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IN THE MATTER OF:

The application of the 0il Conservation Commission
for revision of an administrative order in creation
of a non-standard gas proration unit.

Applicant, in the above-styled cause, seeks an
order amending Administrative Order NSP-46 and
directing Sinclair 0il and Gas Company to reduce
the size of the non-standard gas proration unit
permitted therein to conform to the provisions of
Paragraph 3 of Rule 5(a) of the Special Rules and
Regulations for the Eumont Gas Pool, as set forth
in Order R-520; the resulting proration unit to
consist of NW/L of Section 21, Township 20 South,
Range 37 EZast, Lea County, New Mexico.

Case Noe.
825

B Mt et N o e Nt g st W st Mottt st st et s S

'BEFORE:
Honorable John F. Simms
Mr. Ee So (Johnny) Walker
Mr. William B. Macey

TRANSCRIPT OF HEARING

MR, MACEY: The next case on the docket is Case 825,

MR, KITTS: Mr. Secretary, before going into this group of
cases, I have a statement I wish to make on behalf of the staff.

MR, MACEY: Which group of cases?

MR, KITTS: 825 to 838,

MR. SMITH: Before you make your statement I would like to
refer again to Case 822 and like to say to the Commission that I
have talked to Mr. Reider and observed the data he has from which
he was asking questions of Mr. Hiltz. There was some slight mis-

understanding. I believe that the data that Mr. Hiltz testified
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to with respect to the deliverability were proper and correct.

In other words, I think that, if the Commission is interested,
we can get the report out and show just what we are talking about,
but I think it should satisfy you that we are in agreement now, and
that tnere is no difference, not the difference indicated by his
questions from the testimony that Mr. Hiltz has put into the record.

MR, MACEY: The deliverability test is on file in the
Commission Office, and it speaks for itself,

MR, SMITH: That is right, it does. Also, I would like to
suggest, since the question of Yates oil was injected, there is a
possibility, I will check with our office on the matter, that there¢
has been confusion in the reports that have been submitted. Actually,
the o0il in question is Queens oil reported erroneously.

May I suggest to the Commission that, if they care to, it
would be acceptable to us to continue the matter to the next month
and straighten the matter out and find out what the condition is.
S0 far as our information is concerned, it is a gas well and there

is no appreciable o0il being produced. However, as I stated awhile

P

ago, I don't think that particular matter is pertinent to our appli-
cation. If it is an oil well it is an oil well, and we would have
to drill a gas well to get it. However, in all fairness we would
like to straighten the matter out.

MR.MACEY: You wish to continue the case?

MR, SMITH: Until next month,

MR, MACEY: Continue Case 822 until the regular hearing in
March. Mr. Kitts has a statement that he wishes to read in respect

to Cases 825 through 838,

MR., KITTS: "Considerable confusion has developed in recent
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weeks regarding the formation of non-standard gas proration units
in Lea County gas pools, and the following statement is presented
in an effort to eliminate this confusion and to clarify the requir#—
ments in filing applications for approval of non-standard gas pro=-
ration units in the Southeast gas pools.
The basic considerations for approval of all applications will
be that the formation of such unit will:
1. Prevent Waste
2. Protect Correlative Rights
3. Serve the Best Interests of Conservation
For an application to receive consideration for administrative
approval, the unit for which the exception is requested must in all
respects meet the requirements of Rule 5(a) paragraph 3 and Rule
5(b) of the various pool rules contained in Order R-520. Any appli-
cation which does not meet these requirements for administrative
approval must be heard after notice at a hearing of the Commission
at which time the merits of the application can be considered.
Further, the Commission Staff feels that Order R-520 clearly
implies the radius of influence for one well in the various South-
east gas pools, covered by Order R-520, to be 3735' -~ that is, th¢
radius of a circle which will totally enclose a 640~acre section.
And that such radius should be applied to all applications for
exception to the provisions of Order R-520. Quite naturally, this
radius of influence cannot be the only consideration and factors of
economics, offset counter-drainage, and good operating practice
must be considered. The Commission Staff 1s aware that each re-
quest for approval of a non-standard gas proration unit must stand
on its own merits, and be treated individually - and we take note

of this facts
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We have briefly outlined our position in an effort to assist
the operators in making application for and securing non-standard
units, and with the hope that the operators can assist the
Commission Staff by keeping their units within the limits as set
out in this statement, in so far as economics and good operating
practice will permit.

We are certain that we can count on the full support of all of
the operators.

MR, MACEY: Is that all you have? You want that statement
put into every case?

MR, KITTS: It might be helpful.,

MR, HINKLE: If it is not asking too much, I wonder if the
statement couldn't be printed and sent out when you send out the
regular docket.

MR, MACEY: We can certainly do that. We will try and have
the statement available for distribution tomorrow morning, if
possible.

