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SEAL" 

P R O C E E D I N G S 

BY MR. J. D. ATWOOD: Gentlemen of the Commission, I appear 

i n behalf of the Petitioner, and request the permission of 

the Commission f o r Mr. Sanderson, General Superintendent of 

the Gulf O i l Corporation t o explain the reasons and s i t u a t i o n 

which has caused the Company to f i l e t h i s p e t i t i o n , and I 

introduce Mr. Sanderson. 



MR. SANDERSON: Recently the Gulf Company d r i l l e d 

four wells i n the Drinkard area i n Lea County, 

5,000 to 7,000 feet i n depth. At the present time 

the Company is d r i l l i n g four additional wells on 

short term leases i n that p a r t i c u l a r area. These 

wells cost from 1,000 to 150,000 d o l l a r s , depending 

of the depth of them. I t i s the desire of the Gulf 

to develop these deeper reserves,but under present 

allowable set up, 45 to 46 barrels per w e l l , i t w i l l 

be uneconomical for the Company or any other oper­

ators to develop these reserves. Therefore, we 

thought that the deeper wells should have some ad­

d i t i o n a l consideration i n regard t o allowable, and 

over the past several months the matter has been 

discussed w i t h my operators. So far as I know none 

of the operators object or disagree with the idea. 

I n order t o bring the matter to a head, the Company 

decided t o f i l e an application with the Commission 

fo r a hearing on the matter, i n addition to c l a r i f y ­

ing the s i t u a t i o n . For the convenience of the Com­

mission and other operators, the Company decided to 

draw up a proposed order and submit to the Commission, 

which was done. This order was circulated to the 

various operators i n the f i e l d . I t was not wi t h the 

idea t h i s would be tb.6 sf;me order, but rather i t 

would c l a r i f y the s i t u a t i o n and give something def­

i n i t e to work on. We realized from the beginning 

there w i l l doubtless have t o be some modifications 

of t h i s order i n order to conform with the present 

orders of the Commission, but we thought t h i s was a 

better way to handle i t . That i s the reason f o r the 

Gulf's application for hearing on the additional 

allowables for the deeper well at t h i s time. 
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GOVERNOR DEMPSEY: Mr. Sanderson t h i s scale between f i v e 

and six thousand f e e t , you w i l l get a rate over the allow­

able f o r the lesser depth well? 

MR. SANDERSON: Yes s i r . 

GOVERNOR DEMPSEY: I f a well at three or four thousand f e e t , 

i f the allowable was. raised or decreased, would you raise or 

decrease with that? 

MR. SANDERSON: Yes s i r . 

GOVERNOR DEMPSEY: What time would that continue? 

MR. SANDERSON: I n d e f i n i t e l y . We made some calculations 

i n some of those deeper wells - i t would recuire 20 years 

to pay out. I think from a conservation standpoint i t 

is desirable to develop these deeper reserves because tne 

present f i e l d s are exhausting I think rather r a p i d l y . 

I was surprised with many marginal wells i n Lea County, 

at t h i s time I think t h i r t y of them - I think we should 

encourage the development of these deeper horizons. 

GOVERNOR DEMPSEY: You think there should be no l i m i t of 

time as to how long t h i s allowable is permitted? 

HR. SANDERSON: The way we have the thing figured out, 

is to make the pay out on these deeper wells approx­

imately the same as on the shallow wells. This present 

proposal does not cuite accomplish that, i t i s a l i t t l e 

too low. 
afte r 

GOVERNOR DEMPSEY: You t h i n k / x l the period when you have 

recovered the additional amount you should s t i l l have the 

additi o n a l allowable? 

MR. SANDERSON: Yes s i r . 

GOVERNOR DEMPSEY: Colonel do you think the Commission has 

the authority i n the present law to do this? 

MR. ATV.'QOD: I t is my opinion under the present conservation 

law the Commission can make classi f i c a t i o n s for pro r a t i n g 

purposes and for extention of development, so long *s the 

cl a s s i f i c a t i o n s are on a reasonable basis, no complaint can 

be made. We have now allowance for discovery wells that the 
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d i s c o v e r y gets when the person who o f f s e t s him does not 

get i t . The Commission d i d t ha t because i t i s i n the 

Compensation Ac t t h a t guarantees t h a t every opera tor w i l l 

be t r e a t ed j u s t e x a c t l y a l i k e . 1 understand the Gul f peo­

p le want t o e s t a b l i s h a depth as the s o - c a l l e d deeper 

p r o d u c t i o n , as d i s t i n g u i s h e d f rom the shal low p r o d u c t i o n . 

The Gulf thought 5,000 f e e t would be the proper b a s i s . 

Of course , a w e l l 4,995 f e e t w o u l d n ' t get the bonus, where 

5,001 f e e t w o u l d . There must be some way t o draw a l i n e ( 

t h i s i s merely a suggestion o f the G u l f , 5,000 f e e t f o r 

the beginning of the so -ca l l ed deep p r o d u c t i o n ) . 

As I understand i t , t h i s plan is not so much t o take care 

of the 5,000 f o o t s i t u a t i o n as i t is to take care of the 

deeper s t u f f , and we have a witness w i t h f i g u r e s we would 

l i k e t o put i n the record , but f i r s t would l i k e t o have 

the Commission or anyone i n t e r e s t e d to ask any q u e s t i o n s . 

GOVERNOR DEMPSEY: We now have an a l lowable t o deep w e l l s as 

d i s c o v e r y we 1 l s , should tha t cont inue w i t h t h i s as a d d i t i o n a l ? 

MR. SAN: ERSCM: Yes s i r , I t h i n k so . Because the o r i g i n a l 

w e l l , j u s t one w e l l in the pool gets the a l l o w a b l e . 

GOVERNOR DEMPSEY: For a term, a c e r t a i n per iod - What would be 

ths e f f e c t upon the d i scovery wel 1 i n t h i s c o n d i t i o n ? 

