CASES 5446 - 5447

BEPORE THE
NEW MEYTCO OIL CONSEPVATICN COMMISSION
Santa Pe, MNew Mexico
19 March 1975

EXAMINER HEARING

IN THE MATTER OF:

Case 5446, Application of C & K
Petroleum, Inc., for pool creation
and special pool rules, Lea County,
New Mexico. Applicant in the

above styled cause, seeks the es-
tablishment of a new oll pool for
Strawn production for its Shipp
"27" Well MNo. 1, located in Unit

0 of Section 27, Township 16 South,
Rance 37 Fast, Lea County, New
Mexico, and the promulgation of
temporary special rules therefor,
including a provision for 80-acre
proration units.

and

CASES(#5446 and
#5447

Case 5447, Application of C & K
Petroleum, Inc., for amendment of
Order No. R-U857, Lea County, New
Mexico. Applicant in the above-
styled cause, seeks amendment of
Order No. R-U4857, which order
pooled all mineral interests in the)
Pennsvlvanian formation underlying )
the SW/4 SE/M of Section 27, Town- )
ship 16 Routh, Range 37 East, Lea
Countyv, New Mexico, to pool all
such mineral interests underlyving
the S/2 SE/4 of said Sectilon 27.
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BEFORE: Daniel S. Nutter, Examiner.
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For the New Mexico 0il William H. Carr, Esaq.
Conservation Commission: Lecal Counsel for the Com-
Mission

State Land Offlice Bulldine
Santa Fe, New Mexico 87501

For C&K Petroleum, Inc.: Tom Kellahin, Esq.
KELLAHIN & FOX
500 Don Gaspar
Santa Fe, New Mexico 87501
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C8ES 5446 - 5447

MR, NUTTER: Case 5446,

MR, CARR: Case 5446. Application of C & K Petro-
leum, Inc., for pool creation and special pool rules, Lea
County, New Mexico.

MR. KELLAHIN: If the FExaminer please, would you call
also the next case?

MR. NUTTER: We'll call the next case, Number 5447,

MR, CARR: Case 5447, Application of C & K Petro-
leum, Inc., for amendment of Order Number R-U857, Lea
County, New Mexico,

MR, KELLARIN: Tom Kellahin, of Kellahin and Fox,
appearing on behalf of the applicant, and I have one
witness who has heen previously sworn. I would like the
record to reflect that Mr. Moseley 1s still under oath
and his qualifications as an expert have been accepted.

MR, NUTTER: Mr, Moseley 1s still under oath in
Cases Numbers 5446 and 5447, consolidated for purposes

of testimony.
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beineg called as a witness and being duly sworn

upon his ocath, testified as follows, to-wit:

BY MR, KELLAHIN:

Q 2

DIRECT EXAMINATION

Mr, Moseley, would vou please refer to

what has been marked as Applicant Exhibit Number 1, ident-

i1fy it and state

A Yes.

what C & X 1s seekinge?

Our Exhibit Number 1 1s a plat of the

area southeast of Lovington, New Mexico, in Lea County,

showing that here are the 80 acres in which we have

drilled and completed a Strawn oroducing well. This is

shown by the arr

ow. Also shown here are the other Penn-

svlvanian or Strawn fields in the area, shown in red;

that is wells that are presently producing from the Penn-

svlvanian or Strawn,
vou ldentify thoz%ree pools, please?
The EIbo—City Pool, Mhich 1is located as

miles south of our completion is a field

0 Would
A Yes.

some 2-1/2 to 3

that is spaced on 80 acres completed in the Strawn and

has a top allowable of 534 barrels per day with a GOR

limit of 2000 to

in January of th

1. This field had four producing wells

is vear.
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CASES 5446 - 5447

The Lovineton Penn East fleld, which 1s located to the
southwest of the Shipn well in question here, has only
one producine well at this time. It has 80-acre spacing
and the top allowable of 365 barrels per day.

The Lovineton Northeast Penn Field, which is
located to the northwest of our Shipp 27-1 is Pennsvlvanian
field with 80-acre spacing. The top allowable here is
445 barrels per day. This fileld had 8 producing wells
in January of 1975.