MR. McGOWAN: I am James McGowan representing Sinclair 0Oil
and Gas Company. This is a show cause order directed by the
Commission arising our of the fact that we have previously filed
application pursuant to Paragraph 5 of Order R-520, requesting a
non-standard unit assignment of 320 acres to a well for proration
purposes in the Eumont Gas Pool and which was granted and under
which we have been operatinge.

We first would like to say that we feel the order as it was
issued was proper and should stand, but assuming the Commission is
not agreeable to letting it stand without further hearing, we are

in a position to offer testimony in support of the unit as it has
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been previously approved by the Administrative Order.

For that purpose, we would request that the application and
the notices that were given in connection with it when we filed
for the Administrative Order be made a part of the record because
it does affirmatively show that all offsetting leaseholders, as
required by the Commission,were given notice of the intention to
acquire and the acquisition therein.

MR, MACEY: Perhaps we should get all the applications, I
think they are pertinent to all the cases. Mr. Reider has the
application over there.

MR. McGOWAN: All right. We have on this case a map showin
the unit in yellow, which we will term our Exhibit No. 1l.

C. D. GAINES,

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

DIRECT EXAMINATION

By MR. McGOWAN:
Will you state your name, please?

Ce Do Gaines.

Q
A
Q@ By whom are you employed?
A Sinclair 0il and Gas Company.
Q In what capacity?
A Assistant Division Engineer.

Q How long have you been employed by the Sinclair 0il and Gas
Company?

A Six years.

Q Do you have a degree from a university in Petroleum Enginee

ing?
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A I have a B. 3. Degree in Petroleum Engineering from Texas

Technological Colleges

MR. McGOWAN: 1Is the Commission satisfied he is an expert
witness? |

MR, MACEY: Yes, sir.

Q Will you look at the map which I have given you as Exhibit 172
Was this map prepared by you or under your direction?

A It was prepared under my supervision.

Q@ Just what did you intend to show or indicate by the map?

A The portion in yellow indicates the 320 acres of the Sinclai
0il and Gas Company, W. C. Roach Lease; the other acreage bordered
in red is the acreage in the area which is dedicated to gas wells.
Each of the gas wells are circled in orange.

Q In other words then each of the areas bordered in red is a
previously approved unit for proration purposes for one gas well inp
this pool, from the same sand from which our well is producing?

A That is correct. I might add that in the southeast cornér
Section 2, the 160 acres there has been applied for by Stanolind
to annex on to their Stanolind B, the Lilly B Well No. 6X.

Q@ In other words, they have applied to make a unit out of the
east half of Section 27

MR, MACEY: You are referring to Section 217

A Section 21, thank you.

Q 21, beg your pardon. Does the Sinclair 0il and Gas Company
have a producing well on this 320 acres?

A Yes, sir, we doo

Q Where is it located?

A The Well No. 1 is located 330 feet from the north and west
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lines

Q

A
Q
A

0il producer.

Q

duction prior to the issuance of Order R~5207

A

Q
A
Q
A

Q

advantages to adjoining acreages in that it would make other units
have to be unusually non-conforming or to have to cross section

lines, or, in other words, interfere with adjoining units?

A

units to the propertye.

Q

gas from under the 320 acres which is presently assigned to the we#

A

Q Is this in an area where there are several or at least a fe+

non-uniform gas producing units for proration purposes?

A
Q

of the lease.

When was that well completed?
The well was completed November 12, 1954 as a dual completig
When was that well originally drilled?

It was originally drilled April 20, 1936. It was a Grayburg]

The well was originally drilled and completed then for pro=-

That 1s correct.

Is the royalty interest under the 320 acres commonly owned?
Yes, sir, it is.

Is the working interest commonly owned?

Yes, sire.

Would the formation of this unit disrupt or cause any dis-

No, sir, I do not believe it would interfere with adjoining

In your opinion, Mr., Gaines, would the well adequately drain

In my opinion, it would.

Yes, sir, it is.

It all lies within the boundaries of the FHumont Gas Pool?

Yes, sir, that is correct.

MR. McGOWAN: I believe that is all the questions I have.

1] o

1?
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MR. MACEY: Any questions of the witness?
CR0OSS EXAMINATION

By MR. RHODES:

Q@ Mr. Gaines, was it?

A Yes, sir.

Q You are probably aware that Order R=520 requires that the
entire unit be productive of gas?

A Yes, sir.

Q@ Well, I notice that there is a big old dry hole right up
there in the northwest of the southwest, known as the Rhodes No. 4
A Yes, sir. Would you like to hear a little bit about it?
That well was drilled in the latter part of 1937. It was drilled
and tested in the Grayburg formation and was completed November 18
as a non-commercial producer in the Grayburg. After considerable

testing the well was temporarily abandoned and was plugged and
abandoned April 12, 1939. The pipe was set up on top of the Gray-
burg and we have no record whatsoever that there was any testing
through the pipe in this well,

Q@ There was no test made through the pipe?

