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IN THE MATTER OF:

’

’ The application of James D. Hancock and
Company, Ltd., for an order requiring
ratable také of gas.in the West Kutz -
Pictured Cliff Pool San Juan County,
New Mexico, or for proratlon of gas pro-
durtlon in said Pool.

Case 696

Eefore: E. S. (thnny) Walker, Commissioner of qulic Lands
R. R. Spurrier, Secretary and Director -

- TRANSCRIPT OF HEARING

MR. SPURRIER: The méeting Wiil come to order please.

This is é poﬁtinuatidn of Case 696. That is the only case
which we will cqnsider today. Before,ﬁe,begin~the éase,‘Commission-
er Walker haé somefhing he would like to say.

(Discuséiﬁpfbff the record.)

'MR. SPURRTER:  Mr. Smith. |
MR. SﬁITH' StanolihdZOil‘ahd Gas is ready to go forward. i

mlght state for the record that I an appearlng on behalf of Stano= - o

N

o -

1ind 0il and Gas Pompany and Bensor and Montln and Mr. J. R. Town-
send, atﬁorney for Stanolind 0il and Gas Company is also appearlng.
MR, TOWNSEND: I will call first Mr. Greer. |

o,  ALBERT BR. GREER

ifhéving first been duly'Sworn, testifiéd'asrfollowsz

 DIRECT EXAMINATION
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~and Montin and Stanolind 031l Compahy?

Ry MR. TOWNSEND:

state your name?

O

Will you please
Albert R, Greer. «

By whom are you employed, Mr. Greer?

> 0 >

Benson and Montin,
Q You have previously testified before the Commission, have

A Yes, 1 have,

you not?

Q And you have testified as an engineer? -

A That is correct.
Q And"your qualifications have been accepted by the Commis-

sion on previous occasions? A Yes, they have.

Q@ Are you testifying in this case on behalf of both Benson
A That is Jorrect. X

Q I will ask you, Mr. Greer, if you are familiar with the gas

field known as the West Kutz-Plctured Cl;ff Pool?

A I am familiar with thls field and have followed itts devel-

‘opment since itts discovery in 1950.

- Q We will ask the réporter tq mark the map there as Stanolind

and Benson and Montin Exhibit No%)l.

(Marked Stanolind's and Bensén anf
Montint's Exhibit No. 1, for
1dent1flcat10n )

Q Directing>your attention to that map, will you please iden-

LAY the field and give the Comm1551on any general information con-

cernlng 1t's development which you th1nk i pertlnent to this case’

A The outllne of the West Kutz- Plctured CLiff Fleld are shown;

on this map with a green line, This fleld was fqut dlscovered or

was dlscovered in’ 1950 and has been rauher rapldly developed untll
time

thls 3 me‘ at whlch/there are now 166 wells in the fiec'd and a tota
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“of the field.
'6f the field.
| 1ittle over 2,000 feet. The average depth is probably about 1800

‘will you give a brief statement or history of the rules relative to

éf 39,840 acres have been deviloped, Oé the 39,8L0 acres, two-
thirds, or 26,560 acres has been drilled by wells on 320 acre
spacing, This is indicated by the area colored in red or the map.
The other one-third of the field nids been developed on 160 acre
spacing and this area is colored in blue on the map.

‘ We have shown by this Exhibit that both the northwest end ofﬁ
the field and the southeast quarter of tﬁé field, together, cf
whiéh comprises about two-thirds of it have been developed on 320
acre spacing. kWithin the middle of the field ﬁhere have been wells
drilled:perhaps ‘the téndéhcyvbf the operator was to drill them on \
160, -but there ¢ouid be 320_écfes aééigned at‘ﬁhis;tipe.’ o ,/}

' Q Does the field include vhat is known as the Gallegos Can;on

un1t°

BN

‘A The Gallegos Canyon Unit is included in the northwest end

Q Is any othar‘uﬁit included in the field?
A Part of the Huerfano Unit is included in the southeast gart
Q What is the average well deptﬁ for the well in that fielé?
A 'The wells vary in depth from about 1200 feet to somewhat a

e

feets , )

Q For the benefit of the Commission andjthose present now,

spacing in this field? We are talking about spacing now and not

prorationing.,

A The first order of the, Comm1551on coverﬂng spac1ng in thls

field was order R-46, December ?7, 1950, which éstablished 160=‘
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acre spacing for the West Kutz Field. OCne other Order, R-397 of
December 17, 1953 was enteped relative to the distance from boundany
lines which wells could be drilled, but did not affect spacing.
Then, Order R—l72'of July 24, 1952 was a temporary order granting
320 acre spacing to apprOXimately the northwest end of the field,
Then, Order R-172B of December 17, 1953 denied application for per-

manent 320 acre spacing
)

Q Those last two orders affect the Gallegos Canyon Unit, is

that ‘correct? A That is correct,

i

Q VWere you presenf at the hearing which reeulted in Order No;
R-hé becempgr 19, 19507 o . A Yes, sir, I was.
Q‘ I will ask you whether or not any evidence was presented at|
that hearing to support theforder'which establiShed 160 acre spacin
to the best of your recollection. |

_A At this hearing, and at which the Commissieﬁ established 16D

acre spa01ng, there was no englneerlng data or other.evidence enterad

into the record to support spac1ng of 160 acres or any other spacing
pattern. |
~HVQ Moving along now tc the orders covering the Gallegos Canyon

Unit whlch by the way,. -about wbat percentage of the f1eld does the
Gallegos Canyon Unit cover? lﬁ
v AT haven't figured that exactly.

Q Roughly‘7

A About thlrty percent of the fleld

Q Would you state for tbe record the flndlngs of the r‘omm:ms--

sion in Order No. 172, R—l??."”s
A The flndlngs from which order R 172 was established was Lhe

R

flrst hearlng in whlch there was any enplneerlng data or evidence
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unit are compatible and consistent with each other?

relztive to spacing presented to the Comnission. One of the Com-

missionts findings which-appeéfs in Order R-~172 was that the wells
drilled to the Pictured Cliffs formation would efficiently and ec-
onomically drain 320 acres.

Q hre you suggesting at this time that the Commission change
the spacing pattern in the West Kutz Field?

A No, we are not suggesting that the Commission change the

spacing pattern,

Q@ Do you intend to recommend to the Commission the establish-

ment of 320 acre proration unit?

A Yes, we intend to recommend to the Commission the establish

13

ment of 320 acre proration units,
Q@ Do you intend to show in the testimony which you will give

that the 160 acre spacing rule and the proposed 320 acre vroration

_ A ,Yes. As long:as there is a proper aildcation fofmula, it i
possible to have wells drilled»bn 320 acres and wells drilled on
160 acres in the same common source of supply/:?iihallow producﬁion
from each‘well‘in such a fashion that the correlative rights would
be protected énd the field can be efficientlyiénd economically
produceds

Q There have‘been no hearings or ho testimony in any of the
cases thus far relative to proration units or the size»that they’J
éhOuld be, is that ;orreCQF A “That is correct.

Q Doés the testimony that you have given us thus far; bring u

[s) >

up-tb—@ate to tie date of the present apﬁiication for proratibh for|

the West Kutz Field?

A Yes, this brings us up-to-date.

ADA DEARNLEY & ASSOCIATES
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definitely establish the area or the minimum area which wells in

2 I will ask if you have made or caused to be made, certain
studies regarding the proration of gas in this field with particu-
lar reference to the size which these proration units should be?

A Yes, 1 have.

Q Directing your attention now to Section 13B ofAthe Conser-
vation Statute which reads as follows: "The Commission may estab-
lish a proration unit for ench pool, such being the area Which:may!
be efficiently and economically drained when developed by oné well,
and in so doing the Commission shall consider thle economic loss
caused by the drilling of unnecessary wells, the protectioﬁ of cor-
relati?c'rights,lincluding those of royalty owners, the pfevention
of waste, the avoidance of the.augmentatioh of risks arising from
the drilling of an excessive number of wells, and the preﬁentibn of
reduced recovéfy which might result from the drilling:of too few

wells".‘ I will ask ybu Qhethéf or not these Studies which were made
by you were made with referenéé to this statutogy;brovisidn?

A Yes, they were. . | |

Q@ Have youiavailgble informatiqn.which will show the area in
this field which can bé efficiently and,ecdnomically drhined{by

one well? : - A Yes, I have.

Q'KWhatmiS’the nature bf‘that daté?

'A  We have conducted a number of interference tests which

this field will drain, - ’ | o
Q Do you -have the reSults:offthose tests with you? :
A Yes, I have. These tests are exact dﬁblibates of tests

which were —- 1et me reword that -- these tests have been entered

into the record before in one of the other cases, and we have thosgq

ADA DEARNLEY & ASSQCIATES
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ixhibits on file here now.

i‘~%“‘ Q I will ask the revorter to mark the results of these tests

as Stanolind zand Reﬁton and Montin Exhibit 2 in this case. i
(Mérked Stanolindts and Benton and a
Montints Exhibit No. 2, for
identification,)

A Tﬁ&g Exhibit % broken into five separate tests.

0 Let's take up each test one by one and try briefly to sﬁmn
~marize the res@lts ofhthe teét and what is showal by each one and hdw
they are related to ecach other. Let's take first, Test Wo. 1.

} In test No. 1 we have on page 1 a description of the area
_ ' of the test and the wells included in the test, the date of first
2 - - _ production into the pipeline. On page 2 is identifiediﬁhemshutiin%i
well in'ghe‘test area and the distances>to the nearest producing
“well. ?ége 3 shows the pressure measurements made o1 the subject
-shut-in well., Page 4 is an expYanatory note and. page 5 is a map-
f o showing the area of the test -and approximate reproduction of this
map which is the one on the wéll. o | -

Q@ Can you voint out where the area of“the first test on the

bmapvon the wall is?

A The arexz of the test is shown coiOred ir-yellow. The‘prof\

ducing wells that were completed at that time were coldred in grﬁéh,‘

P - | and a well which vas shut~in and on which pressure measureinents verge
made during the teép ié colored in red. That particular well was | : ‘
" | Hancock No. il;,Hénéock.

Q What iﬁathe next page?

A Tﬂe next\pége is é gfaph showirg the pressure history of

y A | this well during the time of this test and while it was shut-in.

S This'is also shown by the graph just above the m2p on the wall,

. , N ‘ ADA DEARNLEY & ASSOCIATES : _
B . E ‘ | STENOTYPR WEFORTERS . B R )
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¢ Vhat conclusioné“ﬁo yon‘draw from this test?

s A This test shows that this varticular well, after being
completed and. before patting on the production in the vipeline, waj
shut<in for the 1ength of time adeguate for. it to build un to itts
maximum shut~in pressure. Now, we know from other wells whiéh werq
drilled in the immediate area that the origiﬁal shut-in pressure
in this area was about 565 pdundsg The maximum pressure Lo wnich
this well buile vp was LALG6E vounds, Th * -indicates to me that ad<
N joining wells had produced gas out from under this particular wellls
gract before this well was complete,

As further definite evidence that gas was migrating away from

this varticular tract to the other wells in the area, we have the
additional pressure maintenance which was shown in green on this
graph and which shows that the pressure decrcased in this well al-

though'it was shﬁt-in all the time of the test, no production was

(¢4

B taken from the well, Nevertheless, it's gas reserves were being
vroduced by-off~set wéilé; | |

Q Turning now to test xo. 2.

A I woﬁld like to add one more remark. VThe nearestfoff~set
» well to this particulaf one was Dénube Nq. 3 fhompson, which was a
o E distance of 2,160 feet. That is the closest well which could have
d | ‘béen dradining thigwpartichlar test well. Tﬁe drainage fadius of
2,166 feet is equivalent to a’circular drainage aréa of 336 acres.
3 | o This‘meéﬁs to me that thé minimum drainéée'area which‘a well inﬁthis
- ,M part of the field could’drain_woﬁld'be 336 acres.
Q Now, ngt 2, pleasé;

i

‘A _Test No. 2, we have the same comparative information in our

o 0 . . | Exhibit whieh shows the area of the test, the wells in the test.

P i , ADA DEARNLEY & ASSOCIATES
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map on the wall?

wells within this test area are colored in green,

for 244 days. On this well the same as test No, 1, we found well

‘measurements as colored in red on the graph on the wall, : o

conducted for a longer veriod the drop in pressure would have contif

the exact pressure measurements, and on page 9 we have the map
which shows the area of this test.

Q@ Can you noint out the well in the area of this test on the

A This test was conducted on Benson-Montin No. 18, Gallepos

Canyon Unit, and it is colored in red on the mapo, and the producing

| This particular well was drillied on Indian land, -and the
pibeline company, it took them several months to get authority to

cross the land with pipeline and tie the‘wéll)in; so we had a com-

‘paratively long‘interference tést on this particular 'well. It lasted

shut-in pressure built up to & maximum and the increase in pressure

This graph is on page 10 of our Exhibit, After féééhing the
maximum pressure, this well alqo decllned as gas was produced from
deOlnlng wells, and pulled gas out from under the tract on which
this well was drllled The maximum pressvre to whlch the well had

bullt un was approx1mately 163 oounds'at the end of the test 1t had

drooped 6 pounds to 457 pOunds.

Now, although that is only a 6 pound drop, the pressure measure-

ments were made with an instrument which was sensitive %o ene~-tenth
of a Uouﬁd It is apparent from the slope of the curve and the faci
that it does not Jump up and down, that the trend of the drop 1n

pressure was very definite.

Q There is no doubt in your mind that if the test had been

r 8

-

ued and been reflected by the graph9

" ADA DEARNLEY & ASSOCIATES‘ ’
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670 acres, which means~to me that wells

The test was conducted for a period of ab

A That i' orrect.

elvht months, and T Jould see no reason why it would change,

@ Are-your conclusions the same with reference to this test

as they were with reference tc test No. 17

A The general conclusions are about the same, that the off-

set wells were draining gas under this particular wellst® tract.
In this case the nearest producing well to No. 18 was Gallegos Can-

yon Unit No. 6, a distance of 3,050 feet. The draining radius of

3,050 feet is equivalent to circular drairage area of approximately

in this area could drain a

minimum of 670 acres per well,

Q Let'!s turn now to Test No. 3.

A Under Test No. we have again the same typ

3 in our Exhibit,

of information, the area of the test identified, wells within the

test area, the distance to the nearest producing well, the exact

on Page 13, the ma

pressure measurements made on the test well, and

1dent1f;es the area of the testi
 Will you indicate the area of the test on the map on the wa]
A The area of the test 1s colored in yellow on the map on the
wall and the producing wells are colored in green, and the shut-~in

test well is colored in ‘red. Now, this particular test well.which

is Gaiiégos Cahyon Unit No. 13 was drilled almost directly between

twopwells which had been completed at an earlier'date, and‘on1which

{we had shut-in pressures from whi¢h we could tell what’ the original

shut-in pressure in that area, or what the original shut-in pressur

was.

- On Ga]legos Canyon Unit No. 17 it hcd a maximum pressure of

L68.1 poundo.

We feel that that is a good and accurate pressure of}.

W

()

W
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‘history during the time Gi' the test is shown on the graph on page

that narticular area, and that the well had probably built up to

the maximum reservoir pressure when that test was taken. Just
across Well No. 13 to the Gallegos Canyor Unit HNo. I, we had a shut-4
in pressure after I believe‘ about utwenty days, of L6l pounds. Ye
feel that: well probably would have built up to 468 pounds had it
been shu£~in‘16ng enough., Bven so, wc have minimum pressvres to
which the original‘wellsbuilt up of 6L pounds and 468.3 ‘pounds in
that yellow area when they were first completed.

Now we will go to Well No., 13 which is the test well and vas

drilled between these two wells No. 4 and No. 17, It's pressure

14 and the graph abovewthe_‘ map on the wall.
‘ Q@ What does that shoiq? : - ) ‘
A That shows that this well built up to a maximum pressure of
only k6l pounds. This indicates to me that that well's tract had |
been partially depleted by the off-set pnoducing wells at the time
numb‘éf 13 was drilled. After building up to itﬁ"s maximum pressure,
it's vressure ‘commenced- falling off and this in&icates"to me that
the wells which had drained gas originally from undef this wellt's
tract were continuing to drain gas from it during the time of this
test., The nearest producilkng well to No. 13 at the time of this
test was Gallegos Canyonu Unit Mo. 4, a distance of 3,750 feet. " Now
drainage radius of 3,750 feet is equivalent to a circular drainage
area of 1,020 acres, This means to me that in this area, wells wowld
have a miriimum drainage area.)of 1,020 acres per well.
Q Turning now to test No. L.

A For Test No. 4 we have the similar 'da}:a, the area of the

test, location of the wells, shut-in wells within the test area,

IV
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showing the area of the test.

area equivalent to a drainage radius of 1920 feet is 323 acres,

>4

ressure measvrements on the test well, and on Page No, 18 2 moep

2 Is that the map on the wall?

A That is the map shown on the wall. This vnarticular test
well is about z mile from the well shown in our interferen:e Tést
No. 1. The difference now being that whereas in the original test
there were only a few wells completed within the test area, we now
have a large number of producing wells within the test area with cd
sequently higher withdrawals from the field, and as a result you.hg
more marked pressure decline from the test well.

The pressure histofy of this test well is shown on Page 19 énc
on the-graph on the wall aboye the map, the maximum pressure to

which this well, which is Renson-Montin No. 31 Gallegos Canyon, buj

up to was LI,3 pounds, This was about 20 to 25 pounds less than thd

original pressure of ﬁhe éréa, and during the coursk of the test
the well dropped about 12 vounds to 43l pounds. The piessure meast
ments are shown by the little green circle on the graph, This mean
that before this well was turned into the pipeline, it's nressure
was approximately 35 pounds less than the original réservoir pressy
and’as such, abproximetely 10% of thatiwell's recoverable reserves
had been produced by adjoining'wells.

Q What was the nearest producing well to that?

A The nearest oroducing well to No. BIVWas~Galleéos'Canyon

Unit No. 30, a distance of 1920 feet, and the circular drainage

Q What conclusion do you reach from that?

A -This means that the wells in this area can efficiently drail

a minimum area of 320 acres per well.

N~

ve

it

re-~

S

re,
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ADA DEARNLEY & ASSOCIATES
- . STENOTYFE RKPORTERS .
ROOM 10%-106-107 EL CORTEZ BLDG.
PHONES 7-9645 AND 5-3546
ALBUQUERQUE, NEW MEXICO
D v




140

I:IR. SPURRIER: In what period o“ time, Mr. rf}r‘eer?‘wl notice
you said awhile ago a well would drain a thousand and twenty acres.|
A Tt would take longer, of course, for weils to drain gas
on 320 acres as compared to 160 acres. dJust exactly how much time,

| . ~ ‘ approximate comparison shows that if the wells were not ororated

but were producing wide oven, that in about a ten-year period wélls
on 320 acres would produce about 90 to 95% as much gas as wells
drilled on 160 acre"‘spacing. Then, of course, in additional length
of time pracbically’"gall of the gas that could be recovered by the-

320 acre wells, 1I. there is any proration or any restriction in

production, then the time that it takes tb“produce the gas will be
very nearly the same on"the 160 acres or 320 acres. ‘

Q Turning now to Test Mo, 5.

A Test No. 5 is, in my opinion, one of the most impressive
T interference tAests‘ye‘_c published, In our Exhibit we have identifigd
the area of this test, the Vshut—in ‘in well wit‘:hin the test area, |
produci'ng wells, thé. prddu‘cing wells on the boundar‘y kan_d» specific
pr.e’sisur'e measurements for wells within the test area which was
shut-in. |

Q wWill you indicate on t_he map on the wa'il the area teét’ed
: ‘in‘the well? S - ,

" | A The area of the t‘est was colored in yellow on the map and
) ro | the producing wells along the boundary of the test area and within

< th‘ve test area are colored ‘in green., Here again we have two wells
on which we had very‘accur-ate initial reservoir pr_eésure ,_mainte-nancé,'
or rather wellhead p(ressur'er ﬁieaS’uremenés. Those two wellS are

.| identified by the dashed circles, one on the east ‘side and one on.

the west side. One of the pressures'was'ws.lxpounds on Gallegg’s
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No. 17 and the other 467.5 vounds on Galleros Canyon No. 7. The
initial pressures of these first wells in this area checked within
six~tenths of 2 vpound., I fecl that the original wressure in the

area was very close to 468 vounds. The area of this test is approx

mately eight square miles, and within this eignt scuare mile area

there were only four vnroducing wells., O0Of those four producing well
at the time of the test, threc of them hod been on production appro

mately one year, and one of them had been on vbroduction just a coup

of months,

Q WVWhat does that show"

A That the d1fj‘erence in thlS interference test as r*ompared
to the majority of 1ntereference tests is that we had instead of ju
one shut-in well within the test area, we had four wells within the
test area on which we took vressure measurements, The Dressure'
performance of these foﬁrf wells as shown on Page 27 of our Exhibii;

on the graph above the map on the wall, now with only a short pro-

duction veriod for the time of ‘this test we necsssarily had small

.pressui"e drops. Nevertheless, ‘they were measureable, and with the

instrument we were using, I am certain that the trend of decrease

in pressure to reach the maximum 3~enre<;ents the actua‘ pressure -be-

'
x

havior in the reservoir at. that twm

Q@ VWhat is your conclusion as a result of thlS"‘

%

A We might point out that Well No. 33 which is shown on the

lower part of the graph is close to what we call the fairway field |

in the most permeable *7art of it, and has pressure drops more rapid
ly than any of the other wells., HNevertheless, the pressure on the

other test: wells r-eached the may1mum and then dropped off, which

“indicates to me that with only three producmg wells within the

12

5t

and
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eirht square mile arca and five producing wells/ the boundary that

) _ L these wells caused movement of gas in the reservoir away from these
subject test wells, T would like to point obut that one of the welljs,
Gailegos Canyon Unit Ho. 4O, the closest producing well to it was
Nd., 17 Gallegos Canvon Unit, a distance of 5,000 feet. The circulap
drainage area equivalent to a radius of 5,000 feet is about 1,800
acres, |

This indicates to me that wells in this area could drain 1,800
acres per wéll. |

Q What conblusiohé,sdmmafizingkthe testimony that you have
given with reference to each of these tésts, whét conélusions do yop
reach as a result of them as far as the entire field is concerned? |

A \These tests mean to me that wells ih‘fhis area will efficient-~
lyAand.ecoﬁomicaily drain at least 320 acres per well,
S MR. TOWNSEND: We would like -~ excuse me.
§ L 4 And that inasmuch as two-thirds of the field has been
drilled on apprbkimatély 320 acres, that prqrationqunits of 320
acres should be established in the éllocation of gas,pfoduction.k

MR. TOWNSEND: We would like at this time to offer the map

which is on the wall as Stanolind and Benson-and Montin Exhibit 1,

and to offer the results of the five interference tests as their
Lo Exhibit No. 2.

MR, SPURRIBR: 1Is there objection? Without objection they will

B

< |be admitted.

‘Can we take a short recess hera?

4

(Recess.)

MR. SPURRIER: We will proceed with the hearing.

.. .|By MR. TOWNSEND:
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pressure bombs,

224

 Tn conducting these interference tests and using the surfac

pressure gauge, did you make any additional tests to sce whether

fluid in the holes in the bottom of the hole may heve some effect

unon these tests?

A Ygs, we were concerned in knowing whether the surface pressjires

were representative pf the reservoir pressures, and in order to
check this since some of the wells make water in that aréa, before
and after each test, we blew the wells through the tubing to make
certain there was no water in the hole. Therefore, a column of gas
existed from the‘casing head to the producing formation, and.as a

result, the surface pressure was a direct indication of the reser-

voir pressure, or rather the difference in pressure measurements was

exactly reflected by difference in reservoir vressures.

Incidently, we found that wells that make water in this field L\

on shuting them in, there is a tendency for the water to go back into;

the sand and we have often shut a well in that had quite a bit of.

watér in the hole, and after being shut-in from a few hours to a <
. /

cpuple of days, all the water has been driven back into the sand.

Q@ So you consider your test as accurate as could have been

made under the circumstances?

A I am positive that our surface measurements directly re-
flected reservoir pressure, and of course, since we could measure
them to one-tenth of a pound, we had far more accuraté¢ pressure

measurements than we could have obtained by running bottom-hole

L

Based
Q /on the result of these tests, in your opinion, will there b

any significant difference in the ultimate recovery of the tract un-

less developed to a density of one well to each 160 acres as compar%?
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to that which would be obtained if it were marked to a density of

"

one well to 320 acres?
A Tor the same vroducing rate at abandonment, it takes a
slightly hisgher reserveir pressure on 320 acre spacing as compared

to 160 acre snacing, This sliehtly hicher nressure represents s
- £ i D ) “ Ed

small additional volume of gas that would not be recovered on 320»
acres as compared to 160 acres. This amount of gas, however, is
guite small being on the order of three-tenths to four-tenths of
one vercenc of the total volume of gas, and we have found in drilling
and completing wells in this area that we often lose more than ﬁﬁia
three~tenths to four-tenths of one percent in the course of comple-
tion éf the additional well due to the fact that the well has to
be opened Lo the air while we are completing; and I believe that even
more g£as would be recovered on 320 acre spacing as compared to 160
R acre spacing in view of the gas that would be wasted in drilling the
second well on 320-acre tract,

'Q What about the cost of drilling an additional well on a
320 acré tract? Would the amount of the cosﬁ justify the additionall
expenditure from the standpoint of the oil recovered? |

A Definitely not, since I don't believe we would recover any
additional volume of gas at all by drilling the second well. That

i is additional gas that can be saved in the market, ‘It cost oh, 318,000

to $19,000 for the average well in the entire field, and I think the
additional drilling cost would be entirely wasted, as well as the
additional materials that it takes to complete the well with,

Q Then you would say that the drilling of an additional well

: | would not be sound from an economic standpoint forgetting the engin

G eering factors involved? A That is correct,

.

4z x .
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) Based unon these conclﬁggbns, what, is your raocommendation
as to the size that the proration unitso in this field should bhe?

A 320 acres.

Q What is another factor besides the size of the unit to be
considered in the proration of gas?

A fin allocation formula.

Q@ Let me read to you a nortion of the Conservation Statute,
Sections 12-C and Section 134, vart of 12C says that “Whenever the
Commission finds it necessary to prorate gas, they should do so on
a reasonable basis and recognizing correlative rights.” Then this
sentence appears, "In protecting correlative rights, the Commission
may giVe equitable consideration to acreage, pressure, oven flow,
porosity, perreability, deliverability, and auality of the gas, and
to such other pertinent factors as may from time to time exist, and
insefar as is practicable, shall prevent draindge between producing
tracts In a pool which is not equalized by counter drainage.!
Séction 134 reads as foilows: "The rules, regulations and order
of the Commission shail insofar as it is practicable to do s0, affoﬁp
to‘the owner of each property in a pool the opvortunity to produce
his just and equitable share of the oil or gas; or both, in the

pool being an amount so far as can be practicably determined, and

W

so far a=z such can be practicably obtained without waste, suvbstanti
1y in the proportion that the recoverable oil or gas or both under
such property bears to the total recoverable oil or gas or beth in
the pool; and for this purvose to use-"hia just and equitable share

of the reservoir energy",

In the allocation formula which you will recommend, did you

take ‘into consideration the factors that these provisions of the
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w

"

Yes, [ did,

~

N Tn vour opinion, is there a relationshio between the ability
of @z well to produce and the amount of recoverable reserves?

A Yes there is a relationshiv between the deliverability of

wells in this {ield to reserves under their tracts,

t

& Will you enumerate the factors that determine such relation
ship and give us your observations upon each one, and well, dis-
cuss each one separately.

| A 'I would like to voint out first that the productive limits
of this field are definitely defined by changes in vermeability.

This oc¢curs in a large nuvmber of fields, ‘but is more pronounced in

this particuvlar field than any I have ever studied before. By this

I mean that the entire area surrouvnding the field and through the
= field, exhibits a gross Pictured Cliff sand thickness on the order
of 100 to 120 feet. This sand is present in the productive part of
the field and is-also present in the noﬁ—productive‘parts of the

arez around the field., Drilling of wells in the field and outside

the limits of production, show that this sand is very definitely

)?j-’ i : sand without shaie bodies in it and that even in the areas considerpd
£o be dry in which we cannot complete prodﬁcing wells, Lhe sand is
g ’ . still present and carries'porosity and porosity may be just as high
in the noﬁ~pfoduétive parts of this area as compared to the pro-

ductive part of the field.

[SE]

The only difference in the producing area and the noh-producin
area is determined by the change in the vermeability and the result-

ing differences in connate, water content., The dry areas have lower

nermeability and higher connate water saturation and to the extent
: )3
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that tre well will not oroduce cas,

0 Have you nrengred & chart or exhibit to indicate this

variation?

A de have mede a study of the ralation of wermeabilibty to
conrate water which gives us d relation of vermeability to tobal
vore space available for the storage of cgas.

ME. TOWNSEND: I will ask the reworter to mark thesce studies &

Stanolind and Beénson and Montin Exhibitsio. 3 and 4.
| » (Marked Stancolind?s and Benson and
Montint's Exhibits llo. 3 and 4§,

for identification.)

A  A part of cvr work relative to the relation of permeability
to connate waterhas been filed with the Commission in éne of the
other hearfngs on thic'field; and I will not go into detail about
that particular information other than to say that'it tendé to con-
firm the Zxhibit No. 3 which shows a relationrof‘céhnate water bo.
nerneability on Gallegos Canyon Unit Nao. 35.» It shows this.wparticu
Jar well bééause it was cored with oil, and we feel that the water
sqturatibns‘are'therefore more accur2tc than we might have obtained
otherwise. Although this represents only one well, it is confirmed
by the capillary oressure measuvrements which‘wé}é made on the five
other wells, and to which I referted awhile ago in the records of
the Commisson.

Q@ Do you know what case that was in?

A ,That was Case 377. 1In the files of the Commission, those
are in the files of the Commission,

Q What does Exhibit No. L4 mean?

AT mightfekplain Exhibit 3 a2 little more fully. It shows

1

that for a permeability on the order of one millidarcy, that we

1474
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in which the water saturation vairies the greatest and makes the relp-

‘that if the pvermeabilities in the field were all, say in excess of |0

nrobnu}y‘hnve 5o oconnate vater soturadion anproximatin% 0%, An the
nermeability increases, the water =aturation decreases, and {or o
pernentility cprproximoting ten millidarcies, we have approxinctely
LO% water saturation, This means that for higher permeability we
hzve lower water saturation, and hence o greater void syace availablle
for the storage of gas,
T might voint out that this additional void spa e and additiomal
ras reserves which would be in »nlace in the sare. unit volume of sand
forbsahd carrying the higher nermeability, shows a definite relation
setueen reserve\,‘réCOVerablé gas reserves and vroductivity. The
pore feature of this particular Exh&bit in which it is necessary to
understand the verformance of the field, is that the pcrmeabiiifies
in this"particuiar formation have ULeen found from core analyses and
also by comparison with other wélls to be in this range of one to
two millidarcies up to ten and twenty millidarcies., The average
pérmeability vrocbably lies between two énd ten miliidarcies for

wells throughout the field. -This is important because this is a rahge
tion between preductivity and recoverable reserves. By this I mean

mi]lidarcies, then there would be very little variation of water sa

uration throughout the field and there would then be very little dif

ference in reserves as compared to productivity., For that reason this
» R

varticular field can very easily differ from the ma jority of the gap

fields in which we ordinarily ccnsider that vermeability or produc-

tivity has very little relation to reserves.

Q Do you consider this chart representative of the wells

[throughout the field? |
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althonsh it was taken on one well since it was con~

A Yes s

4

firmed Ly cavillary nressare measurencents on five others scattered

el

throughout cther narts of the‘fiéld, T thin¥ iz quite reoresentatide
of this field.

¢ Do you have anythinz further to add with reference to
Exhibit 3?2 L Yo

Q What is Sxhibit L and what does it show?

