretofore agreed to
pay will remain $129,987.50, and no more, and it is specifically
agreed that said contract price will be paid in full within one
hundred days from the date cement siurey can be pumped into the
production casing as provided in Paragraph 1 above.

4. Any expenses incurred by Hanagan in discharging the
property from the liens which are the responsibility of Marlo
shall be reimbursed by Marlo, or, at the option of Hanagan, shall
be chargable against the contract price.

S. This contract is written as a compromise settlement of a

dispute as to responsibility un 85

®
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1963 as amended and it is not the intent hereby of any party to
admit any liability of any kind of connection with the oil well

fire which occurred on January 2, 1964. Further, nctwithstanding

v +

L

L
" S

Pudd

anything contained herein to the contrary, it is specifically agree:

and understood that should any additional accidental fires occur

TE

after the control equipment has been installed on the well site,

E

neither party hereto contracts hereby to be responsible for same

TR
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or to expend any monies in combatting such additional fires;
provided; this provision shall not affect a determination whether

or not the contract as amended is a turnkey contract.

This contract agreed upon and entered into this 1llth

day of January, 1964, by and between the parties hereto and shall

be binding upon each of their heirs, representatives and assigns.

ALEVQUERQUE, N, M.
PHDONE 243.6691

v

Marlo Drilling Company, by D. N. Moody, and B. W. Spencer, partnersg

B

Hanagan & Hanagan, by Robert G. Hanagan and Hugh Hanagan".

L

Q Is Shell Oil Company a party to that lease or that

supplemental agreement or any of these agreements?

- 2

A No, sir.

e

Q0 Mr. Brunson, has Marlo Drilling Company been paid $129,987}50

- 0

pursuant to that contract?

A Yes, sir.

‘-.——-

g Q 1Is that a cash payment or --

e A Check.

.

i

P Q Did Marlo Drilling Company acquire any interest in this

well as a result of this operaticons

>
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A No, sir.

Q Has Mr. Red Adair been paid --

A Yes, sir.

Q--~for his part in this?

A Yes, sir.

Q He has bsen paid by Marlo or has he been paid by Hanagan?

A Marlo.

Q So the effect of this Supplemental Agreement, made after
the fire had already occurred, is that exactly the amount of money
was paid for a well to 7366 as would have been paid for a 9,550
foot well under the original agreement; is that correct?

A Your guestion was what, again, please? -

Q You have paid exactly the same amount for the well in
its present condition as you originally égreed to pay for a well tﬁ
9,550 feet; is that correct?

A Yes, sir.

Q Was Sheel 0il Company consulted in any way or at ahy time
concerning the compromise agreement that we have referred to here
as 8-B?

A They weren;t a party, no, sir; they were not a party to
any of these agreements.

Q Had negotiations been pending prior to that time concerniy
the unitization, and have efforts been made by the Hanagans to

bring Shell into the Unit?

®
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A Yes, Shall had been asked to join and they declined,
and we offered to farm out Shell's property under the same terms
that we farmed out the property from Marthon and they declined
that. This was prior to starting the well.

Q Aand you knew prior to starting the well, at all times,
that if no agreement was reached, that Shell would have to be
force-pooled, did you not, before the Allowable or before the
proration unit or drilling unit could be established?

A No, sir, our objective could be the Morrow, and there is

no spacing on that, so we didn't anticipate we would have to.

Q At the time the Supplemental Agreement was entered into,
and the only production that could be contemplated would be from
thé Cisco, it was within your contemplation that force pooling
action would be brought, was it not?

A I guess it was, I don't remember specifically discussing
it at that point. It wasn't our problem at that time.

MR. UTZ: Was your previous question to him, "So Shell
would have to be force-pooled", or, “"would have to be asked"?

MR. MORRIS: "Would be force-pooled".

MR. KELLAHIN: That is a legal conclusion; that is not
necessarily true.

.MR. MORRIS: I am just asking if that was within the
contemplation of Mr. Brunson and the Hanagan interests.

I believe that's all I have, Mr. Examiner, except I will

®
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‘ offer Exhibits 8, 8-A and 8-B into evidence.
SOOI MR. UTZ: Without obijection, Exhibits 8, 8-A and 8-B
"w’ . .

;ﬁ - will be a part of this record.
b

{(Whereupcon, Applican't Exhibits

' - 8, 8-A & 8-B received in evidence)
J BY MR, UTZ
S
- hi Q@ Mr. Brunson, on what date was your Hanagan Tepee State
B &2 well commenced?
e =~
- Eg A The exact date -~ let me ask Bob. I don't remember, it
H “ was either the 5th or --
o O
i EE . Q December 6, 196372
B
- A Yes, sir.
1y ¥
'y 23 £ Q Now, the Trigg Well in Section 7 was 2/24. When was
; E
L g3
L 71 | that well completed?
X e
P! A In 6 -- That is the "CJ"?
R Q That will be "IR".
ts >;
4 = A IB, I mean, I don't know when it was completed.
: ~]
2 Q Was that well spudded after you spudded your H~: .gan
lb: E
- ss well?
()

A No, that is the one that he had his little spudder on,
holding a Federal lease with a spudder.

Q At the time you began your drilling, then, you did not
know the result of the drilling of the "IB" Trigg Well?

A No, sir.

[ Q Bow about the Lowe No. 1l in Section 21, 21, 24, when was

: P
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f ? that well completed?