A No, sir.

Q@ Was that hole logged?

A No, sir, just a formation log is all we have.

Q@ Do you have any other information on this hole which might
indicate that that area would be productive in this Queen interval
A Well, we have an offset well that was completed just the
other day which is 330 feet west of, well, we might say it is 660
feet west of Well No. 4. That would be in the southwest corner of]

Section 20,

bh

[V
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MR. McGOWAN: Southeast.
Southeast corner of Section 20.
That is over on that Vem Lease?
Yeso

It is a Vem well?

Yes, sir.

It is a Queen Well?

> O o O o OH

Yes, sir. That is the information that we received, that if
was a Queen Well.

Q Do you have any idea what the well potentialed?

A Two million seven hundred thousand. The well was completed
the record shows, November 15, 1954,

Q Two million seven hundred thousand open flow?

A I dorn't think that that would be an open flow test necessar+
ily, not by the back pressure.

Q It was a back pressure test?

A No, I have no information that it was.

Q You say it was two million seven hundred thousand, but you
are not sure what kind of a test?

A That 1is correct.

Q I note further there are no gas wells to the south of your
lease?

A That is correct. However, there are gas wells to the souths¢
west and also to the southeast.
Q@ How far to the southeast, Mr. Gaines?

A Well, it would be a diagonal mile from the southwest corner
and I would say approximately a mile, slightly less, it would be

about a mile from the southeast corner.
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Q You don't happen to have any information on the dry hole
drilled in the northeast of the southeast of Section 28 on that
Turner Lease?

A No, sir, we do not.

Q As I see it, that is directly between the production to the
southeast and your lease here. For what it is worth, I would also
like to ask, in your opinion about the Roach No. 1, is that defi-
nitely a Queen Well?

A In our opinion it is, yes, sir.

Q How about the Commission's position, does your Queen coincid
with that of the Commission?

A From the informationvthat we have it does. We have marked
the top of the Queen there at 3250. The well is perforated from
33060 to 3366, 3378 to 3422, We have the top of the Grayburg 3560.

Q The bottom of your perforation is 34227

A Yes, sir.

Q What will that No. 1 deliver into the line?

A We don't have a connection on the well, so, therefore, we
don't have a deliverability into a line.

Q Do you have a test on it, of any nature?

A Yes, sir, we do. It tested 2,420,000, that was on November
11, 1954.

Q 2,420,000, that was open flow?

A No, sir, that was, I believe at that time it was at the timsg

of completion of the well and I don't believe that we had the equig-

ment there to take an open flow back pressure test.
Q What type of test was that, potential?

A Yes, sirs

e
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Q@ What do you think that well would put into the line, Mr.
Gaines, under normal conditions?

A It would be purely a gueés° I would estimate somewhere be=-
tween a million and a million and a half.

Q A million and a million and a half?

A Yes, sir.

Q There you are assuming about 60 percent of your potential
to the line, right?

A Yes, sir. However, it should be cansidered that this test
was a very short interval test and due to the fact that it was to
the atmosphere, I think it is not a true test of the potential of
the well.

MR. RHODES: I would like to submit to the Commission the
idea that we may have to continue this Case 825 until such time as
Sinclair 0il and Gas Company can prove to us that the south half
of that 320-acre proration unit will be productive of gas, and
further that the Roach No. 1 will be capable of making a 320-acre
allowable.

MR. MACEY: Mr. Rhodes, do you think those are the only con
siderations we should give the matter?

MR, RHODES: I believe I lost you there.

MR. MACEY: Do you think that is the only consideration we
should give the matter as to whether or not the south half of the
320-acre unit does produce, or is productive of gas and whether on
not the well can deliver into the line, do you think those are the
only things we shouid consider?

MR. RHODES: I believe they are rather pertinent in this

instance.

T
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MR, MACEY: They are not necessarily everything?
MR, RHODES: No, of course not.
CROSS =~ EXAMINATION

By MR, KITTS:

Q@ Have you any reason to believe this well would drain in any
other manner other than radially, are there any other unusual
structures?

A No, sir.

Q You believe it would drain radially?

A Reasonably so.

Q When was the Roach No. 1 completed?

A It was completed November 12, 1954, application to dual was
submitted June 21, 1954.

MR. MACEY: Anyone else have a question of the witness?
Do you know whether it would be feasible to go into the No. 4 Well
located in the northwest of the southwest quarter and re-complete the
well in the Eumont Gas Pool?

A It would not.

MR, MACEY: You have pulled tne pipe?