A wxhibit Ho. N4 shows the total void space in the reservoir gs
compared to permeability resulting from the combination of the re-
lation of permeébility te connate water and permeability to vorositly.
We have'also found a slight increase in porosity viith increasé’in
nermeability for this pgrticular well. That range is indicated by &
permeability of one millidarcy showed norosity approximating 18%,
and witﬁiincraased permeability up to twenty millidarcy and poro-
eity increaséd up to -abouf tweﬁty and a half percent.

)

- It is a very slight irncrease in porosity with permecability, bu

cF

there is an apparent increase. HNow, by cumbining the relation of

! 5, 1 connate water to permeability and porosity to permcability, we arve

£ able to determine total reservoir~ﬂ€30r space as related to permea-

e R T

i bility and that' is shown by Exhibit Mo, 4. I might point out on ¢ '

this Exhibit about the magnitude of that relation, For example, a

well having an average permeability of two millidarcies would pro-
bably have a net cffective pore space of six percent of the bulk
volume of reserveir as shown by this Exhibit No, 4. ;

A wéll-having s vermeability of five times that much, or ten
millidarcies, will have the net effective pore space of apprbximately

twelve percent of the bulk volume of the reservoir., Thal shows that

. for a five to one ratio in permeability which would correspond apprpxi-
N _ ’ . _ : - _matel
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to five to one ratio in nroductivity or deliverability, that we

have about a two to one ratio in nore space or raecovarable reserve#.

That-variation denends scomewhat on the wells that we are con-
sidering., In other words, we cznnot use exactly that relationship
for comparing all wells in the reservoir. To exnlain that a 1little
more clearly, I would like to point out that the well that has a
permeability of one millidarcy could have a net ceffective nore spage
: o ' of three and a half vercent, and 2 well with two miilidarcy will
again have about six percent, by comparing those two wells twice tHe
¢ - nermeability gives very nearly twice as much reserve, so it is not
a definite relation throughoututhe range of productivities that we
‘have in the field. But in each instance there is an jincrease recov-
efable reserve occurring under wells that have inCreased,geliver»
abilities.
e Q You are simply saying then that it is not a directly pro-
portionate increase but that there is a consistent increase,whenever
you have an increase in permeability, then you have some increaée
in -the pofe space or the recoverable reserves?

4 That is correct.

'J, f : Q@ What other factor might determine the relationship between

%h the deliverability and the recoverable reserves?

? ‘ : £ There are some parts of the field which in my mind I am cen]
5 h tain that the sand has relatively the same characteristics, but it
is merely thicker in one nlace as compared to another. 1In those

parts of the field there is a direct relation#beﬁween oroductivity |- g

and reserves., In other'words, there is twice as much sand, twice

> i . 5 s
as much deliverability and twice as much reserves. That does not

¢ | occur throughout the field and we cannot use that as a definite
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relationshin, but it does occur in varts of the field.

3,

) Are there any other factors that --
i (Interrunting) Yes, there is another very important facton
and that is wells with lower deliverability have higher abandonment

pressures. In other words, a well that has a deliverability which

e

has a productivity near it's economic limit can produce only a smal
amount of gas opefore it's productivity will be decrecased to the
point that it would not be profitable to operate it. Wells with
extremely low deliverabilities could have abﬁndonment'pressures as
high as one hundred, one hundred fifty, or two huﬁdred oQunds higher
than the field aﬁerage. Those wells that have higher abandonment
vressures definitely neced mpég'gas percentagewise than wells that
have higher deliverabilities. 8o that is another relation, althouéh
it is not direcb; it is a relation between deliverability and recov~
S erable reserves.
Q@ Do you think of-any other factors that shows that relation-
ship?
A  There is oﬁe other factor that definitely should be considered
"and that is the fact that there is no fracturing whatsoever in this
%’ producing formation. We have cored a number of wells in the field

and obtained 100% recovery and in no instance have we found fractun-

ing'&hich would indicate that the reservoir is in a fracture conditionQ
Q Mr., Greer, considering these factors that you have been
‘testifying about which you say ' shows relationship between deliver-
ability and reserves and based upon your experience, what is the au 3
! - | range of variétion from deliverability among the wells in the field]

haviﬁg a deliverability of say 100,000 cubic feet per day or more?

A  The range of deliverability fonlmost cf the wells is on the
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order of ten to One, and T belicve about 20 to 1 would include all

of the wells.

0 In considering these factors that you have testified about

based upon your experience, what would you say is the range of vari-

ation in the recoverable reserves in the (ield?

A T believe the variation in recoverable reserves for wells
of deliverabilibty of 100,000 or more would be on the order of 10 td 1.

¢ Refore 1 ask you avout the formula that you recommend, is .-
iﬁ your testimony that there is to be direct relationship between |

whe permeabilit.y in the field and the deliverability of the wells

in the field?

p It is very nearly in direct relationshipe.

¢ Does the formula that you recommend take these variations

that vou have just mentioned into consideration? The varying of
10 to 1 and the deliverability for the average and approximately ].q

to 1 a8s to reserves? A Yes.

Q ‘hat allocation f rmation do you reconmend for the- Pictured

¢1iffs Field?

~rt

A T recommend 75% of the gag be allocated on the basis of

acreage btimes deliverability, and 25% of the gas be allocated on the

e e

pasis of acreage. N -

¢ Do you have a recommendation to go along with that as to the

matter of pinimum allowable?

" A Yes. Ve recommend & minimum aliowable of 100,000 ‘cubic fedt

per well per day.

G yhy do yovu choose that particular figure?

A VWe have ba'S'ed that on economics. We feel that in the avent

/l(;é’l;gl,.c,o{ . .
strengthened production from the entire field, that the smaller

&
‘ ___;._.__-—-—‘_._-_........_..__-—__—-— —————
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wvells should be ~siven an ovportunity to pay out rather then to take
the cutback in wroduction directly as the larger wells do. The

are
reason for this is that we feel there/a larze number of wells that

might be producing in this area with comparatively low initial pro-

duction, A well with a deliverability of 100,000 feet o day, if

[4id

vroduced at that rate, would take about 6} vears to pay out the cos
of drilling., In the event of resﬁricted nroductionvn'would prefer
that our larger wells take the brunt of the cutback; for example,
a well that pays out in six or seven months, a reduced allowable
for that well which would cause it to pay out in ten months and be
supported by the operator much easier than one of hiévwells which
would pay out in 6% years, and he would be cut back to the point
that it ﬁbuld pay out in only ten or ll‘years. A man whose well
was cut back from six months payout to ten or eleven months payodﬁ,
o

we feel is not subjectﬁgo prorationing.

‘Q Did you say how long it would take a well with 100,000 M.C.F.

~ P

to pay out? -

Ty

A If'would vay ouf itts drilling costs in approximately six o
seven years,
MR. TOWNSEND: I think that is all -at-this time.,
MR. SPURRIER: Does anyone have a question of Mr. Greer? -
MR. KELLAHIN: Reoresenting J. T. Hancock and Combany, Ltd. .
CROSS EXAMINATION

By MR. KELLAHIN: .

Q@ Mr. Gréer, in your testimony in regard to the present exist
ing spacing in the West Kutz Pool, it is my understanding that you

sald two-thirds of the area was on 320 and approximately one-third

on 160 acres, is that correct?
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A0 Yes, sir, that is aporoximataely correct,

T o You cre pelting 1t on an acreage togis?
A VYes, T talked about ncereage.

N Are you including in thot all the area within the Gallcegos

Canyon Unit?
A Only the tracts which are drilled,

You are including alloting three hundred twenty acres to

O

each well drilled in the area [ assume on a 320 acres?
L4 & The ones that were drilled on the 320..

‘Q Vou are including in that figure only your actuzlly drilled
acreage? ‘ '

A Yes, sir, only the actual drilled acreage.

Q  Tha’ is likewise true of the acreage drilled on 1607

A Yes, sir, only the drilled abreagé.
AT | ﬁnderstodd you to say that Order Ho. 172 issued in 1952
made a finding that one well would.drain 320 acres?
‘ A Yes, sir, that is correct. ) | ‘ R}
’ f ' 0 I would like to call your attention to paragraph 3 of Ordeg
R-172 which reads‘as.follows: "That apparenﬁly one gas well in
the Pictured Cliffs forma;ion; would efficiently and effectively and g
écOnomiéally drain an area of. 320 aér@s, and that. testimony indi-
cated that the drilling wells in the pattern of greater density is
unnecessavry and not te the best interests of conservation and could

result in wasteful use of critical materizls®™, In your opinion is

(v

that your finding that one well will drain 320 acres?
A Yes, T believe that is what it says. o e

Q It says that it could result in waste, does it not? I would

i . like to call your attention to paragraph L of Order‘R~l72, "That in
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ing patterns in one comron source of supply, but it does not say

an1 offort to deternine whether oneh measures will insure orderly

¥

development, protect correlative rights and prevent, possible waste,

the above Jands cshould be develoned on a 320 sere spacing nattern for

2 veriod of one vear from the date of this order and at the end of
ore year the awnplicant should v»resent testimony to show why 320
should he retained". You vresented testimony 2t the end of the one
year veriod or anvroximately thereafter?

n Yes, sir.

%  That resulted there in findihg that one well to 320 would
not result in an ord-rly development of the pool, did it not?

A Wo, sir, that was not the finding.

Q Wasn?t the finding in paragraph 8 of Order R-172~-%, I call

your attention to the following language, "That for the prevention pf

ot

21

i}

vaste and protection of correlative rights, & uniform spacing
Q’V&,\ﬂ

should be established for the orderine.,. development and oroduction pf
. >3 ! i

the West Kutz-Pictured Cliffs Gas Pool."

A Yes, sir, and it is, the apparent intent of that order was

NP PN R I ' ey .
not to allow two different” _pacings or not to have two different sppe-

F
P

that Wells will not é?}in 320 acres.
Q Mr. Greer, réferring to your test Mo. 3 un there, I believe

you said the low pressure showed that the acreage hed been drained
orior to the drilling of that well, is that correct?

Q Can YOU give me the dates whén the different wells were
drilled?

A Yes, ‘sir. That is Test No. 37

Q Yes,

tern

A In test No, 2 we had a total o 1ive wWells ol walch I 0OUr
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were piroducins and éne was shut~in. The four Droducinémwclls VeIre
the dates of first prodﬁction are as follows: MNo. 4 Gallegos Can-
yon Unit, February 19523 No., 11, HNovember 1952 No.'lé, Sevtembher
19523 and No. 17, Sentember 1952,

% What was your shut-in well, the one that you said the low
pressure indicated prior drainage?

A It was No. 13,

0 When was it drilled?

A It was shut-in November 9th, 1¢52 and pressure, this pressyre
tesﬁ then included from that time up until March lst of 1953 at
which timevwe made our last pressure measurement on it. ~

] Q Well, perhaps I don't quite understand you. It was my
understanding that you said that these wellsAhad drained this area
prior to that, is that correct? i
\ixtw ' A WVell, as of the»time that the well was completed it héd begn
draiﬁed\by the amount of gas represented by the difference in pres-
sure from approximately 468 vounds to 461 pounds. |

Q Well now, did you ever encounter that in any of the wells
thét were drilled approximately at the same time, that situation?
Where there could haﬁe been offsetting drainage, I mean?

A T don't believe I understand your guestion.

Q@ Are you familiar with Hancock'!s No., 8 well?
A 1 know it is in the field there, -
*Q Are you familiar with the initial potential of that well?
4 I don't have it before me,
Q Would 115 M.C.F. sound right to you as the initial potentigl

3

for that well?

A Yes, that wells in that area were drilled -
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—“5- (Interrggging) Mﬁgg_ggout the ludge fo. 9, are you famil-
iar with it?

5 Yes, sir, 1 believe that was drilled ip about the same arede.

Is that a direct offset? L Yes, sir.

You know what the initial potential of that well vias?

&

& I don't have it before me.

0 'Wpuld 1,000,350 M.C.F. sound right to you?

Yes, sir.

How abhout Hancock's HNo. 9 well, is that in the same area?

Yes, sir, it is abouvt 2 mile from it.

A
Q
A
Q Dosyoﬁ knéﬁkwhat the initial potential on that well was?
A I believe e show it about two and a half million.

Q@ And the Mudge- No. 7 well?

YeS, -Sir. |

A
o Q Does that show the initial potential on it?

- L About half a million.
) And the Hancock Mo. 107

Yes, sir, it is in the same area.

Does that have the jpitial potential on it?

A
Q
A Avout eight hundred thousand.
Q Mudge MO 6?7

A

About two and three quarter million.

Q The Mudge No. 17
L - We show about 300,000.

Q@ Three million, is it not?

A Is it three million? Perhaps we'have'ib.. T will accept it

., @ Developed three million I believe. The Mudge MNo. 3, do

e

you have that one? .
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A We show here 360,000,

Q Assuminzg that you were drilling on 2 basis of 320 acres,
those wells were all drilled approximately the same time, were the
not? A Yes.

0 Assuming that you were drilling on 320 and‘drilled for
examvle, the Kudge MNo., 7 well first, that would have resulted in

waste, would it not, to allocate 320 acres to that well?

4 I think not. The problem of high productivity wells and 14

productivity wells which a man might obtain by drilling onldifferent

parts of his tract. is something that is going to occéur regardless
of the spacing.
Q To what factors do you attribupe that?
;A High permeability to one well,
" Q Actually there is & variation in pvermeability in the West
Kutz Pool? ’ - A There certainly is.
Q You get quite a variation in the direct offsets on the 160
acre spacing?
A That is true. You could get é wide variation on 80 acres
cr hé;
Q@ In the event you drilled on 320 the variation in permeabili
iould be a factor in the total recovery from that well; would it ng
A Upon the well, yes, in the field, no.
Q 1In the field, no? A Yes.A
Q2 VWhat do you mean by that?
£ I mean that gas might not be recovered by one well in one
spot but wbuld be recovered by another weli in another field.'

Q Viouldn't. that be.den&ing the-man under whose land the re-

~

\i

ty
62

serves were located the right to recover those?
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A Nect necessarily, we could ro cven further than that on the
particular low well that vou might, low productivity well which you
mizht choose now that has been drilled on 160 acres, it is possible
that we could go to 8C acres on the same tract to give the man a

high productivity well.

Q@ It is your testimony, as I understood it, that in the drill
ing of additionzl wells on 320 acres, more than one well would be
uneconomical?

A ’Tﬁét is cdrrect, it would be.

-Q Uhder those circumstances do you think that the man who has

complied with Commissiont's regulatioﬁ‘aﬁd drilled 160 could claim

the same allowable as the man who drilled on 3207

4 Yes, if we gave the 160 more than half the allowable than the

32C acne well he would be recoveriné more ver acre than the well
drilled on 320 acres., 1 feel pef acre recovery should be approximat
1y balanced. In other words, if he takes out more per acre under
nis léO»acres,»it is going to have to come from under the 320 acre
well, I do nbt believe that would pfétect correlative rights.

e I believe your testimony is that if one well on 320 acres

would not recover the well, ther it would go to some other well, that )

is migration?

A Yes. Bug that could happen on any spacing pattern. Ve
could go from 320 to léﬂ/égeghigt cure that problem,

Q Increasing the size of the unit aggravates the problem, doeT
it not? '

A Well, I beiieve as a man drills more wells he increasés fhe
odds thatvhe will}finally et an average well on his éract, yes, six

Q@ Tt increases it?

4

(S
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T 1 In other words, if he drilled four wells on 160 acres, he
wonld come twice as closz to getting an average well for that 160
acres as if he dritled one well on it.

¢ In all your testimony about the ultimate recovery of gas,
Mr. Greer, I don't believe you said anything about the element of
time. Is that a factor in economic well?

~

A Yes, sir.

Q What\would be yvour estimate as to the time required for one
weii‘on'§20 aéfes to drain‘the 320 as compared with the one well on
i60 acres? .

A it depends upon the extent of vroration. If there is no

proration at all, it takes longer for a well on 320 acres to produc

all of the gas from under it's tract as compvared with a well on 160
prenvie itz Cot

acres. That is under conditions of’@olume of flow. Under conditiops

3 ) A /2’/:;,74 LC- :,f T ' . -
of proration it depends upon the agyéed vroration, It could be the

allowables would be restricted to the point that the total depletioh

would be exactly”the samé under'BZO acres as:under 160 acre tracts.

Q That is aséuming‘thét the allowables are the same, that is

et

on an acreage basis? v _ 4 Yes, sir.
Q If the allowables per well were the same, in other words, a

1well on the 320 acre tract receives thé same allowable as a well on

160 acre tract, the vltimate recovery would still be the same, woulfl"

it not? A What?

Q@ The well on the 320 acres would recover it's reserves just
a#s well as the well on 160 acres, only it would take ==:=,

A That is provided they are, there is no offset drainage

between the two particular wells,

Q How could you have offset drainage?

[§*)
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t  If we have an allocatior formula which does not give credi

to acrezge, then we covld have 160 well retting the same allowable

-2

as the 320 acre well. In that case, 1f they are offset wells, the

[P

160 acre well will drain gas from the 120 acre tract,

G Well, the reserves --

A {Interrupting) Under proper allocation formula, that will

not cccure.

¢ Well, the allocation formula which you proposed, would it

T

occur? : /'/'«*"'\

A Under the allocacion formula that we proposed there would IJ

no offset drainage or it wo 1d-be minimized.
C Because that takes acyage/into consideration?
A Yes, sir, because it takes acreage into consideration.ﬁ
Q The only eleﬁent involved then would be the element of timg
A A‘Yes, sir, |
Q Have you any difficulty with water up there? 1 believe you
sa.id you had,. ‘
A A lot of the wells make water,
0 You have had? o £ (Interrupting) You =--
Q (Intefrupting} You had considerable problem with water,
as a matter of fact, in Some areas, haven't you?
' A Beg ;Sardon.
G You had a considerable })z'leem with water in some areas?
A Yet it did nét materially aff-ect our vroduction. It takes
a little fn()—re care in the field, |

. @ Have you reached the point where you considered put.ting the]

on the, pumps?

-0

m

A Oh, no, sir, The total volume of water is comparatively
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emall, it is on the order of two or three barrels a well a day.

¢ There are some wells in the area where water has been more
serious than that, is there?

A Yes, I thinlk some of the operators have had quite a bit of
water trouble. ‘ }

¢ Now, a well located on 320 acre tract, if we assume it ié
* going to get twice the allowable as the well on 169 acre tract, is
there‘ahy~danger in your opinion, of water encroachment as a result
of the higher allowable? ,

A I don't believe there is any water encroachment in this fielld
as we ordinarily think of water encroachment. |

3 Is there any danger of the loss ofvgas as a result of water
due to high production of these wells? |

A Do you mean that might drown a well out such as we couldn't
pfoduce it? |

0 ~Or trapping gas by water?

4- No, sir, I think thére is no by~pa$sing of gas in trapping
of gas as we ordinarily think‘éf it in a field in which there is
water encroachment, I beiieve the water that we oroduce is high
ccénate water almost immobile cognate water.

€ You detected no hovement of the water?

A I think there is no movenient of water such 2s we think of .
lin & water drivé field.

Q There is movement of water as a result of production?

‘A Yes, I believe there is water which I referred to, is almost

immobile copnate water.,
.

: . Q But with a higher production rate, it moves, does it not?

L It moves at any production raté.
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o ind with that situation, therce is donger that the zas would

5
be trapped, is there not?

A No, sir, I think not. 1 see no reason.

MR, SPURRIEBR: Let's teke a2 short recess.

(Recess. )

MR. SPURRIER: Proceed, Mr. Kellzhin,

Q Ir. Greer, referring back to our discussion of the lHudze
wells, can you explain to the Commission how one well will drain
320’acres when there is a vermeability barrier or area of low ner-
meability between wells on 160 aéres? | |

A i~think there are no permeability barriers which will pre-
vent‘the ultimate recovery of gas from the field such as necessary
to drill the field on 160 acres. There arc unequitable tight stredks
and low permeability zones, but those zones are not so small that
s it iéAnecessary to drill a well on 160 acres, 'If that were true,
then we would have not one main reservoir, we would have feservoirq
approximating 160 acres with no communication between them.‘ I think
that is not the case in this field. |

Q 1 think we are apgreed that is not the case in this fieid.ﬁ - ;
The testimony in your ansvier does show there is a wide variation
iﬁ permeability? A Yes.

: Q@ My question is, how can one well drain 320 with that wide

variation in permeability which is sufficiently close to show up

in a 160 zcre unit?

A Well, the wells we were talking about will in time drain
320 just like they will in time drain 160, Some of the wells are so

small it would take a long time to drain 160. We wouldn't certainlly

o want to go  to 320 to find a spot in the 16C acre tract where a man
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could zet, the oo oul fusbor
0 Thaet if it werns located ol Jow nermeat:11ity would not drain
an area where it is offset by wells in o high permeability, would ijt?

A Tt dewends again on our, the relation of deliverability to

w

reserves. In my own mind, 1 an certain, T feel certain that there 1
less mas in place under the wells that have the TOW deliverability
as compared with the offset well with the hizh deliverability.

@ Have you made any examination of the permea U]lltj in vdridus

areas in the pcol, Mr. Greer?

A Have I made an examinztion of what?

@ Of the core analysis on the oermeab111ty°
A Yes, sir, we nave one exhibit here this morning.
@ How many wells are involved? How many cores did you have

available to you?

A We had cores, I believe, on six wells. And in the exhibit

-
,-"
whlch we vresented this mornnnp was sevehn WClls.
there )

Q Was/x wide variation in permedb)llty on those wells?

A The permeability seemed to range from on the order of about
one millidarcy to 20 or 320 millidarcies.

g - How are e wells located in e utz areacs to dis

¢ H a th 11ls located the %iest K 2 to distanice

from the drilling unit, contrary to the drlll ng uanit?

A The most recent rule called for s minimum distance of 990
f'eet from the corner. Some of the wells were drilled under differ-
ent rules in which they could be 660 feet from the other well's trajct.

G As a matter of fact, a sreat number of your wells located
on 320 acre tracts are drilled on 660 locations, aren't they?

A They are drilled 6G0O fect from one of the lines.  Yes, sir,

J we took advantage of whatever distances we could in order to come gs
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close Lo uniform onacing as nossiblc, @nd ~i1so Lo Lhke advantaze

ol terrain in keeping our costs down,
N The wells are not centered on the drilling unit, isntt there
dander of drainage across »roperty lines?

-

ink it is not moterial,

.t

A Oh, T t}

0 You say it is not material, Yovldntc this give a well thaq
had a double allowable an unfair advantare over the other wells?

£ I think not, if the well is assigned 320 acres in the ield
and 320 acres doesnt't, then any gas that well takes from the field
vased on it?s 320 acres, will surely be somevhat in nrovortion to
it's proportionate share of the reserves in the {ielid.

Q@ That would depend entirely on whzt the offset wells were
and a good many other factors, wouldrit not?

A Yes, I believe it is almost impossible to make an exact
analysis of the reserves under each twell in the field and vrorate
accordingly. That would be fine if it were préétical, but I believe
it would be impractical to try and do that.

Q I ama little confused. Hdw can you prevent dréinage under]
your formila the wells located as ﬁhey are in the ilest Kutaz, if some
of the wells are given a double allowable? ‘

A By double allowable, I supvose you are referring to 320
acre wells getting twice the allowable as a 160 acre well, providing
it has the same deliverability.

Q@ That is right.

A Mo, sir, all other conditions being the same, if it has

twickt the area allocated to thle well, then it's per acre withdrawal

would be.the same as the per acre withdrawal of the well on 160,

Q The point I am making, Mr. Greer, is that wells located on
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GEN T Tocation g novhero near the aon centor or 320 Acre unigtp? B

‘ A That T think ig noy m2terial, ¢ it werc material ..

Q (Interruptjng) I assume that ¥You believe the conditions

normal, the drainage i radiz), more op Jess radia] drainage?

MR, sy17yH T would like to object to the question in thag it
does not conform to the statnute which specifica]ly brovides for t,
ing into cons >ideration counter drainaze, 7 think, I, Kella thin,
auestion could certainly embrace that factor,

MR, KELLAHIN: There hags been no'testimony about counter draj
¢ f: | age in here,
| MR, SMITH: T am talking about. the statute,
M2, KELLAHTL. I am talking about the testlmony.
MR, SPURRIER' Obgectlon overruled
AT belleve T undcrotand what you are trying to get at.- if

s, the distance that a well should drain were limited to o radius equiy~

ot

alent to 320 acres, For‘example say that is 1800 feet, then you
feel if there is g greater dlstance than 100 Leet for ary one well,
:oartlcular radlus of dralnage then it could not drain itts, tract, l
is that what you are- referring to?

-Q  1In effect, |

A Well, siri wells will acfually drain more than 320 acres as
we demonstrated here earlier this morning. I think the Commission
recosnizes the fact that any of it1gs Spacing orders, that it is not
Hecessary fopr the wellrs draln age to be restricted to- that radius
Set up by Spacing only, Fopr 1nstance the Commission nearly always

gives us g3 certain leewav 1n locatlnv a well on & tract, TIf it

viere, if the productxon of gas andg 011 were such that

only drain that distance and no further, then T

- )
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B Q Do you know of any common source of supply developed on a

would set spacing rules which would require an exact center loca-

tion on each wellts tract,  That is not the petition,

P

2 You are assuming in your answer thet you have & uniform

fe)

spvacing pattern throughout the nool, are you not, with variastion in

location of wells?. .

A  In our recommendation for an allocation formula we assumed

that where a well is assigned 160, that the 160 were productive ang

is
where a well/assigned 320, the 320 is productive.

Q What is the pay size of the assumvtion?

A If that wellt's area as compared to the total field area, and

that well's recoverable reserves as cdmpared to the fieldbs total
reserves.,

Q Did you assume that before you drilled a well?

A I believe that in all of our -allocation formulas, that we
£o on the basis‘that the well ' is drilled on g@e tract, I don't
believe the COmmission ever éssigns an allowékie -

Q (Intérrupting) Mr. Greer, do you know of aﬁy pool that has

been drilled on a non --

A I didn't understand your question,

uniform spacing pattern that exists in the West Kutz Pool?
A Yes, tﬁere are many fields develoﬁed like thét.
Q Are there any in New Mexico?
Yes, Sir, the Fulcher Kutz has been developed on that
aniform spacing. '
Q Been drilled on what?

A Drilled on the different spacing pattern. That is the next

closest field.
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0 To what extent has it been developed on a V.non uniform
vattern?

4 There are a number of wells drilled accofding o Commnission
Regulation of LO acres and subseguently a well has been drilled on
a svacing order of 160.

Q@ There is no 3207

A lot in that particular field.

Q Do you feel that those wells drilled on 40 acres should be
penalized due to the fact that they complied with the regulations
of the C'mmission at the time thgy were drilled, in »any vay?

A Well, sir, we are getting out of the field we are talking
about now, but I do havé a definite opinion in that respect, I
question if this is the place to put it in or not.

MR. KELLAHIN: I won't press it. Thaty is all we have,

MR. SPURRIER: Anyone else? |

MR, STOCKMAR: T. P. Stockmar. Frontier Refinihg Company.

CROSS-EXAMINATION

.

By MR. STOCKMAR:

Q@ I think you have stated the essentials of the following
here that there is a wide variation in permeability throughout the
field., That the deliverability and permeabilities with respect to
any well are in n‘xror"ev or less a direct relationship?
| A No, sir, I didn't stéte direct. There is a definite re-
lationship, but not a direct relationship.

Q@ I think you said 2 nearly direct relationship?

A Vhen I said nearly direct relationship, I think we were

talking about permeébility and deliverability.

Q0 That is what I am talking about.
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A T ber your nardon.

. In other words, the deliveranbility is o measure of the permeab-

L T4 is o function of it.
N

¢  Function of 147 : L Yes. learly direct, — 7

01 think you nlseo stated that the vermeability is a funectior
* or prohubhly vice verss, the daily rccovery of a narticular well woyld
be a function of the nermesdility-of the sand renetrated by that
woell?

A& The vroductivity of the well, yes, sir.

Q You also stated that the ultimate recovery from 2 particular
well would also be a function of the vermeability?

A VWell, sir, that would devend on hovr the well is produced,

whether it is prorated or allowed to produce unrestricted.

Q Under proration, a well encountering sands of a low vermeal-

[N

lity would then have a low ultimate recovery?

A  There again it depends on the proration formula,’ but the

chences are that under the type we are recommending it would have a
1ower recovery in that event.

G 1 think either directiy or by implication, you have said
thgt the drainage of any varticular well, drainage aréa of any par;
ticular well is also a function of the permeability? ‘ }

A No, sir, I dont't believe I said that.
: Q@ I gather the reverse then, that without respect to the per-
meabilities on a particular well, the area of drainége would be-
the same?

A Wells in this ficld would drair a comparatively wide area

as compared to the current spacing pattern, and the low productivity
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well would drain this area just as a high vroductivity well would,
only that it misght take 1onger. There agnin --

@ (Interrunting) The difference 2s vou sece-it then, is a
neasure of time? |

A ‘Partly'a measure of time. I would like to point out -

G {Interrupting) In a given veriod of time, the well of
low permeability will not have the same effective drainage as the
well of high vermeability?

A S8ince we are talking about that, just a minuvte, ‘Let me get
some reasonable figure. For the wells we are concérned with_in_the
West Kutz Field, we have the averaée deliverability on the order of]
five millidarcies --

Q@ (Interrupting) Deliverabilities, you say?

A Average permeability of five millidarcies, I would ‘judge it
wouid take something on the order of &0 dayé for the radius, the
so~called radius of drainage fof an average well to reach it's outepr
drainage area,

Q »You are talking about the six-wells that were cored?

A I am talking about the average well in the field.

Q You are basing your vermeability averages on the six wells

<
that viere cored?

A Yes, sir, and it is a pretty good average. They were

—

scattered over the field and they had average oroductivity and aver
age net nay thickness comparable to the average well in the field.

I believe it is a nretty good field.

% Your answer to my original question then I gather, is that

L%

the difference in the period of time is not material without respeck

to the variation in permeability.  You are only talking about 60
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”““'*‘”“”;"“”Hays ERAL 18 Not a matericl foctor, -
5 L T just don't know whot you mean now.
| ¢ I profess T didn't know whot yonr meant by your renly. Iy
orizinal question was that in a given period of time ¢ well with
low vermeablility will not effectively drain the same aresz 2s a
well with a high bermeabﬁlity?
A Yes, sir, that is true, but as you say, [ don't helieve thalt
u it is material as far as éfoduqtion or recovery of gas from this
field is concerned.
Q I didn't say that. I think you said that.
4 Yes.,
Q@ It is hard for me to understand here if the vermeability is
in somewhat of a direct relationshiv to delivgrability. If we are
; then talking about deliverabilities of thése‘respective wellé, I |
= cant't quite come around to your conclusion that 2 well with a low
f” deliverability is going to have the same effective drainage as &
well with 2 high deliverability.
) A Do you mean that perhaps a well with a low deliveravility wopuld
, v not recover it's share of“the gzs from the field during the ﬁime
S ‘ﬁ : - that the field is produced, is that what~§ou mean? |
Q WGll; is that 2 fair statement?
A ‘Since the productivity of the well is somewhat related to
RN
‘ deliverability, a well that has a low pﬁ Syctivity will have a com-
) : paratively lower reserve, and although it produces at a lower rate,
it will get itts fair share of/the’gas providing of course that there
is a relation say we choose an allocation formula_thatué&actly fits A;
ﬁhat wellts tract in the field.
e ' : Q I wish you would clarify thet formula, how the deliverabiligy
o > ' :
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of the well is the dircet measure of the reserves of the Lract on

whiich the well is.

A T didntt say it was a diroect measure. T said there was a
relation between them,

Q What is the rclation?

A The main fact has to do with the relation of permeability d

TN
cornate water content. ith lower vermeability we have higher comy

water content, which leaves a smaller void space for the storage of]

gas,

3  But there is a3 wide variation in nermeabilities across any

g

one section,there, I think you have indicated, or the probability of]
it?
A  There could be, and of coursc for the nurpose of allocation

.Q (Interrupting) The productivity of a particular well is

not really a measure of the vermeability of the entire tract on whi

it is drilled, but on the permeability of the sands in the immediat

vicinity of the well, is it not?