_ - A The No. 1 Indian Hills was completed about a year ago.,
fi:;.:i o Q You did know the results of the drilling of that well

before you started your Hanagan Tepee?

A Right.

Q And from the Lowe Well, you are approximately a mile
and a quarter to a mile and a hnalf, is that about right?

A Yes, sir, as the crow flies.

Q Diagonally?

A To drive it is several miles.
MR. UTZ: Are there any other guestion of the witness?

MR. KELLAHIN: I would like to ask a couple of questions.

REDIRECT EXAMINATION

ALBUQUERQUE, N, M.
PHOINE 243.6691

BY MR. KELLAHIN:

Q During the course of the fire, did anybody with Shell

0il contact you in regard to this well?

A They contacted Mr. Hanagan.

Q@ Do you know who made that contact?

DEARNLEY-MEIER REPORTING SERVICE, Inc.

A No, sir, I do not.
MR. KELLAHIN: That's all I have. I would like to call
Mr. Robert Hanagan.
MR. UTZ: Are there any other guestions of the witness?

The witness may be excused.

(WITNESS EXCUSED)

®




e

=

TR

¢

DEARNLEY-MEIER REPORTING SERVICE, inc.

ALBUGUERGUE, N, M,

PHONE 243.6691

PAGE 63

ROBERT HANAGAN (Witness sworn)

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

DIRECT EXAMINATION

BY MR. KELLAHIN:

Q Would you state your name, please?

A Robert CG. Hanagan.

Q Are you the Robert G. Hanagan who owns the interest in
the well which is the subject of this case?

A Yes, sir.

Q Mr. Hanagan, during the course of the fire which affected
the well, were you contacted by anybody from Shell 0il Company?

A Mr. O. B. Lawrence.

0 Did he make any reasonable kind of a proposal to you,
at that time?

A Yes, sir.

Q Would you state what that was?

A He said that Shell was interested in taking over our
well at that time, while the fire was going; that they didn't
want to sound like vultures, and that is a quote, but that on
their terms they would like to take our well over, and since we
were small boys, and they were more capable of handling the
financial end of it, they would like to at least have us come

and discuss with them the possibility of them taking over the well.
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i Q And did you do so0?
o a A I did not.
o i
- Q Did they make you any kind of an offex during this time?

f A Only to the extent that they would work out some type of
a deal with us if we were intgrested, whereby we could retain an
override and just give them the whole works.

Q Did they offer to reimburse you for any part of your
expenses to that depth?

A No, sir.

Q Did they offer to pay the contractor?

A No, sir, we didn't get that far into it, because as I

said, the conversation was short. 1 was not interested at all.

MR. KELLAHIN: That's all I have.

ALBUQUERDUE, N, M.
PHONE 243.6691

A I would like to make one comment, it's unsolicited. But
I cannot, for the life of me, understand it, and anyone in this

room can certainly understand it; that a bargain like this does not

come along very often. I don't think there is a man in this room

that could do anything but be happy that they have gotten out from

DEARNLEY-MEIER REPORTING SERVICE, Inc.

under this catastrophe at a bargain price, including ourselves,
e due to the mishap of the contractor financial wise.

The fact it is such a tremendous well would certainly
bad

seem to overshadow the few pennies' difference that Shell is

arguing about. They had, incidentally, made a proposition to us

- as late as a week ago in which they agreed to pay $50,000.00 for

"* ©
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their share of the hole. So, if the hole is in such condition
at $50,000.00, I don't see why it is not in the same condition
at $60,000.00, insofar as the physical part of it is concerned.
Of course, we were not interested in making any kind of a trade
with them, because we felt at the least entitled at that time
to a reimbursement for our actual expenditures.

MR. UTZ: In your opinion, is the well completed in such
a manner it can be produced?

A Most assuredly, I think so. As a matter of fact, I
think if we drill another one down there, we would very likely,
if we didn't want to go to the Morrow, which doesn't look very
good, we would very likely drill to the top of the Cisco and
complete an open hole.

MR. UTZ: Are there any other qguestions?

MR. MORRIS: First, I would like to make the position of
Shell clear here, for the record, since there has been some
question raised. Shell is not at this time opposing force-pooling,
or interested in the cost involved here. We are just as glad as
Mr. Hanagan is that things have turned out as well as they have
on this well.

The problem is, they haven't réally turned out as well,
we don't believe, as they believe. We just can't paint too rosy
a picture of the completion of this well. There are many limitatio

upon it, upon the shape that it is in. Shell is being asked to
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contribute its share of well costs, and it didn't want to develop
this acreage at this time. Therefore, we are looking at the problern
quite differently than Mr. Hanagan.

We are quite willing to pay our reasonable share of well
costs; but in view of what the obligations of the operator, Mr.
Hanagan, were in this situation, we believe that there has been
an unreasonable payment made.

BY MR. MORRIS:

Q Mr. Hanagan, in just the common language of the industry,
as used from day to day, what is your understanding of what the
word "turnkey" contract; the turnkey drilling bid is?

A It means they will furnish what is contained in the contra;s

Q Is that all it means to you?

A That's about all.

QO Does it mean that they assume all of the liability?

A For the things they are furnishing, I assume.

Q Does it mean they will assume the liability and assume
full payment of any cost involved in a blowout?

A Are you asking me for an opinion?

Q I am asking you how do you consider that term in your
day-to-day use of that term in the oil business?

A The turned key.