A Yes, sir.

MR. MACEY: Did anyone have any other question? If not, th¢
witness may be excused. Do you have anything further in this case}

MR, McGOWAN: No, sir. If we are going to follow the gentlg-
man's suggestion and continue it until there is gas in the south
half of the 160, I would like to know how we are going to know,
how are we going to prove it other than drilling a well, in which
event we would withdraw our application.

MR, MACEY: Does anyone have anything further in this case,

ADA DEARNLEY & ASSOCIATES
STENOTYPE REPORTERS
ALBUQUERQUE, NEW MEXICO
TELEFHONE 3-6691




13

any other statements to make?

MR, KELLAHIN: Mr. Jason Kellahin, representing Continentalﬁ

While Continental does not feel that they will be adversely affectdd

by the particular application, we do feel that we should make a
statement as to what our position is in regard to this matter of
non-standard units.

We want to say that we feel the Commission is correct in its
present interpretation of the provision of Rule 5(b), Order No.
3=520 and should make its policy clear. I believe Mr. Kitts has
done so, that exceptions will not be approved administratively
unless they conform to provisions of Paragraph 5(a). The question
really boils down-to a question then as to whether the restrictions
in Paragraph 5(a) are reasonable or not, and Continental feels that
they are reasonable and should be adhered to unless the applicant
can make a convincing showing that nebody is going to be hurt by aj
exception.

We have no particular quarrel with this case, but we do feel

that several of the other applications are highly questionable fron

several points of view, and we hope that the Commission will give
careful consideration to this question.

MR, MACEY: Anyone else have a statement to make in this
case?

MR, XITTS: I want to ask one more question.

-CRO3S - EXAMINATION

By MR. KITTS:
Q You do have waivers from the offset operators?

A We have a waiver from Stanolind 0il and @as Company,; yes.
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MR. MACEY: Mr. Selinger, they didn't say that it was
specifically the 3735 that applied to the administrative relief.
They apply those to all units.

MR. KITTS: A consideration,one of the considerations which
of course, will not be exclusive. Furthermore, as far as admini-
strative relief goes, I believe that is discretionary with the
Commission. There are certain things we consider, for instance,

what the well will drain is one consideration.

MR. SZLINGZR: Don't you think that would be one of the basg¢s

of test or evidence for the applicant to present to the Commission
as to whether or not a well would drain the amount of acreage that
they desire?

MR, KITTS: I certainly do. It is more or less of a pre-
sumption which can be made. I certainly think testimony should be
introduced.

MRo S&ZLINGER: Mr. Kitts, my only concern is that the
Commission issue an order that would not be the subject matter of
alot of trouble in the future and I still maintain that the grantil
of administrative relief is a source of trouble. It was borne out
very well today by your cases, that you have had presented before
you, in which the staff had an opportunity of completely question-
ing all the witnesses, and the public as well. We feel that the
matter of assignment of units for gas wells are dealing with
property rights of royalty owners and I think the only sound basis
of fact for Commission Order is Jjurisdictional.

MR. REIDER: Mr. Selinger, to answer that, if, when you get
your copy of that statement, it said in there, I believe, to recei]

administrative relief, the unit must in every way agree with the

g
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provisions of R-520. The suggested radius of influence was merely
inserted as a guide to the operators so that they would have an
idea of what the staff had in mind as a non-standard unit for
discussion. In other words, it was merely a guide to the operatorT
so that they might, if possible, confine their appeals to such a
limitation or within such a limitation. In other words, the staff
nor the Commission would, in no way, infringe on R-520. It is
merely there as a guide. You understand that if an application for
non-standard unit does not meet every provision of Order R-520 it
must have notice and hearing.

MR, SELINGER: May I say this, do you not think it would
have been worthwhile to have notified the industry and permitted
them to have comments about this so-called radius of influence of
37357

You have issued that in the form of a statement, now, how are
the members of the industry going to proceed in discussing that
matter? For example, you, generally, when an applicant comes in
and asks for relief, units around them are already assigned to
previous drilling wells or units.are already established, the 3735
foot radial is cut off as a matter of right by operation of other
operators. He is entitled to his radial 3737 feet. If he is cut
off on two sides he doesn't have his fair share of the reservoir.
He doesn't have the full allocation for the amount of surface
acreage. He is cut off. He has no place to go. He has no right.
You have prevented him, by your 3735 feet radial cut-off on the
south where he may have acreage of his own that may be productive;
whereas on the north that radial part is cut off by units already

in existence. He doesn't have his share of the amount of acreage
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that he is entitled to. I think members of the industry ought to
have the opportunity of discussing the radial influence.