& Yes, sir, T agree with you. But for the purpose of alloca~

tion formula, I think it wbuid be very difficult for us to try to
determine what the average deliverability of a tract might have bee
if we had'the avefage sand . characteristic of th§~wholé'tract. I
think it is almost necessary to use that rarticular wellts actual
productivity. The overator drilled it in a poor part of the tract,
fhy it is jusp unfortunate, ':

Q But tﬁat somewhat minimizcsAyQur statement that’ it is a
direct, or some measure of reserves under that tradt?

A It is true if the particular spot where the well was drille

R ———— e o

[o}

()
o+
o

is not exactly, does not have exactly average sand conditions for t
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—— " TTgntire tract, the well does not rovresent the
entire tract.

Q ’Yéu nave stated on & 160 acre tract?

& 1 would 1ike to add to that.

1R, SPURRIER: Pardon?

A T would like to add to that, That is
why we include the 25% factor pased on acreage
not be drilled to the spot that is actually re
entire tract, and by adding acreage jn as anot

allocation formula, we tend to e

might unfairly treat some of the wells.

‘MR. SPURRIER®: e Wwill recess‘until 1:15.

was recessed unt:i

(Whereupon, the hearing
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AFTERNOON SESSION
July 14, 1954

SPURRIER: Proceed, Mr., Stockmar.

MR.
"ALBERT GREER

— o awm s me aow gt G S S

CROSS EXAMINATION

\(Continued)

By: MR, STOCKMAR:
Q

spelled out here. As I réball your testimony with respect to

I am interested in these interference tests that you have

Test No. 5, the wells which are listed on the upper diagram or
graphically shown in the other diagrams are the shut-in wells?-

A That is correct. They were shutéin.

Q Ifthink you‘also testified that those wells were shut-in
for approximately one year after the time when the producing weli
that you testified caused the pressure drap'herewith placed on
production?

A I believethat is approximately right. They were drilled

and éompleted and shut-in and tested about a year--~

Q  (Interrupting) After the wells which you say, caused the
pressure drop were put on the productibn?

A Yes, it is a year to a year and a half,

Q I think you also indicated that the origiral reservoir

pressure in that afea was approximately 468 as maximum, something
like that, didn't you? o
A
Q

‘that after a year to a year and ahalf, the be§t of those wells, -

Yes, sir, that is about right.

It is difficulty to read the chart from here but we find
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when shut-in reached a pressure of 463 and a half, 5ﬁe, 4,63 and
one, 462 and a haif, then you say that production for the two or
two and a half months of the test caused a significant pressure
drop. How do you account for the absence of any noticable pressure
drop over the period of a year to a year and a half?

A I think if we project the drop in pressure which these
tests reflect back over the previous months that it will show a
reasonable time element -for whi'éh the pressure drop was caused.

I might point out that it was not just the production during
the time of the test that caused that pressure drop. I am sure
- that there was part of the gas which was produced, say a year
- earlier and caused a low pressure area around the wells which thé

gas Was taken from, started gas migrating toward those wells. Eveh
if we shut in the producing wells during the time of this test,
there would be a tendency for pressure equalization so that the
gas would be flowing toward the wells on the boundary of the area,
~although they were shut-in and that a presSure drop would continue
to occur in the test wells due to this pressure equalization, so
we can't say that the pressure drop was caused from production during
the time of the test. But it definitéiy was caused by production
from the period of a year and a half prior to the time that the
test stérted.

Q That is}.’partially acddemic but those wells were actually
producing. Either way you are saying that a pressure differential
will ultimately be reflected throughout the entire reservoir, arenft
you? _ | |

A That is c‘orrect,.

©r

"Q  You held that particular test out as the most significant
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et et 4ot

amount of production.

the general reservoir pressure does decline, you will have less

~respect to the effect of ‘one well drilled in this field, assuming

test that you have ever seen published? i - —-~—7uﬂf~-7

A One of the most.

Q Is that . rather modest pressure decline an indication of
a serious drainage?

A I pointed out eariier that the modest pressure decline,
as you refér to it, is due to the fact that the tests were conductied
early in the life of the field and there was a comparatively small
pressure drop throughout the field. Even though the field was
young with production of oniy a year or year and a half, the pres-
sure drop was nevertheless reflected.

Q Eariy in the life of the field when the pressures are the
highest, would you not expedt the most significanﬁ equalization
of pressures when the pressure differentials are at the greatest?

A I believe the pressure equalization will vary approximatély

as the square root of the pressure, the time of pressure equalizatfion.

Q ‘Weil, as the overall field pressures reduce as time goes

on here, would you not ekpect the slope of that pressure decline

~

if you do another interference test to be substantially more levelp

A Possibly it would be a little more level for the sé;e
Q@ Following that one sﬁep further then, as the pressure, as

significant drainage factor for any particular well, will you not?
A No, sir, it just takes a little longer for the pressures
to equalize, '

Q VWe are back to time again. Did you take a position with

as we probably have to here that it is a connected reservoir,‘wouli
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" have depletion of tracts drilled on 160 acres at the same rate as

that. 't;hen in time drain the entire field?

A Yes, sir, one well could probably drain all of the, or mos
of the recoverable reserves in any one comrlon source of supply.

Q@ Then, your testimony with respect to the, and youropinion
with respect to the drainage pattern which any well might establis
really has some element of time in it when you specify so many
acres or radius of so many feet?

A  Yes, sir, I believe I said earlier that under conditions

of _wide op‘eh flow that it would take longer for a well on 320 acrep

to produce its reserves than it would a well on 160 acres, but under

the conditions of proration and depending upon the amount of re-

stricted prod&ction and under a proper allocation formula we could

depletion of tracts drilled on 320 écres. It ‘depends on your
allocation formula. |

Q Getting back to this efficient spacing. That is quite a
problem we all recognize., In the last ané.ljrsis, is it an economic
problem' if one well would drain the entire fiéld given enough time
Arentt you measuring time against money? '

A Yes, sir, that is,very definitely has to be considered.

Q@ Isn't that decision--

A  (Interrupting) I would like to point out, I would not vre-
commend that the field be produced with one well,

Q Pardon? |

A I would not recommend that the field be produced with just

one iv'ell.

Q The point is, you want to see the productiqn gometime within

a reasonable time, do you not?

:

o :
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A That is true. |

-~ Q That decision, that economic decision really is made by
the independent operators and one of the factors which théy take
into account, is the permeabilities as they find them in their own
wells, is it not?

A That is true,

Q Or in a particular area, if they shquld find an area of
low permeabilities, whether reflected by core analysis or low initdal

‘-potential; would it be sound for them to determine that their well
should be.drilled'on‘a closer spacing than some other area where
the pbtentialg are higher and the permeabilities better?

A Well, sir, I don't believe in this field there is any aréa
large enough to warrant ité being considered as a separate field.
The permeability varies throﬁgh the field and from well to well
but I dontt think we could pick out any part of the field and--

Q ~(interrupting) You said that deliverability or soﬁe functipn
of pefmeability, havé you examined the délivefability, the relative
_deliverabilities of all the wells in the field? -

A Have i ddne what?

AQ Have you invéstigated the relative deliverabilities of all
the wells in the field?

A Well, yes, I héve reviewed their prodﬁctivitieé. We dontt
have deliverébility tests this-year oﬁ all of them. ° ‘
Q" For 1953 or 19547
A  For 1954. | ‘

'Q From your examination of those, did you discover some

: ~average deliverability for the field?

A, I am sure there is an average, I hadntt calculated it,
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Q Were you able to form any conclusions as to whether the

s deliverabilities in the areas generally blocked ocut as the 320
spacing were higher than the average of the field or not?
A I imagine the deliverabilities there are higher,
Q By inference then, the deliverabilities in the area covered
‘by the 160 spacing are lower?
A It is possible. I am not certain what the average would
" | be, but it is pdssible,ryes. I would like to point out though, that
| one of the reasons for the lower deliverabilities in the 160 acre
spaced area is, because they‘have depleted their tracts at a faster
rate than the wells driiled"on 320 acres and'thereby have a'lower"
‘pressure and as a result have a-lower deliverability. So, that
is one of the reasons why the wellé on 160 acres can have a lower
deliverability than the others.
;L.”\ , : Q - You say deliverability and permeability are related and
| permeaﬁility and, or rather daily production are related. The well
with the low permeability then shouldft produce its reserves as you
spell it out at a faster peréentage3 should it?
- A You are speaking in terms of its ﬁeserfes?
*f , L Q Pardon? |
%; i A You are speaking in terms of reserves when you say‘percentqge?'

Q@ I am speaking in what you call the measure of reserves, I

%_1-~U | think that the records of the Commission will show that some of

’ the higher deliverability wells have produced more gas per acre
than some of the~lowey deliverability wells even though they are
brought on the line much later.

MR. SMITH: I would like to ask if Counsel is testifying

P or asking a question.
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:dellverablllty in the 320 spacing area is higher, any use of the

" MR. STOCKMAR: Some of each.
MR, SMIT&: If he is going to testify, I would like to
suggest that he be put under oath,
MR. STOCKMAR: It wouldn?!t change the testimony. I will
stop testifying.

Q On the ba31s of your ‘agreement with me that the average

deliverability factor in the formula you propose will henefit the
320 spacing area to a greater extent than it would benefit the 160
spacing area, will it not?

A Not necessarily. I believe that the 320 spaced area has

higher reserves than the 160 spaced area per acre. It is therefore

entitled to higher pér acre allowable,
Q Maybe you can tell me how you arrived at 75 - 25 as a fair

division?

A We have shown that- there is a relation between deliverability

and reserves,

Q A what, a relation?

A There is a relation, yes, sir. In some cases and in com;“‘
paring some wells, it could be a direct proportion. In some cases,
in comparing other wells, it may be that for twofold increase in
deliverability there may be only a 20 percent increase in reservesj
There is absolutely no formula that could be applied to the field
which would exactly allow each well to produce its recoverable re-
serves. The formula we recommend, I believe, is a practical one

and to the best of my knowledge and from my experience in the fielc

I belleve that the formula we, recommend will glve each operator

v

B

his fair share of the gas as close as it can be, practicably be dd

nee.
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Q You feel it is a matter of reaching an approximate justice

. here?

A I believe it is as close as anybody can work out.

Q Why is it not a better approach, 50 - 50 arrangement?

A I don't believe 50=~50 gives enough credit to deliverability.

Q That is your opinibn based on these imponderable factors |
that we cant't really assess at this time?

A It is my opinion, based upon my study of the field, yes, sir.

Q Getting(back to this drainage of the field, you stated be-
fore lunch that without respect to time, the drainage area of any
well, high deliverability or low deliverability ought to be the
same again without respect to time? |

A Yes,ksir, any one well in that common source of supply could
eventually effect the entire reservoir.
R Q Interjecting the time factor, é low deliverability well will
not produce as huch gas in the given periOdVOf time as a high de-
liverability well?

A That is correct. ‘

Q You stated with respect to your interference tests that
those test wells drained singular patterns of from five thousaﬁd
feet to a conservative 1920 feet, as demonstrated by the test as
you analyzed it? | | | \

A That is correct.

Q Then, assuming that we have 320 acre spacing here, if we
have two wells of substantially different deliverabilities offsetting
each other, the high deliverability well would drain the lands under

the low deliverability well, would it not in a given period of time?

A Well, it just depends. If the reserves under the respective

et —
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tracts are apprOX1mately or bear apﬁ;5§555581§mgﬁé same relation
to the total reserves in the field as their respective allocation
formulas bear to the total, then one well will not drainﬁthe
other because this just produces its o™ gas and although it pro-
duces a higher rate=-=-

Q (Interrupting)On your Own statement, each well would be
draining the same area actually, wouldntt it? Each well would

draln the whole field if you let it alone°

A If you have & proper allocation formula each well will just

about drain its respectlve tracte

Q In fact, you have some arrangement for compensatlng for

any differential in drainage?

You have two wells on ad joining tracts, different delivqué

abilities, both draining the same area at the same. time, the high

delivérabilitY'Well is going to produce more gas in the same perid
of time than the low deliverability well and producing from the |
game lands, SO you do have significant drainage between wells of
that ﬁature? |

A  Not necessarily. If the wells reserves are somewhat in pI

portion to their productivities and there are some other factors

such as 25 pefcent acreage‘bakén‘into account in the allocati;é

formula, it is jusp.possible that each well would percentage wise

produce its own reéerves each month and there would be no cross

drainage, there would be no differential in pressure. |
Q Your statement then, that this formula .you ,propose is

one which will with approx1mate Justlce protect correlative rights

nere in the final analy31s comes~down to your oplnlon that ‘deliver

ablllty is a measure of’reserveS?

e i
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A I said that deliverability related to reserves,
the

Q The whole basis of your holding .forth/ formula is based

on that being an accurate representation 6f the reserves in this
field? | |

A No, sir, it is based partly on the premise that the re-
serves are also related to the acreage under a well., We are sug-
gesting thatA25 percent of the gas be allocated on tﬁe basis of .
acreage alone} So, wé do not consider deliverability, we also
considered acfeage.

Q@ You would have to remove deliverability entirely to per-
mit equivalent productioﬁ from 160ts and 320ts? o

A I don't believe I understand your qﬁéstion.

Q Leaving only the acreage factor in the formula, assuming
equal delivefdﬁiﬁig%you would then have a perfectly fair scheme,
ey . would you nbt? '

A You mean--
Q (Inﬁerrupting) 320 acres gets twice #s much as the fellow

¥

with the 160 acre reserve?

: A I defihitély feel ‘that all other factors being the same ||

HQV ‘ ; | such as deliverability, one well that has a deliverability of a
million,feet‘bn a 160 acres and one well with é-deliverabilitymof

one million feet per day on 320 acres, the well with the 320 acres

should get twice the allowable of the well on t he 160 acres because

all other factors being the same, it has twice as much reserves

and is entitled to twice as much allowable, 13
Q Getting back to your picture, however, though that the

gcfeage in the present 320 spacing unit has substantially higher

deliverability average than the area in the 160, ‘I am running into
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the dilemma nere of finding where we have the equivalent deliver-
abil-itieé throughout the field, you ought to be on a straight acre
basis, -on your theory. You say that isn't so, so we will have to
add in some element of deliverability. We find that your area has
a significantly better deliverability average than ours. does, so
by adding any part of it in our respective position is being made
worge instead of better than it would be on a straight acreage
basis? 4

A Well, you aggravated that particular situatidn by ‘drilling
your wells too close togethér and dropping thé reservoir preSsurev
too f&ét. Therefore you dc‘m"t have the deliverabilities that you
would 6£hemise havé.

Q We are back to the proposition there, our particular area

the Frontier - had relatively low initial potentials, hai}ing gotten

into play--m_ay I testify a little bit more--
MR. SMITH: Swear hinm. |

S )
Q@ Did you previously respond yes to my question that in area

of low permeability that bringing the economic fuctor into the pic=+

ture as_closei‘ spacing might be perfectly appropriate?
A No, sir, I don't believe I said that.
Q@ Will you say iﬁ?

A No, sir.

Q To make a venture realistic, a party iavesting his méney hds

to have a pay out within a reasonable period of time?

A That is true.

Q What do you consider a reasonable pay out period for a well

of that nature?

A Well, we would like fo’r them to pay out in two or three ye

age

3

rs

i3
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but, 6f course, sometimes it takes longer.
Q What is your--
A (Interrupting) Once the¢ get past six or seven years, we arg
very reluctant to drill additional wells.
After six or seven years~-

(Interrupting) In other words--

o o O

(Interrupting) You are just trading dollars?

A In other words, if we think it is going to take six or
seven years for a well to pay out, we certainly don't, we probably
wouldn't drill it.

‘Q  You would probably drill somewhere else?

A We would probably drill somewhere else.

Q You are now asking us to divide our return by 50 percent

A\

and approximately extend by twice the pay out time which we now ar:
facing? |
" ' MR. SMITH: T don't believe there is any testimony in the
record to prédiéate his question. |

FMR; SPURRIER: I dontt éither, if you want to cross examing
thebwitness,/you Ccross examiﬁe the witness., If you want sqmebody‘
to testify, get a witness that you can swear., |

MR; STOéKMAR: I really meant to frame that questionr—

MR. SPURRIER: I am sure yoﬁ meant to all along but you
sure haven't done that.

MR, STOCKMAR: I realize that.-

Q Do you think it is fair, Mr. Greer, to apprgxiﬁately double

the pay out period of some of the wells drilled on 160 acre spacihg?

‘A You increase your pay 6ut period when you go from 320 acres

to‘160 acres all other factors being the same because you deplete
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the reservoir faster, the pressure drop off faster and your pro-
duction rate drops off faster and the reason your 160 acre wells
now have -such low productivities is because you drilled them too
close together and at the time that you drilled your wells, your
company was ac{vised' about how the pressures would drop off and the
production would drop off by drilling tHem too close together.
Q Mr. Greer, I want to ask you a few more quéstions here,
if I may? ' V
A I would like to add if you are concerned about your pay
out time that shouldhave been considered at the time that I told
your people that the pay out time".wnd be longer when you dril.lt_ad
‘the wells too close together.
MR. STOCKMAR: That is all, Mr. Greer.
MR. SPURRIER: Mr, Howell,
vMR. HOWELL: Ben Howell representing E1 Paso Natural‘Gas_
Company. | )

By: MR. HOWELL:

)

Q Mr. Greer, did I understand you correctly in recommendatio
of a minimum allowabie of 100,000 cubic feet?

A Yes, sir, we recommend a minimum allowable of 100,000 cubigp
feet per well per day.

Q Suppose that a well is not able to make that minimum?

A Ve wererconcerned about that particular feature and we pref
pared some suggested rules in which we identify a marginal well
because we realized that we can not ask for an allowable‘ which a
well could not physically make. We real’ize unless the minimum al-
lowable on a marginal-well is properly defined that it could put

an undue obligation upon the pipeline company to try to take gas
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from a field which it is physgically imposézble to do and we defiﬁ}
do not have that in mind.,. ‘

Q You would not advocate then giving any well an allowable a
more than the well can produce, would you? |

A That is true and in order to define that we have suggestedq
as a starting point in defining this deliverability that we use
to determine a minimum well or marginal well, not the individual
wells shut-in pressure, such as is used in the deliverability test
but use a pressure which is equal to one half of the field average
gshut=in-pressure. That might best be explaired by an examples
supposing that the field average pressure is 500 pounds, theﬂ ha;f
of that is 250 pounds and a well which could produce a hundred
thousand feet a day at the 250 pounds or less; could produce one
hundred thousand or less at the 250 pounds, would be a marginal
“well and then it would be allowed to prcduce one hdndred»thousand
feet a day or whatever amount it would produce at that one haif
vof the field average shut-in pressure.

Q  Well, I think you have answered the question. You are
not advocating the grantings of allowable in excess of the wells»
ability to produce in any instance, are you?

A That is true, we would certainly rot expect the ripeline

company to install individual compressors to take gas that couldntit

produce, say, against half the field shut-in préssure.'
MR. HOWELL: That is all.
MR, SPURRIER: Mr. Wiederkehr,
. MR. WIEDERKEHR: Mr. Wiederkehr, Southern Uniorn.

By: MR. WIEDERKEHR:

Egiy

f

'Q Mr. Greer, I am somewhat interested in the method you arrived
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{ and 70 millidarcies but there were not a lot of them.

at to determine your 75 ~ 25 éllocation fofmula; I Believe, in
your graphs up here, first, let me ask you, what do you consider
the average permeability in the West Kutz Field to be from the
core analysis which you have taken which are representative, as
you say of the wells in the field?

A I believe the average is on the order of five or six milli

darcies., Definitely, I believe is between two and teh.

Q Between two and ten. Assuming then that it is say, five
millidarcies, your net effective pore space then, from your graph
would be around nine and a half percent, would it not?

A That is correct, for an average.

Q Your maximum permeability in the field is what?

A I don't recall dhgt maximum permeabilities were but it

appears to me that we had some permeabilities on the order of 60

Q@ What would you say or rather than say the uttermost, but

say something that could be considered average in your upper level

In other words, what I am getting at, do you find many wells with
a permeability of in excess of 20 millidarcies?

A I think probably an upper le&el for anventire well, I mean
average for the entire pay section of the well pfobably would not
exceed oh, 30 millidarciés. |

Q At 30 millidarcies, your net effective pore space then,
I believe would be about 16 percent?
A That is correct.

Q@ So, actually, then, when you go from 5 to 30, you have in-

creased your permeability and therefore in part, your deliverabilipy

in a ratio of about 601 and at the same time you have increased -~
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your net effective pore space which we shall call reserve on a
ratio of about two to one?

A That is correct.

Q That would seem tO jndicate using that criteria alone,
that may be your allocation formula should be reversed and be, sa¥,
60 percent acreage. Or 66 percent acreage and 33 percent deliver-
ability, wouldntt it?

A If all the wells were within, Jjust that particular range
it could bee. | ’ | v ; |
Q Yes. Now, Yyou do have some other factors that enter into
reserves which we don't consider when we use permeability alone
and that might Ve the variations in sand thickness throughout the
field? *

A That is truee.
Q You have done considerable work in the field, what would
you consider toO be the maximum productive sand? \

A Around 60 feet, 1 pbelieve, 18 about the most wWe have had,

e

of what 1 would consider effective producing sand.
Q Now, you have set a 1imit of & minimum 1limit of 100 MCF

per day. From your experience, how much net gand would it take T

8 o give a 100 MCF a day deliverabiliby, would you yventure a guess on
that?
L . A ’Qf course, there again 1t dapends on the permeability;
. Q ,Yes.'

A I dont't have the figures in front of me now, but I believe,
we have some wells with around 15 feet of sand that probably have

around 100, 000 deliverability.

[ Q . I was going to use somethlng in that neighborhood. say,
| was gONE T —— methilis - ekl

e
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we used 15 feet of sand then, your relationship between your sand,
i . minimum and your maximum in so far as your allowables are concerned
would be in the vicinity of féur to one?k

A I believe that is a good ratio, four to one.

Q That would indicate then, that using sand alone that your
formula was exactly correct then, of 75 deliverability and 25 per-
cent acreage then?

A Yes, I believe it wouid.

Q So, if we use one factor alone we get 75 percent deliver-
ability ahd 25 percent acreage and turned around and use the other
factor, we get somewhere around 33 percent one way and about 66
péfcent the other way. So, if we average those out assumihg they
both have equal weight, I wonder why we don't come ub with an
allocation formula of approximately 50 - 50? _

A I don't make the samé assumption, you do, that they have

equal weight?

Q ’kYou dontt?

. A No, it has been my experience that the well that‘has, say,
d : L ‘the 15 feet of sand is on the edge of the field and it also has

| a lower permeébility and as such-- |

Q Has a lower net--

A (Interrupting)Has a higher connate water and higher effect
of pore spacing so that it could be eight»to one in difference ih‘
reserve for edge wells compared to center of the field wells.

Q I wanted that brought out. I am not arguing with you. One
other question that has been brought up here is the effect of drain-

age between wells compieted on 160 acre spacing and wells completed

al

on 320 acre spacing. I think we have come to the conclusion that i
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to the fact that the lower deliverability is also an indication

well?

they had the same deliverability then there would be-£§ drainage,
probably be no drainage involved?

A You mean if we give the 320 wells twice the allowable?

Q = Twice,the allowable, right?

A Yes, then the chances are there would be no drainage be-
tween tracts,

Q But, if they didn't have the same deliverability that woulf
mean that, well, let!s assume that the smaller tract had a lower
deliverability-~ ‘

| A (Interrupting) Okay.

Q@ (Continuing)--and assuming the small tract had a lower de-
liverability with the same reserve then, they would bé draining,
wouldn?'t they?

A If that existed, of course, there would be. Of course, it
is»my thought that ordinarily with the lower deliverability there
is a lower reserve.

Q@ - You just beat me to it. So, thén, you think then that due

of lower reserve that there would be no appreciéblbﬁ dkainage even

though the 320 acre well had twice the allowable of the 160 acre

A That is correct,
MR. SPURRIER: We will take a short recess.

(RECESS)
MR. SPURRIER: Anyone have a question of Mr. Greer?

| RE-DIRECT-EXAMINATION
By: MR. SMITH: ;

Q How many wells in the field at present have been’ developed
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on 320 spacing?

A 83 wells.

Q  How many wells have been developed on 160 spacing?

A 83 wellse
Q 1In the event, the_Commission should see€ f£it to enter 2 pra-
ration order getting up & proration,unit of 160 acres, would the

s developed on 320 acres be required, in order U0

operator. who ha
o offset to 160 acre deasity?

protect his interests t

A 1In order to get his fair share of the gas out of the reé-

gervoir at the same rate, he would have to drill, there would havy

3 additional wells drilled.

to be 8
a that has peen developed on 160

Q 1In other words, the are
ould have ability to drain gas from 320 acr

acre’ spa01ng pattern W
of the field? Well, what I am gettin

area over the ultimate life

_kat, in order boO protect the 1nterest of the operators that develo ed

on 320 acre spacing, he would of necessity have to drill additional
A Yes, sir. ;

wells, isntt that correct?

Q I believe Yyou testlfled that the wells out there cost

approximately’&Z0,000.00?
correct, I think I said 19.

A That is
ation order is entered 160

Q 19 to 20 thousande 1f the pror

it would pfobably require oOr could require the other

acre basis,
e ones ‘who have developed on

jeld, that is ©h
4 a $1,600,000 or a $1 500, 000 in additiopal

I R

operators jn the f

\ 320 acre,spacing to spen

capital vo protect thelir 1nterest°
ct, about 2 $l 500,000.

A That 1is corre

Q Would you consider that those additional wells are necess ry

in:or&ér Lo adequately get all the gas in this reservoir?
__,,_,__,_,,,,_,_—____,_,__l_
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A Oh, no, sir. They are definitely not needed,

Q Under this order that you are proposing or being proposed
by Stanolind and Benson and Montin, the privilege is granted to thie
operators, if they see fit to continue to produce the wells on 160
or drill additional wells oh the 160 spacing, isntt that correct?

A That is correct.

Q If an operator is not satisfied with the deliverability
" of a well in a particular location and thinkshe wants to move over
on 160, he can improve his lot in that manner, can't he?

A That is correct,

Q@ Well, I believe that you are recommending that the minimum
allowable be -assigned on a per well basis and not by prbration ’
units? | | |

A That is correct. I believe the minimum allowable should
be on the basis of per well, | ‘

Q. Thus, the operator who has drilled 160 acres would be as-

sured of a pay out in the event that he should drill the additiona

—

well?
A That is correct.
MR, SMITH: We would like, at this time, to offer our Ex-
hibit 3 and 4, which were not formerly offered in evidence,
MR. SPURRIER: Without objection, they will be admitted.
MR, SMITH: No further questions.
MR. SPURRIER: Anyone else have a question of Mr. Greér,
Mr. Kellahin. |
| RE=~ CROSS EXAMINATION

By: MR. KELLAHIN:

Q I.have just one question, Mr. Greer, as I understood on ret

-' m” e
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direct, you said if the unit were set at 160 acres, your company

would be required to drill 83 additional wells, how do you arrive
‘at that?

MR. SMITH: I would like to object to that. It was not his
testimony. The Counsel shouldnt't attempt to mislead the witness.

MR. KELLAHIN: I didn't intend to. It was my understanding
that the answer-- |

MR, SMITH: Let the record speak for itself. I still say
that wasn't his testimony.

Q As I understodd your testimony, correct me if I am wrong,

in the event the prorationing units were set at 160 acres, I uhder
stood you to say in order to protect the interest of the operators
drilling on 320 acres, it would require the drilling of 83 additio%al
wells at a cost of approximately one and a half million dollars,.

-

is that correct?

e’

A  We arrive at ‘that by this manner. If.320 acre wells are

E:. : not allowéd, there, 320 acres in an allocation formula jthen, the

160 acre wells under éonditions of proration would drain gés from
the 320 acré'spaced areas. That being the case, the only recourse
an dperator would have to prevent drainage from his lands would

be to develop‘the land on 160 acre spacing and to develop the en-
tire field to a density of 160 acres, would require the drilling
of 83 additionél wells, or the .expenditure of a million and a half
dollars, in order to protect correlative rights in the field.

Q Mr. Greer, you testified in Case 377, did you not?

A Yes, I did. »
Q Did you not testify at that time that such drainage would

D not occur?
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A I testified at that time that dralnage would not; occur fragm
he Gallegos Canyon unit to the denser spaced area due to the drilling
of a buffer zone of wells on 160 acres. This was under conditions,
in which there was no proration and all the wells would then be
produced against the comparatively same line pressure and under those
conditions a buffer zone of two rows of wells will prevent drainage
from one area i:o another, It will not prevent drainage from one
offset well to another. But, under the conditions at which we werk
discussing it at that time, which are conditions of production of
wells into the same line pressure unrestricted,then, a buffer zone
of two rows of wells will prevent drainage from ene area such as._
the Gallegos tanyon Unit into another area. If there is _proration
such t "“"\ the wells are not permitted to have an allowable con-

31stent mth thelr acreage then the wells “on 160 acre spae:mg w11L

R

take the gas out faster than the wells on 320 acre spacmg and _there:

w1ll be no possa.ble ‘room for compensatlon for- the 320 acre wells |

. s

ever to catch up because they w111 be r‘estrlcted below thelr capac:{.ty

ok et e

PPPPPP

to produce and “they will not then havethe falr chance that a buffer{
zone would provide.
Q - Well, the buffer zone, as you defined it, would still exist,
would it not? ‘ .
A Yes, sir, but it would ‘be not_as. effective as under con-
dltlons where the.wells produce agalnst the same llno pressure.
Q But 1t would serve as a buffer? o

A It would, partially protect a large area.
RE-DIRECT EXAMINATION

By: MR, SMITH:
Q You testified only with respect to- Gallegos Canyon Unit in |
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‘the North West parv of the field. You 4id not testify with respedb

o~ to the Southeastern part of the field, I will ask you if there is

any such buffer zone existing in the Southeastern part of the fieﬂd?
A I think the area of 160 spacing, where it joins wells of
320 is one where there is not a unit and there could not be con-
sidered a buffer zone there because there is a difference in the
property~rights and, property ownership that we do not have in the

north part of the field. Even though we were partially protected

¢ ; in| the Gallegos ; Canyon area, the operators in the south end of the
fleld would not be protected.

Q In order to clarify this business of partiallprotection )
from the buffer zone as I interpret your testimony, it is that the

gas from the north west part of the field and from the south east

“part of the field, would pass ‘through ‘the buffer zone on its way
™ to the area “which - -~ had been devéloped on 160 acre spacing, am
i correct in my 1nterpretat10n°
A That is correct, that is what would ‘happen.
MR, SMITH: That is all.
RE-CROSS EXAMINATION

i S By. MR, KELLAHIN:
: Q— Actually, Mr. Greer, you could expand your bﬁffer zones
with the drilling of a few additional wells without the necessity
of drilling 83 more wells, could you not? |

A We might pretty well protgct the owners in the Gallegos o
lCanyon area without drilling the entire anea of 260 areas, the ;
people in the south part of the field thoﬁgh»have no such benefit

of a unit that we have in the north part.

L By: MR. MACEY: B B |
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_the market were so greatly reduced that each wellt!s allowable woul

“then, he would get more gas from the two wells because each well

Q If this Commission were to .adept your prdﬁgééd formula,

letts assume that there is an operator in the field that has drilled
his wells on 160 acre spacing and for the purpose of this example,
he has two wells on the same basic lease adjacent to each other
within the same north half of the section, one of the wells is

a good well from the deliverability standpoint, the other well is
a well that will deliver a 150,000 cubic feet a day. Wouldnt't it
be to his advantage to plug the small well and dedicate the 320 '
acres to the big well?

A I believe that would depend on the extent of proration. If

.

be small enough that an operator would then benefit in such manner
as you just pointed out, then, he could get a higher allowable from
Just one weli on 320 acres as he could from the two wells on 160
acres. I don't believe that would result in reduced recovery be-
cause the well on 320 acres probably would drain the entire tract
just as effiéiently as the two wells would have drained it.

Q Did I understand yoﬁ to say, under a reduced market con-
dition, that that would be aggfavated? You are sure it isn't the
opposiice? | .