Q Yes, sir, that is what turnkey contract means, génerally?

A Yes, sir.

r=4
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Q And is that what you had in mind when ycu wrote this
letter which has been marked Exhibit Number Eight-A?
A Yes, sir, that is what it says.
MR. MORRIS: I believe that's all.
MR. UTZ: Are there any other questions? The witness
may be excused.
(WITNESS EXCUSED)
MR. UTZ: Is there any further testimony in this case?
MR. KELLAHIN: That's all.
MR. UTZ: Does Shell have anything?
MR. MORRIS: Yes, sir, we have one witness.
MR. UT2: All right. Would you stand and be sworn?

DANA D. STOKES (WITNESS SWORN)

called as a witness herein, having been first duly sworn on oath,

was examined and testified as follows:

DIRECT EXAMINATION

BY MR. MORRIS:

Q Please state your name and position.
A My name is Dana D. Stokes and I am Staff Reservoir

Engineer for Shell Oil Company in Roswell, New Mexico.

Q You have previously testified before the Commission or one

of its Examiners, have you not?
A Yes, sir.

Q Are you familiar with the subject well, have you kept

®
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abreast of the activities on this lease and on this well?
e A Yes, sir, I have.

Q Would you give a history, a short histor of Shell's
lease, history of this pool, and of negctiations that you are

familiar with between Shell 0il Company and the Hanagan interests,

<
L4 hE concerning these properties.
f ~
‘ Eg A Yes, we acquired this lease in April, 1960, State Lease
}¥
' Yy
| EE Sale, and payment upon it is over $36,320.00. Our first contact
8 . .
ke W rom other operators regarding the lease was in May of '63 when
i§ %g we were approached by M. E. Van Hook about joining the Unit he was
b
SE - trying to put together to the south of this area. His deal was to
i £ o
4 @ . . . .
t“ - ¥e ) give him half of our acreage, we then would share in the completion
S
I Sw
_§ 3% | and any subsequent lease wells. We turned the deal down.
i gg In January, we were approached by Marathon to see if we
| LR~
gg would take a farm-out of their acreage, bounded by Shell, in
f
B >; the section in which the Tepee State is located. We advised
- s —~ Marathon that we were not prepared to accept their deal at that
_ LS
- i Eg time. We were alsc approached at that same date by Fred Goodman
- B
N ‘ = with Ralph Lowe, who wanted a farm-out of ac¢reage, and we also
: ) —)
, o’

decided to turn him down. In June of 1963 we got a letter from
; Mr. Baxter requesting we join in drilling in Section 32, so the
i well would have to be drilled on Marathon's acreage. We advised
" Mr. Baxter we couldn't make a commitment at that time.
;ﬁ { In July of '63, Order Number 2516 was issued, which
.
| @
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| L ]
SO created the Indian Hills-Upper Pennsylvanian Gas Pool, and adopted

temporary operating rules. At the August 4th regular Hearing,

August 4, '63, the nomenclature case was included in one that

—

extended the Indian Hills-Upper Pennsylvanian Gas Pool from the
original one section to include three-fourths of three other
sections. On August 21, Mr. Baxter advised Shell he was requesting
a force-pooling Hearing for his acreage, and the Hearing was

scheduled for September 4. At that time, no ruling had been

issued on the expansion of the Indian Hills Pool. Our acreage was

more than a mile from the established gas pool, and was not subject
to force-pooling.
However, on September 1, the order was issued enlarging

the pool, and then on September 3, Mr. Baxter canceled this force-

ALBUQUERQUE, N, M.
PHONE 243.6691

pooling Hearing which was scheduled for the 4th. On November 12th,

'§3, two months later, we got a letter from Mr. Hanagan requesting

our approval of a non-standard location in this same Section 32.

He also verbally requested that we join him in drilling a well or

o

farm-out our acreage to him. We advised him we didn't have any

DEARNLEY-MEIER REPORTING SERVICE, Inc.

objection to the location, we were not prepared to either join or
farm-out to him. That was about the last of the history prior to
] v drilling of the well.

. Q Why was it Shell's intention, throughout this history that

you have just given, not to either give a farm-out or join in the

development of this acreage?
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A Shell had long-term acreage, our acreage was bought for
10 years in 1960, We still had seven years to run at this time.
The rest of the acreage in that section was short-term, expiring,
early in '64. We felt that holding long-term acreage, we coulén't
justify drilling a well in a place there was no market. Our gas
people were questioned about chances for a market in this area,
and felt it would be at least two years down the road, and probably
longer.

So each time we were asked to join somebody or asked to
farm out to them, we felt we couldn't justify spending the money
when there would be no income from it.

Secondly, we couldn’'t justify farming out to them be-
cause our lease certainly wasn't in jeopardy: and we were sure,
as much drilling activity as we had in that area, at that time,
our acreage would be proved long before any market was available.
I think at the time we were approached by Mr. Baxter, there were
four wells drilling in the immediate vicinity, the Superior
Condor Bluffs Unit No. 1, which is in 19, 22, 24; The Ralph Lowe
staple No. 1, which was east of our acreage in 22, 21, 24. Penroc
had announced its location in 19 of 21, 24 which is west of the
discovery in Indian Hills; and Trigg was drilling his Federal IB.
His spud date was 5/31/63, and it was announced as a 7500 foot
Penn test. Now, I grant that he used the spudder on it until he

got to 1400 feet, but I can't comment on his intentions.
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At any rate, we felt that these were indicative of enough
activity in the area that our acreage would be proved without
our drilling prematurely on it, and by prematurely, we mean some
two or three years before we would hope to get any income from it.