MR. REIDER: That is in no way a rule or a law. It is just
merely a suggestion. It in no way cuts you off from any potential
acreage you might have. All you have to do, if you don't agree
with that, is to come in here at a hearing, and 1 think there are
some thirteen of them here that dontt, and just appeal.

MR, SELINGER: Well, to lay down a rule of that nature
without permitting the industry to comment, members of the industry
to comment, I don't think it quite fair. I believe a matter of
that type should be thoroughly discussed. I, for one, feel that
matters of this kind should be thrown open at a public hearing
before the Commission in which everybody has an opportunity of
discussing it.

MR, REIDER: You have my complete agreement. It was merely
made as a suggestion and guide.

MR. SELINGER: It is a guide. I have a comment on the guid

(0]

I want some place to go to make my comment.

MRo KITTS: I think one of the reasons was to indicate to

the industry our thinking, because we see an application for a non
standard unit without specific test as to what the well will drainf
I am pretty sure the statement said that. We believe that absente}
It didn't say absent -~ on the information, by setting up 640-acre
unit, that implies that radius of drainage or a radius of inter=
ference. I believe we also said that is only one factor considerefd
the matter such as counter drainage and economicse.
MR. SELINGER: You realize from the practical administratioF

when you put in 3735 foot radial influence, that means before an

H
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operator can get more than 480 acres his well must be around 1550

feet from the nearest line in order to come within that 3735,

which means that every administrative order would require a heariﬁg

anyway o

MR. KITTS: I believe when you get the statement, you will
see 1t was not set down as a rule.

MR. SZLINGER: But, in order to meet your suggestion, your
general practice of administration, the well must be located 1550
fee% in order to come within the 3735 on every unit in excess of
160 acres. Those practical considerations, I think, should be
discussed. i am not quarreling with the 3735!' requirement. I am
just saying that I think it should be thrown out for discussion to
the operators, after sufficient time, for comments. You may find
that from the practical administration you may not want that.

MR, MACEY: Mr. Selinger, I am speaking for myself. I am
not speaking for the other members of the Commission by any means,
but when this Commission established a 640-acre proration unit
they put a proviso in there that the well should be located 1980
feet from the outer boundaries of that 640-acre unit. The reason-
ing behind that, as I see it, as I saw it then, as I see it now,
is to protect the correlative rights of the offset operators, both
royalty owners and working interest owners. We, furthermore, said
if you had 160 acres and the well was situated 660, 660 that that
likewise was a non-standard unit, but at the same time, the
correlative rights of the offsets were being protected. Now, I
think that when the Commission established a 640-acre unit, they
said in effect, that one well would drain 640 acres, but they

furthermore have specified that the well had to be located at a
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certain point on that unit in order to protect everybody's interesq
I think when they set up a 640-acre unit and provided for that, ths
they in effect created a drainage radius. I don't agree with the
3735 feet, if you are interested. That is their business.

MR. SELINGER: Everybody has their right.

MR, MACEY: I am a little bit stronger. I feel that when a
well is located 1980 and you have 640 acres that the drainage area
is from the well to the farthest point on that 640 acres, which is
about 4600 feet. At the same time, I think it is a very definite
consideration in this matter. Sinclair happens to be the first ond
on the docket here and they are more or less caught in the middle
to a certain extent, but it applies to every single one of these
units in which we have a notice and a hearing is a must in these
instances.

In approving the units, as I did, over a period of time, there

were fourteen of them, I recognize the fact and I sincerely believgd

it then and I believe it right now, that I exceeded the authority
that was granted to me. I don't care how you want to read the
rules. I dontt think it was fair to the offsets or the royalty
owners or any one involved to do it any other way than to have a
notice and hearing. The suggestion that they made of 3735 feet is
their suggestion. The fact that I don't agree with them today
doesn't mean I might not agree with them tomorrow. I do believe
you have got a point about bringing it out to determine what the
factor ought to be.

MR. SELINGER: I agree with you on 640 and 1980 requirement
I say that should apply to all new wells drilled and should have

applied to all new wells drilled for gas for the assignment of that
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size unit, but you must also remember that you are dealing with
new wells, recompleted wells, wells that have been on production
for a long time and you are re-completing them and those locations

just don't fit anything more than a 330 at a maximum of 660. When

you say you assign your 640 acres you assume that a well will draip

the 640 acres. Well, now, when you put in your radial influence

you have to consider that an operator that has 320 acres or 640

surface acres, and all surrounded by production, and there are units

completely surrounding him, for example, on one side to the north

that radial is cut off from him. He must go south. He has that

much productive acreage. You can't use a fantastic radial theory to

say that 1s all he is entitled to because he is cut off.

MR, KITTS: I would like to make one more comment, in regarfl

to opening it up to hearing. The Commission staff could have done|
one of two things, as I see it. It could have stayed back in the
back room and reviewed the cases without giving you the benefit
of the things we were guided by, or it could issue the statement
as we did here today and let the industry and operators know what
we are thinking. That is why the statement was made.