0 Would vou refer to Exhibit 2 and identify it.

A Exhibit 2 is a shot of the portion of the Strawn
in which we are completine. We are perforated from 11336
to 11405, Our well potential flowine 412 barrels of oil
ver day, 48 pgravity oil, 1864 choke with a GOR of 1004 to

1. The flowlng tubinge pressure on potential was 700

vounds.
0 Please refer to Exhibit 3 and ldentify 1it.
A Our Fxhibit 3 shows the production from the

sublect well since it was completed 1n late January of 1975.
We show a cumulative production as of the 1st of March of
this vear of 11,333 barrels of oil and 11,387 MCF of g¢as andg
no water.

0 Yould vou refer to Exhibit 4 and identify 1t?
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A Exhibit U is a pressure cumulative production
plot showine on it the initial reservoir pressure of
4,032 pounds, which we measured at a Sub-C depth of
7572, the mid-point of perforations. After producing
11,333 barrels as of the first of March the measured
bottom hole pressure at the Sub-C depth was 3710 pounds,
indicating a 322 pound drop in bottom hole pressure.

Also shown here is an estimate, a prclected
estimate of ultimate recovery from the well, assuming
a 200 pound abandonment pressure. We have an ultimate
recovery of 120,000 barrels.

0 In your opinion, Mr, Moseley, can thils well
or a well drilled in this pool be expected to drain

an area of 80 acres?

A Yes, sir, I feel certain it can.

0 Please refer to Exhibit Number 5 and identify
it.

A Exhibit Number 5 is a comparison of econonmics

for 80~acre spacine versus H40-acre spacing. We have
shown here the oll and gas prices, production tax,
operatine cost, the completion cost for the initial well,
the ultimate recovery which was indicated previously

of 120,000 barrels plus cas, indicatine a total profit
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to the full workine interest of $577,000 with 80-acre
spacineg for an undiscounted profit investment ratio of .96
to one.
As compared with L0-acre spacing, which would

indicate a loss of approximately 22,000 barrels if
forced to develop on U0-acre svacine.

8] In your opinion, then, Mr, Moseley, can vou
economically drill a well dedicated to less than 80-acres?

A No, we cannot.

0 Please refer to Exhibit 6 and identify that.

A Fxhibit 6 is a copy of the recently completed
APE on the subtect well or development well in this
area. It shows a total cost of $604,000 to drill and

complete in the Strawn.

0 Please refer to Exhibit 7 and identify it.
A Exhibit 7 1s a 1list of the ownership in the

80 acres in which we propose to force pool. This 1list
is a total, a list of all of the ownership in this
80 acres here,

Q The southwest quarter of the southeast quarter
of Section 47 is the subjiect of a previous forced pooline
order by the Commission, is it not?

A Yes, sir, it was, that Order Number R-L4857,
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foreced vool the east 40 acres of thils 80 acres in
which we propose to come in there,

0 The -~ let me have you clarify the ownershilp
on this FExhibit Number 7. Is this ownership the total
ownership for the 80 acres or is it Just that official

ownership for the U0-acres that has not been forced pool?

A This is the total ownership of the 80 acres.
Al Please refer to Exhibit 8 and identify it.
A Exhibit 8 is a copy of the letter in which we

-~ to which we addressed this to the non-consent working
interest on our list, a malling list, of those narties
who are non-consent; also showline or indicatine that
interest in this 80 acres, the working interest =s well
as the unleased mineral interest in that.

n YTould vou nlease reiterate for us those
narticular noints in which vou would 1like to amend the
order, R-U857°?

A We would like to amend this order to include
the west or the southwest quarter of the southeast quarter
into the ponoling order.

0 Second of all, with recards to the combined
fixed rate charre of $180 per month.

] Then this $205 figure is too hieh and should be
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adjusted downward accordinesly.

A Yes.

MR, NUTTER: What was the old one, $205?

MR. KELLAHIN: $205.

MR, NUTTER: And the new one?

A $180.

a] By Mr. Kellahin) Do you have any additional
requests with resards to the location or the spacing
between wells?

A Yes, we would recommend that spacing between
wells be no less than 867 feet, which is the diaponal
of 1320, right triangle.

o Mr. Moseley, in your opinion will this well
have the potential for exceedines its normal 80-acre
allowable?

A Yes, it will, definitely.

A] Do vou desire that a discovery allowable
be eranted to this well?