MR. SANDERSON: Wouldn' t be a f f e c t e d at a l l . The d i scove ry 

gives a c e r t a i n number o f bar re l s of o i l which ~>ust be pro­

duced w i t h i n a years ' t ime . 

GOVERNOR DEMPSEY: You contemplate they get both? 

MR. SANDERSON: Yes. 

MR. ATWOCD: I t i s ~ry understanding a d i scovery wel 1 

n e a r l y always costs more than t h subsequent w e l l s . That 

i s the reason f o r g i v i n g the bonus is t o o f f s e t tha t un­

usual c o s t . 

GOVERNOR DEMPSEY: Any other persons desire t o ask any quest ion? 

KSVILLS PET'ROSE: You estimate your cost on your present 

development one t o one hundred f i f t y thousand d o l l a r s ? 

MR. SANDERSON: That is r i g h t . 
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MR. PENROSE: I n t h a t area there are approximately 800 pro­

ducing w e l l s of about 4,000 bla^rrels, what would you estimate 

the cost was? 

MR. SANDERSON: Around 30,000 d o l l a r s . 

MR. PENROSE: About 80 of those w e l l s are s t i l l i n the red, 

and some of them are 7 or 8 years old? 

;IR . SANDERSON: I don't know about t h a t . 

r'H. PENROSE: In an e f f o r t t o j e t a release, would the Gulf 

Company apply t o the OPA f o r an increase f o r the p r i c e of the 

o" 1? 

MR. SANDERSON: Not t h a t 1 know o f . 

MR. GEORGR SELLINGER: Governor, i n answer d i r e c t l y t o 

your question i n regards t o the Conmission, in my op i n i o n 

sections 11 and 12. give you the a u t h o r i t y t o grant the 

a p p l i c a t i o n as set f o r t h by ths Gulf. I believe undsr 

those two sections you can grant t h a t a u t h o r i t y . 

( A f t e r being d u l y sworn t o t e l l the t r u t h , the whole 

t r u t h and nothing but the t r u t h , Mr. Lloyd Gray tes­

t i f i e d as f o l l o w s ) 

MR. ATwTOD: Where do you l i v e ? 

MR. GRAY: Tulsa. 

MR. ATWOOD: What., is your o f f i c i a l connection w i t h the Gulf? 

MR. GRAY: Chief production engineer. 

?*R . ATWOOD: For how long? 

MR. GRAY: 17 years. 

MR. ATWOOD: How long i n the present capacity? 

MR. GRAY: 5 or 6 years. 

MR. ATWOOD: You have heard the i n t r o d u c t o r y statement by Mr. 

Sanderson w i t h reference to 4 he increased cost of d r i l l i n g t o 

deeper depths, have you compiled any fig u r e s on samples of 

d r i l l i n g costs In New Mexico, i n the area i n which your Company 

operates ? 

MR. GRAY: Yes s i r . 

MR. ATWOOD: Gentlemen of the Commission, we o f f e r E x h i b i t A, In 

evidence, a f t e r f i r s t ha ing i t i d e n t i f i e d hy the witness. - Is 

t h i s e x h i b i t a graph showing the increase i n cost of Increasino 

depth? 
-6-



MR. GRAY: Yes s i r . 

MR. ATWOOD: You prepared tha t? 

MR. GRAY: 1 had i t prepared. 

MR. ATWOOD: W i l l you make a d e t a i l e d exp l ana t i on to the 

Commission o f t h i s graph? 

MR. GRAY: The l i n e t h a t goes d i a g o n a l l y acros? the paoe 

shows the cos t f o r v a r y i n g dis tances down to 12,000 f e ? t 

on the r i g h t hand s ide of the curve is shown the f i g t i r s 

f o r d is tances a c t u a l l y d r i l l e d w e l l s at the present t i m e . 

GOVERNOR DEMPSEY: Wi ldca t I presume? 

MR. GRAY: No not w i l d ca t f i g u r e s . 

I t has the cos t of a completed w e l l . S t a r t s around 3,800 

f o r $29,000, 7,000 f e e t $130,000, 10,000 f e e t es t imate cos t 

$207,000. These cost f i g u r e s , I b e l i e v e , w i l l f a i r l y rep­

resent an e x p l o r a t i o n mark. The cos t of d r i l l i n g these 

deep w e l l s i s enormous. I d o n ' t be l i eve a t the present 

t ime the r e t u r n on Investment i s s a t i s f a c t o r y . As a mat­

t e r o f f a c t , i t i s e n t i r e l y poss ib le i f the a l lowable i s 

not increased the n a t u r a l resources might not be e x p l o i t e d . 

MR. ATWOOD: Any member of the Commission des i re t o ask any 

ques t ion? 

(No quest i ons ) 

MR. ATWOOD: Have you prepared any est imate or sample costs f o r 

w e l l s at 7 and 10 thousand f e e t , to show the time requ i red f o r 

paying o f f on those costs on the present a l lowable basis? 

MR. GRAY: Yes s i r . 

( E x h i b i t B presented to the Commission) 

MR. ATWOOD: The f i g u r e s f o r the 10,000 f o o t w e l l , go ahead and 

e x p l a i n those i t ems . 

MR. GRAY: This i s a sample c a l c u l a t i o n showing the re­

qu i r ed pay f o r w e l l s of a greater depth than the present 

w e l l s . One i s 10,000 fee t and the other i s 7,000 f e e t . 

The 10,000 f o o t w e l l is estimated at $270,000 and the 

es t imated opera t ing cost f o r i t $120 a month, I be l i eve 

t h a t would be conse rva t i ve . 
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MR. ATWOOD: On the assumption i t is a flowing well? 

MR. GRAY: Yes s i r , an allowable of 35 barrels per day, 

revenue of $1,040 per month - 21.6 years. 

MR. ATWOOD: I f discounted at 5%, approximately what increase 

would there be in time? 