At this time, Mr. Hanagan chose to drill his well in
order to earn the four hundred acres in Section 32. After he
completed the well, he approached us for payment of three-eights
of the well cost. We advised him that we were willing to pay
our share of the cost of actually drilling the well to 366 feet
and completing it, but we were not willing to stand any of the
expenses associated with the fire and blowout.

Q Did you have a series of correspondence with the Hanagan

interests?

(Whereupon Shell Exhibit No. 1
marked for identification)

A Yes, sir, I have an exhibit here which is Exhibit One,
a series of four letters exchanged between the Hanagans and Shell
0il Company relating to the requests that we join in paying our
share of the well cost.

The first letter was dated April 1, 1964, and Mr. Hanagan
wrote the letter and referrad to several verbal conversations
between himself and representatives of Shell regarding the cost
on the well. He finished his letter up by indicating that Shell
had stated they did not wish to pay their share of the well cost,

and asked that we write them a letter stating this.

©
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We answered his letter on April 7th, and advised him

that we were willing to pay a share of the cost of the well;

that it was just we didn't agree with the well cost estimate we
had been given.
This letter was answered by one from Mr. Hanagan on

April 8th, in which he again requested we send him a letter stating
we were not willing to pay our share of the cost of the well, and
we finally answered that one by a letter on April 9 that reiterates
our position that we did hope to negotiate with him an acceptable
basis for participation, but that we still can't justify paying
any of the extra cost caused by the blowout and fire.

Q0 Mr. Stokes, what is Shell's position concerning well
cost? I understand ycu tc say that Shell is, and I assume you
mean still is at this time, willing to pay its reasonable share
of the well cost?

A That's correct.

0 Would you point out Shell's position on what it feels
reasonable well cost to be in this case?

A Well, we feel that initially, the Hanagan brothers had

a turnkey contract which called for payment of $129,987.50 plus

landing the casing in a well drilled to 9550 feet. We felt that
since tche contractor did not complete his performance, that some
adjustment should be made in the amount of money to be paid to

him.

®
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One way of arriving at an equitable number, I believe,
would be to estimate the cost that would be required to drill from
the 7,366 feet on to the contract depth. We can arrive at this
by knowing approximately the day work charges for a rig. In
this case we estimate a thousand dollars. I see by thec Hanagans'
contract it was actually $950.00. F;om our experience in drilling
wells, we think it would take about 25 days to drill drom the
point where the Hanagans stopped to the contract depth of 9,550
feet. This would amount to $25,000.00, and an additional two
days would be required for logging, running casing and so on,
getting the hole in shape for running casing 1 making a total of
$27,000.00 which probably should be deducted from turnkey contract
for failure of performance.

MR. KELLAHIN: $27,000.00?

A Yes, sir.

Q0 (BY MR. MORRIS) Now, as I understand you, Mr. Stokes,
you are not by any stretch of the imagination suggesting that this
is what should have keen done is it should have been drilled on,
but that this is just one method of looking at the turnkey price
and arriving at a figure less than that turnkey price which would
represent the actual value of the work performed?

A Yes, that's correct. We feel when a contractor has
failed to perform up to the specifications of the contract, that

the amount of money that he was paid should be subject to negotiati

pns
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and we think that this is a reasonable way to arrive at a figure
that is more in line with the cost that should be paid for a well
drilled to 7366.

Q Mr. Stokes, I hand to you what was the Applicant's Exhibit
Number Seven, which is the schedule of well cost. Are there any
figures on there that we disagree with, that Shell disagrees
with, with the exception of the cost on the turnkey contract?

A No, sir, most of the costs on here, other than the turnkey
contract, involved completion. We have never argued with the
number given for completion costs. The rest of them are for the
surface location, roadways, and so on, which were not a part of
the contract. The only figure that we make exception to is §129,
987.50.

Q From what you have just testified, you reason that that
figure should be reduced by $27,000.00 because of the shape the
well is in and the failure to complete the contract in the way
that it was originally contemplated?

A This doesn't even take into account our feeling regarding
the present condition of the hole with more than two thousand
feet of open hole above the pay. We do have some open hole
completions, but we don't have any with that much open hole above
the pay. Our $27,000.00 is based entirely on what we think would
be a reasonable amount of money to drill a well from the depth

that this well quit on to the contract depth. 1In other words,

&
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this is the amount by which we think the contractor failed in
performance without regard to the fish left in the hole or the
amount of cpen hole section we have above the pay.

Q Now, the fact that the fish is left in the hole, and the
condition of the well is far from satisfactory, have a bearing
on reasonableness of the cost, do they not?

A Well, they make us even more reluctant to not only be
charged, but overcharged, in our opinion, for the well.

Q Would you care to comment, Mr. Stokes, on what the
condition of the well is and how you feel that the condition would
impair the future performance of this well?

A We have an Exhibit which was taken from Drill Bit, one
of the trade journals, involving the unusual completion on this
well.

I would like to have it marked Exhibit Two.

(Whereupon, Shell Exhibit No. 2
marked for identification).

Oon the second page of this article, there is a diagrammati
sketch of the well as it is now ccmpleted. This shows the packers
feet of tubing below the packers and then the bottom of the tubing
being just above the fish, which, of course, leaves the remaining
1700 feet of open hole. There is shale section in that open

interval which, according to the article in Drill Bit slough badly

during drilling.