MR. SELINGER: My comment in not in any way a criticism of
yowr statement. As a matter of fact, we appreciate knowing what ip
in the minds of the Commission.

Having associated with proration in New Mexico since 1935, I
will say this for this State, whenever the Commission has ever dorg
anything on a statewide basis throughout here it has always given
the oil industry an opportunity of coming in and making their
suggestion. This is one of the few states that permits such coop-

eration between the industry and the members of the Commission.
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As has been done in the past, and you still do it, you put out
proposed rules. My only comment was when you put something out
like that, put it out to where the industry may have an opportunity
of making suggestions. The individual members may tell the Commiss$
ion and its staff where it is not workable where you should not seg
up such a standard in deciding exceptions, but give the industry
the opportunity of making their comment. We appreciate the prelimji
nary statement. My comment was not in direct criticism of that,
it was only suggesting that that be thrown out to the industry and
be taken up at some future time.

MR, REIDER: On behalf of the staff I would like to say that
at any time any of the operators would care to comment, we would
be more than happy to meet with any group or any individual upon
this matter.

MR, SELINGER: That is what I am doing right now. I like tp

make my comments at open hearing.

MR. KITTS: Also, the presumption is rather a wild presumptfon

that the Commission always agrees with the recommendation of the
Commission staff.

MR. MACEY: Does anyone have anything further?

MR, McGOWAN: I would like to say a couple of things since
it was brought up. In the first place the suggestion that this be
continued that there was gas and that the well would deliver its
allowable, we think it will deliver its allowable, but this is a
completely common owned acreage. As to lease, owned acreage and
as to royalty, I don't see if over a period of time it did not
deliver its allowable, that anybody would be hurt because whatever

gas we deliver through the well is going to be paid to the owners
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of mineral.

Insofar as proving there is gas under the southeast 360, the
only way I know how to do it is to prove there is a gas well pro=-
ducing on the north 160 and one producing 300 feet, and there are
wells southwest and southeast producing gas from this formation
within a mile and a half of the closest boundary of this 160 on
which we do have electric logs, which the staff may examine to
show this is one common sourse of supply.

It is far fetched to say that the 160 is not going to have gas
under it, under those circumstances. I do request that, unless
the Commission feels rather strongly, we have no objection to a
continuance. I don't see anything that could be gained on the two
particular points other than a test of the production of well. If
it can make its allowable, all right, if it can't I don't see that
it makes too much difference in that the same parties are going to
get the same amount of money whether it is its allowable or half
of it.

MR. RHODZS: What concerns me most is not so much whether
that half is productive or not. I am informed by Mr. Montgomery
that the Penrose in the area is pretty much of a blanket sand and
ﬁhere is not, well it is a practical proposition as to whether it
is or isn't there. There seems to be reasonable doubt as to wheth
that is productive, and there appears to be a lack of any gas pro-
duction directly to the east of that 160, directly to the south an
looks like you are getting over in some dry hole country there. I
for one would appreciate it if we could have those logs of which
you are speaking so that we could look into it a little further.

MR. McGOWAN: You desire that we put them into the record

|
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in this case?

MR. RHODES: I desire any well information or any informatig
you may have which might indicate that the lower --

A Do you want a list of the wells for the record?

MR. RHODES: In which the logs are submitted?

A Yes.

MR. RHODES: If it would help make the record complete, go
ahead.

MR. MACEY: Go ahead and read them into the record.

A The Amerada Anderson No. 3 located in &, 20, 37; Amerada
Anderson No. L, that would be in the same section; Humble State "F¢
4, is 17, 20, 37; Texas Company State LH=-26, 20, 20, 37; Amerada
State W-2, 30, 20, 37; £l Paso Shell State No. 6 in 32, 20, 37;
Phrillips Cooper No. One, 27, 20, 37; Stanolind Federal No. One, 351
20, 37; Stanolind B 6X, 21, 20, 37; Stanolind Gillully "B", - 24,
20, 37. Some of the logs are to the north there, but we submit
them all.

MR, RHODES: You say that you feel that the well will make
its allowable. What do you base that estimate on? Do you base
that on a test or the method by which it was taken?

A Well, we have a number of wells in that same area that have
potentials that are in line with this well, that I believe are

producing gas at a rate that would =--

n

MR. RHODES: (Interrupting) You have never run a deliverabjl=-

ity test?
A No, sir, we haven't.
MR. RHODES: That is right, you said you had no connectionsh

A That is right.

ADA DEARNLEY & ASSOCIATES
STENOTYPE REPORTERS
ALBUQUERQUE, NEW MEXICO
TELEPHONE 3-6691




2L

MR. MACEY: Is that all you have, Mr. Rhodes?