MR. GRAY: 25 to 27 years. 7,000 feet,$130,000 on the same 

basis as the one previously would pay out in 10.4 years, 

at a discount of 5% per year would pay out in a period of 

14.5 years. 

MR. ATWOOD: On the assumption both wells are flowing the 

allowable ? 

MR. GRAY: Yes s i r . 

MR. ATWOOD: I f the wells should not flow you would have a 

pumping cost in addition to the cost you have shown here? 

MR. GRAY: That is correct. 

MR. ATWOOD: Any member of the Commission have any question on 

that exhibit? 

GOVERNOR DEMPSEY: No. 

MR. ATWOOD: Mr. Gray, based upon these figures, I believe you 

have stated i t is doubtful there w i l l be any general development 

on the present allowable basis. 

MR. GRAY: That is correct. 

l.ul. ATWOOD: With these figures set f o r t h in a p e t i t i o n , using 

the present allowable as the basic u n i t , and step up as sug­

gested in the p e t i t i o n by increasing the depth, about how much 

time would be required then? 

MR. GRAY: I have not made a calculation on th a t , but 

I would estimate i n the neighborhood of 7 or 8 years. 

MR. ATWOOD: What is the normal pay out time the Company figures 

on the we 1ls ? 

MR. GRAY: I don't believe they could operate much longer 

than 7 or 8 years. 

MR. ATWOOD: You heard Mr. Sanderson's statement - how many 

deep wells the Quit is d r i l l i n g In Lea County - are there any 

other wells they are d r i l l i n g ? 

MR. GRAY: I believe about 17. 

Lit. ATWOOD: D r i l l i n g wildcatting or necessity? 



MR. GRAY: Quite a number through necessity. 

MR. ATWOODi In order t o hold the lease. I f the allowable Is 

not increased is there any likelihood these companies d r i l l i n g 

these wells w i l l proceed to develop the pools? 

MR. GRAY: With the low return I don't believe they would 

be j u s t i f i e d . 

MR. ATWOOD:The fact that some of these companies d r i l l through 

necessity, is there any likelihood another company would d r i l l 

through necessity. 

MR. GRAY: That is correct. 

MR. ATWOOD: State whether or not in your opinion economic waste 

results i n using funds i n d r i l l i n g wells that w i l l not pay out 

In 20 years. 

MR. GRAY: i think that is r i g h t . 

MR, ATWOOD: These figures here represent the nearest expense 

incurred in d r i l l i n g company wells? 

MR. GRAY: Correct. 

MR. ATWOOD: Doesn't that consider risks sustained in d r i l l i n g 

dry holes? 

MR, GRAY: No s i r . 

MR. ATWOOD: Is that item l i k e l y to be a considerable item i n 

the Lea County area. 

MR. GRAY: I t usually is a sizeable item In the early stage: 

MR. ATWOOD: Hasn't there been a number of dry wells d r i l l e d 

already i n Lea County? 

MR. GRAY: I think that is correct. 

MR. ATWOOD: That Is a l l for me gentlemen. 

GOVERNOR DEMPSEY: Any questions from any of you gentlemen? 

(No questions) 

MR, SELLINGER: In d r i l l i n g a well through necessity by o f f ­

s e t t i n g operator wMre .economical l y would not be j u s t i f i e d , 

would that i n your opinion be termed d r i l l i n g of an unnecessary 

well ? 

MR. GRAY: Not necessarily that, but are unprofitable. 

MR. SELLBNGER: Economically i t would not pay the operator to 

operate that well? 

MR. GRAY; Yes s i r . 
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MR. SELLENGER: But a t the same time would have a tendency 

of not p e r m i t t i n g f u l l development o f tha t r e s e r v o i r ? 

MR. GRAY: I be l i eve t ha t is c o r r e c t . 

MR. ATWOOD: (Next w i t n e s s ) 

Please State Your name. 

MR. WILLIAMS. C. B . W i l l i a m s . 

MR. ATWOOD: I be l i eve you est imate the cos t of a 7,000 f o o t 

w e l l a t $130,000. 

MR. WILLIAMS: That i s c o r r e c t . 

MR. ATWOOD: I t occurs to me t o be r a the r h i g h , but I j u s t 

wondered i s t h a t your est imate of the cos t of the w i l d c a t w e l l 

or d i s c o v e r y w e l l ? 

MR. WILLIAMS: On our o r i g i n a l w e l l $150,00 was the c o s t , 

and the 2000 f o o t w e l l $135,000. That would not be on 

r egu la r e x p l o i t a t i o n . Those other f i g u r e s were d r i l l i n g 

cost and se rv i ce equipment. 

MR. ATWOOD: Do you b e l i e v e a f t ~ r a d i scove ry Is made I n 

the f i e l d where the depth is 7,000 f e e t the cos t o f the sub­

sequent w e l l s and development of the f i e l d would average $130, 

000? 

MR. WILLIAMS: I d o n ' t be l i eve i t would miss i t v e r y f a r . 

MR, ATWOOD: Your estimate is based on the o p e r a t i o n i n the 

Dr inkard Area? 

MR. WILL LAMS: That i s c o r r e c t . 

MR. ATWOOD: Do you f e e l one could go f a r enough t o p r e d i c t a 

7,000 f o o t w e l l i n some other pa r t o f Lea County would cost the 

same? 

MR. WILLIAMS. I t h i n k the d r i l l i n g c o n d i t i o n s i n the 

va r i ous p o r t i o n s of the County would be e s s e n t i a l l y the same. 

MR. ATWOOD: Then you f e e l the al lowable proposed should be set 

up as a basis f o r de te rmining the permanent a l lowables of a l l 

f u t u r e w e l l s d r i l l e d in those t r a c t s ? 

MR. WILLIAMS: That is c o r r e c t . These f i g u r e s on the l e f t 

hand s ide of t h i s graph show a cost of a 3800 f o o t w e l l , f o r 

example a 7,000 f o o t w e l l i s going to cost 4.48 times as a 

3800 f o o t w e l l . I n the sample o r i e r a 7,000 f o o t w e l l i s 
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— - f r o m 6 to 7 thousand f e e t , for 1.77 the r a t i o we put on 

allowable i s not anywhere near where the actual cost r a t i o i s . 