L MR. KELLAHIN: We, of course, object to this line of

set in a carbonate section in the Bone Springs with several hundred

\J

®




[ 58 ]

DEARNLEY-MEIER REPORTING SERVICE, Inc.

ALUUQUERQUE, N, M,

PHONE 243.6691

testimony. This is hearsay and there is nothing in the record to
show the accuracy of the article, and we don't know who wrote it
or under what circumstances it was written, and information on
the completion of this well has been furnished to the Commission
by those who made the completion and we submit that is the best
evidence.

A May I refer to the testimony then by one of your
witnesses, who said that Shell's own --

MR. UTZ: You did not write this article, did you?

Q (By Mr. Morris) Mr. Stokes, do you know, of your own
knowledge, that the matters contained in this article are true?

A They are substantially the same as have been testified
to by the witnesses for Mr. Hanagan.

MR. MORRIS: We offer the article, and especially the
diagram, for the purposes of the diagram contained therein, to
show the existing condition of the well in a graphic form.

MR. XELLAHIN: We submit that the diagram is inaccurate,
and a diagram showing the completion of this well has already been
submitted in this case.

MR. MORRIS: We thought it might be of some aid to the
Commission in seeing another version of this.

MR. UTZ: Mr. Morris, have you examined the well records
of the Commission pertaining to this well?

MR. MORRIS: Yes, we have examined those records.

®




MR. UTZ: You agree they are substantially correct?

e <% . MR. MORRIS: My witness has examined them, I haven't

- - examined them, myself.

! MR. UTZ: Mr. Stokes, do you agree they are substantially
correct?

A The only thing in the Commission's file is the notice
of intent tc drill, and the monthly pressure tests that are re-
quired by the Commission. The rest of the files have been held
in the confidential section.

MR. UTZ: And you didn't get a chance to examine it?

A No, sir.

MR. KELLAHIN: Well, the records will show that was

released a week ago.

ALBUQUERQUE, N, M.
PHONE 243.669

MR. UTZ: Mr. Stokes, did you check out the well file
from the Commission's records, this morning?

A I checked it out this morning.

— ro—

MR. UTZ: Do you have that here?

A And it has a note in it to the effect that all forms with

1
d
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the exception of the ones I have meﬁtioned are in the confidential
file for a period of 90 days from January 3l.
MR. UTZ: Then the completion of the well is not in it?
A It is not in it.

MR. UTZ: The log is not in or is it? Do you know

whether you have submitted a report on this well?

®
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MR. KELLAHIN: It has been submitted; yes, sir.

A Form C-103 has been submitted, but is in the confidential
file.

MR. MORRIS: If the Examiner please, we are not going to
insist on the introduction of this Exhibit Number Two, we offered
it in the hope it might shed some additional light on the subject.

MR. UTZ: If the witness cares to testify as to what he
thinks the condition of the hole is, I think it ought to ke
avceptable.,

A I can refer back to some testimony that was given this
morning by Mr. Hanagan on the fact that you have to mud-up at a
specific data, which is just above the top of the Wolfcanmp,
because if your water hits the Wolfcamp shales, they will slough on
you. I think this is a part of the record, and I want to point oufy
that these shales are still open, and if it is ever necessary to
kill this gas well with water in order to do anything to it,
these shales are still going to slough. The well is completed
in such a fashion it can't be swabbed within 1700 feet of‘the Pay
zone.

MR. UTZ: It is swabbed to the bottom of the tubing?

A Which is 1700 feet above the Pay zone.

Q (BY MR. MORRIS:) To make a long story short, Mr. Stokes,
you just don't feel you are getting your money's worth out of this

deal; isn't that correct?

®
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A We are getting a well, we believe, that cannot be worked
over, and if it ever has trouble will have to be redrilled. We
are willing to pay what we consider is a reasonable cost for that
well, and actually this is a higher cost than we think we could
drill a well properly equipped with casing and tubing for. 1In
other words, we are willing to pay the amount of their turnkey
contract, except for the bottom part of the hcole, which was never
drilled.

Q Mr. Stokes, what is Shell 0Oil Company's position at
this point as to what it is willing to do, what it feels is reas-
onable and it is willing to do with respect to a division of well
cost on this hole?

A We feel that a reasonable fiqure for the cost of this
well would be the original contract price, minus the $27,000.00
which is the amount we estimate it would cost to drill from the
present total depth to the 9,550 foot contract depth. This would
leave a total of $131,627.46, according to the cost figures
furnished by Mr. Hanagan.

Q0 And we are willing to pay three-eights of the total price
submitved, less the $27,000.00 that you have previously referred
to as being the difference in value between the well as it now
stands and the well if it were drilled to 2,550 feet?

A Yes, sir.

Q Shell 0il Company stands ready to pay their proportionate

=
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share at this time?
A Yes, sir, we have offered that amount previcusly.
MR. MORRIS: I believe that's all.

CROSS EXAMINATION

BY MR. UTZ:

Q Mr. Stokes, in your opinion, is this the amount that Shell
could have drilled the well for and obtained an operator under the
same circumstances?

A We believe that we could drill a well equipped with four
and a half inch casing, drilled to 7,600 feet for $121,000.00.