A Yes, we would like to have a discovery
allowable for 1it.

a Have you instituted the proper orocedures for
the filine of Form 109 in accordance with the Commission

Rules?
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A No, we have not to date done this. We anticipatd
doineg it In order to ask for the discovery allowable
in this case.

0 Let me go back and ask vou one aquestion with
resards to the ownership. What 1s the percentace of the
whole assigned to the non-consenting participants?

A Ves, we show and indicate a total of 18,188
percent non-consentine interest in the 80 acres involved.

Q Mr. Moseley, were Exhibits 1 through 8 either
prepared by vou directly or under your direction and
supervision?

A Yes, they were,

0 In your opinion will the granting of this
application avoid the drilling of unneccesary wells
the protection of royalty richts and the nrevention
of waste?

A Yes, 1t willl.

MR. KELLAHIN: If the Examiner please, we move the
introduction of FExhibits 1 throush 8.

MR, NUTTER: Aoplicant's Exhibits 1 through 8 will
be admitted in evlidence.

MP. KELLAHIN: That concludes our direct examination.

MR, NUTTER: Are there any questions of this witness?
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(No response.)
QUESTIONS BY MR, MUTTER:

Q Mr. Moseley, first of all the Order Number
R-U4857 is a pooling order, is that correct?

A Yes, sir, that's richt,.

0 And it pvools the southwest guarter of the
southeast quarter of Section 27?

A Yes, sir.

0 For 40-acre units.

A Yes, sir.

0 Now, what were the provisions of that order?

Did it pool the 40 acres for the purpose of drilling
a well to test the Pennsylvanian, is that correct?

A Yes, sir.

Al And then there was a nrovision in there that
in the event the well was completed in the Devonian
formation, that formation would also be pooled.

A Yes, sir, that well was drilled to test the
Devonlan initially and was subsequently pluegged back
due to the fact --

A How far did the well go? Did the well go into
the Devonian?

A Ves, 1t did.
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0 And the Devonlan was found to be nonproductive.
A Yes, sir.
0 So in vour opinion was the well completed in

the Devonian formation, as a dry hole?

A Yes,

Q It went to the Devonian, they tested it, --

A They tested it, richt.

2 -~ and it was nonproductive and so it was
plugeed back then to another formation, and it was
plugesed back to the Pennsylvanian formation or to the
Strawn, which is in the Pennsylvanian.

A Yes, sir.

0 3o the order pooling the 40 applies not only
to the Pennsvlvanian but also to the Devonian.,

A Yes, sir.

N Now, what we're seekine here today 1s the

Ma+'
amendment of that order no insofar as its vertical
application is concerned but only horizontal application.

A Yes, sir, this is correct.

& To include in the poolins the southeast of
the souteast of Seetion 27; southeast/southeast so it
would be pooline the entire south half of the southeast.

A Yes, I think it would be the southwest of the
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southeast.

0 No, the well's on the southwest of the
souteast. That's what was pooled originally. And
we're extending it to apply to the southeast/southeast
also.

A That's correct.

0 Now, just a minute. WMr. Moseley, you've also
sald that vou seek to amend the order to change the
combined fixed rates from $205 to $180. Do vou know if
anvbody would objiect to a cut in their combined fixed
rate or not?

A No, I'm sure they wouldn't., The reason for this
was the avpparently the $205 was set prior to a firm com-
mitment as to the operating agreement and the consent
owners in the unit and in order to avoid an accounting
problem here I would think that we would want to keep it
constant for the consent owners as well as for the
non=consent owners,

Al And the consent owners have all agreed to
$180, is this correct?

A Yes, sir, this is correct.

Q And so the only ones we're changineg it on would

be the non-consent owners and they're benefitting from
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the chanre?
A Yes.,
Q The reason I'm askine these cuestions is

because the amendment of the order in that resvect was
not included in the call of the hearineg, but I think
that possibly we can ro to a lesser rate without eiving
notice. T don't know why anybody would object to paying
less.

MR. KELLAEIN: As an after-thoucht, Mr. Examiner,
I don't think that you'll have to amend that varticular
section of the order anywav. It is written in such a
way that I think it can be amended by the operator and
this would constitute an administrative amendment by
him. In other words, there is some degree of flexibility.
What we're seeking here is to charge evervbody equally.