I think for that reason you are j u s t i f i e d in making that perma­

nent allowable. 

MR, ATWOOD: These estimates are made under present conditions? 

MR. WILLIAMS: That is r i g h t . 

MR. ATWOOD: Do you not think of the cost of development under 

present conditions as being abnormally high? 

MR. WILLIAMS: That is r i g h t . 

MR. ATWOOD: In the past years the wells have cost a good deal 

less than they do now, is that right? 

MR. WILLIAMS: That Is r i g h t . I feel the r a t i o of cost for 

various depths is r i g h t . In a few years when there are nor­

mal conditions the r a t i o of 7,000 feet and 3300 feet w i l l 

probably be s i m i l a r . 

MR. AT/COD: Your factors are based p r i m a r i l y on economics or 

reasonable p r o f i t s ? 

MR. WILLIAMS? Yes s i r . 

MR. ATWOOD: Do you not feel there are many other factors i n 

determining the permanent allowable of the f i e l d other than 

Just the depth of the well? 

MR. WILLIAMS: I don*t know how they could be brought into 

form. New Mexico has been outstanding. They have had a 

formula for allocation and so far as I have been able to 

observe everybody has been quite happy with the use of the 

formula. What we have t r i e d to do is to cut t h i s depth 

fac t o r Into the old formula. 

MR. ATWOOD: Yes I agree our basis of allo c a t i o n of allowables 

in the past has been q u i t satisfactory, but in order to deter­

mine the e f f i c i e n t rate on which a well should be set, should one 

consider the character of the reservoir. The type of the reser­

v o i r , type of energy you have with the formation such as water 

deposit or gas deposit. 

MR. WILLIAMS: I think those items should be considered, 

but the study of that w i l l naturally be taken care of by 

Ind I v i d t i a l pools,. 



MR. ATWOOD: I ara not trying to f i n d objection to your idea for 

your allowable f o r new wells or new pools, but i t occurs to me that 

as more wells are d r i l l e d and we hav- more technical information 

on the f i e l d , that those things should be considered ln f i x i n g the 

state allowable any higher than the formula based j u s t on depth 

alone might be very far out of line in some pools. Do you not 

feel the rate of production you have pr.posed in some cases, those 

were too low,for others, they might be e n t i r e l y too high in order 

to get s u f f i c i e n t recovery of the o i l . 

MR. WILLIAMS: I think that is possible, but s t i l l feel that 

should be taken care of by individual pools, 

MR. ATWOOD: I understand you proposed to set these factors up to 

hold as a general r u l e , to f i x the permanent allowable to wells -

Do I understand a f t e r the f i r s t 4 or 5 or 6 wells i n a pool are 

completed and more information on the type of reservoirs is a v a i l ­

able, i t would be hard to consider those various factors i n order 

to determine for the allowables for those wells? 

MR. WILLIAMS: I think that could be done. To my knowledge 

we have ne\'er gone back and studied the matter. 

GOVERNOR MILES: What do you refer to about formula? 

MR . WILLIAMS: Our allocation formula, regular formula f o r 

individual well and also allowable for pool. 

GOVERNOR M.LES: The object of the past development, generally 

speaking, most of that production has come from the sand area 

section, i t is quite l i k e l y the character of the reservoir is more 

uniform than at the deeper zones. 

MR. WILLIAMS: The reservoir energy of the deeper pools Is 

subs t a n t i a l l y greater than on the shallow horizons. 7,000 feet 

probably for 2200 or 2300. The gas in the solution on shallow 

horizons are from 400 to 600 Cu. Ft. I think i n general the deepe; 

horizons wells support higher rates. 

GOVERNOR MILES: Do you think as deeper development progresses i t 

may be found from the spacing of wells proposed in your order 

might be preferable and afford a better basis for a l l o c a t i o n , taking 

int o account the economics and the rate to which wells should be pro­

duced and of course economically I refer to the rate of return on your 

investment, also the ultimate rate and that i t might be some other 

spacing of wells might be desirable. > -



When you t a l k about spacing - th i s proposal you w i l l have as I 

understand Is based on one well to 40 acres and the spacing is 

300. 

MR. WILLIAMS: The area should be 330. 

GOVERNOR DEMPSEY: That is the boundary line - 36Q is the boundary 

1 ine 7 

MR. WI LLIAMS: So far as that state i s concerned, but then agai 

I believe that should be taken care of on individual pool. 

MR. PENROSE: Isn't there a p o s s i b i l i t y I f t h i s request is granted 

i t might not work a hardship on many of the smaller operators in 

New Mexico? 

MR. WILLIAMS: I do not believe i t work any hardship - at the 

present time there is a number of wells in Lea County unable 

to make t h e i r allowable, I believe we should discover more 

wells to maintain the ifcjslls in the state, 

MR. PENROSE: There are a l o t of operators i n Lea County I don't 

suppose have $150,000 to d r i l l a w e l l . A l o t of wells in Eddy 

and Lea County s t i l l in the red - when was your application made? 

MR. WILLIAMS: About a month ago, 

MR. PENROSE: In the length of time there has been a great many 

changes in the world conditions and in the o i l business, and I 

would say we have every reason to believe we w i l l get smaller 

allowables ^§g^ e r o r l a t e r as the allowables of the state are re­

duced i t i s going t o have to be proportioned with the owners of the 

smaller w e l l s . I n the last two or three weeks there have been two 

or three places i n Texas crude has gone into storage, no demand for 

MR. WILLIAMS: I think the additional allowable for deep 

wells has been shown to be j u s t i f i e d . In Oklahoma one f i e l d 

the allowable is 150 ^is 150^ barrels a day, so we are well 

w i t h i n what other states allow. 