Now, I noticed in the Exhibit regarding well cost, from nearby
wells in the Indian Hills Pool, that each of the wells given was
deeper than the subject well, some ¢f them as much as three thousanfd
feet deeper. In the cases where the wells were anywhere aven com-

parable in depth, they did not have the total costs.

T

Q You have been pretty close to this whole operation through
out the entire procedure; have you nct?
A Yes, sir. |
Q Do you know for what reason Shell was interested in this
well immediately after it caught fire?
A No, sir.
MR. UTZ: Are there any other questions of the witness?

MR. KELLAHIN: Yes.

©
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} BY MR. KELLAHIN:
- B ‘ pa Q My understanding, then, is that you base the reasonable
R |
|~ - well cost on the contract that was entered into by Hanagan?
{Q ! A That was a reasonable well cost for a 9,550 foot well;

[ i yes.

O And then on the same basis you would deduct $27,000.00 as
being the cost of drilling it beyond the point to which it was
drilled, to the contract depth?

A Yes, sir.

Q Now, has Shell drilled any wells in the Indian Basin?

A Not in the Indian Basin.

O Has it drilled any wells in the Indian Hills Pool?

A No, sir.

ALBUGUERQUE, N, M.
PHONE 243.8691

Q Has it had any in connection with area?
A We have no interest.

Q You have no interest. So, actually, you have no figures

on what you can base a conclusion as to what a reasonable well

cost is; do you?

DEARNLEY-MEIER REPORTING SERVICE, Inc.

A We have a well currently being drilled eight to ten miles
e from here that is aimed at the same objectives. We received a

contract price on that well of $8.45 a foot; the well is currently

o

drilling.
” Q That is quitz a low price, is it mt; it is not a normal
— price for yon to get a well of this kind?

©
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A We drilled a well s2veral miles north and east of this
same area last year, a well that was set up for ten thousand
feet and we got a bid of $9.25 a foot on that well.

Q But the well you are referring to is not in the Indian
Hills?

A No, sir, it is eight to ten miles away.

Q Eight to ten miles?

A It's the same general area with the same objectives.

Q Do you know of any well in the Indian Hills that has
been drilled for less than $158,600.007

A Not to my knowledge, no; but the list that was furnished
here does not give the price on the only wells that are equiva-
lent to this depth in this weil.

Q But the bumper wells, those which were drilled to 9,550
feet in that vicinity, cost considerably more than $27,000.00
more than Hanagan's, don't they, on the basis of that Exhibit?
They are in excess of $200,000.00 in each instance, aren't they?

A Here is one to 9500 for $195,000.00.

Q Yes, sir. That is more than $27,000.00 more than --

A Here is one -~

Q The Hanagan well cost, isn't it?

A Here is one to 8945 feet for $165,000.00. That is
seven thousand more than you are asking, and it went almost

2,000 feet deeper.
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Q Less than a thousand feet deeper, didn't it?

A 8945 from 7366; that is 1500 feet.

Q Fifteen hundred feet. Isn't it Shell's position that if
a perscn has a contract with a contractor and the well catches
fire, then you hold the contractor to the contract even though
there is a dispute, whether it is a turnkey job or not?

A It is our position that that ié a matter of negotiation,
and we were not a party to the negotiations that your parties
had with Marlo and it's our position that we wouldn't have been
quite so generous.

Q Then you just question the ability of Hanagan to bargain,
is that right?

A I have no knowledge of his ability to bargain.

0 You are questioning our results, sc I say you are
questioning the ability of the bargainers. You say you can dril$
the well for $121,000.00 in your opinion. You haven't drilled
any wells yourselves in the Indian Hills?

A No, sir.

Q And you haven't any experience with the lost circulation
zones which you encounter in this field, have you?

A Well, I believe that if you know they are there, and
you are looking for them, you can handle them.

Q Does Shell, as a matter of practice, use the turnkey

contract?
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3 We are primarily footage.
Q And so you really haven't had any experience with

turnkey contracts?

A I am familiar with their contracts, I know what they are
I realize that the liability in a turnkey contracts is of --
Q But the degree of liability depends on the individual
contractor, doesn't it?
A That's correct.
MR. UTZ: That's all, thank you.
MR. MORRIS: I have a couple of gquestions.
MR. UTZ: All right.
MR. MORRIS: I would like to have this marked for
identification as Applicant's Exhibit Number Three.
{Whereupon, Applican'ts Exhibit
Number Three marked for identificatioj

REDIRECT EXAMINATION

BY MR. MORRIS:

Q Mr. Stokes, since you have testified that you have
figured Shell could drill a well to this depth for $121,000.00,
I will ask you if you have made a detailed study of the cost
involved to substantiate that figure?

A Yes, we have a detailed estimate of cost prepared by

our Drilling Section. It has been marked as Exhibit Three.

—

This shows our estimated footage contract, $8.45 a foot

—_
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for 7,800 feet. It would be a cost of $€5.910.00_ We show two
drillstem tests for $1,000.00 and electric log service for $3,
300.00, and rig day work while surveying; that is three days
at $1,000.00 a day. On completion cost we show $1,500.00 for
well stimulation; $800.00 for perforating; and $2,000.00 for
labor during completion operations; $3,000.00 for drill sites
and roads; §$5,000.00 for mud mmaterial, and equipment. Show $4,
500.00 for cement and cementing services; $1,200.00 for casing
accessories; $900.00 for miscellaneous, intangible; $800.00 for
tangible equipment.