MR. RHODES: Yes.

MR, MACEY: Does anyone have anything further in this case?

MR. SMIHT: ©Not in this case except along the same lines of
conversation up to now. We are affected by the general statement
that was made.

MR. MACEY: I believe it would only be fair to Sinclair to
dismiss the witness if no one has any further questions.

(Witness excused.)

MR. MACEY: Does anyone have any statements they want to
make in connection with this case?

MR. SMITH: If it please tﬁe Commission, with reference to
the general statement that was put in at the beginning of the
recently concluded case, I got the impression that those rules or
guides or standards would be used in the future cases and since
we have some cases that would come up I would like at this time to
say, as far as Stanolind is concerned, we do not agree with

Continentalt's interpretation of the rules.

what it may be as to the way they apply it, but applving the 3735
foot radial drainage theory, I think the Commission ought to keep
in mind that they have certain standards laid down to them in the
statutes, and the statutes don't contemplate, in my opinion, any
use of such a guide as that, even as a preliminary stepping point.
In the Section 12C of the Act, in discussing the gas proration
units, it says in protecting correlative rights, open flow, porosif
permeability, deliverability and quality of gas, and refers to suci

other pertinent factors as may from time to time prevent drainage

I am not fully conversant with the Commission's opinion precisély

bY »

=
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between producing tracts in a pool which is not equalized and so
forth. As I understand the discussion, at the time that the Act
was established in 1939, the very thing we are talking about was
brought up at that time in that you get your land by squares and
you develop your oil, like we are talking, on a radial basis. Ip
order to recognize that rather inconsistent position and since it
is necessary to compensate, you have counter-drainage. We come
then to the point that Mr. Selinger is making,which is, that if yoy
have 320 productive acres, and by some mischance your well was
drilled at an early date, in a corner, you are still entitled undeq
the law to get your 320 acres of gas, and if you start with an
arbitrary 3735 feet or 4600 feet, as you suggested, or any other
figure, you are starting on a false premise. The statutes I think
contemplate that the proof should be whether or not you are drain-
ing somebody, and, if so, is he making it up by counter-~drainage
from another point in your particular territory and not from the
standpoint of going from a particular point and stopping at that
particular point? I would like to suggest that to the Commission

because it occurs to me, or I got the inference that there might

be a certain amount of prejudging of the evidence, by reason of using

a guide that isn't authorized by the statutes, as I interpret them}
MR. MACEY: Mr. Rhodes?

MR. RHODES: I would like to qualify my recommendation to

the Commission in that I will take the logs that have been submitted

and I will consult with Mr. Montgomery in an effort to ascertain
the lower 160 is productive, thereby relieving Sinclair of the
burden. However, I would still like to see some evidence to the

fact that the Roach No. 1 will produce a 320-acre allowable.
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MR. MACEY: Does anyone have anything further in this case?
Mr. Smith, I don't agree with your interpretation of the Statutes,
one iota, because I tnink the section you quoted pertains to pro-
rating gas. In the particular portion after that statute very
clearly pertains to the manner in which the Commission prorates or
develops a formula, but in the establishing of proration units,
which is what we are worrying about today, I don't think that part
of the Stateute has anything to do with it.

MR, SMITH: Of course, there is always grounds for differenge
of opinion. I would like to suggest that there is a fundamental
difference and it might be well to get an opinion from the Attorney
General.

MR. WALKER: He might have a difference of opinion, too.

MR, SMITH: It is quite possible. We might have to go to
the Supreme Court of the State. I don't think we should wind up in
a stalemate on the matter.

MR. MACEY: I agree with you there. I think you will notic¢
that if you read Section 120, that the correlative rights, the parg
you read about is a part of a complete paragraph in which they
are referring to the Commission allocating production and shall
recognize correlative rights and then it further says, "In pro-
tecting correlative rights, they shall do the following things™".
I dont't think they are talking about proration units in any form,
shape or size.

¥R, SMITH: Of course, you may be quite correct in your
statement. But, I can't avoid clear language which says, ™Shall
prevent drainage by counter-drainage™. That 1s a general directioh,

whether it is directed to the entire statute.
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MR. MACEY: I certainly agree with you as far as the counten

L

drainage, there is no question about that. But, I further believe
that in establishing a proration unit that this Commission has to
take into consideration what a well will drain, and, if, for examplle
in this Sinclair case there was a well down at the southern end
offsetting them on the southside, I don't see how anyone could say
that that southern portion of the tract was being drained or being
counter-drained.