A Well, if the market is so increased that each well can't

make its allowable and each well then produced at close to capécitj

would be prodhcing at capacity.
Q Do you have any idea what the total capacity of the field

is now?

y——

A I believe last winter that it was producing on the order of

40 million feet a day.

T ep—n,
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It was producing at more or less capacity aéwthat time?
-~ A I believe so.

MR. MACEY: That is all I have,

MR, SPURRIER: Anyone else?

. RE-DIRECT EXAMINATION

By: MR. SMITH:

Q With reference to the question Mr. Macey asked you,that

’ z condition would be available to all the operators in the field if
they wanted to improve théir deliverability by plugging a commercial
well, would it not?

A ? Yes, sir.

Q And a person having drilled one and‘ultimately made his
investment in that particular well, would be unfair or unfair
practice on hisbpart to act in that'particular manner?
ey A No, sir,'I think not. The other well was an unnecessary
well in the first place.

Q The same proposition would apply if the man had a weak
well, low deliverability well on 160 and wanted to run the calculated
risk of driiling on the other 160 acres in order to get a better
well?

A Yes, sir.

Q Do you think that a man that would spend his money on that
risk would be entitled to that benefit?

A Yes, sir. |

‘MR, SMITH: That is all.’
MR. SPURRIER: If no further questions, the witness may

be excused,

o : _ (Witness excused.)

ADA DEARNLEY & ASSOCIATES
. SYENOYYPE REPORTIAS .
" ROOM 105-106-107 EL CORTEZ BLOG.
PHONES 7-9645 AND 5-9546"
ALBUQUERQUE, NEW MEXICO




73

MR, TOWNSEND: We have justwone other witness who will pre}

sent the rules,

ROBERT Go HILTZ

— mew  emm s mms e meemes e pew  sew aee  hew

the witness, having been first duly sworn, testified as follows:

DIRECT EXAMINATION

By: MR. TOWNSEND:

Will you state your name to the Commission, please?

Robert G. Hiltz.

MR
Q
A .
Q By whom are you employed?
A Stanolind 0il and Gas.Company.

Q Have you previously testified beforevthe Commission?
A Yes, I have.

Q

As an expert witness? A Yes.

Q Have you heard the testimony of Mr. Greer in ‘this case conl
cerning the propes ed rules for prorationing in this field?

A Yes, I have,

Q Are you substantially in agreement with all of the testimon
which he has given?

A Yes, I have had an opportunity to review his data and I am
in agreement with his conclusions,

Q Based upon ‘that have/egused to be prepared a set of pro-
posed rules for the West-Kutz Field? ‘

A Yes, I have prepared such a set of rules ehbo@ﬁng the prind
that he recommended.

Q@ Let's run through those rules, just a minutes se that we

can, so that the audiénce can have the benefit of your recommenda-

tion.

A Rule 1, as proposed inthis form of order we are submitting

Y

iples
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- vision is made below that his allowable shall be determined in

to the Commission makes reference to the size of the proration unij
which we would recommend that the Commission adopt. (2) provides
as Mr. Greer recommended for a standard proration unit of 320
acres but, because of minor deviations from normal surveys, it
would permit any prora'tion unit varying between 315 and 325 acres
to be considered a standard unit for proration purposes. Under
paragraph B of that rule, we have made a provision whereby an
operator might have the option of drilling to either density to
which he prefers in the field. That is, if he desires to maintain
his density of development to one well to each 320 acres, he may
do so, or if he elects to drill a second well on a standard pro-
ration unit of 320 acres, he may do so in conformance with the |
_existing spacing rules in effect at this time.

Paragraph B also provides that an operator who now has
more than one well now producing on a standard proration uniltjof

320 ‘_acres, may continue to produce those wells provided as the prd

accordance with the applicable allocation formula. It also pro-
vides that any wells that are existing as of the date of this orde
on less than the standar-df proration unit .of 320 acres, that he
shall be permitted to produce those weils provided their is«sine- ::
sufficient acrﬂeage available to attribute to th'e well for allocati
purposes as .a standard proration unit. In each one of‘the cases,
of course, the allowable assigned to the indiﬂridual well would be
determined in accordance with the allocation formula recommended.,
| Q What does Paragraph C of +~hatRule 1 recommend?

A In any case, an operator would be permitted to drill a

well on legs than a standard proration unit without notice and hea

ring
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-vision of Paragraph C.

~well as previously referred to by Mr. Greer. I-would like to read

ty to drill a well on less than a standard proration unit could
be obtained by filing certain information with the Commission.
The requirements that must be met in this case include the fact
that the non-standard unit would consist of less acreage than a
standard proration unit of 320 acres and that the acreage comprisi
that non-standard unit lie wholly within a legal quarter section
and, of course, contains a well capable of producing gas into a
transportation facility.

In addition, it would require that he must have waivers

from all offset operators if such is to be obtained under the pro-

Q What does Rule 2 provide?

A Rule 2 is a more or less standard provision which provides| .

for the filing of nominations by the purchasers of gas in order to
establish a market demaml upon which the Commission can prorate gas
Q Can you summarize the contents of Rule 3?
A Rule 3 makes additional provisions related to the system
of nominations and provides for the filing of supplementary nomina

tions each month, Rule 3 also provides a definition of a marginal

an excerpt from Rule 3. _

» "Marginal wells are defined as wells not capable of pro-
ducing in excess of 100 MCF per day," but as Mr. Greer pointed out
in order to give that any meaning we must establish a,definition
of a marginal well in terms of some of the other physical factors

in the field. So, we have made this further provision that,®in

orie-

he

calculating the capacity of a well to produce, the average shut in
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=7 pressure of all of the wells in the pool,aé deterhined by the

preceding year's deliverability test, shall be divided by two, and
each well's ability to produce against such pressure shall establish
its capacity to produce.” The fufther provision is made that, "all
wells capable of producing in excess of 100 MCF per day," as de-
termined above,"shall receive an allowable of at least 100 MCF per
day." The further provision of Rule 3 relates to the allocation
* formula which would be employed by the Commission for allocating -
among the non~marginal wells that an allowable or that portion of
the market demand remaining after the reduction of allowables
which would be ésSigned to marginal wells, that provides for the.

distribution of that allowable to non-marginal wells onthe basis

of 75 peréent deliverability times acreage plus 25 percent acreage
| Q  What does Rule L provide? ‘
*xi A It simply makes provisions for underproduction and Rule

5 covers the matter of over production. In effect, these two rules

provide a period of balancing which will permit flexibility in prg
ducing allowables into the pipe line in accordance with expected
5 A \ o flugtuation‘in demand. I would like to point out in Rule 4, we
specify that balancing date shall be January lst and Julylst. How-
ever, we are not wedded to those particular‘dates and since that ils
primarily a concern of the purchasers we would have no objection
.to those dates béing altered to’ conform more to the requirements
or desires of the purchasers.,

0

%

Rule 6, 7, 8, and 9, what do they cover?
A They simply cover more or less standard provisions for |

the filing of the necessary information with the Commission in

=

Coos 0 order that theykwill have the proper records which will permit the

P e
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to assign an allowable to a well,

Q It is your recormendation that these rules as you have

N
outlined be adopted by the Commission?
A Yes, that is correct,
MR.TOWNSEND: I ask the reporter to mark a copy of that ad
Stanolind and Benson and Montint'3 Exhibit No. 5. We would like at
this time to offer it in evidence.,
MR, SPURRIER: 1Is there objection? Without objection,
it will be admitted.
MR. TOWNSEND: That is all we have of the witness at this
time. ‘ _
MR, SPURRIER: Anyone else have a queétion 6f Mr. Hiltz?
Mr. Kellahin. |
MR. KELLAHIN: I would like to ask a couple of questions,
Y if I may. i
- CROSS EXAMINATION
By:_MR. KELLAHIN:
Q Mr. Hiltz, do these rules, would you interpret them as
meaning wells now drilled oh»l60 acre spacing cbuld_be pooled into
a 320 acre and the deliverability of the two wells be added in de-
termining the allowable for that unit?
A When I prepared these rules, that was not contemplated.
Q@ Is that what you intended? You say it was not contemplated?
A. It was not contemplated.
Q@ Calling your attention to Section B, sub-paragraph 3, I
ask you if that would make such a provision?
A Was that paragraph 3 under B?
" Q I will read it to you if you wish. Under Paragraph B, sub-
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paragraph 3; "Produce all wells existing as of the date of this
order on a standard proration unit."

A VWhat is your question again?

Q My question is, where your wells have been drilled on 160
acre spacing, would that allow you to pool the two 160 then as
220 acre units and add your delivefébility in determining the
allowable to be aséigned to that unit? _ ‘

A VWell, as I stated when we prepared the rules, we did not
bontemplate that additional tracts w&uld be pooled for that purpos
I believe that is a matter that would require further consideratio

| Q Wouldnt't it be automatic under the provisions of these rul
Mr. Hiltz?

A Not necessarily, but I cantt see that it would make any

particular difference. |

Q It would be merely a matter of adding the deliverability

of two wells to determine your allocation, would it not?

A The rules as I prepare them so long as there would be two
wells producing on a 320 proration unit each well wouia be assigne
an individual allowable based on the acreage attributable to that
ﬁell and a deliverability as measured by the annual deliverability
test amd in effect the wells would be assigned on an individual
basis. /

Q 1 don't think that is material., I just wanted your thinki
on it. One other question. Under Paragraph C, sub-section 2, wou
seem to provide that ybu could secure a unitwwithout notice aﬁd

hearing provided that you filed waivers and so forth only if your

acreage to be assigned was less than 160, was that your intention?|

A No, sir.

4

e

Ld

es,
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Q It says legal quarter section, do you mean legal half sec-
tion?
A If it said legal quarter, it should have read legal half,

which would have been a standard proration unit.,

MR. KELLAHIN: Yes, sir, thank you.

MR. SPURRIER: Mr. Grenier,

MR. GRENIER: A. S. Grenier, Southern Union.
By:_MR. GRENIER:

Q I believe it was in Paragraph 1 - C, Mr. Hiltz, where ydu

. were talking about these non-standard units which we just found

would be anything less than a legal half section. Is that the cor
rect paragraph reference?

A Yes, that is correct.

Q You said, I believe, that provision was made that certain

physical conditions hgd to be made and in addition to that, waiverg

; W
s W
- -

needed to be obtained and submitted to the Commission from offsett#ng
operators, is that correct?
A . Ye's, sir.

Q In your opinion, is the waiver procedure preferable to a

notice procedure which would become effective in the absence of
objection., That is to say, would you not feel that the same purpoge
would equally be well served if the operator desiring the non-
standard.unit were to show to the Commissiont's satisfaction that hg
had noticed'the operators in the adjoining tracts and that they,
within a reasonable period of time to be aspecified by the rules had
not voiced ah objection to. the Commission9 |

A I think if a reasonable period of time were provided, there

4

would be no obJectlon/that procedure,
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Q Would that be, in your opinion, more or less of a burden
upon the operator than the waiver procedure, which do you think,
would be easier for the operator to live with?

A The furnishing of a waiver, of course, would require a
little bit more work. There is no doubt about that. I daﬂ't thin
it is significant. | 4 , |

Q The giving of a notice might be a little less work than
another?

A Yes, administratively, it is a little less work.

Q I wasnt't quite clear on this point of nominations and supe-
plemenfal nominatidns,~I gather that you are recommending that
nominations be filed the beginning of each of the six months bal-
ancing period by each of the takers from the pool, is that correct

A Yes, sir, that is correct.

Q And that thereafter, as and if they find that their demandls

S will |
are different that they/ f£ile supplemental nominations?

A ;I believe that the intent of this rule is identical with

that, that is in effect in the southeastern part of the state.

Q Those make maﬁdatofy,the~filing of supplemental nomination|s,

do they not?

A Thaﬁ is correct.

Q Do you»see any worthwhile purpose to be achieved through‘
the filing of supplemental nominations if they are in fact the sam
as the origihal nominations? In other wofds, why should the’
supplemental nominatiohs, iﬁryoﬁr'opinion, be mandétory rather thal
optional?

A T think it gives a more current picture on a monthly basis

k

BV

R

of the exact requirements of the operator. I believe that the fil
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bf the original nominations r'equir"es tha£ the operator express his
Hesires to purchase gas by months.

Q So, that gives a picture by months, is that correct, as well
hs the total for the six month balancing period?

A Yes, that is correct.

Q@ So, that if, assuming that supplemental nominations were
optional, if he failed to file a supplemental nomination, wouldn?t
that be a current indication that he thought he had been right to
begin with?

A I assume that if any change were made, h_e would comply with
the reduirement that he file a supplemental nomination. | .
Q What I am getting a_..t is this, why if your original estimate
is right or so nearly right that you can't make a better one, ‘shbuld
you have. to go to additional administrative effort of your pipelihe
company,file a useless piece of paper just echoing what you said thé
first time, or is it a useless piece of paper? |

A My i‘eeling‘ is this, that if the original nomination is filed
by months and the operator in affidavit form affirms that is his
desire to purchase by months for the ensuing balancing period and
there is no change, then'administratively the filing of a supplement
nomination serves no useful 'purpose. »
- Q So, you would have no objection to such a rule that made
the filing of supplemental nominations requisite only if it were
desired to change ~.what the original nominations had been for &
particalar month? ‘

A So long és there 'is to be no ‘change, the balancing peribds

are adopted and current monthly records of actual joroduction are

al

Ty

filed with the Commissidn,' at the moment, I see no absolute necessi
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lproration unit, did I understand you to say that the deliverabilitie

: We were referring to a standard proration unit of 320 acres and the
ffact that as the field is now developed, you have many cases where

b standard proration unit could be formed and there would be two

for requiring that a supplemental nomination indicating no change

be filed,

mandatory and optional, so your answer to the question would be yes;
I gather within that frame of reference?
A Yes, I think so.
MR. GRENIER: That is all.
MR. SPURRIER: Anyone else have a question of Mr.-Hiltz?
MR. STOCKMAR: Mr. Stockmar, Frontier, I would like to ask
one., 1 did not understand the question or answer of Mr. Kellahin.
By: MR, STOCKMAR:
'Q Where you»have two wells on 160, whiéh might be called a

bof the two wells could be added?

A No, sir, I did not tespify to that effect.

Q Would you clarify that for me? '

A Well, I doﬂ't-believe first that we made reference to a

case where you would have in this field,'two wells drilled on 1600

wells in existence on that unit. I believe I testified that when
these rules were prepéred we did not contemplate the adding of de~
Tiverability on the two tracts and assign a single allowable to the
proration unit, rather it was my thought thét éllowables would be
nssigned on individual well basis. That way, the Commission can muc

more readily maintain a current record of the actual production

’bhich is obtained from each well, so long as that well is maintaine

Q I was talking about no other change except the one as betwegn

S

h
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effect what you are recommending is that within a standard proration

then you would have to assign 160 acres to each well in order to be

:able to determine its allowable.

bn the proration unit as a producing well.
Q  You contemplate then, proration units of 160 acres in part?
A Ve would provide that the standard proration unit be 320
acres but in light of the fact that development in a portion of the
field has been less than that to this date, we would permit the
operator to continue to pfoduce both of those wslls on a standard
unit if the acreage vould be assigned. His allowable would be de-
termined for each well in conformance with the allocation formula,
Q As if each one was a separate 160?
A That is correct.

MR. STOCKMAR: That is all.

MR. SPURRIER: Any one else?

RE-DIRECT EXAMINATION

Bys: MR, SMITH:

Q In order to further clarify the point last discussed. In

unit, that acreage will be allocated to whatever number of wells
may be in that standard proration unit?

A That is right,

Q Ahd each one treated separately?

A That“'is’ right, the total acreage in the proration unit would|

be allocated to the individual wells. If you had two wells on 320

‘ Q Then, you would apply the deliv’erabilityl of the respective
well to that particular well to determine its allowable?

A - Yes, sir, that is right.

MR. SMITH: That is all.
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MR. SPURRIER: 1If no further questions, the witness may be
excused, \

(Witness excused.)
MR. TOWNSEND: That is all we have,
MR. SPURRIER: Does any one else have testimony they wish
to introduce? |
MR. BARNES: Frank Barnes, representative for British Ameri-
can, before the next case goes on, I would like to make a brief
statement that ties in with Mr. Greer's testimony.
MR. SPURRIER: Lett's see if there is any further testimony
then, we will take these statements. ' '
MR, BARNES: It actually isntt a statement., We would like
to tie our information in with Mr. Greer and Benson and Montin, I
thought now might be an appropriate time to do it.
| MR. éPURRBBR: Does any one have any more testimony to intro
duce? Mr., Barnes-- |
MR. HOWELL: We have some testimony, Mr. Spurrier,
MR. SPURRIER: Mr. Barnes, you are on.
MR. BARNES: If you prefer, I could wait until all the rest
of the testimony is in and make one brief statement when it is all
over if that will speed it. ‘

MR. SPURRIER: We will let you do that. Mr., Howell.

S eme e mw a ee —— e gme s e e e S
- B

the witness, having been first duly sworn, testified as follows:

DIRECT EXAMINATION

By:_MR. HOWELL:

Q Will you state your name to the Commission, please?

A F. Norman Woodruff,
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Q You testified vefore the Commission as an expert witness

~ previously, as an engineer?
A I have.
MR. HOWELL: Are the witness's qualifications accepted by
the Commission? |
MR. SPURRIER: They are.
Q Mr. Woodruff, please state to the Commission what studies
» ‘ you have made with reference to reserves in this West-Kutz Field?

A My company makes continuing studies of reserve evaluation

for the pools in which it takes gas. The West-Kutz Field is in-

cluded in this group., I have taken the reserve evaluation prepared

\V

by my company for the West-Kutz Field or that portion of the reservs

evaluation which has to do with net effective sand pay and similar

oS

to the manner in which I employed, testified to in the Blanco-Mesa-
verde Pool. I have determined a relationship between net effective

pay and the initial<potentia1 of ﬁhe wells in the pool upon which

e

electric logs, gamma ray, neutronic logs are available,
? \ Q Mr., Woodruff, does E1 Paso Natural Gas Company, your employér,

operate any of the wells in the West-Kutz Field?

e e

A No, sir.

How many_welis did you find logs available on?

rimans, s s et

Q

A 56 wells. A

Q Afe your studies based upon the wél 1ls only upon which logs
were available? '

A It is.

Q And please state what variations you found in your net sand

pay within the field?

i A Our variations varies from zero net effective pay sand thickness’
(m .
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Lo between 60 and 70 feet of thickness.

Q@ What do you count as net sand thickness?
A ‘We have established a manner of evaluating net sand thicknes
krom electric logs based on interpretation of the core analysis
avéilable and used that in a consistent manner on all logs which are
available in a pool, ‘in an effort to determine for each well, the
net effective sand thickness.,

Q Have you analyzed the, 46, did you say?

A 56,

ship between the sand thickness and the initial potentials?
A Such an analysis has been made under my supervision and with

my help and I do have an exhibit showing my investigation,

panyts Exhibit No. 1 and place it on the wall.

(Marked E1 Paso Natural Gas Company's
Exhibit No. 1, for identification.)

Q Now, pleaSe state briefly what this chart shows as to the
relationship between the initial potentials and the sand thickness;
the net sand thickness in the wells studied by you.

A This exhibit shows that within reasonable limits, there is

initial potential of the wells,
Q As I understand the first mafker, which appears : on the lefd
hand corfier, that reflects the average of 6 wells that had a sand |
thicknesgs between zero and ten feet, is that correct?

A That is correct.

Q@ And the average initial production from each well is less

Q The 56 well logs and prepared a graph showing the relation-

Q I will ask if you wili mark that as El Paso Natural Gas Com+

a straight line relationship between net effective sand pay and the |

S
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|initial potential was 3,400,000,

than 250,000 initial potential?

A The average initial potential for those six fell, was 156
MCF per day.

Q Then, in the next group, is sand thicknesses from ten to
twenty feet?

A That is correct. »

Q How many wells did you average in that?

A There were 20 wells with an average initial potential éf
976 MCF per day.

“‘ Q Just state each sand thickness that you took there and the

results. |

A The next isopachus interval was from 20 to 30 feet with an

cubic feet. The next was from 4O to 50, average of 45 feet, two we]
average initial potential h,235,000 cubic feet. The next from 50 t¢
60 average of 55 feet, two wells average initial potentials 3,345,0(

éubic feet., The next was 60 or better, one well average for the

tial and the deliverabilities of these wells?

A . Yes, I have,

Q What is that rel&tionship? Is it a direct relationship or
is there substantial differences?

A There is é'substantial difference between individual vells,

generally, over a field wide basis there is very little difference.

potential of 1,424,000 cubic feet. The next interval was from 30 t¢

40, average 35 feet, ten wells average initial potential of 2,331,000

Q Have you studied the relatioﬁship between the initial potend

average thickness of 25 feet, we had 15 wells with an average initial

l1s
,
i¢]

Q As to the a#erage of the wells, is there a direct relationst

jip
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between the average deliverabilities énd the average iﬁitiél potenti
of wells in these isopachus intervals?

A Yes, sir, there is.

Q What do you conclude with reference to the factor which most
accurately and fairly represents the recoverable reserves under the
tracts in this particular field?

A The deliverability of the well;

Q The deliverability of the well does what?

A Well,vit reflects the effect of the various factors which
enter into the reserve calculations. All of the reserve factors ex-
cept acreage stherefore,it is an indication of ;the variationﬁ of re-
gserves betWeen an acreage and acre underlying one well and an acre
underlying another well.,

Q What have you concluded as to the formula which would be
fairest in giving to each operator or owner the right to recover_hié
fair share of the recoverable reserves?

A Yes, T have considéfed such a' formula.

Q What formula would you recommend?

A I would recommend a formula of 100 percent.acres times de-
liverability. '

Q Now, there has been testimony with referencé to the small
produéing wells., What, if any, consideration would you recommend
Fhould be given to those wells? ,

A f think it would be proper for the Commission to determine
that any well with a déliverability of 100 MCF per day or less be a

marginal well and that it be permitted each and every day to produce

its producing ability.

al

Q Now, as an approximal matter, would that let the smaller wel
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|month, that allowable added to the allowable of the other marginal

with the longer pay out make all the production thé} were going to
make any way?

A It would.,

Q How would the mechanics work in handling these marginal wells?
How would you recommend that the marginal wells actually be handled?

" A First, a matter for determining marginal wells should be
set up, which I consider, should be its actual producing ability.
Then, the actual producing ability of each marginél well should be -
added together to get a total volume of gas which should be deducted
from the total market demand for that pool. The remaining allocation
should be divided among the remaining wells, non-marginal wells.
However, by the application of the formula;shouid other wells recéiye
allowables in excess of their actual prod;cing ability, they should

then be placed in a limited or marginal catagory for that particular

wells subtracted froﬁ'the total market demand and the market demand
then be allocated among the non-marginal wells by application of th#
alleccation formula.

Q

%

Now, in practice, is thére actually a difference between any
theoretical deliverability of a given well and ité actual deliver-
ability uﬁder field conditions?

A Yes, sir, there is.

Q What are some of the reasons for that?

A Well, the calculated deliverability is taken at a pressure
equal to one half of the wells shut in pressure;“which may be less
than the actual pressure experienced in the field in production.

Consequently, the well would be capable of producing less gas than

its calculated deliverability., In addition to that the deliverabiljty
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calculated is based on a theoretical condition by that, I mean it

- ~ lis based on the casing pressure experienced flowing through’the
tubing or vice versa, where the actual production would be reflecteq
by its actual flowing relative pressure.

Q Were wells in the marginal category that are shut in for any
reason for repairs or for any reason that the operator should shut
them in, does that well ever have an opportunity to make up the prb-
duction it lost while it was shut in?

A Did you say a marginal well?

Q Yes. |

A It would not.

Q Did you hear Mr. Greerts testimony with reference to t.hé ‘
recommended 320 acre proration unit?

A I did.

Q Do you have any comment or recommendations to make to the

. K
-

Commission on that? 4
A I would concur wit;h. tﬁe recommendations of Mr, C’reer.in per-
‘hitting the operator to assign 320 acres, if he sb desired,to wellé
in this pool. | ‘

Q Are there any other points, Mr. Woodruff, in conﬁection with
kthe prorétion of this particular field that I haventt asked you about
| that you would like to make a recommendation to the Commission on?
A I recall none at this time, Except that, Mr. ﬁowell, I woulld
request that we» be permitted to file rules, proposed rules for this
pool as we did in the Blanco-~Mesaverde Pool subsequent to this hearing.
MR, HOWELL: That is all. | |
MR, SPURRIER: Take a short recess.,
\  (RECESS)
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- ps such in that we attempted to pick that pertion which we considere

A It is my recollection that there was a sca;city of the logs
in the north west portion of the pool,

Q I gather, none the less, that it is your opinion that the 1ld
khat you did examine are representative of the whole field?

A Yes, I considered that to be the case.

Q How do you arrive at the net effective pay which you used to

break down the wells into classifications?

pay by the various logging means. That has been-based on the infor-
hation available from core analysis, from all information that has
been given to us.

Q »Were you able here to acquaint these logs with the core
hnalysis?

A To a certain extent.

Q How many cores on the core analysis?

A My recollection, there were five cores.

Q In determining net effective péy, did you-conSider the facto
of permoability?' Did you set some minimum permeability?

A Permeability entered into the determination but not necessar

would be effective ggs'payxas interpreted from the log, all the indi
ations on the log. | '

Q But you did not have an effective cross check of all logs
hegainst equivalent cores, core analysis?

A “What do you mean by a cross check? |

Q Well, some verification of the net effective pay section as

you determined it on your log as against a core?

A As I testified, we set up a basis for evaluating net effectﬂve

gs

ily

A Well, many of the cores were of just”partial sections and,
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|consider effective means of determining net effective pay. That wa

‘|As I said, we did not use permeabilit& alone in picking it out but

been to the effect that we have very low permeabilities in the field

of course, wouldn't cover the whole interval of the electrlc log.

We found, my recollection, general correlation between electric logs,

various types of logs and the core analysis, we also hade-

Q (Interrupting) Did you--

‘A (Continuing)-» we also had some, the micro-logs which we

a great help to us.

Q@ Is that part of the formation that you excluded from the

net. effective pay, in your opinion, sand that will never give up gas?

A Ve think it is a reasonable assumption that it will never
give up any pressurable volume of gas. »

Q Then, you are saying that you were able from those 1ogs to
pin down an area of zero permeability?

A I am sure that it would be approaching zero permeability.-

certainly since productivity is related to permeability, the indi-
cation would be such as you indicated 1t.

Q I am sure that you know What the testimony . of Mr. Greer has

I am trying to arrive at the point where YOu sawed off the permeabil

to give net effective pay?
A I can't point that point out to you;
MR. STOCKMAR' Excuse me a minute,
Q I thlnk you went along with Mr. Greer in saying that delivery
abilities are actually a rather effectlve measure of reserves?
A That is correct.

Q Would you list for me the facpors_that you consider in‘de;

\°2

e

ity

termining the reserves that are in the particular ‘body of sand? -
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- [to one half of what it was, the prior test, you would say that one

half of.the reserves would have been giVen up?‘

A Yes, sir, 1 use thickness, porosity, interstitial water
content, pressure--

Q

%

Pressure?

A And for the whole field, acrecage.

Q The initial pressure of the whole field?

A 1If I am wanting initial reserves, the initial pressure of
the whole field and I said acreége.

Q Permeability wasn't listed there?

A That is correct. '

Q On that premise, Mr. Woodruff, if over a period of one year,

you discovered that the deliverability of a well had been reduced

A I believe that one half of the reserve recoverable to that

/,_-—-‘

well would have been given up. ' -

Q Arentt you ipjecting into that a factor of time? |

A That was what. the question waé premised on, I believe, one
year, | ( )

Q What are the4£actors which under the Commission's rules for
determihing deliverabilities are taken into consideration?

A What are the faétors usedlin determining?

Q What are the factors which you consider in determining the
deliverability of a particular well?

A You mean in the present state designated test?

Q Yes,

A Pressure and volume, =,

Q How are those related to the factors which you have listed

as considering in the standard approach to determine your reserves?
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A Did you say, how are they?

Q Yes, how are those factors related to those other factors

which you listed as being considered in determining reserves?

was used in determining reserve. The other factors enter into the
ability of the well to produce gas.

Q Is that a measure of porosity?

A Measure of porosity.

Q I am trying to educate myself a little here. I have had som
difficulty this afternoon in tying deliverability into reserves. 1
still fail to convince myself, at least, when looking at the de-
liverability sheet the factors that are considered here are the sam
as the factors which you list as considering in your consideration
of the initial reserve,

MR. HOWELL: Is that a question or a statement?

MR, STOCKMAR: I am asking for assistance here to educate.
i do not see the relationship. |

MR, SPURRIER: Was it a clarification?

MR. STOCKMAR: It is a clarification of my prior question
actually, as to the relationship betweeﬁ the factors considered on
thé_one hand and those considered on the other, .

MR. HOWELL: Has Counsel asked a question?

MR. STOCKMAR: I am asking for more clarification than he
gave me in answer to the prior question in relationship to éhése
factois. 4

A This deliverability teétJrequired by the State is a reflect
of the formations abiliﬁy to deliver gas into the well,borg. That

to :
ability/ deliver gas into the well bore is determined by : the

A Of course, pressure was one of the factors which I indicated

(2]

[

ion
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factors which influenced deliverability.
— Q Well, in deliverability of a well is permeability a factor?
A Deliverability?
Q Yes. ' A Yes.
) Q The higher the permeablllty the hlgher the deliverability?
) A That is correct.

Q Yet. nermeablllty was no factor which you listed previously

as determlnlng reserves assuming some permeab111ty°

A That is correct.

Q Then, we have that distinct difference in the factors that
: and

we are considering on one hand /che other?

}, A  Well, you have the factor in that the word "t permeability®

iwas not used, but the factors upon which permeabllity are determined
ngﬁ_included in the reserve estimate. |

ey Q Assuming some permeability you must,tnder} the reserve cal;‘
| culations zive some effect to the existence of the reserve?

A ,If you have permeability, dld you say? Assumlng it is a gas
bearing réservoir? b

Q Yes. | A Yes.

Q Without respect to whether it is high or low permeability,

in your'calCulation of reserve, you give credit 'to that fraction of
the reservoir as a'permeable fraction, one which ‘would give up gas
wltimately?

A 1 ﬁelieve your statement is correct.

Q You have stated that a well with high permeability will have

a high deliverability, a well with a low permeablllty will have a

low deliverability, assuming all other factors equal with respect

, 0 ;
to those two wells?
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A What other factors?

- Q Assuming every other factor that you have listed as being
equal with respect to those two wells except the permeabilities, wiil
you then be able to change the mserve picture? ‘

A The other factors would not be equal and have variations
in permeability first,

Q You listed acreage which could be the same, pressure which
could bé the same, porosity which could be the same, thickness which
could be the same and interstitial water could be the same. What
are the factors which could not be the same if the permeabilities
were different?

A Interstitial water content and porosity;
Q@ You can not imagine the situation where the permeabilities qf
two sections of zone could be the sameiand the different interstitidl

water content?

N

A There’may be a'poséiﬁlity if you had a certain range of
porosity which would permit it. w
Q Back to your statement that high permeability well will have»
.A high deliverability. A low permeable will have a low delivefability
?1  : . 3nd then your next statement that there is a rather direct relation-
| ship between those two deliverabilities and reserves, you are saying
on théone hand that the low permeability has a low reserve, the
igh perméability has a high reserve. Are you saying that that is
Lrue as to a producable reserve in a particular period of time? Is

bhat the distinction?

A Certainly, it wouldhave to be a recoverable reserve to the

1yell.

@ Uisregarding time as a factor -and assuming that each parcel
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was sealed of f from the others, would you still have & dlstinctly

qifferent reserve picture?

A You mean, between the well with high permeability and the

well with low permeability, yes, sir.

Q Yet, there was né factor in your original calcula-

tion of reserve?

A AslI stated, Yyou couldntt have had that without the factors
differing in the reserve calculation. '
\R. STOCKMAR: I think that is alle
Vi, SPURRIER: Mr. Gremier.