MR. PENROSE: Our allowable is now 110, barrels. Suppose i t would 

have to be cut, wouldn't the people with the smaller wells have to 

take a lower allowable? 

MR. WILLIAMS: I t is going to affect, them either way. I think 

you w i l l f i n d the decrease in the allowable - the decrease in 

capacity w i l l take care of these pools. 
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MR. SANDERSON: In regard to Mr. Williams' statement, due to 

high gas-oil r a t i o s , perhaps we should not have a f l a t allow­

able. You have provided In t h i s order that where there are 

special pool allocations that they w i l l conform to t h a t , sub­

j e c t to progress, 

MR. WILLIAMS j That is correct. 

MR. SANDERSON: I f some wells should be allowed to produce 

more than others, t h i s would pr o h i b i t t h a t . 

GOVERNOR DEMPSEY; Assume the Commission would grant t h i s order. 

I f a deep well was d r i l l e d and expended - do you think i t would be 

good on the part of the Commission to cut them back? 

MR. SANDERSON: I see no reason why these general orders 

should be expected to last i n d e f i n i t e l y . 

GOVERNOR DEMPSEY: .That was the f i r s t you asked f o r * 

MR. SANDERSON: I think that as conditions change, I t is 

necessary that these orders be changed, as Mr. Williams 

suggested, the cost of d r i l l i n g should drop to h a l f what 

i t is at the present time i t would be uneconomical to use 

these old f i g u r e s , I think the Commission should take care 

of those conditions. 

GOVERNOR DEMPSEY: Don't you think that q u a l i f i c a t i o n should be 

included in thi s order? 

MR, SANDERSON: Yes s i r . 

MR, ATWOOD: I understood Mr. Sanderson to say, Governor, when 

you asked him i f t h i s should be permanent - I understood him to 

say permanent u n t i l changed by the Commission, 

GOVERNOR DEMPSEY: Yes. 

MR. ATWOOD: The si t u a t i o n has arisen now that was not when the 

o r i g i n a l program was set up. Now we have conditions which c a l l 

f c r the method and basis of allocation conditions, and in the 

future w i l l c a l l for another change. There is no. order that can­

not be set aside or modified by the Commission at a future date. 

GOVERNOR. DEMPSEY: 1 think the Commission should have more time 

on t h a t , and include i t i n the ordereand not cause any misunder­

standing. I do not agree that this allowable is going to drop 



to 74,000 barrels a day a f t e r the f i r s t year, I th ink they do not 

l i ke to have you increase i t n o t . We have set the allowable at 

a smaller amount than Senator has requested. 
a f t e r 

MR. SANDERSON: What 1 understood was th i s - that IX a well 

is paid out, then i t should automatically be set back to 

the normal allowable. 
GOVERNOR DEMPSEY: That was one question following the other 

quest i on, 

MR. SANDERSON: 1 think the Commission should r e t a i n Juris­

d i c t i o n regarding the conditions which the order should be 

changed• 

MR. ATWOOD: Much has been made here of the considerable number 

of marginal wells i n Lea County, and the Chairman of the Com­

mission has j u s t referred to the fact that we have called for 

a higher allowable than the Commission has been allowed to grant, 

Is that due to normal production? 

MR. SANDERSON: No, I do not think so, those pools are getting 

ve ry oId. 

MR. ATWOOD: In the f u t u r e , i f In our new reserves or discoveries 

when t h i s is reclaimed by reason of old age - would be s t i l l less 

allowable to meet the allowable as at the present time. 

MR. SANDERSON: That is correct. 

MR. ATA'OOD: Where, i n your opinion, l i e s the best chance for 

developing - large or deeper reserves, or shallow or deeper 

d r: 11 i ng ? 

MR. SANDERSON: Deeper d r i l l i n g is the best opportunity 

ri g h t now. 

MR. ATWOOD: You are going r i g h t back into the areas that have 

been contoured and bring in these deeper w e l l s 7 

MR. SANDERSON: That Is correct. 

GOVERNOR DEMPSEY: Should the Commission increase the allowable, 

wouldn't that be detrimental to the conservation program? 

MR. SANDERSON: I think that depends somewhat on the type 

of we 11. 

GOVERNOR DEMPSEY: Don't you feel the Commission in the past, the 

course they have taken is mostly responsible f o r the recovery we 

are ge t t ing i n New Mexico? 
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MR. SANDERSON: I think so. We submitted a sample l e t t e r of 

our l e t t e r of transmittal and should have been a couple of 

corrections - in the f i r s t paragraph 300 feet should have been 

^30 - the matter of form of one of th? other paragraphs should 

be revised. 

GOVERNOR DEMPSEY: In that matter I suggest you revise i t and 

submit to the Commission. 

MR. SANDERSON: Paragraph (e) provides for the Department 

c l a s s i f i c a t i o n to be cn the basis of the average depth - I 

think i t would be less confusing i f they would j u s t take the 

depth of the f i r s t w ell - wouldn't ha ve to be working on 

averages• 

MR. ATWOOD: The sample order here Is j u s t something given to the 

Conmission to assist i n s t a r t i n g a from, and i f you do consider 

i t , whatever change the Commission thinks should be put in there 

we w ' l l be glad to cooperate I n any way we can, I would l i k e f or 

other operators affected to offer any suggestions they have. This 

order as drawn applies only to Eddy and Lea Counties. The p e t i t i o n 

makes no reference to counties. The rest, I am not sure about. 

MR. LIVINGSTON: What the Gulf asked for was revision of state 

wide proration order 465, with the depth factor of the proration 

order only proration i n Lea and Eddy Counties, so nothing was 

advertised as to changing the proration status i n the other counties 

MR. ATWOOD: At present that problem is not i n other counties. The 

Commission can make the order to apply to any other county i n which 

deep wells should be d r i l l e d . 

MR. W. E. HUBBARD - Humble Oil Company. 