MR, SMITH: I have heard testimony before this Commission on
many occasions where it has been undisputed that in a particular
field one gas well would drain the entire field given a question of]
time. I think the matter for inquiry on the part of the Commission
is whether or not the acreage is productive, whether or not the
drainage of somebody else's property is being protected by counter-
drainage by the same person. I think this is a positive direction.
It is a direction in the Statute to the Commission which applies
to producing tracts. It doesn't say proration unit, it says pro-
ducing tracts. All the producing tracts are in the form of a squage
You have to keep that in mind when you get ready to lay down the
rules.

Maybe 3735 is a correct figure, I don't know. We have no
opportunity to know the reasoning or background that prompted the
particular rule in the minds of the Commission staff. There is no
way we can approach the matter. It may be reasonable. I have no
quarrel with that. I do say when you take anyarbitrary rule or anﬁ
arbitrary point and cut it off at that particular point and withouf
our knowing what prompted that point, and in the face of the statute

which did recognize, in my opinion, that there is a difference in

s
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your land ownership and in the production of oil, and tells you how
to do it, you offset it by counter-drainage, that that is the limit
to the authority of the Commission in that respect. I am not tryin
to regulate this thing, they can think all they want to along that

line. To make a statement and make it a part of each of these

cases, that you are going to have to disprove the 3735 feet, then
the burden of proof is upon us. It has been shifted, and proof
that is not required by the Statutes, in my opinion.

MR. MACEY: I want to point out one very significant thing.
I think you are taking it that that is a hard fast rule on the
Commission's part and on the Staff's part. That is not the intent
of the statement in any way whatsoever. They dreamt that up by
themselves. That is their business.

MR. REIDER: I would like to say just one more time, that
statement is merely a statement for a guide as it 1s so outlined.
It was merely meant to be a guide to the operator. Had you had
the statement before you would still have submitted the same proof
You would have been proving, well, probably the similar proof, the
same proof you are using. It was put out as a suggested guide for
you to use. We further put into the statement that counter-drainag
would both be considered as well as good operating practices.
Further, it is not a rule. It is merely a suggestion. There was
considerable inquiry as to what our policy was, what we wanted.
That was madelmerely to give an idea of what we had in mind. It,
in no way, takes away your right for hearing or limits you in
any way.

MR, SMITH: I don't think it is necessary to carry the

discussion any further on the matter. I understand your position

g
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and I did at the time. I think the reason I more or less objected
to it, is that when a person gets something in his mind it is lodg
there and has to be dislodged. You are not getting the same kind
of trial that you get from a person who goes into it that has no
preconceived opinion whatsoever. It is an obstacle, a huddle, it
is a burden placed on us, and the Commission Staff should base the
cases on the testimony that is put in each particular case. I
think, in all fairness, that we ought to stand back and look at it
from the standpoint of how much gas has he got, is he entitled to
produce a certain quantity in order to get his fair share of that
pool, and that is the end of it.

MR, MACEY: How far do you think we ought to go toward the
protection of correlative rights, do you think notice and hearing
is sufficient to protect correlative rights? Do you think we have
an implied right to protect royalty owners whether they appear or
not?

MR, SMITH: I don't know, maybe you have the implied
obligation to protect thé taxes of the State to make sure that the
production is adequate to see that the schools are run. You are
talking more in the morals now. The Commission has no authority
to settle legal rights between royalty owners and the leases. I
know that, with respect to questions of title the Courts have held
that they have no jurisdiction in the particular phase of it. I
think that it is just a question of fairness on the part of the
Commission. If they think that oil operators are doing things
that are contrary to the royalty owners' best interest, and they
ought to put out a notice and have a heéring, why that is certainl

due process, but on the other hand let's suppose we have that, and

Y
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suppose that the royalty owner doesn?t have enough money to come
up here and represen§ himself or hire a lawyer, to say that he is
going to be cut off by virtue of the fact that you had a notice go
out and can't go to the Court and get his day in Court in a quarrel
with the particular lessee, is, I tnink, going farther than is
intended by the Courts. What we are talking about is the doctrine
of collateral atﬁack. The lessee comes in and says it is 320 acred
spacing, I can't drill another well. He can't come in and say thaf
the Commission is wrong because that is a coilateral attack and you
have due notice out. If that is what you are thinking about, per-
haps you are correct that you should issue notice and hearing in

every case to protect all the parties concerned.

MR, MACEY: I might point out that we have hashed this matt?r

over hours and hours at a time for the last thirty days. We have
discussed a number of things that you have brought up today and I
think it is a healthy situation to discuss these things, but, as t¢
how far we should go, I believe that is, of course, up to the
Commission. I do want you to understand, and everyone to under=-
stand that the Commission staff's ideas are not necessarily ours,
we are not bound by them and you are certainly not bound by any
3735 feet. You have got your rights just like anything else.
Does anyone have anything further in this case? If not we willl

take the case under advisement.
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