By:_MR. GRENIER: _

Q Mr. Woodruff, did I understaﬁd that El1 Paso was submitting
proposed rules at this time? Was that what you were talking about
or were you just talking in terms of recommendations generally‘7 I
wasntt guite clear on that point. - -

A You are referring to the portion ‘of the testimoﬁy that 1
recall 1 1ndlcated we would like to have the privilege of submittin
rules subsequent’ to the gime of this hearinge. ‘

Q I was correct that you are not putting them in at this time

is that correct?
A That 1s correcte

Q 1In recalling back to my questioning of Mr. Hiltz a few momernts
ago, you were present and heard that{

A Yes, sir.

Q On this question of waivers for setting up of non-standafd
units, do you feel that the wailver procedure is necessary or that a

notice procedure gatisfying the Comm1351on that notice had been giv n

ay, an adequate per*od of response, somewhere, 15 to 30 da s,
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would that work equally well, in your opinioﬁ?

A I think it would work equally well.

Q Do you think it would result in any saving of effort on the
part of operators, not having to solicit waivers and being able to
handle it by notice and procedure?

A I think it would.

Q On the matter of supplemental nominations as being mandatory
or optional, do you feel that mandatory supplemental nominations are
necesSary?

A I do not.

Q Turning, if we may to, I would like to turn you to Exhibit,
No. 1 for a moment, if I may. At whét point does the line which you
bave draﬁn there, intersect the level of‘wellsﬁin the 40 to 50 foot
sand thickness, approximately?

A Approximately, 2.8 million per day. B

Q What was the average initial potential of the well in that
group, actual as opposed to theoretical for your line?

A 4,235 million per day. |

Q ;In other words, the actual was about 50 percent higher than
the theoretical, is that correct? |

A That is, I believe, corréct.

Q That represents a rather substantial variance, does it not,-
Mr. Woodruff? That is not what you would call a very close direct
relationship, is it?

A For those two individual wells, I would say, no.

Q In other words, there was a rather material variance as to

bhose two wells from your average, is that correct?

A Yes, sir, that is correct., -
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Q ° Have you made studies, respecting the basic data from which

this study, of yours was prepared -as to what the average deviation
from the normal. is per well in this field?
No, sir, I have handled my evaluation on a field wide basis,

Q You didn?t attempt to see how closely on the average wells
came to your theoretical line, is that correct?

A Not on individual wells,

Q So, you do not know whether they are in a rather narrow band
or in a rather broadly spread out band tracking this line, is that
correct? | |

A I believe that is correct in that there may be individual

wells which would deviate appreciably  from the line, but the normajl

conditions for the major portions of the wells in the field would »
fall essentially along this line. |
Q@ Then, as to the average, then your wells would fairly well
adhere to the4line but from well to well there might be rather
substantial variations,.is that correct? |
A There may be.

Q Would a hundred percent deliverability formula tend, in any,

lyay, to compensate or correct for possible individual well deviationg

from that normal line?

A Well, as your deliverability, of course, is influenced by
other than the net effective pay, it may. It méy vary. |

Q In other wbrds, there are factors other than the net effecti
oay that cause the variances from your theoretical line, is that rig

A That may well have been the case.

Q Does deliverability give effect to those factors?

A It does.,

ht?
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Q 7To all of them?

A I would consider that it does.

Q@ Well, let me put it to you in this fashion. Taking a well
pavirig a certain initial potential, you assign it on the basis of
that on your curve line here, a certain sand thickness for the area
pssigned to it as if it were a proration unit, is that correct?

A  If I understand your quelstion properly, that is not correct)
Q Well, is this chart of yours based on reserves per acre or
per 160 acres or per 320 or per what?

| A My chart refleéts the net effective pay picked for.those
wells for which we had logs in the West-Kutz Pool and that is com-
pared with the initial potentials of those wells,

Q@ Is that net sand thickness merely at the point of the well
bore or is it your opinion that that condition should hold true
throughout the proration unit?

A It is at the point of the well bore, of course,

Q Yet, if you make use of your formula, you are applying it
hcross the entire proration unit, is that not a fact? |

A That is correct. 1 think by the relationship that we have
been able to establish that it is a reasonable approach to it.

Q Yet, we have seen some rather substantial variations there
.'E"rom this theoretical line of yours, would not the introduction of
At least supplement of acreage component teid to alleviate and adjust
bhose deviations which you have encountered in individual wells?

| A I do not consider that it would.

Q In this field, is it or are you sufficiently familiar with

" it to know whether or not it is the general practice of operators

Lo shut their wells or to sand-frac them or use other similar techni
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By: MR. KELLAHIN:

esigned to increase their dellverablllty after they have first been
rilled in?
A It is the practice to stimulate a well.
Q Do those practices customarily have any beneficial result?
A Customarily, yes.
Q By so increasing the deliverability, have these practices
ncreésed the reserves?
A They may well have increased the recoverable reserves to thosge
ells.
Q WVell, now, the recoverable reserves were there already, were
hey not? *
A If it increased it, no.

MR. GRENIER: That is all..

MR. SPURRIER: Anyone else have a question? Mr. Kellahin.

Q@ You adopted Mr. Gréer's testimony in recommending unit pro-
ration unit of 320 acres, is that dorrect?‘

A Yes, sir, that is correctQ

Q@ You are familiar with the fact, of course, that part -of the
Nest-Kutz pool has been drilled on 320 acres and part of it on 160?
A Yes, I am.

Q Assuming that you set up your 320 acre proration unit and in
the area where you have wells drilled on 160 acres on two ad jacent
racts, one well with a very high deliverability and the adjacent

well on a very low dellverablllty, wouldntt that result in a lower
allowable for those two tracts than one achieved, if you had only

Pne well of a high dellverablllty well on the 320 acres?

A May I restate that statement as I understood it?
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Q You want me to restate my question? I got a little confuseq

myself.
A You had two 160 acre tracts, one with a high deliverability
and one, a low deliverability well?

Q Yes.

A  Would you get the same allowable as the same 320 acres
agsigned just to the well with the high deliverability?

Q Yes.

A No, you would get less for the two wells on--

Q (Interrupting)} It would be less?

A For the two wells, vese.

Q Wouldntt that possibly result in the plugging of the well of

low deliverability in order to allocate to the high deliverability

well?
| A That would be to the discretion of the operator.
Q It is a possibility, is it.not?
A It certainly is.
Q It is a matter of economics whether it was done or not done
A It would be to the discretion of the opefator‘ |

Q@ Wouldn't it result in a premature abandonment of a well re-
sulting in waste which is-- v .
| A (Interfupting) I don't feel it would be, result in economic
waste because it is established that the one well would recover all
the recoverable reserves.

’Q Do you think it would recover all the recoverable reserves
to the extent that the two wells would recover them? |

A There would be some depreciable . difference.

Q There would be a difference? A Yes.

4
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" bf the two wells and that the Commission should consider limiting th

Q It would result in a premature abandonment of a well?

A If the operator desired, it so be done. It wouldntt force it
Q Are you familiar with the statute covering the premature
abandonment of the well?
A Generally so.
Q. Isntt that defined as waste?
A I recall that it is.

MR. KELLAHIN: I believe that is all. Thank you.

MR. SPURRIER:_TAnyone else have a question of Mr. Woodruff?
By:_MR. SMITH: |

Q Mr. Woodruff, with reference to the last matter discussed,
would it be your opinion that if some person did see fit to plug
the well at lower deliverability that the measure of deliverability

of that 320 acres has been determined on the average deliverability

full allowance of the high deliverability well in assigning allowable
to that 320 acre proration unit? |
A That they should consider the average between the two. »
Q ' That is right, maintain the differential, in other words?
A I wouldn't recommend that. |

'Q  You think that the partY : should be entitled to plug the
well if he saw fit to do so?

A I think that certainly it should be a matter for considerati
Loth by the operator and‘both by the Commission as to whether that
should be done.

Q@ Do you think that a differenﬁial having been established

between two areas in a proration unit that the operator should be

*

e

S

hed

bntitled to take the higher deliverability when it has been establis
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that another area in—Ehe same proration unit thav he probably doesnt
have the same amount of reserves?

A Well, if he didntt have the same reserve under the whole
tract as indicated by the larger well, his pressure probably would
drop faster and his recovery would be influenced because of that.

I think that is probably an administrative procedure as to what

is the proper manner of determining the deliverability of a well
which under such conditions should be plugged if it should be per-
mitted.

Q@ In other words; it is your recommendation that the Coﬁmissid
before pérmitting the assignment of a high deliverability for the
entire 320 acres should take into consideration whetﬁer or not a |
well of lower deliverability on the same proration unit has been .

abandoned?

t

pIL

Doy A I think that would be proper.

MR. SMITH: That is all.

ﬁ By: MR. KELLAHIN:

;} Q You are familiar with the fact there is wide variation in
? permeability in the West-Kutz, are you not?

j A Yes, sir. v

Q The fact that you have a well of high deliverability locateq
bn 320 acre tract, does not necessarily reflect that the reserves
under that tract are the same throughout, does it?

A No, it doesn't,

QJ The same situation as was outlined by Mr. Smith could well
exist’on that tract without ahy information being available by which
you could establish it, is that correct? In other words, if it

) were then drilled on 160 acres, the offset could well be a well of
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low deliverability accora—ing to the experlence in the West-Kutz Pool,
is that not correct?

A Are you asking me. if an additional well was drilled on 320
acres that the additional well might be a low deliverability well?
Q Yes. |

A Yes, it might.

MR, KELLAHIN: Thank you.
MR. SPURRIER: Mr. Grenier.
By: MR, GRE'\IEIR'

Q I dontt mean to press this point . but since I sat down, a
suggestion was made to me that possibly you misunderstood my last

question. I want to be sure that you did understand it and that

your answer really was an accurate reflection of your views. T

wonder if the reporter would be able to f£ind it.

MR. SPURRIER: Restate it.

o

Q The question 1 asked you was, whether or not the reserves

Wthh were present after the artifical stimulating of the: well,

either by shooting or sand- fracing or some similar process, were
there before the ’stimulamry process was applied?

A Were the reserves?

Q Were the reserves there before the stimulating was applied?
A The gas was in place prior to the stimulation.

Q And were the recoverable reserves there prior to the stimu-
lation?

A No, not all of them.

Q Not all of the recoverable reserves were there, that is the

particular point. Thank you.

MR. SPURRIER: Anyone elset Mr. Macey.
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By:_MR. MACEY:

- Q Do I understand your question, your answer in and to Mr.

Crenierts question that the only way that you can recover all of
the reserves under a tract is by artificially stimulating that wellj
each well?

A All the gas in place, is that what you have reference to?

Q The recoverable reserveis what I am talking about?

A I believe that your recoverable reserves are increased by
stimulating of the well or'portions of the gas in place which may
‘Inot be and probably will not be recovered without the stimulation.
MR. SPURRIER: Any one else have a question of Mr. WOodruffb
.|1By: MR, WEIDF:RKEHR:

Q On that same line, do you think that you can double the

! amount of gas that is under a well by stimulation that we have talked

K L ‘ about the,recoverabie reserve, Do you think that you can double it
or triple it? ‘

A I would hesitéte to set a figure but there have been wells
jthat have been produced practicallyﬁnon<.or no gas that have pro-

duced sizable volumes of gas after having been stimulated,

ey A —y T+t

;i : Q@  If you think the well was making a million feet of &as
i naturally and you shot it to make four million, that you w&uld have
increased the gas under that tract, the recoverable gas by four to
one ratio? | '

A I wouldntt say that,

Q In other words, then you, by answering that question, you

have admitted, I believe, that deliverability then is not a straigh*

—C

line function of recoverable reserves?

' Sed - ' MR, HOWELL: That is an argumentatiﬁé question, drawing an
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inference that the witness has not admitted, we object to the question,
— MR. WEIDERKEHR: ZIf I may, he did say that he did not think
it would increase on the ratio of four to one. If that is so, if iy
won't increase on the ratio of four to one, I must draw the conclusion
that recoverable reserves—-

MR. HOWELL: (Interrupting) If we want to argue the point

rather than question the witnesses, if every operator stimulate

Production in there as is generally the practice, your deliverability
is between wells in which the same thing has been done. Your de-
Liverability reflects the results of the same sort of stimulation,
MR. WEIDERKEHR: Identical., ,

7‘ | | Q If you had two wélls, both of them‘making naturally a millioh
tubic feet a piece, if you shot both of them, would you expect both
pf* them to respond to that identically?

12 , A Not necessarily.

Q If they didntt respond with corresponding volumes, would %
deliverability be a straight line function of reserve? |
A If they didn't? \

Q Yes. You said you didn't expect that they would respond
¢orrespondingly. You said in that instance if they did not respénd
%n the same manner, would you think then that the reserves under
these two tracts were proportional to their deliverability?

A I believe they very well might be, _ ‘ <
Q Did you state that reserves vere directly in proportion to

leliverability?

0

BN A T said I have established the almost direct relationship be-

tween net effective sand thickness and initial potential and I think

2 ‘ -
Yok —
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that we have a very close

ship in this pool between reserves and deliverability.

Q Mr. Woodruff, did you prepare the graph, yourself?

A I had help on it.

Q . Did you see the data from which these various category of
wells were averaged, the sand thickness and the initial potentials?
A Yes, I saw the data, ‘I have not studied each individuval
well myself,

Q@ Do you have the data from which the curve was prepared?

A Only the final answer arrived at in each instance without

regard to individuwal wells,
Q In other words, you don't have anything on individual welisL

A No.
Q You couldn't say then truthfully that if you had plotted
these wellé‘individually that you might not have had points all

over your sﬁeet of paper up there?

that I thought there would be variations from that line but I con-
sider, Mr. Weiderkehr, that we. are prorating this gas on a field-
wide basis which, I think, is a proper manner for evaluating an

allocation formula.

Q You consider the 56 wells out of the 166 to be average?

we have available to us.
Q Did you consider in preparing this graph all wells that you
had logs on regardless of the ability of the wells to producé?

A I believe that is correct.

Q Now? you did use the initial potential, do you know whetherb

relationship, almost straight line relati¢n-

A I think I have so indicated previously to cross examination

A I think it is the best indication of average conditions that
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you run to determine that? Would it be on production?

those were all wells that had been stimulated or whether they might
be some natural gauges and some stimulated gauges?

A It was a final reported initial potential. I would not de-

naturally that had not been stimulated. I could not say positively
as to that, _ _
MR, SPURRIER: " Anyone else have a question of Mr. Woodruff?
MR. UTZ: I would like to clarify one point.
By: MR, UTZ:

Q I believe ybu stated that you would recommend or did recomme
@ hundred MCF minimum?

A No, I did not state that. I would elaborate, if you care
that I do so on what I did state?

Q I wish you would. |

‘A I recommended that the Commission place in a marginéi‘capaci

any weli that has a producing capacity less than 100 MCF per day.

A That would be detérmined by actual production performance
of each individual well.
Q Regardless of line pressure?
A That is correct.
Q  Then, the minimum well could be varied by how you kept your
line pressure?
A It could be.
MR. UTZ; That is all I have.
MR. STOCKMAR: Stockmar, Frontier,

finitely state that there might not be a well that was not completed

Q That would be determined how, what kind of a flow test would

nd

ty

By: MR, STOCKMAR:

L3
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Q I have labored under the apprehension that the chart was
deliverability versus reserves. Do I understand it is initial po~
tential? |

A Yes.

Q What control do you have over taking»initial potential?

A None whatever.

Q Arent they subject to wide variations in terms of the me-
chanics'of taking? |

A They were taking under the method and proéedure'prescribéd
by the Commission.

Q@ Were each of these so taken?

I presume that they were.
You do not know it of your own knowledge?

No, sir, I do not.

o » o »

You do not know that there was a stabilized condition reache
with respect to each of these wells?

A I doubt that they were because it was a three hour determind

tione
Q Was any Pitot tube taken? A Yes.
Q Are they subject to error? A Yes, they are.

MR. CRUMM: -Did he answer Mr. Utz's question, I couldn't
hear the answer.

MR, SPURRIER: “Yes, he aid.

MR. UTZ: He answered it

MR, CRUMM: I couldn't hear it, my back was turned.

MR. SPURRIER: Is this a matter of personal information, can

he tell you after the hearing?

d

MR, CRUMM: Yes, it is a matter of pefsonal information., He
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han tell me afterwards. :
oy o By: MR. YOST: This is ip connection with an answer that you gave
Lo a question asked by Mre. Kellahine. Do you still feel that one
qell can efficiently drain 320 acres?
A T know nothing to the contrarye 1 believe it will.
\ Q I have a hard time in my analysis of ghat to reconcile that
garding the two wells

wer to Mr. Kellahin, re

statement with the ans
which would oth

Some of the gas would, er wise be

® .
: on 320 acresSe

ultimately recovered would not be recovered?
: A My_answef to that 1is based on efficient drainage of the 320
% hcrese With greater density of development, you can_usually get a |
i
: ' 1ittle more gas put it is not 2 pressurable volume.
Q@ Then, ydu dontt feel that the pressurable volume of gas

Y lyould be lost 1n the situation set forth here by Mr. Kellahin?

N Pt .

' A No, I do note.

“ MR, YOST: That is all.

MR. SPURRIER: No further question, the witness may be ex-~

3 cused. | .

1 , (Witness excused. )

; MR, HOWELL: We failed to introduce the Exhibit. May we

introduce Exhibit 1. |

' " MR, SPURRIER: Without objection, it will be admitted; Any

| ‘one have further testimony? There being no further testimony, Mr.

Barnese
MR. BARNES: I am representing the British American. British
American has a”half interest in'nine‘Pictured c1liff Wells in the
A est-Kutz Field of the Chambers Hancock. Time did not permit Britigh
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American to prepare any formal testimony or Exhibits on their own,

4

however, we vwere kept informed of the progress of Mr. Al Greerts
study and the work being done by Benson and Montin. We feel that
the testimony and the work that was done by-Mr. Greer parallels the
interest of British American. At this time, we would like to adopt
the testimony and the views of Mr. Al Greer as those of British
American, Further than that, British American believes that the
testimony that was presented previously by Mr. Fred Crumm for’James
Hancock has definitely indicated the need for some type of pro-
ration in the West-Kutz Pool, |

We would 1ike to ask the Commission in considering the varigus
proration formulas that they try to keep the allocations and the
nominations to the point, so they won't raise above the deliverability
of the average well in the pool and in effect cancel out the pro-
rationing. We would like to see a real prorationing in there and

not  just a nomination that the wells cantt meet, so, that in effect

the wells are all making whatevér they -are capable of into the line
-fand the same .inequality continues to exist as we have at £he pre-.
. sent time. That is éll.

c MR. SPURRIER: Mr. Kellahin.

o MR, KELLAHIN: If the Commission please.

MR, SPURRIER: May I interrupt.

MR, KELLAHIN: I was juSt going to make a suggestion is all. 2
MR. SPURRIER: Go ahead. _

| MR. KELLAHIN: It now being a quarter of four and James D.
ii”;, Hancock would like to méke a rather lengthy statement, I would sug~
Eest that we do the same thing we did in the Blanco-Mesaverde Case

J

and permit us a certain time to submit the statements rather than
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Jgulations. Does any one have anything further?

Isatisfy their own administrative needs on these statements. How

‘lcase then/is taken under advisement and the meeting is adjourned;

prolong the hearing.
MR..SPURRIER: That is exactly what I was going to say. We
have no objection and we can not stop any one from making whatever
statement they want to. However, we find that these summary state-
ments are pretty well done. Apparently, you have more time and can
give it more thought. Admittedly, it does save time for all .f us.
We dontt want to be in the position of stopping any one from making
a closing argument in case they want to do it. We do like these
statements., We also not only accede to Mr., Woodruffts request to
submit rules but we would like for you?%g submit proposed rules as
you see them for this particular proration and ratable take problem|

MR. KELLAHIN: Thank you. Are you going to set a time limit
for the statements? - '

MR, SPURRIER: Yes. We are now di§cuséing that. The Com-
missioner that you are going to submit them too here suggests August
lst. I think that is the date we will set. We will give you until

August lst to submit the statements and your propoesed rules and re-

MR, GRENIER: I would like to ask one clarifying question
on these written rules, I dontt want to burden the Commission with

F lot of extra paper. I would like to give them enough copies to

many copies are used and useful?

MR. SPURRIER: Two. If no one has anything further in this
it

(Meeting adjourned)
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STATE OF NEW MEXICO )
H 88,

COUNTY OF BERNALILLO )

.
: I, _ADA DEARNLEX __4 Court Reporter, do hereby

certify that the foregoing and attached granseript of proceedings

before the New Mexico Oil Conservation Commission at Ssnta Fe,

AT N

New Mexico, is & true and correct record to the hest of my

knowledge, akill and ability.
1N WITNESS WHEREOF I have affixed my hand and notarial

geal this _29thday of ___July , 1954,

4@74&) M _

Totory Fublic, Court Reporter /

J R e el JEasl

My Commission Expires:

June 19, 1985
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BEFORE THE
0IL CONSERVATION COMMISSION
STATE OF NEW MEXICO
Santa Fe, New Mexico

May 19, 1955
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IN THE MATTER OF:

Request of Stanolind 011 and Gas Company,
seeking an order requiring ratable take or
proration of gas production in the West Kutz-~
Pictured Cliffs Gas Pool, San Juan County,
New Mexico. :

Case No. 696

Rehearing to be limited to a reconsideration
of the provisions of Order R=566 performing

to the establishment of proration units and to
matters raised by petitioner's application for

rehearing.

Befores Honorable John F. Simms, E., 8. (Johnny) Walker, and
William B. Hacey. ,

TRANSCRIPT OF HEARIKG

MH, MACEYs The first case on the docket is the rehearing
in Case 696, Mr. Smith.

MR. SMITH: We are ready.

MR. KELLAHIN: Before we start on the hearing, I would like
to enter the appearance of Westefn Development Company as successor
in interests to James D. Hancock and Company, Limited. In that
connection, ask that the Commission take notice of its own records
in regard to the transfer of the wells formerly held by James D.
Hancock, Limited, in the West Kutz-Pictured Cliffs Pool.

MR. BRATTON: I would like to enter an appearance for Mr.
George J. Darneille &s successor to the interest of Benson-Montin?i$
the Gallegos Canyon Unit in the West Kutz Pool.

MR. MACEY: Nr. Smith, as applicant, are you ready to pro-

ceedy
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|The testimony in that case whilch was before the Commission, indicatg

MR, SMITH: We are. At this time I should 1like to enter an

appearance on behalf of Seth and Montgomery orn hehalf of Stanolind
0il and Gas Company. Mr, Frederici is here from that firm. This
is a rehearing of Case No. 62¢€, application for which was made by
Stanolind 0il and Gas Company. o _

I bvelleve that the Coumisslon might be apprised of some of the
history leading up to this presentation, since it embraces quite a
few hearings and guite a few orders in several cases. In thils West
Kutz Field, the first information with respect to action taken by
the Commission, or the first case, is Case 237 in which was entered
Order R-46,., The date 1s November 21, 1950.. This was a general -

order covering several pools in the San Juan Basin, setting up 160~

acre spacing in the West Xutz=Pictured Cliffs Pool. There is nothing

of record with the Commission to show that any evidence was entered

at that time with respect to proper spacing._ This order was amend%d

in Case 598 by Order R=397, dated 12-17-53. This amendment is of
no significance with respect to this proceeding, as it related to
the location of wells. | | | |
On June the 19th, 1952, in Case 377, Benson and Yontin's ep-
plication was made for an order establishing uniform 320=szcre

spacing of gas wells in the Pictured Cliffs formation of the

Gullegos Canyon Unit Area and adjacent lands in Township 28, 29 north,

Range 12 and 13 west. On July 24%, 1952, in the same case, Order
No. R=172 was entered, fihding that apparently one well will effi-

clently, effectively and economically drain an area of 320 acres,

that more than 320 acres could ana probably was being drained by

S

one well. Ths order, however, provided that the 320~-acre spacing
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would be in effect for one year from that date, and that 4 year
from that date cause should be shown why the area should not be
developed on 160 acres.

On June 23, 1953, in Case 377, Order R-172-A was entered,
which was a mere contiﬁuance providing that the case should be heard
not later than September 17, 1953. On September 17, 1953, under the
terms of Order R-172, the 011 Conservation Commisslon requested
Benson and Montin to appear to show cause why 160-acre spacing
pattern should not be Instituted for Pictured Cliff wells in the
Gallegos Unit Area, to supersede the temporary 320 spacing order
earlier granted.

On December 17, 1953, Order R-172-B, we find that the Commissic
made certain findings that the Gallegos Canyon Unit Area developed
on 320 acre spacing pursuant to Order R-172, and that the balance of
theVWest Kutz-Pictured Cliffs was developed on 160 acre well spacing
and;producing units. That development of the pool on two diffgrénp
spacing patterns is not in the best interest of conservation, and
will impair correlative rights. Order R-172 wasvterminated and
lands embraced are to be developed on 160=-acre spacing pattern pro-
viding that the Gallegos Unit shall be subject to the terms of the
Unit Agreement. On May 3, 1954, new case 696, we find the appli-
cation of J. D. Hancock for an order requiring ratable take of gas
in the West Kutz-Plctured Cliffs, or in the alternative for the
prorationing of gas production in the pool. This case was continued
on several occésions, and on July 1%, 1954 a hearing was conducted.
on Mr. Hancock's application. |

On December 23, 1954 in Case 696, Order R-%66, we find first
issued the special rules for the West Kutz-Pictiired Cliffs Pool

I

-
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vhich sets up 160=acre proration unitsjy provide for an allocation

formula which was 75% acreage times deliverability plus 257 acreage,
and sets out the limits of the pool and provides for certain other
1iscellaneous rules which are not pertinent to this ingquiry. .

On January 7, 195%, Order R~566=A in Case 696 amended Rule 3
of the basic rules, fleld rules, regarding the location of wells whi
also is not pertinent:to this hearing.

On Jaruary 19, 1955, Stanolind 0il and Gas Company mads appli-
cation for a renearing and the order vas granted limiting the reb¢a1
ing to a reéonsideration of the provisions of Order R-566 performing
or relating to establishment of proration units, and to the matters
raised by Stenolind's application for rehearing. That gives the
Commission a very brief outline of the proceedings which have lead
up to this rehearing. '

At this time I ﬂhquld like to move the Commission to adopt ali
the procéedings in the cases vhich I haﬁe enumerated so that they
may be made a part of this reéord° I believe that all the interestd
ed parties were there at the time and have had occésion and oppore-
tunity to be fully familiar with those proceedings, and it will
avoid the necessity of duplicating that tesﬁimony at this time.

MR, MACEY: Would you mind naming‘tne case numbers?

MR, SMITH: The proceedings in Case 237, 377 and 696.

MR, MACEY: 1Is there objection? Without objection the
testimony snd exhibits in Case 237, and 377, and 696 will be intro-
duced in the record in this case.

MR. SMITH3 With respect to the matters under particular
review at this time which has to do with the proper amount of

screage that may be assigned to a well in the West Kutz Field, I

ch
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should llke to state to the Commission that I have examined the

various transcripts of testimony in the cases which have just been

W

enumerated, It is difficult for me to visuzlize the entrance by th
Commlssion of the order thut Lt did enter in this case, restricting
the development on a hundred sixty acre basis. I find nothing in
any of the cases enumerated, of an affirmative nature of any sube
stance whatsoever wnich supports the entry of 160 acre prorationing.

To the contrary, ve fina any number of references 1in the testimony

r

which 1s indisputed, that indicate that wells in the West Kutz Fiel
will efficiently and adequately drain more than 320 acres.

f It is indisputed in the‘record that there is communication
throughout the entire field, and that production from any‘point in
the field has an effect upon production elsewhere in the field, and
1t is also indisputed in the:recoré that the emount of gas that
would be recovered by drilling two wells on 320 acres‘is negligible
I believe the testimony at present as to the effect that it is on
the order of three-=tenths to foﬁr-tenths of one percent, and there s
further testimony that that quantity of gas would probably be |
dissipated during the process of drilling an additional well.

So that under the ciréumsténces, it may well be said thatbﬁhe
requirement of the Commission thét an additionQI well be drilled in
order to protect the applicant's correlative rights, would result
in actual physical waste., In addition to that, we have the
circumstance that if the gas may be recovered on 320 acre proration
units, that would be recovered by the one well, then it 1is a
requirement on the part of the applicant who haé developed on 320
acre spacing thét he spend money unnecegsarily bringing the case, as

I view it, squarely within the provisions of the act governing the
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proceedings of the 011 Conservation Commlssion.

1 should like to direct the Commission's attention to what I
consider to be lthe pertinent provisions of the Statute, 1 will not
atlempt to reuad them into the record since the Commission is fully
famlliar with tnem, but I direct their attention to the provislons
of Section 12~C and Section 13-B, as Section 13~E has been anended.
I call your attention to the provisions of 12-C and the sentence
which reads as follows: '"In protecting correlative rights, the
Commission nay give egqultable considersation to acreage, pressure,

open flow, porosity, permeability, deliverablility, and quality of

exist as insofar as practicable prevent drainage from producing
t;:acts in a pool which is not eguallized by counter dralnage."

I should like to direct the Commission's attention to t;he fact
' that before 'you get to the question of drainage,’ the language is
permissive, 1t uses the wozfd "may". When it gets to the question o

preventing drainage 1t is mandatory. It ssys it shall, any such

the Commission is fully familiar with that provision, it has been
{discussed in other cases. It provides specifically that the Com-
mission shsll taske into consideration in determining proration orde
the necessity or the requiremént directly or indirectly on the pa;'t
bf the Commission's order to require the drilling of unnecessary
wells, . .

It is our position that the record as it now stands, it is
undisputed that the effect of 1limiting the proration units to 160
acres when development has been 320 acre basis, certalnly that is
-tho—effeeb—ofindineetiy—requiringthe—drilling—ofthatwellAn—|
( ADA DEAmLey 9 pomociTes |
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order is to prevent that situation to occur, With respect to 13-B,|




order to prevent the nmovement of gss into an area which has been
more closely aeveloped. Vith that brief statement, I should like t
proceed to call Mr. Greer &s a witness. -

MR. KELLA{INs IIr the Commission pleese, if the Commission
please, we want to object to the introduction of any further testim
in this case and as grounds therefore, refer the Commlssion to the
applicant's application for the rehesring. I do not have a copy of
it, the only pertinent provision in the application for reheering
which sets forth any matter to be presented at sald rehearing is
contained in paragraph 4 of the application which reads as followst

‘"Movement would show the Commission that no evidence was
offered by any party at any of the hearings in sald case, which
showed or tended to show that the proration units in this pool
should be 160 acres. That on the contrary, the only evidence whicp
was offered oy any party on this question as to the size which the
prorstion unit should‘be, was the evidence of Stanolind 01l and Gas
Company and Benson and Montin to the effect that the proration unit
in this pool should be approxinmuately 320 acres. That under the
state of the evidence in the record in this case, the standard gas
proration unit should therefore be fixed at approximately 320 acres

There 1s nothing else presented in the'ﬁetition for rehesring
gicept a reference to the record which has already been made in thi
case which Stanolind saw fit to limit themselves to that extent,
that 1s their privilege.

In connection with our argument against the introduction of
any testimony, I would like to refer the Commission to New Mexico

Statute covering rehearings and appeals from the orders of this

NS

by

|Comaission. The section being Section 65322 of the 1953 compilatio
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Kellahint's statements are perhaps a little bit more narrow than are

and 1t is set out as Section 1Y in the Chapter 168 of the 1% com-
pilation. That secticn provides the procedure for securing a re-
hearing which must be filed within twenty days and so forth. Under
Section B it provides the method by which you obtain a court reviev
and among otner things it reads as followss ‘'FProviding, however,
that the request reviewed on appeal shall be only request presented
to the Commission by the application for rehearing",

I{ the Commission is £o proceed at this time and receive addi-
tional testimony upon which they could conceivably base- & new ordér
and we were forced into the position of taking the appeal, we would
then be precluded by this Statute {rom presenting anything which vag
not presented in thelr application>for appeal. The application for
appeal covers an attéck on the record, as it now exists they cannot
now come back and supplement that record and thereby evade the pro-
visions governing appeals from this Commission. Had they seen fit
to do so, they could have asserted in their application for appeal
that we have additional testimony to preseant on this sﬁbject, or this
or this, and certainly under the Statute they Qould have been en-
titled to do so, They failed to do that. They have, therefore,
linited themselves to the record as it now exists, They are at
liberty to argue the record. We are at liberty to argue the record)
and whoever sees fit can take an appeal within conformance of the
Statute. If the Commission follows the policy of pebmitting addi-
tional testimony, then we nor Stanolind would be in a position to
take an appeal according to the Statute.