Q (By Mr. Nutter) $205 1 hereby --

A If thlis would cause a problem, Mr. Examiner,
I would think that we could leave the $205, if it would cauge
more of a oproblem to change this.

0 The only thing I'm wondering 1f we're jeopardizing
the order by making an amendment that hasn't been advertisedq,
and these are the non-consenting worlk interest owners «-

A That's richt.
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2 -- that are shown here on this Exhibit Number
8, second parge.

A That's right.

MR. KELLAHIN: If the Examiner please, I would
wlithdraw our request to amend Paragraph 12. I don't
believe it's necessary. We withdraw the request.

0 Mow, has C & K already filed the actual cost
of drilling the well information pursuant to the
provisions of Order Number R-4857?

A I'm assumine that we have. I don't know that
for a fact.

0 When was the well completed?

A The well was completed in January of this
vear; January the 25th, I think, to be exact.

0 Well, provisions of Order Number 5 that the
operator shall furnish to the Commission and each known
workine owner, an itemized schedule of actual well costs
within ninety days following the completion of the well.

So we've got here an AFE for a development well 1in the

pool --
A Yes, sir.
al ~-— but those would not necessarily be the

actual well costs --
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A They should be real close but not necessarily
the exact, this 1s correct.
A And C & X will comply with the vrovisions

of Paragraph 5 and furnish actual well costs if they have
not vet done so.

A Yes, sir, they will.

Q Now with respect to your mention, Mr., Moseley,
of the discovery allowable, that was not included in the
call of the hearine,

A No, sir, it was not.

0 And normally pursuant to the provisions of
Rule 509 of the Commission's Rules and Regulations if
the Commission staff 1s in agreement that a discovery has
been made, they'll bring the creation of the pool on for
hearine 1n a recular nomenclature hearine, and also
the designation as a discovery well eligible to recelve
the discovery allowable. Now, 1f yvou will file the
Commission form, whatever the number of it is, 109, C-109,
requestine the discoveryv allowable for the pool, we can
docket the creation of the pool and the assignment
of discovery allowable on the next nomenclature hearine.
Is that acsreeable to vou?

A Yes, that's fine.
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2 And In the meantime withhold any action on
the creation of the pool in this case and the promulcation
of special rules until the creation of the pool came
up on a nomenclature case in which the discovery allowable
had been advertised.

A Yes, sir, that would be fine,

MR, NUTTER: Are there anv further aguestions of Mr,
Moselev?

(No resnonse)

MR, NUTTER: He may be excused. Anything further,
Mr, Kellahin?

MR, KELLAHIN: No, sir.

MR, NUTTER: Mr. Bateman, do you have anything to
offer in this case?

MR. BATEMAN: VYes, Mr, Examiner, I'm Ken Bateman
of Yhite, Xoch, ¥ellv and McCarthyv of Santa Fe, aonpearings
on behal® of Texaco, and I've been asked to make a statement
in the case and T would recuest leave to do so at this
time,

MR, NUTTER: Yes, sir, please,

MR, BATEMAN: The concern of Texaco, frankly, 1s the
assienment of risk nenaltv. There's been no testimony or

statement concernine that in the testimonv which has
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alreadyv been entered in this case. The previous order,

which was 4857, assigned a 200% risk penaltvy to the well as

completed in the Strawn. The concern of Texaco is simoly

what 1s to be done with respect to the interest owners, the

working Interest owners of new acreage which is potentially

to be added to the proration unit under the Commission's

order. Texaco, which owns an interest in the original

40 acres tract, which was subject to the early order, and

1s a non-consenting interest -- a non-consenting owner, and

1s therefore affected by the 200 percent risk penalty,

which was quoted by the Commission previously, Texaco in

addition is a working interest owner in the adjoining

40 acres tract, which would be votentiallv part of the

proration unit, There apparently is a difference in the

working interest ownership between the two 40 acre

tracts; that is to say that there are owners affected

by a potential order in the new tract which are not

owners in the original U0 acre tract, 40 acre tract.
Therefore, 1t would be ineguitable to assess

any risk penalty acainst the owners of the additional 40

acre tract, includine Texaco, for the reason that the

owners of the acreare, adjoining acreage, were not

aiven an opoortunity to participate inltially, and
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secondly, because the well has already been completed.