We show 200 feet of 13 3/8ths casing at $1,200.00;
3200 8 5/8ths at $9,300.00; and 7800 feet at $2,500.00; for
Christmass Tree $5,200.00, which gives a total c¢ost of $121,000.(
This is comparable to the estimate we had for our Shapwell well
which is drilling eight to ten miles away, on which we did obtaiir
an $8.45 contract from Laughlin Brothers Drilling Company, and
that contract is for 8,300 feet, I believe, somewhat deeper than
this seventy-eight.

MR. MORRIS: I have no further questions.

MR. UTZ: Are there any other questions?

RECROSS EXAMINATION

BY MR. KELLAHIN:

¢ Is this contract you referred to a turnkey contract?

A This is a footage contract.

po. .
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Q You buried the risk of any othex cost being in e:;....:
of what your --

A On a certain amount. Most of our contracts provide
that after 48 hours of lost circulation that rig time is on
Shell, but it has to be 48 hcurs continuous. In other words,
if he has 40 hours of lost circulation, regains it for six
hours and loses it again, he starts all over. Most of our
contracts hold provision where we don't assume complete
liability for ary mishap.

Q But you do assume liability for most of the mishaps,
don't you?

A Under footage contracts; yes, sir, to some extent.

Q@ DUnder those circumstances, the cost could easily be
far in excess of your estimate of $121,000.00?

A Yes, sir, that's right.

Q Even lost circulation could run in excess of that?

A That's true. If we lost circulation and weren't able
to regain it.

Q0 On what do you base the figure of $5,000.00 for mud?

A Primarily on our International Federal McKee, which is
located about seven miles northeast of here, which had the same
objectives, and on which our mud bills were $5,000.00.

Q It had no shows at all in that well?

A We had shows, we did not make a well?
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! o Q Do you know of any well that you used that small amount
i Z
>
p= § of mud in the Indian Hills Basin, Indian Basin?
. | z
twn- . ? A The only data I have on mud bills is on your Exhibit.
. we -
. e &
;; ! ¥ § Q You haven't investigated what the general experience
= b g %
i 2 § has been there in order to arrive at a reasonable figure for
b = § drilling in that pool, have you?
< A Would you repeat that?
bt < 3
% 5 3
b g 3 Q Have you investigated the drilling experience in the
r4 w
pe s 8 . . . :
;5 > § Indian Basin or the Indian Hills Pool in order to allow what
i- | g g . . 2 .
: : rr s £ X is a reasonable figure for drilling there?
e 2 B
5 E & . A No, we have no interest in any of the wells there,
i S z é
as i i
be = b1 s therefore it would be difficult for us to obtain the information.
= %%
. a ¢ g We drill a lot of wells in New Mexico, in all sections of it.
' . — » =
9 i We are pretty familiaxr with going contract rates in most parts
F.' ‘;‘ -
; of Southeastern New Mexico. We use these figures in arriving
g« -
; ' s at our estimates prior to securing bids and we are wvery seldom
b
; off on our footage contract rates.
i ]

Ve Q Now, it is true, is it not, Mr. Stokes, that you can

Tf encounter different circumstances in different pools, even
b
,iw though they may be just a few miles apart?
; A Yes, that's true.
x MR. KELLAHIN: That's all I have.
~ MR, UTZ: Mr. Stokes, to your knowledge, has Shell ever
= adjusted the contract when the operator was obviously in trouble],
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the drilling contractor was obviocusly in trouble?
A We have renegotiated contracts.

MR. UTZ: Are there any other questions? The witness
may be excused.

(Witness excused.)

MR. UTZ: Mr. Morris, dc you have any other testimony?

MR. MORRIS: I don't have any other testimony, I would
like to make a very brief statement?

MR. UTZ: Statements are in order at this time.

MR. MORRIS: I will try to be very briet,.

As previously stated, Shell 0il Company has no oppositio
to being force-pooled. In this case, we have no opposition to
paying our reasonable well costs in this well, May I point cut
our share is three-eights of the total. It is our position,
however, that the costs as presented by the Applicants are un-
reasonable, and that they are unreasonable even if the Hanagans
actually have incurred those costs; they are still unreasonable.
And we should not be saddled with the payment of our proportiona
share of unreasonable payments that have been made.

In effect here, as has been seen, the Hanagans have a
turnkey contract. Under that turnkey contract they weré en-
titled to have a well drilled to the Morrow at 9550 and for that
to pay $129,000.00 some odd dollars as the turnkey price. 1In-

stead, we have a well drilled to less than 7,500 feet with junk

-
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in the hole that will make any workovers practically impossible:\
that will jeopardize the future of this well: and the same price
is paid for that kind of a job as they were obligated to pay
under the turnkey job.

Now, in effect, what Shell's position is, is that the
Hanagans can't make a pbad deal and saddle us with paying our
share of it. That is what it boils down to in 3 nutshell.

Under a turnkey contract, as that term is recognized in
the law, and as it is recognized also in the oil and gas busines
there is no obligation to pay anything under that contract
except upon full performance. 1f thexre is something less than
full performance, then you forget the contract price, and you
start whittling away at it to decide how much you are going to
take away from that turnkey price in ofder to arrive at a rea-
sonable value to the operatox. We have presented testimony O
show that the $27,000.00 should have been deducted from the
3129,000.00 in order to arrive at what the reasonable cost was
that should have peen paid py the operators: hy the owners of
this well; that that was the value of the well to them of what
had been actually done by the contractor. recognizing that the
contractor under the turnkey contract has assumed the liabiity
of paying for all of the cost of the blowout and the fire.