We agree i n p r i n c i p a l with the goal of the Gulf. Certainly 

I f your resources of the state are to be developed the greater 

r i s k on the Investment has got to be taken into consideration 

or they won't be developed. The order as I read i t , does not 

provide f o r a unit any larger than 40 acres, does not say 

i t can be anymore than 40 acres. Our thought is that undoubt­

edly we are faced with a wider d r i l l i n g than 40 acres on the 

basis there not being enough o i l down there, other wells of 

40 acres. Economically we feel probably most of tb>ese deeper 



pools w i l l '-be*'based on approximately 80 acres and may go 

to 160, I should l i k e to see that part amended so that the 

unit would not be less than 40 acres, and allow us to go 

above 40 acres i f the s i t u a t i o n warrants i t . We have had 

much information develop since the war started as to the 

maximum e f f i c i e n t rate that pools can go without waste. 

I notice i n the table of the Gulf, i t allows wells of 40 

acres to produce up to 308 barrels, which is almost 7 

barrels per acre. I don't know of any pool where that had 

been exceeded or even approached.Our pools in East Texas, 

the maximum rate i n those pools is about 3 barrels per 

acre. Some wells over there, Yates probably, the best 

pool is between Z \ and 3 barrels. I am afraid the Ccm-

| mission w i l l be faced with the duty, a f t e r these wells 

\ are d r i l l e d , of having to cut them back on account of wasting 
t 

the r e s e r v o i r . Our engineers came to the conc lus ion t h a t 

a f t e r a pool has been d r i l l e d , i t can produce about as 

much per day whether on a 20 , 40 , 10 or 80 acre b a s i s . A 

w e l l or the pool would not waste anymore. For t h a t reason 

I should a l so l i k e to see put i n the fo rmula something 

about acreage. I f the w e l l s could produce more w i t h o u t waste 

I t h i n k they should do so. Don ' t know how t h g t could be 

worked i n the f o r m u l a , but would l i k e to have t h a t . 

MR. WILLIAMS j I agree w i t h I t . 1 t h i n k the ques t ion of 

acreage would be a mat ter tha t the Commission could operate 

on a basis o f depth or economics a lone . I n o ther words, 

assume tha t 40 acres i s the u n i t on a l l the o ther f i e l d s 

above 4,000 f e e t , then i f the deep ones were d r i l l e d 1 t o 

80 you could double the a l lowable and s t i l l keep an e q u i t ­

able basis between the deep and the shal low ones. Assume 

the v e r y deep w e l l s were spaced 1 t o 160, you could g ive more 

p r o f i t a b l y f r o m an economical s t andpo in t , and f rom a conser­

v a t i o n s tandpoin t and the Commission should not adopt an 

order t h a t was not based on b o t h . 

GOVERNOR DEMPSEY: Wouldn ' t tha t be a quest ion f o r the i n d i v i d u a l 

pools ? 
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MR. WILLIAMS: Yes s i r , a f t e r three or four wel ls you would 

know what you could do. You shouldn't t i e yourse l f down 

and i t should be va r i ab l e , so that when the f i e l d s were 

d r i l l e d up, you could vary in accordance. I t is very im­

portant to these that have shallow product ion. 

MR. A . E. WILLIG * The Texas Company. 

I have a statement to read and submit as part of the record 

from the Texas Company: 

"CASE MO. 62 

BEFORE THE OIL CONSERVATION COMMISSION 
OF THE STATE OF NEW MEXICO 

MAY 14, 1945 

IN THE MATTER OF: THE PETITION OF THE GULF OIL 
CORPORATION FOR REVISION OF STATEWIDE PRORATION 
ORDER NO. 538 TO PROVIDE FOR INCREASING THE 
OIL ALLOWABLE PROGRESSIVELY ACCORDING TO DEPTH 
FOR POOLS PRODUCING BEL OR 5000 F GET. 

"The Texas Company respectfully requests leave to f i l e t h i s statement 
in i t s behalf i n connection with the hearing called to consider the 
subject matter. 

"On August 3, 1943, a hearing was held on the application of the 
New Mexico O i l Conservation Commission upon i t s own motion on t h i s 
same matter. At that hearing considerable testimony and evidence 
were introduced which are pertinent to a further consideration of th i s 
matter. We resp e c t f u l l y request that the record of that hearing be 
made a part of and considered by the Commission in addition to the 
testimony to be offerred on May 14. 

"Experience has shown that tho cost of d r i l l i n g and operation of wells 
varies in some proportion with the depth. Experience, however,has 
shown that this v a r i a t i o n is not pre-determined and varies consider­
ably from one area to another as shown by the testimony in the hear­
ing of August 3, 1943. I t is generally known that the deeper the 
well the higher d r i l l i n g and operating costs w i l l be. We are in accord 
with recommendations made heretofore that some recognition in the form 
of higher allowables be accorded wells d r i l l e d to deeper depths. We 
f e e l , however, that the measure of such consideration shouldi e care­
f u l l y determined by the Commission in accord with the authority vested 
in i t by the New Mexico Conservation Statutes. We refer to and quote 
fo r your ready reference Paragraph 2 of Section 12 of the Session 
Laws of New Mexico, 1935, Chapter 72. 

"No owner of a property i n a pool should be required by the Commission, 
d i r e c t l y or i n d i r e c t l y , to d r i l l more wells than are reasonably necess­
ary to secure his proportionate part of the production. To avoid 
the d r i l l i n g of unnecessary we 1Is, a proration unit for each pool may 
be fixed and such-being the area wbicS may be eff i c i e n t l y and economically 
drained and developed by one w e l l . The d r i l l i n g of unnecessary wells 
creates f i r e and other hazards conducive to waste, and unnecessarily 
increases the cost of products to the ultimate consumer'. 