We object to the introduction of fﬁrther testimony in this case.

MR. SMITHi May it please the Commission, I belleve that ¥r|

rd
S .

5 .
ADA DEARNLEY & ASSOCIATES
STENOYYPK REPORTERS
ALBUQUERQUE, NEW MEXICO
TeELEPHONE 3-6691§




—_—
contemplateg by the Statute or the application fop rehearing, 71¢
is fundamentgl that you make an application for rehearing, and 1f
the Commission turns you down then you go up on the recorg as 1t
then étands, It is discretionary with the Commission ag to whethepr
Or not it shall opr shall not grant 4 rehearing, oup right of appeal
isg contingent upon the action of the Commission 1in denying the motion,
This was g motion that wag filed, 1In the discretion of the Commisg{
it has come forward ang sald, "Yes, Siry ‘we will have & rehearingu
and set forth the terms and circumstances under which the rehearing
will be conducted, it being a discretionary act and the action or
the Commission being set forth in the order graﬁting the rehearing,

forth in the order set forth by the Commission which Mr, Xellahin
referred‘to. It 4s nhecessary that you have g denial of g motion

before you ¢an go up. It is necessary précedent if the rehearing

is granted that you go up on appeal bssed on the testimony and the
evidence that was brought forth at the rehearing, and all the pro=-

ceedingsmthat Mmay have besn incorporateq in that rehearing by reasor

Of the garlier action, ¢ 1s fundamental that a rehearing is 5

MR. STOCKMAR: T, B, Stockpar appearing for Frontiep
Refining Company, 1 think Mp, Smithtg Tesponse to Mr, Kéllahin's
objection ig accurately enougi stated, but I think 1 begs the
fundamental question of fhe scbpe of the rehearing which ig the
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which supports the order, On behalf of Frontier, I would like to

concur heartily in the objection wade by lMr. Kellahin and make it fdr
Frontier.

MR, REES=JONES: Trevor Rees=Jones, reprasentihg New Mexico
Western 011 and Gas Company. I would also like to concur in Mr.
Kellahin's motion. We came hers for New Mexico Western 0il and Gas
Company knowing only of the petition for rehearing which was entered
in this caée by Stanolind. As Mr. Kellahin and Mr, Stockmar have
said, that petition for rehearing hinges on whether or not the
record to date h&s any testimony which will support the Commission's
order, There was nothing in that petition to indicate that we were
to be faced with new testimony. There was nothing in the petition
to indicate that(we would come forward with testimony of our own,

MR, SMITH: May I have a copy of the order?

MR. MACEY: The original order?

v MR, BRATTON: I would like to make a statement on behalf
of Darneille supporting Mr. Smith's position in presenting further
testimony at this hearing. I believe the order of the Commission
entered there, it calls for a reconsideration of the provisions of
order R=-566 pertaining to the establishment of proration units.
Mr. Kellahiﬁ rises to the point that on appeal to the Dbistrict
Court either the proponents or opponents would be limited to the
record basad at the original hearing that the record now made could
not now then be entered. If he has a valid objection, which I doubt|,
I think he is making it prematurely. He can make it at the time
tbat the appeal 1s made to the District Court. He can move to
strike what record is made at this time. The Commission has entered

an order calling for testimony. Mr. Rees=Jones rises to the point
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that he 1s not prepared at this time. It is a serious matter to

his client, It 1s very definitely a serious matter to ny client.
I{ he i1s not adequately prepared, he could move for postponement or
continuance.

I think very definitely Mr. Darneille desires to be heard, I
think the matter 1s of sufficient importance to the Commission and
to the industry to be fully considered as the Commission has so
decreed in 1its order. I support Mr, Smith's position,

y MR. FEDERICI: I concur with the statements made by Mr.
Bratton and further call attention of this Commission to the partics
ular matters that he was talking about in the orders of the Commlssion,
It provides that matters to bé considered on rehearing shall be
limited to a reconsideration of the provision of Order 566 per=
taining to the establishment of‘proration uﬁits and to matters raisdd
by petitionerts applicatiOn."It is double=barreled in that partic;
ular order, How can thils Commission reconsider 1its order unless

1t does have some testimony which might differ from what has been
introduced before? The pﬁfpose of the rehearing is to give the
Commiséion something new, something additlonal to go on. In’additiﬂn
to what it had before. It is not an appeal. Mr. Kellahin«is tryin%
to make an aphealvto‘youuwhere-you would review the record. Mr,
Kitts and Mr., Kellahin knoﬁ that the purpose of a rehearing is to
have additional evidence that might bear on the question in point.

14

I really frankly feel that it would be error for the Commissio;

to deny a rehearing by reason of the statements made, or the contents

of the application.
MR, SMITH: I would like to inquire of Mr. Rees=Jones if

he doesn't have a witness here to testify?

. ADA DEARNLEY & ASSOCIATES
SBTENOTYPE REPORTERS
ALBUQUERQUE, NEW MEX{CO
TeLEPHONE 3.6691




MR, REES=JONES: May it please the Commission, Mr. Bratton

didn't quote me right. My point 1s the legal point that in the state
of this record, we are not under notice thét ve are supposed to
appear to give testimony. Stanolind has made quite a polnt of the
fact that the record to date has no testimony in it which supports
the Commission's order,that is the one legal point on which they can
rely. They are faced with & dilemma since they now have appeared
and want to put testimony on themselves. If the testimony is cumul-
ative, then I say the Commission need not hear the testimony. If
they have new testimony to offer, then in their petition for re-
hearing why was that point not made? I am not making the statement
however, on behalf of New Mexico Western 01l and Gas Company that

I do not have a witness here. I state that on the state of the .
record, 1 am not on notice}that I should bring testimony to this
hearing. _ |
MR, SMITH: I should like to make inquiry of Mr. Stockmar
1f he does not have a witness here, ’

MR. STOCKMAR: We came here to reconsider thetﬁrovisions

or the language of Order R-566. I feel certain that the applicatior
and the order bf the Commission would permit arguments to be made
as to the weight to be given to the evidence that was in the order.
We have present Dr. Glenn Barker, an official of the Frontier Re=-
fining Company, who would be prepared to participate in such an
argument. He could be called as a witﬁess if testimony were giyen.
our purpose in coming here, however, is to argue with you as to the
issue raised by your application for rehearing which is in our

view, very strictly limited to whether or not the evidence now of

L record supportg the order of .the Commission,
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MR. SMITH: I should 1like to ask Mr; Kellahin if he does
not have a witness available.

| MR, KELLAHIN: The question, I think, 1s highly improper.
It has no bhearing on the question before the Commission on the basij
of ny objJection, It is immaterial to this Commission at the present
tinme in ruling upon this objection, whether anybody in this room has
a witness prepared to testify or not. The question 1s going to be
the ruling of the Commission. Then it is incumbent upon any opera=
tor to plit on any testimony in the event it is necessary to do so.
Whether you have & witness to testify or not 1s immaterial to the
ruling on my objection to this testimony.

Mr. ¥Federicli and Mr. Bratton have brought in the question of
thi_s order granting the rehearing. The language of the order says
they were going to reconsider the portion of the rule pertaining to
proration units. = That reconsideration 1s based. upon Stanolind!s
application for a rehearing which 1s based exclusively upon tha\
record which is made. The Commission can, under the terms of the
application, reconsider the provisions of the rule governing proe-
ration-units as provided in their order based upon the record, whicl
is already before the Commission, and any argument that may be made
for or against such units as may be determined taken from the recorg
as it now exists,

It has no, there is nothing in the language 1in that order’ which
’ would indicate in any way that additional téstimony is golng to be
received by this Commission, and as Mr. Stockmar has pointed out,
they are without notice, the Hew Mexico Western is without notice
insofar as the leéal aspects of the case are concerned, that

additional testimony would be received or would be required.

b

——

1
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MR. FEDERICI1 The very fact that the parties who are makinj

o~

objections have witnesses 1s very important for this reason. They
claim now, we are surprised; tperefore, wve can't go ahead with the
hearing. It goes to show that these parties knew what was couing
up and therefore there is no reason for disallowing the rehearing
at this time.

MR. KELLAHIN: I would like to point out that I did not say
I haa brought a witness here. I am entitled to any engineering or

geological counsel I have.

MR. KITTSs I didn't know anyone was surprised.

MR. STOCKMAR: We are not very much surprised. We are
strongly of the_opihion that the attempt should be denied., They
should be limited to arguments as to the record as‘it now stands.
I ddn't know anyone was claiming surprise, that is the point.

MR, MACEY: Gentlemen, Mr. Kellahin's motion is sustained.
Any argument in this case will be limited to the argument of the
record as 1t exists. |
MR, SMITH: May it please the Commission at this time, I
make tender of proof of the evidence which has been exéluded by the
Commission. I would like to call Mr. Greer as a witness for the
purpose of making my bill of éxceptions.

MR. MACEY: Proceed. '

A R. GREREER

having been first duly sworn, testified as follows:

DIRECT EXAMINATION

By MR. SMITH: )
Q Mr. Greer, you testified in Case 696 on the original hear= |
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ing, I believe?

A That is correct,

Q At this time I should like to ask you 1f you have available
information with respect to the stage of depletion of the reservoir
at the time of the original hearing. What was the stage of depletig
of the reservoir with respect to the initial reserves in place?

A This has to be as of the time of the hearing?

Q You can testify as tc the time of the hearing and bring it
on up to date,

"MR. REES=JONESt As I understand the ruling of the‘Commissic
there was not to be the introduction of any new evidence and the
argument would be solely concerned with the record prior to tddaio
Is that not correct? This is for clarification,

MR. MACEY: That 1s correct.

'MR, REES~JONES: Then I object to the introduction of any
evidence by Stanolind 0il and Gas Company through Mr. Al Greer, the
witness,’who is now on the stand., As I understand it, ¥r. Greer

is an engineer whereas we are ﬁoday going to be limited to legal
argument as to whether or not the record to date supports the
Commissiont's order. There is no place for the introduction of any
testimony by an engineer,

MR. SMITH: Pefhaps you didntt understénd the purpose of
puttipg the téstimony on. I am preserving my bill of objections.
MR. REES=JONES: I am objecting to introduction of any
testimony. I understand what you are doing.

MR. HOWELL: May I suggest in the interest of time and all,
that 1t would Ye ﬁroper for Mr. Smith to make his bill of exceptioné

before the reporter later on if necegsary, and make a complete hill |
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at that time without taking the time now to go into the testimony

Wwhich he wishes to tender and which has been excluded.,

MR. KELLAHIN: I agree with Mr. Howell and the matter of

troof should be made by Mr, Smith himself by virtue of statement to
he Commission as‘to the purpose. There 1s no need to call Mr.
ireer as a witness now in order to make the offer.
MR, FEDERICI: I don't know if that is a proper way to pree
serve the exceptions or not., The Supreme Court says you go into
the testimony you are going to.bring out and the offer of the attor=
ney would not be considered sufficient. That is the point I would
have to discuss with my attorney here. If the Commission will give
me just & second here. '

MR, MACEY: We will take a short recess.
(Recess,) |

MR, SMITH: I belleve there was a question asked and the
lobjection, and the Commission hasn't ruled as yet;
MR. KITTSt What was ‘the gquestion?
MR. SMITH: I asked the question and Mr. Rees-Jones objected ?
land I don't believe there was a ruling yet.
MR. STOCKMAR: Prior to any ruling, I would 1like to make
the same objection on behalf of Frontier,
MR. KELLAHIN: I would like to make the same objection on
behalf of Western Development Company.
(Testimony and objection read.)

MR. MACEY: The objection 1s sustained.

MR. KITTS: The Commission, in sustaining Mr. Kellahin's
motion, the effect of that ruling is that no new evidence will be
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eration here 1s confined to the record as made. We feel that under

the scope of our ruling, that any tender or offer of evidence which

L

pertains to new matter 1s therefore improper, and that the applican
has an appealable ruling of the Commission by our sustaining of Mr.
Roeé~Jone's motion. The applicant, however, wishes to make this
tender to preserve its record on appeal, if appeal 1s taken. For
that reason the applicant may make his tender to the reporter.

So fur as the question goes of sustaining or dsnying the tendep

we are assuming that the offer 6f proof relates to new matter.

W

However, there 1s a slight possibility that the tender could inéludc
matters of argument on the record which would be properly in the
scope of this rehearing, and therefore, we do not want to be in
the position of denying it,'denyihg some matter that'might be pro-
perly within the scope of the‘rehearing. For instance, if 1t were
a matter of argument or‘pointing out claimed deficiencies in the
record, We understand the tender will pertain to new evidence which
could not be hsard in this rehsearing. We will not rule on that
until we see that perhaps there is some matter of argument properly
within the scope.

MR. STOCKMAR: If there is such a tender, it can’properly'
be tendered at this time.

MR. KITTS: We could not wish to deny the tender sight un-
sean where there might be something in there where the Commission
might be in error on the scope of its own ruling.

MR, STOCKMAR: It 1s within the power of the proponents
to make such arguments at this time. TIobject to the permitting of
the tender simply because it might be something they are properly

authorized to give et this time., If there is something within tha |
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rehearing which they may argue about now, they should do it now.

We object strenuwously to there being in the record, evidence or
teatinony and arguments whiciy are not properly subject to cross
examination and rebuttal testimony.

MR. KITTS: Perhaps we might be able to clear this matter
up by asking the applicant at this point 1f there is anythilng in
the tender which 1s argument on the record as we now hav 1t.

MR, REES=JONESs 7T will object, if the Commission plsase.
| I will hold my objection if Mr, sSmith wants to answer.

MR, KITTS: I dontt mean pertaining to the subject,

MR. REES=~JONES: My point is that we object to the intro-
duction of any testimony in this hearing today. There are two
matters which the Commission can consider. 1t can consider testimor
which comes from witnesses sworh and placed on the stend, It can
consider argument which 1is generally-here made by coungel, but can.
be made by others and properly so. In today'!s hearing ir 8tanolind
01l and Gas Company wants to argue through Mr. J. K, Smith or Mr.
Bratton or anyone else as to the testimony heretofore taken by
the Commission, I think they should have the right to make such
an argument and be heard.

‘However, New Mexlco Western 011 and Gas Company here and now
objects to the introduction of any testimony. I cannot see that
the introduction of any testimony from any witness sworn and
placed on the stand would be proper. You made the point that some
of the testimdny is in the nature of argumentative testimony. I
beligve any argument can come in unsworn through attorneys or engine
vho want to get up now and speak to the Commission, no evidence

should come in at this hearing through sworn testimony from the

Ly

ers
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stand. We are limited to the record as it now stands and can make
argument on the record as it now stands,

MR. KITTS: The objection was to hearing any new testimony.

MR. REES=JONIES: The word "new". I object to the hearing
of any testimony. I think it is in accord with the Commission
ruling this morning on Mr. Kellahin's motion that no testimony be
taken, We are limited to the record to date and no new testimony
or no testimony of any nature vwhether new, whether pertaining to
matters slready in the record, should be introduced today. We
object to the introduction of any testimony.

MR. KITTS: Can representatives of the applicant answer the
question I asked before the objection?

MR, SMITH: Ask the question again.

MR. KITTS: Does any of the evidence contained in the tendexn,

is it argumentative, is any of it argumentative material or material
by way of argument on the record as it now stands?
MR, SMITH: I may.answer that question by saying it 1is both.,
MR, MACEY: Mr. Rees-Jones"objection is sustained. This

Commission will hear no new testimony in this matter.

MR. SMITH: Do I understand:from the Commission ruling that
our tender of testimony is also refused?

MR. MACEY: Yes, sir.

MR. BRATTON: I would like t9 offer the testimony of ﬁr.
George J. Dérneille and;do I undefstand that thg Commlssion will mal{e
the same ruling and reject the tender of his testimony in this
matter? |

MR. MACEY: Yes, sir.
- MR. SMITH: I would like also to tender theAtestimony of
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Mr. R. J. Hiltz, the same ruling on that, I assume?

MR, MACEYs Yes, sir.
MR. BRATTON: To clarify the record, do- I understand that
we are not allowed to tender into the record their testimony as
they would testify to if permitted?

MR, MACEY: That 1s right,

MR. BRATTON: On behalf of Mr. Darnellle, we axcept.

MR, FEDERICIs To clarify the record, the word tender as
used here means offer of proof, correct?

¥R, KITTSs Proof of what?

MR. FEDERICI: Offer of the proof that we intended to put on

MR, WALKER: You are referring to new testimony or testimony
that you intend to argue on the record?

MR. FEDERICI: Both.

MR, WALKER: In other words, you intended to argue the
record as well as introduce new testimony?
MR, FEDERICI: I think so. Perhaps e little bit of both,
as Mr. Smith said.
MR, MACEY: Ve are in no way forestalling any arguments
that anyone might want to put on here today as far as any type of
argument, but there will be no testimony. If anyone wants to stand
up and be heard in the matter, letts proceed.
Gentlemen, the Commission is reversing its decision regarding
Mr. Jones! objection to Mr. Greer's testimony., This Commission
will hear any testimony concerning matters wnich are contained in

the original record. Any counsel directing questions toward any

&3
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in the original record., Does everyone understand?

MR. SMITH: No, sir.

MR, WALKER: VWhat don't you understand?

MR. SMITH:t 1 don't understand the statement meaning that
additlional testimony can be put on yet it can't be. _
MR. WALKER: There is no misunderstanding on the part of

the Commission. We mean you are not going to introduce any new

evidence, that does not pertain to the original record.

MR, SMITH: If the point was in the original record, addi-
tional testimony can be put in on that point. Just what testimony
can we put in, I would like to know, because I have to ask the
questions. What is the nature of the testimony that we could put
in under the ruling? '

MR, WALKER: What testimony did you intend to put in when
you asked for the rehearing? |

. MR, MACEYt You didn't intend to put #ny new evidence in?

MR, SMITH: I think we did.

MR, MACEY: Your application doesn't say so.

MR, SMITH: It isn't necessary.

MR. STOCKMAR: It seems to me that the>exist1ng record
contains the evidence and is the evidence which may be again weighét
or reconsidered. Any testimony would have to be 1limited to strict
repetition of the language that is already in the record, and
therefore completely useless,

MR. KITT8: Let me make one statement here. This was of
primary concern to the Commission a minute ago. VWe had.oursei&es

{in the position of refusing to hear any testimony, Now, perhaps

the applicant, this would put us in this position, perhaps the
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applicant could put on a witness who 1is an expert in examining and

discussing records. Have you studied this record? Yes, sir, I havJ;
studied it for forty-five hours. Do you find on the basis of your
study, do you find any reference at all to, say, 160 acre proration
units? Yes, sir, I do. Are there many? No, there are a few.
That would be the gist of it.

MR, SMITH: Are you talking about the record in the case?

MR, KITTS: Yes. Would you review the testimony, and these
are the questions that might be asked, would you review the tesii-
mony and give it in some reasonable form to the Commlssion, that
evidence pertaining to 320 and 160 proration units? The applicant
could very likely put that on and that would be his testimony.

MR. STOCKMAR: Isn't that testimony in the realm of deter-
mining a legél question as distinguished from a factual question?

MR, KITTS: 1 don't see what would prevent them from calling
a witness for that purpose. ‘I think that type of teétimony, I
don't know what the applicant has in mind. That type of testimony
would be pertinent in the nature of a cc;mment on the record' and a
pointing out to the Commission what references there were to, say,
160 acre units and what to 320 acre units. That - we would be in a
positibn‘by a prévious ruling a few minutes ago of denying that,
even that, That 1s the Commissionts fear,

MR. STOCKMAR: Isn't that an appropriate denial where the
qixestion is a question of law and not a question of fact which can
be adduced by‘ testimony? We can have opinions with respect to what
the law might be, and those might be stated by counsel. But it is
not a pertinent question as to whether or not the evidence supports

your order, That is a legal question. I think the comments ought
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to be limited to legal opinions.

MR, KITTS: Whan a Commission such as this 1is as concerned
with the record of the partieé to the hearing, they are naturally
interested in preserving as perfect a record as they can. I agree
with you that that knowledge certeinly is commonly in the realm of
legal argument.

 On the other hand, can that always be anticipated what turn
certain lines of testimony might take? I think quite possgibly that
a witness without arguing?the legal point could point out here and
there Just confining his comments to the record, not arguing, when
the evidence is substantial, but merely pointing out the evidence
in summary form,

HR. STOCKMAﬁx We have no objectioﬂ to statements to that
effect., It seems outside the realm bf testimony. _

MR, KITTS: Well, the question also, could you properly
deny the right of an applicant to put it in that form 1f that 1is
the way that they state that they can most beneficially produce
their case?

MR. STCCKMAR: You could deny the englneer a position of
an expert what the legal question is.

MR. KITT8: I think ve have explained our reluctance to cut
off all testimony whatsoever., We have ruled there shall be no new
evidence pertaining to the matters brought out in the last hearing.
That this hearing should be confined to the record as it exists, and
to determine the question whether or not that record, the record
sustains the order as entered by the Commission., I don't knoﬁ how
we can put it any more clearly than that,

MR. WALKERs I think we can clear this up one way or the
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other. It 1s the declsion of the Commission to reverse itself on
the ruling of Mr. Jones, also Mr. Smith, Mr. Bratton, Mr., Federici,
We reversed ourselves to you and anyone else who has any testimony:
|or witnesses you wish to put on. We will take it as 1t comes, eith
deny it or what have you. We will take it Jjust as it comes, Mr.
Smith, if you wish to continue with Mr. Greer.

' MR. KELLAHIN: I would- like to note for the record an
exception to the Commission's ruling in regard to the testimony.

MR. STOCKMAR: Same on behalf of Frontier Refining Company.

MR, REES-JONES: New Mexico Western 01l and Gas Company
excepts.

MR. MACEY: The record will so show.

MR, SMITH: I assume that the Commission ruling on the
question asked Mr; Greer still stands?

“MR. MACEY:t We would appreciate if you ﬁould start from
scratch, o |
(Original question read.)

MR. STOCKMAR: I think right with the first question might
be the time to get a clarification of the status under which we aref
proceeding. 1Is it the Commission will aécept any‘testimony without
reservation, any testimony offered, or it will review each phase.
of testimony and determine if it is new testimony or not?

MR. WALKERs Each phase, you have a perfect right to object
to any question that counsel puts,

MR. STOCKMAR: Then we object to this particular question
covering matters outside the scope of the record.

MR, KELLAHIN: We join 1in the objection.

MR, SMITH; I think the subject matter is covered in the
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question. The reserves vero covered iﬁ the record as vefore the
Commission now.

MR, STOCKMAR: yWould you point that out to us?

MR. KELLAHIN: The question goes further than that, it in-
| cludes the status of deplsetion at the time of the hearing, and I do
not think there was any testimony in the record on that phase.

MR. SMITH:; May it please the Commission, the record is be=
fore the Commission. It is not my duty to point out a specific
place. |

MR, STOCKMAR® That is my precise point, That is,all the
evidence that 1s admissible 1is pefore the commission and can be
read by the commission at its leisure.

' MR. WALKER: The Commission puts the burden of probf on you,
Mr. Smith.

MR. SMITH: Thank you, Mr. Commissioner. In the interegt of
time I will proceed with other questions and at the first opportuni%y
I will try to satisfy Mr. gtockmar. .

MR. MACEY: The commission goes ahead with its decision that
Mr. émith 1s ready to proceed.. pProceed with other questions, Mr.
Smith.

Q Mr. Greer, there nas been testimony in this case with re-
spect to the relative pressures of areas within the field developed
on 320 acres and on 160 acres. BY way of {1lustration of such tes=-
timony I will ask you if in your opinion there 1is a traét of land
comprising 320 acres upon vhich are located two wells and offsettin
it a tract of land comprising 320 acres upon wnieh is located ons
well. Under the present proration formula}which has been issued

by m__cnmmia.slﬂnq—uﬂld thepre he drainage, assuming ennditions of
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deliverability be the same between two tracts of land?

MR, LELLAHIN: We objlect to the question as covering new
matter in that it calls for the application to existing facts as
of today, the proration formula which was adopted previously to the
hearing, and is not in the record, Further, i{ calls for an expert
opinion applied to existing facts wnich though they may have oxiste?
and be in the record of the original hearing, presents newv testimony
in that 1t 1s expert testimony offered for consideration of the
Commission at this time and is not necessarily testimony reviewing
the old record., It 1is new testimony.

MR, SMITH:s I disagree with counsel based upon the record
as made, The testimony now is to what the law is now.

MR. WALKER: Objection sustained.

Q Mr.‘Greer, it is my understanding that there is testimony
in the record that there 1s a variance in ﬁressﬁ}es from one area
of the field to another., I willl ask you if from examination of the
record, I belleve you have testified that you have been present
all>through the preceding hearings and that you had occasion to
examine the transcript of those proceedings? '

A Yes, sir. |

Q I will ask you from your examination of that transcript,
1f the fact that there exists a differential indicates to you that
there 1s drainage froﬁ one area of the field to the area of the
1owef part of pressure.

MR, KELLAHIN: We object to the questioﬁtin that it at
;his time calls for an expert opinion which would constitute new
testimony.

MR. WALKER: Objection sustained.
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MR, SMITIIs I would like to state to the Commission that if

the witness were permitted to testify, that he would have testified
that the lower pressures indicate drainage to a particular area. I
should like also to point out at this time to the Commission that
the record is complete as to the fact as to lower pressures that
have been developed on the 160 acres and I make the offer of proof
at this time,

MR. MACEY: Any objection to counséls offer of proof?

MR. KELLAHIN: I object to the offer cof proof for the same
reason stated. I do not want the Commission to allow a pattern to
be set for offering expert testimony at this rehearing in view of
the Commission's ruling on the guestion cf receipt of new testimony
any expert opinion offered would necessarily be new testimony which
could have been offered at the prior hearing, but was not. It may
have been, I don't know.

MR, MACEY: Objection sustained.

MR. SMITH: Do I understand the Commission's action with
respect to the precsding question, it is to have the same effect
as the one that I just stated? I don't know if I made myself clear
or not, probably not., But I want it understood that the action of
the Commission in sustaining the objection of‘ Mr. Kellahin in
sach instance is the sawme.

MR. WALKER: As long as the Commlssion considers it new
testimony, that is right.

MR, SMITH: I might state at this time I am having extreme
difficulty in understanding the distinction that is being made wit;h

respect to what constitutes new testimony and what does not consti-

2 < 'Y
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Commission, and I want them to correct me if I am in error, it is to

say that any words that Mr. Greer utters over there 1is bound to be .
hew testimony., I would like to be clarified in that point.
MR. WALKER: VWould you like for the Commission to clarify it
MR, SMITH: I would 1like for the Commission to set me
straight on this, I hsve an honest desire to put bvefore the Comis-
sion what 1 consider to be true facts and true arguments in the
case. I made no attempt to stand on technicalities., I tried to
get the entire case before the Commission, as I think it should be
put. X think that the rather technical objections being urged
have led the Commission, and I know it has led me into a great stage
of confusgion as to whaf type of testimony we can be permitted to
put on and what type we can't be permitted to put on. I would
like to help the Commission and I would like to have a little guldan
MR. WALKER: As loné as you put a question to the witness
and there is objection, the Commission will base its decision upon
whether or not we think it is_new testimony. Would counsel think
it would help matters if we had a ten minute recess?

MR, SMITH: I think it would
(Recess.)
Q Mr. Greer, I believe you testified on June 19, 1952 before
the 01l Cﬁnservation Commission in Cases number 363 and 377 which
were consolidated, as follows: )
"I would like to go a little further with our reserve figuring /
that the line pressure will eventually be lowered to 150 pounds.
We will ultimately recover about 95% MCF per acre foot, which for
40} feet qf‘pa§ is about 3,850,000 cubic feet per acre. That is a,

quite reliable figure, We have behind it all of our
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reservoir work, our net pay thickness, porosity and connate water
and reservolr pressure, which we can mweasure gquite accurately, and
we feel that that figure is more accurate than can ordinarily be
obtained 1in gas fields, _

‘ Now, the productivity of the wells that we have now completed
indicate a capacity to produce into the line of about 550,000 cubic
feet per day, which is on the order of 16,000,000 cubic feet per
month. Now, with the reserve of 3,850,000 cublc feet per acre and
a productivity into the line of 16,600,000 cubic feet per month,
our wells will produce into the line at a rate which will deplete
about 4+ 3/10 acres per month of ultimately recoverable reserves,

or about 52 acres per year. That is a; that indicates a relati\iély‘

high capacity to produce as compared to reserves. That is a figure

that we think is important. 52 acres a year initial deliverébility
into the 1line, when we talk about 160=-acre spacing is almost
ridiculous,"

Questiont "As the area is drilled up that rate of production
will, of course, drop off it, will it not?"

Answer: "That is true. The closer the spacing, the faster
the 'pi‘essure, will drop offf, and the faster the rate of production
will accordingly drop off."

s "MR. SPURRIER: Mr. Greer, do you mean 52 acres per well?®™"
Answer:s "Yes, 52 acres per well, per year,"

Q Do you recall giving that testimony? |

A Yes, sir. I do.

Q Is it a reasonable conclusion that indicates a relatively
or extremely rapid rate of depletion?

_/ . MR. REES-JONES: I object to that question as an attempt

<)
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tc ellicit new testiniony.

MR, MACEYs:s The motion ¢f Mr. Jones 1s sustaineaq. ‘

MR, SMITH: I should like to offer to the Commissionkthat
if Mr. Greer testified that he would have stated that is an extremel
rapid rate of depletion., May it please the Commission, in view of
the Commission's attitude and my attempt to expleit the realm of
guestions to ask this witness, it is my considered opinion that the
Commission will not accept any testimony from the witness on the
stand, it is my opinion that further proceedings in thié connection
by way of‘witnesses is futile and under the circumstances, I am
going to excuse Mr. Greer from the standy and I am still offering
the tender of testimony of the other witness. But under the circumd
stances, I think that it is consuming time unnecessarily and not
accomplishing the effect that I was trying to sell the Commission
on, the idea that the érgument was wrong to start with. The 1dea
I had in mird of trying %o sell this Commission on the idea.

MR, WALKER:t Does anyone have any further questions to ask
‘Jof Mr. Gréer? If not the witness may be excused.

(Witness excused.)

MR, WALKER: Does anyone wish to offer objection to the
testimony given by Mr. Smith, the offers that you have made»here?

MR, SMITH: I was talking.

MR. MACEY: You tendered the offer of testimony to this
Commission?.

MR. SMITH: That is right.

MR. MACEY: We refuse the offer.

MR. SMITH: Al1 right. I would like to call Mr. Hiltz.

y
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A

B G. HLLIZ
having first been duly sworn, testified as follows:
DIRECT EXAMIN
By MR. SMITH:
Q Mr. Hiltz, you were present when Mr., Greer testified at the
hearing on the original hearing in Case 696%

A Yes, sir, I was.

Q@ Do you recall Mr, (Greer's testimony with reference to the
amount of gas that would be made available by reason of drilling
én additional well upon 320 acre tract?

A Yes, sir. It is my recollection that he testified that the
additional well drilled on a 320 acre tract would recover an addi=-
tional volume of gas less than one percent of that originally in

place,

Q Have you made any calculations similar to those made by

Mr. Qreer? |

MR. REES=JONES: I object to that question.

MR. MACEY: Sustained.

MR, SMITH: I asked 1if he made a calculation. It 1s not
testimony yet. He 1s not testifying what the calculations are,

MR. REES-JONES: My objection goes to the quesﬁion. The
record speaks for itself. The testimony is already in. The witnesé
cannot be permitted to introduce any new testimbny.“hether‘or not
he made any new calculations is immateriél.

MR. MACEY: I sustained the objection.