We always comeé pback to the same point and that is: We

pad deal by going ahead and paying!

—

—_

feel that the Hanagans made a
-

14
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the full contract price and getting much less than what they are
entitled to under that contract, and now they are trying to turn
around and saddle us with three-eights of a bad deal. Shell has
stated for the record that they stand ready and willing here

and now to pay three-eights of what they consider to be a rea-
sonable well cost, which is the schedule submitted less the
figure of $27,000.00, and we submit to the Commission that it
should enter its force-pocling. These properties and allocating
well costs upon that basis as being reasonable well costs to be
paid by the parties, proportionate to their interests.

MR. KELLAHIN: I think we are losing sight of the fact
that what we are talking about is a commercial well which is
potentialed in excess of two hundred million, and virtually
evary indication is that we have here a well that i. worth
several million dollars that will be ultimately realized from
that well.

To £~, we are trying to saddle Shell with a bad bargain
strains the situation beyond all reason, for this reason: 1In
the first place, it was not a bad bargain. Shell has assumed
none of the risks that were involved in the frilling of this
well, and certainly there were risks, as events proved. They
have not borne any part of the costs up to date, they have prove
benefits received from their tract of the land as a result of

the activities of Hanagan.
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Now then, they say that we should have held the contractd
to the contract price to the Morrow less $27,000.00, when there
is not a well, there has not been a well drilled in the entire
pool, either the Indian Basin or the Indian Hills as far as the
evidence in this record shows, which did not cost in excess
of the amount we are talking about here. We are talking about
$158,627.46. There hasn't been a well drilled in the pool that
cost less than that, regardless of the depth. We are talking
about anywhere from a few hundred feet to a couple of thousand
feet, but even so, if we added the cost of the deeper drilling,
none of these wells -~ for example, here is one drilled to
9,476 feet at a cost of $225,000.00. You take your $27,000.00
away from it, they are talking about, and you are still in
excess of the price of this well.

We have endeavored in every way possible to bring to thig
Commission information on drilling costs in the area involved.
Now, to talk about drilling costs eight or ten miles away, or
in Southeastern New Mexico, that evades the guestion; we are
not drilling wells in Scoutheastern New Mexico, except in this
one pool, and this is where the costs were incurred and this is
where the risks were incurred, and that factor is clearly shown
by the facts we presented to the Commission.

For example, on the mud cost, the least figure that

was given to Hanagan in his efforts to find out the drilling

r
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costs was $10,000.00 for mud. They give us a figure of five.
There hasn’t been a well drilled that used that small amount of
mud. One of them run for that Marathon Indian Basin No., 1

Well was $47,000.00.

Now, to say that we should reduce the cost by $27,000.00
is absurd. This contract has been referred to continuously
by Mr. Morris as a turnkey contract. I think the cocntract will
speak for itself, but certainly Hanagan was not without advice
of Counsel that there may be a liability involved here at the
time this renegotiation was made. In addition to that contract,
he was not in a position to want to break up the drilling
contractor and force him to carry the whole burden here.

It was also testified that Shell at that time thought
enough of the hole and offered to take it over without any
payment. It was apparently a good deal for them at that point,
but of course, Hanagan'was not ready to make that kind of a deal
Subsequent to that, Shell has offered $50,000.00 as a share of
the costs. What we are talking about is the actual costs incurr
here. We submit that they are the $158,627.46, that is what

was paid for this well, and the testimony shows on each item

cost, and that is the matter that is covered by the statute.
The actual cost of the well, but not in excess of what is rea-

sonable. There is no charge here for the fire. The fire

what the money went for. We also showed that this is a reasonable
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the driller some $85,000.00, and we didn't add that on here.
Hanagan didn't pay that. The driller paid it.

Now, as I say, Shell has assumed none of the risks
here, and we submit that the risks were there and they were
incurred and paid by Hanagan, and that at this time we are
entitled to one hundred and fifty percent. We don't feel it
unreasonable that they should be given a raasonable time to
make up their minds, say, within ten days or some such time,
whether they will pay now or whether such recovery is out of
production, and make the risk factor contingent upon that de-
cision. We submit whether they pay now or the recovery is out
of production, Hanagan is entitled to one hundred and fifty
percent of the risks that were incurred to the driller of this
well, and we ask the Commission to enter an order in that
effect.

MR. MORRIS: Actually, little attention has been given
in this Hearing to the question of the risk factor, except that
Mr. Kellahin plans injecting new areas of contention into the
Hearing, at this point by suggesting that the Commission depart
from issuing the standard force-pooling ordes to eliminate the
choice which is customary in pooling orders, giving the person

being pooled the alternative within a given period cf time,

which I believe almost always has been 30 days, to either pay

actually cost, it is not in the record, Lat the fire actually cost

P
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!hi* share of costs and thereby escape the penalty, or not pay
his share of Costs and let it pe kept out of pProduction, with
pPenalty.

We have costs here, a bona fide dispute as to what are

reasonable Costs, and this jis a@ problem that we are laying in

of production.

MR. KELLAHIN: If the Examiner Please, there is nothing
in the statute which make any such Provision. 1t Provides that
the non-consenting owner would pay his reasonable cost which
may include ga risk factor of fifty pPercent, and it doeg not

Say it should be pPaid out of production or any other manner.

— N - —
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