"Much constructive work has been done on the problem of well spacing 
and since as far back as 1936 there has been a d e f i n i t i o n of unnecessary 
d r i l l i n g which Is generally recognized by Oil Operators and the O i l 
Industry. The following is a pertinent quotation from the report of 
an I.P.A.A. Sub-Coramittee of Nine on 'Unnecessary and Excessive D r i l l ­
ing' which appeared in the Oil Weekly of December 28, 1936. 
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" I t ls generally recognized that much of the d r i l l i n g i n 
proven f i e l d s i n most of the oil-producing states can be 
c l a s s i f i e d as 'unnecessary or excessive d r i l l i n g ' i n that 
from the wells already d r i l l e d or from a fewer number of 
wells properly spaced approximately the same amount of o i l 
could be recovered, therefore the d r i l l i n g of additional 
wells would not, and w i l l not, ma t e r i a l l y increase the 
ultimate recovery from the f i e l d . In other words, in most 
f i e l d s the data are amply s u f f i c i e n t at an early stage i n 
the development of the f i e l d to determine to reasonable 
accuracy the e f f i c i e n t and economical drainage area of a 
w e l l . The d r i l 1 i n g of more than one well to drain such 
area results in excessive or unnecessary d r i l l i n g as 
those terms are used herein'. 

"The area which may be e f f i c i e n t l y and economically drained by any 
p a r t i c u l a r w e l l , regardless of depth, w i l l vary with the physical 
characterisitcs of the reservoir from which such w e l l produces, 
and these characteristics may not be determined with any exacti­
tude u n t i l such well has been brought into production and the 
pertinent factors have been determined. We,therefore, recommend 
and strongly urge to the Commission that no a r b i t r a r y , pre-determined 
allowable be assigned to deeper wells u n t i l testimony and evidence 
by competent parties has been introduced and considered in the 
case of each separate reservoir. Such evidence would necessarily 
include, among other things, the cost of d r i l l i n g and operating 
wells of the p a r t i c u l a r depth under consideration and would be con­
sidered in determining the allowable of wells d r i l l e d i n that par­
t i c u l a r f i e l d . Thereupon, from such hearings the Commission may 
determine, under the requirements of Section 12 quoted above, the 
proper spacing and proration u n i t , and, f u r t h e r , under Section 11 
of the same Statutes, may 'allocate or d i s t r i b u t e the allowable 
production among the f i e l d s of the State .......on a reasonable 
basis '• Thus, an Operator in undertaking the d r i l l i n g 
of a deep well would have the assurance, p r i o r to the commencement 
of the w e l l , that the costs peculiar to and encountered in the 
d r i l l i n g and operation of his well would be given due consideration 
in f i x i n g the allowable f o r such well.. 

" I t is recognized t h a t , before the pertinent physical characteristics 
of the reservoir may be determined, i t is desirable t o have a v a i l ­
able the data from a number of wells i n a new reservoir. During 
the interim from the d r i l l i n g of the discovery well and the further 
wells required for the reasonable determination of the reservoir's 
c h a r a c t e r i s t i c s , we recommend the application of a modified form 
of the present 'Bonus Discovery Allowable' Order No. 573 of the 
New Mexico Oil Conservation Commission adopted September 6, 1944. 
Modifications of this Order should include: 

" 1 . Reasonable d a i l y top allowable rates based on 
various depth brackets for the discovery wel1. 

"2. The application of such top d a i l y allows les to 
the next subsequent four wells completed i n the 
same reservoir w i t h i n the eighteen months or 
two year period next following the completion 
of the discovery w e l l . 

"3. Prior to the expiration of the period adopted 
for bonus discovery allowabl s, the Commission 
w i l l c a l l a hearing to determine the proper 
spacing, proration u n i t , and regular top allow­
ables to be assigned to a l l wells i n such f i e l d . 
The regular top allowable so determined may 
thereafter be maintained in an amount i n the 
same proportion theretofore assigned to other 
f i e l d s . 

"We further r e s p e c t f u l l y submit that the pre-determined allowables 
for deeper ;vells submitted by the applicant i n this cause are 
a r b i t r a r y and, as pointed out before, do not take into consideration 
the pertinent data necessary and available only after completion of 
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a s u f f i c i e n t number of wells in a given reservoir. 

"In conclusion, we wish further to recommend that the adoption and 
application of both bonus and regular allowables contemplated under 
th i s cause be made subject to the prevention of avoidable physical 
waste. 

Respectfully submitted, 

THE TEXAS CO/PA NY 

BYt /s/ C . B . WILLIAMS 

May 14, 1945" 

GOVERNOR DEMPSEYj You are requesting that this Commission make 

part of th i s record of hearing held in August 1943, that would be 

very inconsistent, 

MR. WILLIG: Yes s i r . 

GOVERNOR DEMPSEY: There may be part of the hearing of August 1943 

that the men here today know nothing about. I f there is any of 

the hearing of August 1943 not i n s i s t e n t with the hearing held here 

today, I would be glad to have you point i t out. I think i t is 

well to c a l l the Commission's attention so that they can do tha t , 

but cannot put part of that hearing into this one. 

MR. WILLIAMS: 1 shall be glad to b r i e f l y q u a l i f y Mr. W i l l i g 

so that he may t e s t i f y . 

(After being sworn t o t e l l the t r u t h , whole t r u t h and nothing but 

the t r u t h , Mr. W i l l i g t e s t i f i e d as follows:) 

MR. WILLIAMS: You are employed by the Texas Company? 

MR. WILLIG: Yes s i r . 

MR, WILLIAMS: How long have you been employed by t h i s Company? 

MR. WILLIG: 25 years. 

MR. WILLIAMS: In what capacity now? 

MR. WILLIG*!' Divisional engineer for West Texas Div i s i o n . 

MR. WILLIAMS: State your r e s p o n s i b i l i t y in that capacity to take 

cara of matters on behalf of the Company i n connection with the 

proration, a l l o c a t i o n of wells and matters t h a t come under the 

subject of this order here you propose to f i l e w ith the Commission -

a copy of t h i s statement ycu have just read. 