MR. SMITH: 1 would like to state to the Commission that
if Mr. Hiltz were permitted to testify that his answer would be

that he made such calculations and that they confirmed those that L

ADA DEARNLEY & ASSOCIATES

STENOTYPE REPORTERS

ALBUQUERQUE, NEW MEXiCO
TELEPHONE 3-66391%




were made by Mr., Greer, using a different approach from that used
by Mr. Greer.

MR, STOCKMAR: We do not object to your tender of Mr. Greer
possibIektestimony on the basis of the assumption that he would
testify in the same manner that he previously testified to., But
I do object to your tender of possible testimony of Mr. Hiltz on
the matter to which he has not previously testified.

MR, SMITH: I have no further questions of Mr. Hiltz.

MR, WALKER: Anyone else have any further questions of Mr.
Hiltz? 1If not, the witness may be excused.

(Witness exéused.)

MR. SMITH: That is all for Stanolind at this time.

MR. MACEY: Does anyone heve anything further in this
matter? |

MR. BRATTON: I would like to call a witness, Mr, Chairman,

GEORGE J. DARNEILLLE
having first been duly sworn, tedifled as follows:
DIRECT EXAMINATION
By MR. BRATTON: v
Q Will you state your name, please?
A George J, Darneille. V

Q What is the nature of youf‘literest in this proceeding,
Mr. Darneille?

-, A I purchased what used to be the interest of Benson=-Montin
in the Gallegos Canyon Unit, and my interest is in the allowable
that is given to each of the wells for the obvious economic factors
|involved.

Q@ Do you own the working interest previously owned by Benson
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{and Montin in the Gallegos Canyon Unit?
A I do,
Q@ What is the percentage of that in relation to the total ared
in the unit?

MR. REBES~JONES: I object to any further guestions from thidg
viitness on the ground it 1is an attempt to introduce new testimony.
He did not even testify in the prior hearing in this matter. The
most testimony that he could give would be cumulative, repetitlion.

MR. MACKY: The objection to that particular question is
sustalined,

MR. BRATTON: I offer to the Commission that if the witness
vere allowed to testify, he,would testify that he owns 32¢ of the
wbrking interest in the Gallegos Canyon Unit.

Q Mr. Darneille, have you read the record in the proceedings
in this matter previoﬁsly?

A I have,

Q Can you state to the Commission, Mr. Darneille, the economi¢
conaequences to yoﬁ of an order setting up‘léo acre prorati&n units

in the West Xutz Field?

MR, REES-JONES: I must object to that question on the grou*d

it 1s an attempt to elicit from this witness new testimony.
MR. WALKER: I will sustain the objection,
MR, MACEY: The objection is susﬁainéd.
MR, BRATTON: I offér to the Commission, he would have tes~

=

tified if allowed to testify, that under the order of the Commissioy
requiring 160 acre proration units, it would be an economic loss to

Mr, Darneille if he failed to drill wells on, additional wells, on

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

tracts where there is now located one well to‘lzo acres, and that it




would be an even greater economic loss to him 1f he drilled addition
wells to & density of 160 acres, one well to 160 acres. I have no
further questions of Mr. Darneille in view of the Commisslion's
ruling previously expressed.

MR, WALKER: Any further questions of the witness? If not
the witness inay be excused. ‘

(Witness excused,)

MR. MACEY: Does anyone have anything further in thls case?

MR. SMITH: Apparently the other counsel are expecting some -
onekto lead off on the legal argument. Do you care to hear the
legal argument at this time? '
MR, MACEY: Is the stat ament that Mr. Smith made true, or iq
everyone prepared, or Qil; they be prepared to go into legal argu-
ment at one o'clock? You have no testimony or witnesses?
MR. XELLAHIN: In viev of the state of the record, ve would
not want to Offer any witnesses, We want to present legal argument,
I presume the proper procedure, the proponents of the application
would have the right to oben and close. We would present our
argument following Stanolind'’s.
MR, STOCKMAR: Frontier is in exactly the same position.
MR. SMITH: I would like to make one ingquiry. If you are
planning to recess at this time, I don't know 1if it is a proper
inquiry ét this time. At this time I wonder if the Commission
would express to me the basiec reasons which motivated their seiting
the order up on 160 acres instead of 320 acres. The reason I make
‘this inquiry, that having read the record completely throuéh, it 1s

my considered opinion that there is nothing in the record as it
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order to properly gauge my legal argument I should like to know what

the factors were that influenced the Commission.

MR, KELLAHIN: I object to counsel inquiring into such a
matter., I don't feel it 1s proper for ahyone to inquire into the
| factors that motivated a Commission in entering an order. The
welght given to any particular testimony and so forth, certainly
cannot be inquired into. The record speaks for itself. Mr. Smith
had the opportunity to examine it, and if it is his position that
there is nothing in there to support the order, it is for him to
‘| present by argument, not by inquiry of the Commission and‘put them
on the spot at»this stage of thé'proceedings.

MR, KITTS:s It is the Commission's feeling that in seeking
the rehearing and review of the record, the burden is upon you to
show to the Commission where thaf order 1is invalid or unsupported
by the evidence, and to go to ény extent you wish to in reviewing
the record and making reference to the record to show that. We
do not feel that is a burden upon us in any manner to give such a
statement.

MR. SMITH: I didn't imply or mean to imply that it was a
burden on the Commission. I was only making an h&nést inquiry éo
I couid more intélligently gauge my argument without taking a lot of
time to explore the record. I thought it might be a proper inquiry
I agree 1t:is not té the burden of the Commission to explain their
reasons for anything they do. ‘

MR. MACEY: We wlll recess until 1:15,

L4
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AFTERNOON SESSION

MK. MACEYt The hearing will come to order please. The
Commission would like the record to show in this case that all tene:
ders of proof made this mor-niné ware rejected. There 13 & question
as to whether or not the record will show that. We wanted to clari y
the record in that matter,

Mr, Smith, are you ready to proceed?

MR. SMITH: May it please the Commission, at the outset of
€ these proceedings I stated what 1 considered our legal position to
be with respect to the Statute. 1 do not consider it necessary to

repeat those arguments., I think the record is substantially clear

as to our position so far as the authority of the Commission is cond
cerned respecting the order that was entered,

At this time I should like to go into the record that has been
made ‘in this case in an attempt to point out the deficiencies with

respect to the order that was entered insofar a’;i,* it reflects suppor

for 160 acre prbration unit, and to point out the strength of the
record insofar as it supports the 329 acres. Also I would liké to
make as strong an appeal as I cen to the Commission's sense of
fairness and equity in this matter. I have,examined the several
transcripts of testimony which nave been introduced into evidence,
énd there 1s only one pléce in the record that I see any reference
made to the desirability of 160 acre spacing. I will come to that
later. l

I would like to direct the Commission's attention, however, to
certain excerpts of the testimony from the hearing on July 14,

195%, which is the hearing subject to this rehearing. On page 5 of
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in the record, that at the hearing on December 19, 1950 on spacing

was establlshed, was the first hearing in which there was any enge-

Commiasion. One of the Commigsiont's findings which appears in Order

drilled on 160 acres in the same source of supply which will allow

the transcript you will find the statement, which is unchallenged

in the San Juan Basin, there was no engineering data or other eviderce
entered into the record to support spacing of 100 acres or any otheﬂ
spacing pattern. Mr. Greer's testimony on that matter is unchallenged.
I direct the Conmmission's attention to its records to see if
there is anything in there which would contradict Mr. Greer's

testimony in that respect. The findings from which Order No. R-172
ineering data or evidence relative to spacing presented to the

R-172 was tha* the wells drilled to the Pictured Cliffs formation
would efficieﬁtly and economically drain 320 acres. At that time
apparently the Commission felt that the 320 acre spacing met the
requirements of the Statute insofar as efficient and economic
drainage is concerned. As long as there 1is a proper allocation-

formulea, it is possible to have wells drilled on 320 acres, and wells

production from each well in such a fashion that the correlative
rights wquld be protected and the field efficiently and economically
produced.

We recomméhded certain rules with respectffo the application of
the proration formula which was adopted by the Commission. I would
like to direct the Commissionts attention to the fact that applica-
tioh of the rule which we have proposed will nottin any way take
avay any property belonging to the opponenﬁs. Those people who have

developed their acreage on 160 acres. They have made ther investmernt,

= tion, they have drilled the wells at a time
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when no spacing orders were in effect, 'I‘hey may argue, the opponentgs
may argue that they drilled their wells under one set of rules and
they should be permitted to reap the benefits of having drilled
under that particular set of rules. buring that period of time
when they were making development there was also a 320 acre spacing
rule which the Commission had adopted on a temporary basls, so

a clailm of having that right vested in them by the action of the
Commission in its earlier rules, 1s without complete merit. They
certainly realized that the Commission at one time thought and was
of the opinion that 320 acres could bs efficientiy and economically
drained by one well.

We have also ths proposition of perpetuation of an inequitable
situation. By reason of having two wells, and the record will
support my statement, it 1s possible under the present proration
formula, assuming deliverabilities to be equal, that the two wells
will have twice the allowable of the one well because the one well
can only be assigned 160 acres; It is undisputed in this record,
and I challenge the opponents to point out the place where 1t is
disputed, that 320 acres may be properly and efficiently dfained
by the one well. It is undisputed in the record that there is
continuous communication throughout this entire reservoir, that
one well, if giiren sufficient time, would drain the entire reservolir,

It naturally follows Jjust as two and two make four, that if

you have two wells producing the same amount of gas as one well,
that 1s, each individual well producing the same amount as one well]
that twice the volume of gas will be removed from the reservoir.

Looking at the reservoir as 1if it were a bucket of water with no

= lnpediment Lo kesp—thewalerfiongoingto-one—sideor-the—othoer
[ 3uad s - By b ]
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you may have a uniform pressure,‘uniform depth of water by analogy,

which means, of course, that we remove all of tlhe addltional gas,
and I think that the records of the Commission will show there has
been a greater volume of gas produced in the ares of 160 acre
development than in the other area, that that being the case, that
gas must come from somevhere and it is obvious to me from & logical
standpoint, that the continuation of the order as presently set
up by the Commission will result in the movement or nigration of
gas from the area developed on 320 acres to the area that has been
developed on 160 acres. |

In order to poipt up what I am talking about, referring to
this map over here for illustration purposes, we find a rather
anomalous situation in this fiéld. We find in the Gallegos'Canyon»
Unit in the northwest part of the fleld, that we have development
on 320 spacing. We have an area‘in theAm}ddle of the field where
it is developed on 160. We have an area in the southeast part of
the field which 1is developed on 320, and examination of the Commissj
files with respect to the location of the wells wili‘support this
statement, ‘ |

I might, also I might mention incident to the southern part,
that there is quite a volume of acreage down hers which has not
been developed at all, There is no production at all from several
sections of land reflected in the southern part of the field. It
naturally follows that if you sit in the middle with twice the

allowable of a proration unit at either end of the field, you are

playing the middle against both ends and taking the gas out. It 1is

a loglical conclusion from the physicalyfacts in this field. What

does that mean with respect to the situation of the people who dem |
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veloped on 320 acre spacing? 1t means that they are forced by
reason of the Commission's order as it now stands, to either let
the gas go to the wells, say it is not worth the investment of the
money, or drill the additional well.

Now, it is obvious from a simple mathematical caleulation, and
it 1s supported by the record,\ Mr., Greer's testimony is undenied in
that respect, that the drilling of the additional well in a par~
ticular area will result in less than one~tenth, less than one per=
cent additional gas being recovered. That is undenied in the
record. It 1s also undenied in the record‘ that the average cost of
a well 1s around $17,000 to as much as{0,000. You convert the
reserve figures which are also reflected in the record, into the
total volume of gas,rit'/is my opinion, my caleculation that you woxild
acquire approximately $1,000 additional dollars revenue gross in
‘Jreturn for drilling that additional well over your acquisition of
gas in a situation where you had no proration at all. A thousand
dollar investment, I mean a thousand dollar return on a $17,000
investment, I say return, I say that -is the gross amount of money
you are getting. ’

It doesn't make it economical}y attractive to a person to dril}l
a well and it certainly is an unnecessary well in view of the
economic factors which are included within the Statuts,

I submit to the Commission that the i-equirements of some of
these independent operators whose testimony was proferred but
rejected at this time, can be supported by the record as it now
stands by a simple analysis of the facts, to establish definitely
that the parties are spending money for nothing. All we are asking

is that we be given an_even break in the fleld under the prorgtion
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formula.

I would 1ike to direct the Commissionts attention to certain

other pleces of testimony of Mr, Greer; on page lh of the transcript

-

you will find his statement, "It would take longer, of course, for
‘bolls to drain gas on 320 as compared to 160 acres. Just exactly
how much time, approximate comparison shows that if the wells were
not prorated, but were producing wide open, that in about a ten=-
year period wells on 320 acres would produce about 90 to 95% as
%uch gas as wells drilled on 160 acre-épacing. Then, of course,
in additional length of time, practically all of the gas that
could be reqoveredvby the 320 acre wells. If there is any proration
or restrictiOn"in production, then the time that 1t takes to’produce
the gas will be nearly the same on 160 or 320 acres." o

~ On page 16, the statement Mr. Greer testified, "These tests
mean to me that wells in thls area will effiéiently and economicalif
drain at least 320 acres per well, and that inasmuch as two=thirds °
of the field has been drilled on approximately 320 acres, that pro=~
ration units of 320 acres should be established in the allocation
of gas production."

I might mention at that point that the Commission has precedencie
forva situation such as that we are requesting. In southeastern
New Mexico the Commission has established an order which estabiished
a 640 proration unit. We have an analogous situation, that the
wells were developed prior to the time of any spaciﬁg rules or any
proration rules, and we have allocation within each of these pro-
ration units, based on the acreage assigned to tﬁe respective wells,

so that we have a precedent situation for our ré&ﬁésﬁ that 320
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operator cares to drill, If he thinks that two wells will produce
more gas than one well, he has the privilege to drill the two wells
and get an allowable based on the two wells. The allowable will bGP
of course, by proration unit. If he 1s convinced in his own minad
that he can get more gas that way, he can drill the wells.

We have greater flexibility in the type of order we have pro-
posed than you have in the order as it now stands.

Page 18 of Mr. Greer's testimony, he states, "For the same
producing rate at abandonment, it takes a slightly higher reservoir
pressure on 320 acre spacing as compared to 160 acre spacing. This
slightly higher"pressure represents a small additional volume of
gas that would not be recovered on 320 acres as compared te 160
acres, This amount of gas, however, is quite small, being on the
order of three-tenths to four-tenths of one percent of the total
volume of gas,_andiwe-have found in dtilling and completing wells
in this area that we often lose more than this three-tenths to
four-tenths of one percent in the course of completion of the
addiﬁion&l well due to the fact that the well has to~be opened to
the alr while we are completing, and I believe that even more gas
would be recoversd on 320 acre spacing as. compared to 160 acre
spacing in view of the gas that would be wasted in drilling the
second well on 320 zcre tract,”

Then the question is asked, "What about the cost of drilling
an additional well on a 320 acre tract? Would the amount of the
cdst Justify the additional expenditure from the standpoint of
the 011 recovered?' They mean gas.

The answer, "Definitely not, since I don't belleve we would

recover any additional volume of gas at all b dri
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well. That ls additional gas that can be saved in the market. It

cost, oh, $18,000 to 319,000 for the average well in the entire fiel
and I think the additional drilling cost would be entirely wasted, .
as well as the additlional materials that it takes to complete the
vell with,”

Mr. Creer recommended 320 acre spacing as based upon his testid
mony. Cross examination in the {transcript shows that his testimony
was unsheken, the physical faects as to the amount of gas that
yould be recovered undisputed, There is no testimony in the record
that disputes it whatsoever. It 1s undisputed as to the cost of thé
well,

KNow, we find on page 33, under crcss examination: "It is your
testimony, as I understood it, that in the drilling of additional
wells on 320 acres, more than one well would bs uneconomical?"

Answver: “That is correct, it would be."

Guestion: “Under those circumstances do you think that the
man who has complied with Commissionts regulation and drilled 160
could claim the same allowable as the man who drilled on 320?"

Answers "Yes, 1f we gave the 160 more than half the allowable
thap the 320 acre well he would be recovering more per acre than
the well drilled on 320 acres. I feel per acre recovery should be
apprbximately balanced., In other words, if hg,takes out more per
acre under his 160 acres, it is going to have to come from under
the 320 acre well. I do not belleve that would protest correlative
rights,." |
I think Mr. Greer is exactly right.
inother question, "I believe your testimony is that if one

well on 320 acres would not recover the well, then it would go to

d,
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some other well, that is migration?"

Answers "Yes. But that could happen on any spacing pattern,
We could go from 320 to 160 if that does not cure the problem.”

I might mention in that, under-drilling a well, I might mention in
that connection there is no such thing as under-drilling a well.

Page 36, Gresr testifying on cross examination.

Question: '"Now, a well loocated on 320 acre tract, if we assumg
it 1s going to get twice Lthe allowable as the well on 160 acre traéﬁ,
is there any danger, in your opinion, of water encroachment as a
result of the higher allowable?"

Answer: "I don't belleve there is any water encroachment in this
flield as we ordinarily think of water encroachment." |

Question: "Is there any danger of the loss of gas as a result
of water dus to high production of these wells?"

asnswers "Do you mean that might drown a well out such as we
couldn't produce iten

Question: YOr ﬁrapping gas by water?"

- Answers 'No, sif,_I think there 1s no by-passing of gas in
trapping of gas as we ordinarily think of it in a field in which
tnere 1s water encroachment. I bellerve the water that we produce
is high connate water almost immobile connate water,"

Page 39, again I would like to direct your attention.

Questiong =- againﬁGreer testifying under/cross examination--
"I am a little confused, how can you prevent drainége under your
formula the wells located as they are in West Kutz if some of the
wells are given a double allowable?"

Answers "By double allowable, I suppose you are refegring to

390 acre wells gej;tj ng_b‘jc.a the al;].ouahla_a.s_a_lﬁﬂ_a.c.ne_uﬂ_'l_,_pnn_- S
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viding 1t has the same deliverability."

Questiont "That 1s right."

Answer: "No, sir, all other conditions being the same, 1f it
has twice the area allocated to the well, then it's per acre withe-
drawal would be the same as the per acre withdrawal of the well on
160,

Cross examination,page 40, of Mr. Greer--jinswer: "I belleve I
understand what you are trying o get at, If the distance that a
well should drain were limited to a radius equivalent to 320 acres.
For example, say that is 1800 feet, then you feel if there is a
greater distance than 100 feet for any one vell, particular radius
of drainage, then it could not drain its tract, ié that what you
are referring to?" '

Question: "Well, in effect."

Answers "Wéll, sir, wells will actually drain more than 320
acres as we demonstrated here earlier this morning. I think the
Commission recognizes the fact that any of its spaecing orders, that
it 1s not necessary for the well's drainage to be restricted to
that radius set up by spacing only, For 1nstance, fhe Commission
nearly always gives us a certain lee#ay in locating a well on a
tract, If it were, if the production of gas and oil were such that
| the wells would only drain that distance and no further, then I
think the Commission would set spacing rules which would require
an exact center location on each wellts tract. That. is not the
;’petition."

I might mention that in the record about that point, at pages
41 and 42, Mr. Greer testified relative to other common sources of

suppli that were develOped on a non-uniform spacing pattern such as
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the West Kutz Pool. Mr, Greer testified the Fulcher Kutz was an
gxumple, That was the only example he quoted. I think the
Commission probabily recbgnizes, particularly in view of the situatig¢
in southeast New Mexico, that there are many situations where you
have non-uniform spacing which have been recognized and recommended
by the Commission.

Page 51, again cross examination, Mr. Greer.

Question: "Then, your testimony with reSpect to the--and your
opinion with respect to the drainage pattern which any well might
establish, really has some element of time in 1t when you specify
'50 many acres or radius of so many feet?"

Answers Yes, sir, I believe I sald earlier that under conditiq
of wide open flow that it would tske longer for awll on 320 to
produce its reserves than it would a well on 160 acres, but under
the conditions of proration and depending upon the amount of re=
x stricted production and under a propef allocation formula we could
have depletion of tracts drilled on 160 acres at the same rate as
depletion of t?aCts drilled on 320 acres. It depends on your
allocation formula." |

That 1is what we are4talk1ng about here. The ailocation formuld
1s all right, but restricting the acresage under the situation here‘
is going to require the drilling of unnecessary wells, - Or in the
alternative, the loss of gas to pedble who have drilled on a denser
pattern. I might digress momentarily to point out some historical
facts with respect to proratién. The discovery of;bil and gas at
tﬁe ontset, we had the application of what is known as the rule of

capture, That rule of law has never been repudiated so far as I
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on the law of capture is that we have had established regulatory
bodies such as the 0il Conservation Commission here. The reason fof
the establishment is in the interest of conservation of natural

resources to avold the excessive drawdown of wells, the failure

to get all the oil and gas out from under the ground, and it naturally

follows when you put rules and regulations into effect, it impedes
the freedom .of choice, freedom of action on the part of the

people who are for such regulation, Instead of the application of
the rule of capture, we have interpretations by the Commission in
respective states, and 1t is their duty, because of thig abrogation
of the rule of capture, to see to it that thevparties are not put
in a pos1t1on of having their handé tied by reason of é vary
difficult economic cholce or for any other reasdn,,to the sadvantage
of ancther person. N

That is what we talk about when we talk about correlative right

3

We say in this particular instance that the order as entered, which
would require those parties having their acreage in the area de-
veloped to 320 acres, are constrained either to lose their gas or
spend money -unnecessarily, thus avbiding one of the p}imary dﬁties,
or two of the primary duties in effect of the Commission, which
are to see to it that you give equal freedom of actlon, equal rules
for all parties, and at the same time to see to it that one party
does not have an unfair advantage, .

I say that existence or continuance of the 160 acre rule in thi
particular instance will afford an unfair advant§ge to those parties
who have developed to a 160 acre density. I say further that Mr.
Greer's testimony in this record is undisputed, that he went}to the

parties that were developing on 160 and made avallable to them, but

Se
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brior to development, all the information that he had which was to

bhe affect that on 160 acre spacing it would be uneconomic to drill
those wells. Those parties went ahead despite his advice and de=-
ﬁelcped on 160, and the gross production according to the record

jn this case at the period of time some two years‘prior to now,
{ndicated that that particular area developed on 160 acres had at
that time produced three to four times as much gas as the areas
Heveloped on 320 acres.

I say to the Commission, thls: We are not asking this Commlssi

Lo go back and correct an injustice, That was our business then.

e made our election at that time how we were going to develop it.

e had open flow at that timg. We could drill our wells and produce
hem and we had our choice at that time, since we knew that we could
ake &1l the gas out we wanted to, or drill another well, Preservae-
ion of that situation in a situation where we cannot produce our
elis full flow alters it completely.. We had as much right to be~
ieve that thé Commission woula protect us in our development on

320 acres as the'parties who drilled 160 acres had to expect that
#heir vested rights would be protected by this Commission, and maine
tained that way”by reaéon of restricting the size of the proration
to 160 acres. ‘

Gettihg back to the advice Mr. Greer gave, I think he also ad-
vised then what he considered to be total production on 160. I

" [think the record will show that it was something in the order‘of
seven or eight-year payout, and that the total vdlume of‘gas 1ﬁvthis
reservoir, examination of the entire record would indicate that the
field now is in an advanced stage of depletion considering the re~

ative short period of time within which it has been producing. I
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believe that the testimony in the 1953 hearing, whilch was read tq
the Coﬁmission earlier today, indicated that the withdrawal was at
the rate initlally of 52 acres depletion a year.

4pplying your decline curﬁe to that, of course, 1t is obvigus
that you have at the end of the first year probably sround the ordes
of 120 acres,-léo.‘ hpplyiné it on down it 1s obvious that the wholg

field will be depleted in the neighborhood of seven or eight years
using the rough rule of thumb on it. It has been golng a year and
a half. We have lower pressure reflected at the end of the fleld
than we have in the middle of the fileld. What does that mean? It
means that there 1s an impairment or retrogradation of the flo#‘of
the gas by reason of the fact that the structure or the sands have
relatively low permeablility and the porosity is low, although not
quite so low, which mesns with that drag it takes a 1ittle time for
the gas to go across there. , .

It obviously follows that if the reservoir, the initial pressuges
on the order of 468 pounds, the virgin pressure in the field, @hich
is undisputed, if you go and examine now and find that a certain
area has pressures on equivalent tests which are several pounds
lower than elsewhere, that you have & low pressure area that is
going to cause the gas to come on down adélmigrate to it. So what,
in effect, the essence of all that testimony amounts to 1is that by
preserVing the allocation formula on 160 acre basls, ybu are going
to have that continuation of that low preésure area with .a migration
of gas. The result is that the gas is being captured from elsewhef#.
The Commission's duty, éince they have abrogated the'law of capture,

is as to as closely as possible prevent that situation., The Statutﬁ
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directly ér indirectly wvhich causes the drilling of unnecessary

walls 1s proscribed.
I submit that the order, as 1t now stands, has the effect of

the law of capture, I mean permittlng the law of capture to apply
without the corresponding privilege on the part bf the partlies to
protect themselves in an economic manner. I might point out that
at page 55 Mr. Greer testified on cross examination:

Questions "Getting back to this drainage of the field, you
stated before lunch that without respect to time, the drainage érea
of any well, high deliverability or low deliverability ought to be
the same again without respect to time?"‘

Answers "Yes, sir, any one well in that common source of
supply could eventually effect the entire reservoir.". . . . . . .

Question: "You stated with respect to your interference tests
that those test wells drained singular patterns of from five thousar
feet to a conservative 1920 feet, as demonstrated by the test as
you analyzed'it?““

Angwer: "That is correct."

AQuestionz "Thén, assuning that we have 320 acre spacing here,
1f we have two wells of substantially different deliverabilities
offsetting each other, the high deliverability well would drain
the iands under the low deliverabllity well, would it not, in a
given period of time?" ‘ N

Answert '"Well, it Just depends. If the reserves under the
respective tracte are approximately or bear approximately the same

- |relation to the total reserves in the field as thelr respective

allocation formulas bear to the totsl, then one well will not drain
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thae other because this just produces its own gas and although it
produces a higher rate = =~

Queetiqn (interrupting) "On your own statoment, each well wou;
be draining the same area actually, wouldn't it? Each well would
drain the wvhole field if you let it alone?"

Answers '"If you have a proper allocation formulsa each well
will just about drain its respsctive tract." '

I might point out that actually application of the proration
formula that you have now 1s on straight one hundred percent acreag
basis, everything else being equal,

Now, page 57 under cross examination, Mr. Greer testified,

Question: "Leaving cnly the acreage factor in the formula,
assuning equa1~deliverabilities, you would then have a perfectly
failr scheme, would you not?"

Answers "You mean - ="

Question (intérrupting)s "3é0 acreg gets twice as much as the
fellow with the 160 acre reserve?! |

Answers 'I definitely fesl that all other factors being the
same such as deliverability, one well that has a deliverability of
a million feet on a 160 acres and one well with a deliverability
of one miliion feet per day on 320 acres, the well with the 320
acres should get.twice the allowable of the well on the 160 agres
because all other factors being the same, 1t has twice as much
reserves, and is qntitled to twice'as much allowable,"

‘Page 6k, 65,uunder cross examination Mr, Greer testified,

Questions . . . . "One other quéstioﬁ that has been brought

up here 1s the effect of drainage between wells completed on 160

agr
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have come to the conclusion that if they had the same deliverabilitﬁ
then there would be no dralnage, prnbably be no dralnage involved?"

Angwer: '"You mean if we give the 320 wells twice the allowable

Questions: '"Twice the allowable, right?!

Answers '"Yes, then the chances are there would be no dralnage
between tracts.n |

Questions "But if they didn't have the same deliverability
that would mean that, well, let's assume that the smaller tract
had a lower deliberability = =t

Answers ‘'"Ckay," | .

Question: "= - and assuming the small tract had a lower de~
liverability with the same reserve then, they would be draining,
wouldntt they?" | ,

Answer: "If that existed, of course, there would be. Of cours
it is my thoﬁéht that ordinarily with the lower deliverability there
i3 a lower reserve,"

Questions "You just beat me to it. So, then, you think then
that due to the fact that the 1owér deliverability 1s also an
indication of lower reserve that there would be no apprééiable
drainége even though the 320 acre well had twice the allowable of
the 160 acre well?"

Answersv "That 1s correct.”

Let's go into some further questions of economics. Mr. Greer
testified at‘the‘time of his testimony that there were approximately
83 wells in 320 acre spacing, and the same number on 160 acre
spacing. He then testified that if 160 scre proration units were
established? that the operators that developed on 320 acre spacing

?II

e,

would be required to drill 83 additional wells in order to get his
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fair share of gas out of the reservoilr at the same return,

Greer testified that the cost of that well in the field was
approximately 319,000, 1In response to redirect examination, Mr.
Greer stated on Page 66,

Question: , . . “If the proration order is entered 160 acre
basis,\it would probably require or could require the other operato]
in the fleld, that 1s the ones who have developed on 320 acre
spacing to spend a $1,6Q00,000 or a $1,500,000 in additional capital

D SN

to protect their interest?

Ansvers “That is correct, about & million five hundred thousayd

dollars,*
Questiony ™Would you consider that those additional wells

it

are necessary in order to adequately get all the gas‘in this feserv¢ir?“_

Answers "Oh, no, sir, They are definitely not needed." .

Again on cross examination, page 68,

Question: "As I understood your testimony, correct me if I
am wrong, in the event the prorationing units ware set at 160 acres
I understood you to say in order to protect the;interest of the
operators drilling on 320 acres, it would reguire the drilling of
83 additional wells at a cost of approximately one and a half
million dollars, is that correct?™

Answers "We arrive at that by this manner, If 320 acre wells
are not allowed there, 320 acres in an allocation formula, then the
160 acre wells under conditions of prorétion wouid drain gas from
;he,320 acre spacgd areas, ’That being the case, the only recourse
an operator uoﬁld have to prevent drainage}from his :lands would be

to develop the land on 160 acre spacing and to develop the entire

fieid—to—adensttyof 60—meres;—wonld—require—the—driltingof 83—
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| in order to protect correlative rights in the field,"

additional wells, or the expenditure of « million and a half dollar

At this point I would like to revert to my statement a while
ago that I have observed only one piece of testimony that could evel
vaguely support 160 acres. That is the testimony of Mr. Thomas
Scott. However, Mr., Scott testified at the hearing held on Septemb
17, 19533 at that time the Commission did not have before it the
proposition of prqration. They were considering at that time only
the question of spacing, the development of the field on the
unifox;m spacing pattern, Mr., Scott »attempted to Justify the unie
form development of a field and the drilling of additionai wells on
the old proposition qf more wells, more gas, more we.lls, more oil,
which proposition, I think the Commission is thoroughly conversant
with, having 'discuss;ed it in othér cases at great lengths.

I should like to point out to the Commission that Mr. Scott's
testimony did not stand up very well under cross examination. | We
find, for 1nstance‘, that he says to get additional 123% of gas as
& result of drilling the additional well. By cross examination he
was led into the proposition, why not 80 acres and get another
123%. He finally made the statement of bringing it down to one
acre. I think it 1s an easy matter of mathematical calculation
that that result leads to the idea that you get more gas out than
you had to start up, You can't get out 1234 and expect to wind up
with 100% as you get into units on down.

I put that before the Commission because, in the first place,
I don't consider his testimony to have any substantial facts, 1t

was an e;::pression of an opinion on the part' of a man who is

1

d

N

a‘ttempti to justif : tion
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I just discussed, but I would like to point out to the Commission

that at the time Mr., Scott was an adverse witness,

He definitely testified that there was drainage from the
Gallegos Canyon Pool into tne middle of the field under conditions
of open flow. 1 think that the testimony in thls record 1is undisge
puted with the limitation of the flow. By dividing the market
amongst the wells that exist in the fleld it hecomes obvioué that
the rate of migration, which is another way of saying that the
stabilization}of the reservoir is going Lo be accelerated, it just
naturally follows with the fact that you have additionsl volumes
of gas coming out of the holes in the ground, everything else being
equal, |

‘ 8o what Mr., Scott's testimony bolls down to-is a simple expres+
sion of a personal opinion unsupported by any facts of any credibil]j
in connection with a spacing order which contemplated open flow
production. At that time, at that hearing, in order to meet possidi
statements made by oprosing counsel, Mr. Greer was asked the questid
whether or not or what steps were being taken to protect against
that condition. At that time Mr. Greer indicated that there would
|be a buffer row of wells put across in the field immedlately northe
wost of the area developed to 160 acres. The buffer wells to be
developed on 160 acre spacing. TheUGallegos Canyon Unit being
operated the same as one lease would result in no offset drainage
ingofar as the owners of‘properties northwest of that line would
be concerned.