In my view, at least, the risk has been eliminated;
therefore, there should be no penalty assessed against
the new owners or an award for further risk taken pranted
to C & K.

We would reqguest therefor that 1f the Commission
sees fit to erant the application for the expansion of the
ororation unit, then the risk penaltyv be reduced to re-
flect an assignment of risk penalty to the acreage under
the oripinal U0 acres on the proration basis as that
acreare bears to the total on the old acreape.

MR, NUTTER: All right, thank you Mr. Bateman. You
opened up a whole new ballgame. Mr, Moseley, vou're still
under oath.

A Yes.

A (By Mr. Nutter) Is the ownership different in
the second 40 that's to be in thils new unit than it is

in the first 40?7

A I'm not able to answer yvour question directly.

A Particularly with respect to working interest ownse

who would have to nay a share of the well costs.
MR, KELLAHIN: The only change, Mr. Examiner, is with

recard to rovalty ownershlp. The difference lies in the
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new 40 and not in the old 40,

MR, NUTTER: Is she a working interest owner?

MR. XELLAHIN: No, sir.

MR. NUTTER: TIs evervbody's working interest share
identical whether it's under 40 or under 807

MR. KELLAHIN: According to my information, it is.
Stand corrected, Mr. Examiner, Ruth Armstrone has a
workinge interest of some .26040 percent. Mr, J. V. Ringold
has a .13020 percent. Those two individuals do not appear
in the oriesinal 40 acres.

MR NUTTER: They have an unleased mineral interest
in the second 40 but not the first 40.

MR. KELLAHIN: That 1s true.

MR. NUTTER: That's Ruth Armstrong with 1/384th?
Now is that 1/384th of the 80 or 1/384th of the 4079

A It should be one -~ as I understand it, this
should be 1/384th of the 80.

Q Has Texaco's interest changed in roing from a
40 acre unit to an 80 acre unit?

A Accordlne to our records it is not. Their
working interest is the same.

0 According to your Exhibit Number 8, Texaco's

interest is 16.67 percent working interest in the 80
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acre unit, 1s that correct?

A Yes, sir, 1t is.

0 And is that what vou show as being their interest
in the 40 acre unit also?

A Yes.

0 Well now, it would have to chance because you
brousht in two other wells, Mr. Kellahin.

A Ves, this 16.7 should be for the 80 acres; as

to the orieinal percent of working interest in the oririnaj
40 acres I don't have that readily available here.

Q I wonder, Mr. Moseley, fust in the interest of
time, 1f you could ret us a complete accounting of all
of the ownershlp, that 1s working Interest ownership,
overriding royvalty ownership, and royaltj éwnership in
the 40 and slso in the 80°?

A Yes, sir.

0 So we can see how peole's interests change
if we go from one spacing to the other spacing? The
point Mr, Bateman brougcht up may be applicable; I don't
know, or it may be not.

A Yes, sir, we will do this,

MR, NUTTER: Does anyone else have anythine to offer

in Case 5446 and 47?
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(No response)
MR, NUTTER: We'll take the cases under advisement and
call the next case,.

(Hearing concluded.)
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STATE OF NEW MEXICO)
) REPORTER'S CERTIWICATE

COUNTY OF SANTA FE )

T, SALLY WALTON BOYD, Notary Publiec and fieneral Court
Reporter, Santa Fe, New Mexico, DO HEREBY CERTIFY that
the facts stated in the caption hereto are true and correct;j
that I reported the captioned proceedings; that the
foregoinqﬁﬁs pares, numbered f throughgﬁi inclusive, 1is

a full, true and correct transcript of my notes taken

duringe the hearine,

WITNESS my hand and seal, this fﬁof‘ Qg | ,
L

1975, at Santa Fe, New Mexico.

if;&QQAA L%3®$$¥3WJESCSLMA
Sallv Walton Boyd

Notary Public and General Court
Reporter

My Commlssion explres?
10 September 1975

t 45 hareby cestify that the forsgolhg 1ib
2 complete record of the prooeedings }2 5&7

the Examiner hearing se No. O Y¥@: o
neard by me on ... L fo 197&

g ~=., Examinex
\oycj M9x1co Oil Coneervation Commission
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