Does that statement represent your views with reference to the sub­

j e c t matter of t h i s hearing? 
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MR. WILLIG: I t does. 

MR. WILLIAMS: I questioned Mr. Gray about factors of depth, 

1 believe the l e t t e r you ju s t read generally reviews the thoughts 

you have in connection w i t h the various factors to be considered i n 

the a l l o c a t i o n of production does i t not? 

MR. WILLIG: Yes s i r . 

MR. WILLIAMS: Do you f e e l that the allowables of wells shouldbe 

based on depth alone? 

MR. WILLIG: No s i r , I think the cost of wells of the same 

depth may vary considerably, depending on the area in which 

they are d r i l l e d . I think the e f f i c i e n t drainage of a well 

considering the economics involved shouldbe considered. 

MR. WILLIAMS: Do you think the ultimate recovery, kind of reservoir 

and type of energy shouldbe given due consideration? 

MR. WILLIG: Yes s i r they are a l l important factors, 

MR. WILLIAMS: A l l these factors cannot be known of course. 

MR. WILLIG: Mo, i t w i l l take several years to determine 

that degree of exactitude. 

MR. WILLIAMS: Then you are in accord with the proposal that some 

higher allowable than the allowable at the present time being 

followed In Lea County be temporarily assigned to these deper 

wells do you not. 

MR. 'WILLIG: Yes, 1 think i t would help the development of 

deeper f i e l d s . 

MR. WILLIAMS: As the composition of several wells in a pool, I t is 

your recommendation that the factors then known regarding that 

pool be considered regarding the allocation of production in that pool. 

MR. WILLIG: That is r i g h t . 

GOVERNOR MILES: The alloc a t i o n of production you t a l k about, the 

allowable space or both factors? 

MR. WILLIS: The allowable. 

GOVERNOR MILES: You think the matter of proper spacing of wells 

should also be considered 1 

MR. WILLIG: Yes s i r . 

GOVERNOR MILES: Should include the amount of acreage and distance 

between wells? 

MR. WILLIG: That is r i g h t . 
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GOVERNOR DEMPSEY: Any other questions? 

(No further questions) 

MR. H. B. HURLEY - Continental Oil Company. 

I wish to go on record and state the Continental Oil Company 

favors i n prin c i p a l the plan as submitted by the Gulf here today. 

MR. CHAS. RORIPAUGH - Shell Oil Company 

We are also In favor of the principals as set out in the Gulf's 

order. 1 think that possibly some of the controversy on the problem 

might be alleviated somewhat i f consideration was given to insertion 

in the order as proposed that permanent f i e l d s would be adopted 

before a hearing through the Commission. 

MR, T. J. DORSEY - A t l a n t i c Refining Company 

The A t l a n t i c Refining Company also agrees with the Gulf order 

In p r i n c i p a l . 

MR. HARVE H. MAYFIELD - Magnolia Petroleum Company. 

The Magnolia Petroleum Company also agrees with the Gulf's 

order i n p r i n c i p a l . 

MR. GEORGE M. SELLINGER - Skelly O i l Company agrees in prin c i p a l 

with the Gulf Oil Corporation, we favor the all o c a t i o n of of wells 

based on a scale as to depth, 1 don't know what the other operators 

have i n mind with reference to p r i n c i p a l , but I imagine they feel 

l i k e we do. The question of waste or proper spacing, that the Com­

mission should c a l l a hearing to determine that. The Commission 

i t s e l f can c a l l the hearing, or the operator of any single well in 

the f i e l d or any interested wells, and i f there is waste being made 

by the d r i l l i n g of unnecessary welIs (or a small spacing) in that 

matter, can be presented at that time. The well spacing and the 

all o c a t i o n of allowable can likewise be brought up. I think a l l 

operators are agreelabe - these particular matters are not known 

u n t i l enough wells i n the f i e l d . I think the Commission should put 

a schedule so the operator would know what the allowable would be. 

I f conditions should arise so that this could not be maintained, 

there would be no bad break in the Commission, in the meantime, more 

than the small wells being cut. This j u r i s d i c t i o n is continuing and 

a l l allowables are based according to the conditions. 

GOVERNOR DEMPSEY: Gentlemen i f that is a l l who de?ire to be heard 

we w i l l bring t h i s meeting to a close. 
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The Commission w i l l approve Cases 63, 64 and 66. Take this 62 

under advisement. 

MR. SELLINGER: I f i t is in order I think i t would be good 

Idea i f the operators i n Eddy County would be allowed to f i l e 

a statement of information regarding these deep wel l s . We 

are planning on d r i l l i n g a deep well and 1 don't think anything 

would come up that would interfere w i t h us i f we can send a 

statement I believe I t would h e l p . 

GOVERNOR DEMPSEY: We would be happy t o have a statement from any of 

the operators i n either Lea or Eddy County. 

MR. ATWOOD: In-case any of the Gulf people have a copy of 

any,operators f i l e s , that statement could be sent t o me. 

GOVERNOR DEMPSEY: That would be a l l r i g h t to send Colonel Atwood 

a Statement• 
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C E R T I F I C A T E 

I , Vas t i e Fowler , Reporter f o r the O i l Conservat ion Com­

m i s s i o n , hereby c e r t i f y t h a t I took down the statements 

made a t the hear ing held before the Commission on May 14, 

1945, i n the Mat t e r of the P e t i t i o n of the Gulf O i l Cor­

p o r a t i o n f o r r e v i s i o n o f Statewide P r o r a t i o n Order No. 538 

t o p rov ide f o r increas ing the o i l a l lowable p r o g r e s s i v e l y 

according t o depth f o r pools producing below 5000 f e e t , and 

tha t the f o r e g o i n g t r a n s c r i p t c o n s t i t u t e s , to the best of 

my knowledge and b e l i e f , a t rue and c o r r e c t copy of a l l the 

o r a l statements and e x h i b i t s presented before the Commission. 

V a s t i e Fowler , Repor te r . 