Hr. Greer's entire proposition was thoroughly explainéd in the
hearing that occurred in July. In connection with the proration

hearing, inguiries made of him as to whether or not the same buffer

ty
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wells wouldn't afford the same protection as he testified to with
respect to the early hearing, he stated that it wag all right as
long as you could produce your wells into the line and you didntt
have restrictions or division of the market amongsat the respective
producers in the field. Once you did that, that you had the
acceleration of migration that we are talking about inte the area.
Thus the inevitable conclusion is that we do not know what Mr.
3cottts testimony would have been with respect to prorationing.
Particularly how his testimony would have been with respect to pro-
ration if he had been here subject to cross examination. He did
not appear at the proration hearing. 1 assume, I dontt khow whethe
he made a statement or not, as far as that is concerned. I assume.
if he made‘no statement that his contentions for 160 acres may

have been satisfied if the proper proration formula had been

issued for 320 acres. I dontt know. Ile may still have the same
1deas, but at least Mr. Scott dldn't appear at that hearing.

I should like to state to the Commission that yé have here
perhaps in a frank analysis of the situation, a conflict of special
interests. It 1s a matter for the Commission to resolve as to what
is the fair and equitable way to see to it that the respective
parties come out even. I submit that the fact that the parties ‘
who have developed the acreage on 160 acres have had that advantage
for a period of a year and a half or two years, that the gas, it
is undenied, has migrated during,thét period of time; that they have
had some large slice of cake already; I think a reasonable cone
premise on this matter would be for the Commission to put the partiés

on the same basis now.

We are not asking that the Commission go back and give us come=
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pensation for the gas that has already been drained. We want an
ppportunity to ggt what gas 1s left on the same basls as the parties
ho developed on 160 acres, without the necessity of our going out
and spending our share of one million and a half dollars,., That is
all I have to say at this time, may it please the Commission.

MR, BRATTON: Mr. Chairman, I didn't come here this morning
to get into a big legal argﬁment over cvidence, but I managed to
get into one. I didn't come here this afternoon to make a speech
and I am not going to make one. I do wish to state on behalf of
Mr. Darneille that we support stfongly Mr. Smith's excellent and
excisive analysis of the testimeny heretofore.gi&en in this cause,
1 speak for Mr. Darneille, who has, I am confident, the largest
economic Interest in this matter of anybody in the room, or probably
in the area. He has come & long way and I am not going to make a
spesch on his behalf. He has come a long way to talk to this
Commission and I would 1like ét this time to ask perﬁission for Mr.
Darneille to address the Commission and make a few remarks on this
matter,

MR, MACEY: Okay.

MR. DARNEILLEs Gentlemen, my position was pretty clearly
stated by Mr. Smith, but I don't think he quite dramatized it enough
because I am not a developer, I went in and hought an interest in 4
pool, that bucket of water that he was talking about, and I paid
so much money for that, predicated upon reservoirs that could be
measured,in which engineers sald could be adequately drained and
exploited with one well drilled to every 320 acres. Now, the effect

of the Commissiont's ruling is that sither someone else gets part

of this reservoir that I bought, or that I must go in and drill
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wells to protect myself from that drainage.

If I do that there is absolutely no conceivable way that I can
get that money back. 1 am not guite llke Stanolind, I can't talk
about the grosgs recovery on that well will be §1,000. I have to
talk about the fact that 1f I spend the money on that additional
well, that before I recapture my‘ihvestmeht that well will have
created a complete loss to me, becéusé I must pay for money Just
like I pay for pipe or any other thing that goes into any one of
these wells, It 1is just very simply this, that if the Commissionts
ruling stands, I am only being permitted to produce on a basis of
having half the reservoir that I thought I bought, and that I
thought I bought on good engineering principles. Somebody else 1is
getting the advantage of that ‘because they are going to get that
gas. Something that becomes, that was to me a good investment,
becomes a net loss.,

Whereas I believed, and I was led to believe, that the
Commission and the statutes were such that my rights to those resers
véirs would be protected and that I would certainly ﬁot be reéuired
by the action of New Mexico or its Commission to drill wells that
can show absolutely no financial return to me, because I am not
going to get ons more dollar out of that reéervoir if I drill that
well than if I didn't drill the well. That seems to be what all
this testimony shows., )

8o I am faced with the peculiar proposition that the Commissior
order says that I can only have half the produetion out of that
reseryofr as the man: wnho has drilled 160 dacresj to protect myself

1 have to drill another well and I can't make five cents by'drillin%

that other well, so tha only thing T can do is surrender to the

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

VR sAR s Sl A i T T e i e e ah




% Jox " e T —
R L

—

1320 acres,iﬁﬁﬁhis pooi will be efficlently and economically deplete&

proposition that I have to let the other people have part of my

gas. 1 don't think that that is the intent of the Commission., I
think the intent of the Commission is to see that everyone gets
thelr fair share of this situation,

I think Mr. Smith has stated all of that, and I may be being
redundant in saying what I am now saying, but as near as I can
analyze it, there is no way that I can spend five cents to protect
myself from being drained and have a chance of getting that five
cents back. I think that is all.

MR. GRARVILLEs E. B. Granville. This is a statement by
the British American 011 Producing Company. We own a 50% working
interest in elght wells in the West Kutz-Pictured Cliffs Pool.
We have studied the testimony presented at the various hearings on
this pool and are familiar with the conditions and problems that

exist. We believe it has beon proved beybnd reasonable doubt that

by one well, The present proratidh formula seems fair and equitabld
except that it should provide for 329 acre proration units instead
of 160 acre units, With 320 acre units each operator would have a
fair chance to produce his equitable share of recoverable gas re=-
serves, Otherwise economic loss will resulﬁ from the dfilling of
unnecessary wells caused by 160 acre spacing. |

| Therefore,‘we urge that the formula for proration in this pool
be changed by substituting 320 in place of 160 in determining acreag
factor, |
MR. HOWELL:s Ben Howell, representing E1 Paso Natural Gas

Company. If it please the Commission, we are in the position

probably the unenviable position of having some wells which we ex=~
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-lserves, under his acreage and under the record as made in this case,

bect to acquire and have acquired on 160 acres, and somo which we
have acquired and expect to acquire on 320 acres. 8o that insofar a
the proration rule that may be adopted as & result of this rehearing
it will probably affect us as much oné way as it does the other way,
but we do have a definite belief as to what is the better rule to be
adopted, and we are anxious to make this statement that we think tha
Fhe 320 acre spacing is preferable for the proration units.

I should say 320 prorationvunits, because it does permit the
flexibility of the individual who desires to drill a second well to
do so. The operator who desires to drill that second well on 160
acres may do so. At the same time ﬁhe operator who desires to
develop on 320 acres under the record in this case will certainly

recover and receive his fair share of the gas, the recoverable re-

and we believe 1t 1s a correct record and we believe those are the
facts. Under those circumstances, unless the area that 1s developed
on the 320 acre spacing gets an allowable on a 320 acre basis, there
will be drainage from that area. Thank you.

MR, MACEY: Mr. Stockmar.

) MR, STOCKMAR: On behalf of Frontier Refining Company.
There 1is only so much gas in this reservoir and we have to divide
it up on some basis that is fair and equitable. I think that is the
undertaking of all of us, Every scrap of argument that has been
made, every scrap of expert testimony in this case presented by the
proponents for the 320 proration unit, seems to be based on a cone
clusion that those drilling on 160 acre locations are stealing gas,
draining gas from those who drill on the other locations. That

séems to be the foundation for the arguments that are being made,

L3
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It is our considered opinion that the facts which have been presentgd
here and which are uncontroverted, deny that particular foundation.
We believe that the Commission has previously considered the uncone
troverted facts in the situation and has arrived at the formula,
although we are not inl‘entire accord with 1t, haé arrived at a
formula which on 160 acre proration units, does equitably distribute
the production. These uncontroverted facts that I am talking about
are items of information which have been gained from various tests
and production records and things of that nature., To me, and I

j believe to any engineer, all t;hat' those facts provide is a basis
upon which he, in considering a gas reservoir, can match it up to
his own occnsiderations of time of payout and other economic qonsid-
erations,

The'intérference tests which have been run here and were fully
disclosed in the testimony, to me only indicate that we have a
connected reservoir. Other uncontroverted facts ivndicate that the
reservoir we have is not a perfectly connected=--you engineers say
uniform and isotropic reservoir, with high permeabilities, permitting
the fres flow. The uncontroverted facts indicate that we have a
low permeab;j.lity reservolr and a reservoir which has characteristics
that are extremely variable from location to location and from area
to area in the field. 7 ]

I can't subscribe in my own thinking to the argument proposed
here, even on the basis of a very highly permeable reservolr where
deliverabilities are the same throughout and pressure equalization
will ‘.take place instantaneously. It 1s our belief“that'the 1nclusic+n
of the very formula of the very substantial deliverable factor has
e peARNLEY & semccrare
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acres are complaining of.

Those uncontroverted facts, as such, do provide a basis for
opinion evidence. The testimony which has becn called to your at-
tention here, the testimony given, 1s opinion evidence based on thos
uncontroverted facts, As I think we must all recognize with respecf
to a gas reservolr, those opinions have no particular velldilty une
less they are viewed in the light of some particular economic cone=
siderations. Those opinions given by proponents for 320 acre
proration are opinions which reflect their consideratlion of their
own economic conslderations. Their own desired time for pay out,
Their own desired return on their dollar,

We have other economlc considerations in our area. I thoroughl
enjoyed Mr. Smith's comment that a well cannot be uhdrilled.

The talk which we have had here, I am sorry I have forgotten your
name here, the'talk-we have had on getting the money back 1s a
very real problem to those who have already spenﬁ their money.

It 1s my belief that the Commission need not accept the
opinions of expert witnesses when it is clear that those opinions
are a reflection of their individval economic considerations, It

can weigh those opinions. It can weigh the effects of those econ=

v

omic considerations, but it must also view other economic considera%ions

and arrive at those which are fair and equitable for the entire
field., We believe that you have previously, in giving the orgder,
done Jjust that and by giving as much wgiéht to deliverability as was
done in the existing formula, full credit has been given to any
drainage possibllities and so forth. There has been a full hearing
here on the matter of spacing and subsequently on the mafter of

proration, It seems to me that there has been no realistic showing
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of any reason for distinguishing between proration units and spacin;
units,

If a trial period was granted and terminated as not having
established that 320 acre spacing was appropriate, it seems to me
very clear that the proponents of 320 proration units have the full
burden in establishing a clear preponderance of evidence and not
Just opinions based on their own economic considerations, but of
evidence which shows that all of the statutory requirements will be
satisfactorily met by 320 acre proration. I say that their own
evidence when viewed and appraised in the light that the Commission
must appraise 1t is adequate support for your finding that 160

acre proration units will meet the requirements of the Statute and
will equi"tably distribute the gas which is being produced.

MR, KELLAHIN: If it pleass the Commission, the Commission
has heard thils case at great length, and I certainly do not want to

repeat many of the statements which have been made at previous

hearings. In part it will be necessary for me to cover some of the
ground which we have already cbveréd. I would like to point out,
however, that the application in this case filed by Stanolind for
rehearing, agsumes that there was some burden upon the proponents
of 160 acre proration units to support those units.

Now, in my opinion, that burden was rather upon Stanolird and
the proponents of 320 acre units, The Commission well knows that
there has been several hearings in regard to this matter, and the
first being the general adoption of 160 acre épacing in the north-
western area of New Mexico, at which Mr. Smith has pointed out »ther?
was no testimony., It was the rule of thumb adopted to insure some

Rl Nrderly dsvelopment. Subsequent to that, the operators of the
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Gallegos Canyon Unit came into this Commission and e:ked for 320
acre spacing in the Gallegos Canyon Unlt, which constltutes the
north half of this pool. The Commission granted that on a one year
temporary basis, and upon return to the Commission with a request
to have that order made permanent, they failed to carry their burder
of proof with sufficient force to convince this Commission that was
|a proper spacing pattern, and the Commission refused to renew the
order.

The entire pool thereupon reverted to 160 acre spacing. They
did not see fit to take an appeal from that order. They now conteng
that there is some testimony in the record to support it, They
certainly had every opportunity to seek a rehearing, and if need
be, a court appeal, but they did not follow it. They abided by it
at least to the extent of taking no further action. When they
proceeded to drill on 160 acre spacing, I do not know now. Then
they came up with that situation in existence with an application
for proration, in effect the Commission had already sald that one
weil would efficiently and economically drain 160 acres as a result
of its spacing order.

Before going into that to any extent, I would like to read
briefly from the statutes,with which the Commission is, of course,
familiary but the ones which Mr. Smith read this morning I think
should be fresh in our minds, and that is the first one, Section
65;3-10, covering the power of the Commission to prevent waste and
protect correlative rights, which reads: "The Commission 1is hereby
empowered, and 1t is its duty, to prevent the waste prohibited by

this act and protect correlative rights", . . .

_When they started creating a proration unit, or taking any
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other acts affecting an operator, it 1iIs effective upon then to
perform that duty imposed upon them by the statute,

Now then, under the section quoted earlier, 65=3-13 of the 195j
compilation regarding the allocation of production in the field or
pool, the Statute reads in part, "Iu protecting correlative rights,
the Commission might give cquitable consideration to acreage,
pressure, open flow, porosity, permeabllity, deliverability and
quality of the gas and to such other pertinent factors as may from
# ) time to time exist, and insofar as 1s practicable, shall prevent
drainage between producing tracts in a pool which 1is not equalized
by counter-~drainage.'. o« « ¢« s »

There are ﬁany factors in this particular case which the
Commission must, under those terms of the Statute consider among
those being the factors which Mr., Stockmar has just pointed out in
. regard to a fact that the substantial part of the pool was drilled
and developed on 160 acre spacing under a valid and existing order
of this Commission, and without any questions in theiminds of
the operators at that time, but what their rights likewise would be
protected., They invested thelr money and have every right to expect

this Commission to protect them. ‘

Now, under Section 65-3-15(b), governing the allocation of
production and spacing regulations I do not need to read to fhis
Commlssion, they are familiar with it. I do want to emphasize the
point that the proration unit be that waich can be efficiently and
economically drained by one well,

Now, in considering what can be efficiently and economically
drained by one well, the Statute does not mean the ares which one

! well will drain. The testimony in the record on the part of Mr.
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-{which, as you are familiar, is a spacing regulation. We had &

Greer was the eftect that one well would drain the entire pool. Ho

one would argue that would be efficient and economical. The questi¢n

then bolls down to Just what 15 efficient and economic. The propo=

<

nents of 160 acre spacing and proration units in this pool certainlj
are good men of good Jjudgment, and they considered it economic and
good judgment on that practice, and they expected to get a payout
on the wells, and they are getting a payout ou the wells under the
present proration period. If it is changed the payout would be
greatly prolonged and to their detriment.

The man who has drilled on 3120 has no more investment as to
his well costs than those who have drilled on 160 acres. There is
some argument, of course, in regard to whether the Commission has
made a determination by its spacing order to the effect that one
well will efficiently and economically drain 160 acres, I would
like to‘éite the Commission to the case of Humble 011 and Refining
Company versus Bennett, found in 149 Southwestern_Second on Page

220 under the provision of Rule 37 of the Texas Railroad Commission,

similar situation there in that an applicant was seeking an unortho4
dox unit consisting of ten and seven-tenths acres,\whereas the
spacing regulations under Rule 37 was ten acres., He was opposed

by those who had drilled on adjacent territory in a shacing pattern
of twenty acres. They contended, and offered testimony tending to
show that one well would drain twenty acres of land. The court, in
reviewing the case, had this to say. It sald such a spacing fore-
implies a finding by the Commission that & well would drain ten
acres instead of twenty. The Commission has made its determination

as to spacing. It has row made the determination as to proration
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|drilled on 320 acres reflects the reserves on the entire 320 acre

unit, and we feel it is the correct determination, and we would

certainly oppose any effort to increase that to 320 acres.

There is considerable testimony in the record despite the con-
tentions that have been made, which will support 160 proration unitsg.
The proponents of 320 are refuted by their own argument in that they
have contended from the beginning that the best avallable index of
reserves to be presented in this case 1s the deliverabllity of the
well., At one stage, as I understand the record, they sald there was
a direct relationship. At another they said, no, there wasn'ﬁ a
direct relationship, but nearly direct relationship. 1In any event,
they do contend there is a relationship between reserves and de~
liverability. The record clearly shows both as by testimony from
Mr. Crum on cross examination of Mr. Greer, and by exhibits which
were offered showing the I. P. on numberous wells, that we have a
situation in the West Kutz where the deliverability of a well on
160 acre unit may be far exceeded by the deliverability on wells on
inmediately adjacent units.

In other words, you could have a well of extremely low delivers
ability sandwiched in between two wells of high deliverability.
Those who have drilled and developed their acreage on 160 acres
have spent their money, and to the extent of their 160 acres, have
proved their reserves. If éeliverability is any measure of the

reserves, then certainly it cannot be contended that one well

tract.

The evidence in the record is directly contrary to that. The
evidenge in the record shows that it may well be considerably less

or considerably more under the 320 acre tract if the additional well

o T PIETOR R —
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is drilled. On cross examination, as I recall, Mr. Greer said that
is true, you have the same situation on 80 acres or 40 or 20, and

I am inclined to agree with him, But the point we are arguing here
now is not vhether we are going to go down to one acre spacing;

The point is, are we going to aggravate that situation by increasin#
the size of the units to 320 whereas we feel that one well on 160
acre units will efficiently and economically drain that unit,

Mr. Stockmar has covered the economic aspects of this better
than T have, I want to adopt his statement in that connection.

The whole thing we are concerned with is that 1s the wide variation
of permeability in the policy and the wide variation in deliver-
abllities and certainly you can't say that 320 zcre units are
justified in this case.

In connection with their arguing that an order of 160 acres
would require the drilling of unnecessary wells refutes their
argument in regard to the drilling patterns which they, in the prioj
cases as Mr, Smith pointed out, the testimony showed that this so=
called buffer zone would protect themselves against drainage. It
is a 1ittle bit difficiilt. for me to understand how the buffer zone
drilled immediately adjacent to the 160 acre spaced unit in the
south end of the Gallegos Canyon Unit could adequately protect the
Gallegos Canyon Unit against dralinage under open flow, when theor~
etically you had twice as many wells to the south than you had to
the north. As was pointed out in that and in this present case, the
pipeline connections themselves had";a considerable bearing on the
situation at that time.

This question of drainage pattern which is presented in the

record, I believe the record will reflect under the proposal of the
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| nave any working interest in the fields. Nevertheless, this is a

320 scres, one well would not necessarily capture the gas under its
own tract but would double that granted to 160 acre tract. Thsat
situation would be further aggrsvated. The record clearly reflects
that 160 acres 15 8 Jjustifiable proration unit. I don't think it
1s recessgary for anyhody to get up>and in so many words say this
and this and that factor supports 160 acres., After &all, we are
appearing before an expert Comrission, a body which is able to
recelve testimony and evaluate it for itself, and that is 1its duty.
The testimony is in the record. The evaluation has been made. The
Commisslon has adopted its order, and we think 1t is sustained one
hundred percent by the record,

MR. MACEY: We will take a short recess.

(Recess.)

MR, MACEY: Does anyone have anything further in Case 696%

MR. RELS5-JORES: Following Mr. Bratton's example, I don't
believe I want to make a speech, However, on behalf of New Mexico
Western 0il and Gas Company, I would like to adopt the well=-reasoned
and forcefully presented cases given by Mr. Kellahin and Mr.
Stockmar,

MR. MACEY: Does anyone have anything further in Case 6969

MR, GREINER: A. S. Greiner on behalf of Southern Union Gas
Company. This is a matter in which Southern Union Gas Company is
not directly interested as a producer. Ve are connected to several

wells in the Iield, and as a purchaser, line purchaser, but do not

matter in which we are much interested because of our feeling as a
pipeline purchaser, and a producer ir other areas, that it is not

for the best interest of the State and its people when unnecessary
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selling something to them incident to the drilling of the wells,
They won't be a nickel further ahead for 1t. All they will have
had is the satisfaction of seeilng some other people double their
investment in this thing to catch up and be even, If that is not a
"dog in the manger" situation, I have never seen onv.

We have had much talk about uncontroverted factg, but we have
also had some aexpert witnesses., 1L thils Commission didntt think
expert witnesses were a good thing, I don't think it would conduct
ity business as it hsgs over the years., Most of the decisions of
the Commission have been made upon the principles expressed by
expert witneéses. Merely‘to say there are a lot of facts and un~
: controverted‘facts in the Commission's files, tests, production
reports, and so on, well logs and so on and so forth, cannot take
away from the propositicn very adbly brought out by Mr. Smith, that
of the people who sought to interpret that basic data, all of them,
with the one minor exception that he mentioned in a collateral
matter, expressed the opinion that a well in thisvfield'will adequal
and efficiently drain 320 acres.. I think it is also fairly clear
that Section 13B of the Act 1s looking not toward the smallest area
that may be efficiently and egonomically drained, but rather toward
the largest so long as it does not do violence to some of the other
standarde that are set up in that particular Section of the Statuted

Thus, merely saying that there are a lot of other uncontroverte
facts in the record just doesn't prove anything. The proof of the
pudding is in the eating. You have to have an informed man to
interpret the facts to this Commission, as the Commission is going
to interpret them themselves, and it is the expert opinion uﬁon

which the Commission must necessarily rely.

pely

d

ADA DEARNLEY & ASSOCIATES
STENOTYPE REPORTERS
ALBUQUERQUE, NEW MEXICO
TELEPHONE 3.6681




72

In other words, therc¢ must be no nee¢d for the hearing at all.
We might as well go on the basis of their records and forget the
expert witness, I strongly urge the Commission cn behalf of my
company, to adopt the proposal as set forth by Stanolind In 1its
application, that the present order be amended to make 320 acre the
basis of the pforation unit in the West Kutz Rield.

MR, MACEY; Does anyone else have anytaing furtherty

MR, SMITH: May it plsase the Commission, since we are
applicants in the case and Mr, Kellahin has stated that we should
perhaps have the right to reply, I do have & few remarks I would
like to make. I listened carefully to the analysis of Mr, Stockmar
and Mr. Kellahin, because I asked them during my opening statement
to point to the record, some point, some piece of testimony, some
evidence which affirmatively supported 160 acre spacing. I didnf't

C : hear a reply. 1 heard some generalities. I heard some remarks

made.,

I might state also that Mr., Kellahin and Mr, Stockmar wers both
here during the proceedings. They had access to the same information
that we had upon which our expert witnesges based their conclusions.

I am satisfied that their companies, or the people they represent,

are fully able to employ expert witnesses, and I believe that Mr.
Stockmar, this morning, said he had & witness here who could testify).
Yet at no time, at no time in these proceedings have either Mr,

Stockmar or Mr. Kellahlin on behalf of their clients submitted a

Pingle witness for the purpose of supporting 160 acre spacing. I
point to that because it is a well accepted principle of law-that

‘Failure to produce evidence in the face of other evidence which is

- hndisputed and unchallenged is an admission on the part of the
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parties that they can't get that evidence.

I submit that the uncontroverted cevidence in this case supports
the 320 acres. I have heard nothing to say anything to the con-
trary. Mr., ¥ellahints statement that the Commisslion is an expert
body that can draw 1tc own conclusions 1s nothing that I accept
as being probably true, butkit overlooks completely the proposition
that 1t is a fundamental proposition of adwinistrative law that
the action of the Commission must be based on evidence, We are all
famillar with the substantial evidence rule, and it is perfectly ’
true that the Commission may have and may take judiclal notice of
certain facts, but we are not privileged to call the members of the
Commission to the stand to cross examine them, and the courts say
that the Commission must have before it the facts on which they dre
their conclusions so that we can determline whether or not there
were facts in applying the substantial evidence rule. If there are
facts of credibility of any substance at all we don't weight the
evidence, we affirm what the Commission has done. There must be
facts there.

I say that so far as this particular record is concerned, therg
are no facts to support 160 acres. 1 challenge them to point to thd
record, to point it out, and I fail to hear any reference to the
contrary. You may recafl that I pointed to the specific pages in
the transcript in my opening statement which supported 320 acres.
I even went so far as to meet the proposition that there was some
shadow of evldence in the record and dlscussed that in detail. I
think in view of the faét that they failed to comment other than
Just to, I don't think they commented at all on the proposition of
Mr, Scott'!s testimony that‘they accepted my statement to be true
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that it was Just a vague generalization on his part and did not
constitute any testimony, particularly in view of the fact that on
cross examination his basic facts were thoroughly put to flight.

I disagree with Mr, Stockmar that we are contending that gas
is being stolen. I think perhaps Mr, Stockmar didn't fully under=
stand my analysis when I put out my distinction between the law of
capture and the dutles of the Commission which regulate these mattefs
to accept a rule of falr play, the protection of correlative rightsj|
go as to protect capture to be taken away from someone while someon#
is holding his hands behind his back.

I submit that we are not saying that gas 1s being stolen. We
are saying, if the Commission adopts the 160 acres, that their
action in this respect will be arbitrary énd capricious and without
foundation in the record, and that it will not be a stealing of our
gas at ali. It will just bé a taking of property without due procegs
of law. That 1s what it amounts to., The fundamental facts with
raspect to drainage are unchallenged. Mr. Stockmar even pointed
them out in his statement that we have a continuous reservoir, that
it has been on a uniform reservoir, but there is communication
throughout it, that there is a probability, not only a probability,
but an absolute fact in my opinion, that there 1s drainage under
existing>broration rules which would require our protettion, going
back to the law of capture that we drill these wells.

The testimony is undisputed from a legal fact basis that the
percgntage of gas that will be’received in addition by reason of
driliing the additional wells, is of an insignificant order, less
than one percent, wnich certainly makes the drilling of that well
unnecessary in order to get that gas out. Particularly in view of
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the undizputed testimony of Mr. Greer that less than one percent

will be dissipated 1in the drilling of the well by reason of its
being open to the alr durlng the period of time 1t is being complet#d.
I think he went so far as to say there might be a waste of gas
because more than the three-tenths to four-tenths of one percent
would be blown off to the air and not put to any beneficial uss,
With respect'to the burden of proof referred to by Mr, Kellahin,
he attempts to put upon Stanolind the burden of proving 320 acres,
As I view a Commissionts proceedings, there 1is no such thing as a
burden of proof as 1is known in a court of law. It is the advance«
ment by the proponent of certain ideas, certain facts, certain
evidence on which an equilateral basis the Commission draws its
own conclusion,
qung back to my original proposition that there must be
evidence, I say that anyone who is contending for a particular
situation, anyone who advances a particulaf proposition, has the
burden of supporting it by evidence, otherwise the Commission has
no evidence bsfore it from which it may draw its conclusion.s
Mr. Kellahin seems to intimate from our failure to appeal the
action of the Commission and revoking the temporary order for 320

acre spacing, to be acquisition on our part to 320 acre spacing.

At that time the Commission may recall there was no gas prorationing,
We didntt appeal the matter for reasons of our own, which are of

no concern to the Commission, but I would like to state to the
Commission definitely and unequivocally, we didn't believe that was
1 proper order to be entered. pur best evidence of that i1s the fact!
that we are here today making tﬁe contention that 320 acre proration

AVJ’ pnits an entirely different matter is the proper one in this respsct

e

ADA DEARNLEY & ASSOCIATES
STENOTYPE REPORYERS .
ALBUQUERQUE, NEW MEXICO |
TELEPHONE 3-8691%




to make the order of the Coumission comply with the Statutes., The

fundamental proposition of this casey, I think, has been well stated
by iMr. Greiner. It is the question of who is going to get an ad-
vantage, and I would like to state here that we are not attempting
to get an advantage. We just want to get an even break. The
advantage hus already been had, The people who drilled the field
to 160 acres, I think, the testimony ls indisputed, and in the
answering arguments it was denied, have produced volumes of gas

greatly in excess of that produced by the sreas on 320 acre develop;

LIB

ment,

I say again that we are not asking ady restoration of that
lost gas. We are Jjust asking that the Commission from now on put
this proration, put this field on an equal basis so that each of
the parties can get their fair share of the recoverable gas that
is now left, I think a simple analysis of the filgures in here will
indicate to the Commission that in the year and a half that field
has been producing, there is approximately, there has been approxi-
mately thirty percent of the recoverable reserves already produced.
Certainly a fair compromise on this matter would be to put us in an
equal position now. I say they have had their advantage. We are
not going to ask them to give it back to us. We Just want to have
the thing put on equal basis now.

Now, with respect to the case that Mr. Kellahin cited, I guess
that Mr. Kellahin isn't quite as familiar with the Texas Statutes
as I may bé, because the Texas Statutes have nothing in them whatso-
ever with respect to economics insofar as proration is concerned.

It is altogeﬁhér on a basis of physical waste, The Texas Court of

Civil Appeals, I con'!t recall the case right now, but I cahsupply |+ —
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1t, has held if s person has a tract of land wupon vhich there is
no well, no matter how small it way be, and 1t is belng offset by
other tracts of land with wells upon them, a much larger area, then
that person is entitled as a matter of law to have his one well. 1t
doesn't make any difference about economics whatsoever, The Rule
37 he is talking about 1s the spacing rule in Texas which has to do
with the spacing of wells on a state-wlde basls . Twenty acres is
your state-ulde rule in Texas. Rule 37 is the modus operandi
whereby the Commission follows the rule of law, I am talking about,
. so far as granting to a person his constitutional right to recover
the oil and gas under his place.

The Commission has established several rules which have been
supported by the court in connection with Rule 37 such as in the
East Texas Field £hey have a rule of thumb that you can't drill to
e a closer density of five acres despite the density of that East
Texas Fleld., You can't get any closer than five acres. Thé Courts
have held in their administrative discretion that desplte the fact
of the rule of law as I have stated earlier, they have other frills
on Rule 37 that I need not go into at this time which I could point
out to the Commission if they are interested, 1n which Texas does,
which I rather doﬁbt., that more or 1e§s described to the proposition
that you must have uniform spacing on a basis which will protect thd
correlative rights of the parties,

I might mention in the Consolidated versus Thompson‘case, that
the Supreme Court Qf the United States held that despite the economjic
factors absent in the Texas Statutes, that the Commission may enter

an order purely for the purpose of protecting correlative rights.

e That 1s what we are asklng for, we want our correlative rights pro=|
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tected.

we turn to the Nevw Mexico Statute which spells out and says
ghat the Commission may not directly or jndirectly require the
drilling of an unnecessary well. The testimony of thig case is
absolutely undisputed that drilling that well won't get that, that
extra well on that 320 acre tract won't get enough gas out to pay
the cost of that well or come anyway close to iv, and there may be
actual physical waste 85 & result of drilling that vell. MNr.
Kellahin attempted to renufacture some testimony of Mre. ¢rum, but
ne daid stete 1t was on thse ¢ross examination of Mr. Greer. 1 fail
to see how Mr. Crum's testimony could be testimony, particularly
since Mr. Greer aidntt agree with 1t.

T think that the further statements on my part would be repe=
titious and perhaps redundant. 1 want to thank the commission

for 1ts extreme patience 1in this matter. I would like to astate to

~

the Commission that it is an jmportant matter. It is a matter
involving quite & pit of moneye. 1 would like to point to Mr. Georg
parneille's statement, an jndependent operator out there, that 1%

18 going to cost him gome moneys 1 am not making a plea on it costing

gtanolind some money. We can afford ibt. 1 am saying that anything

as fundamentally wrong as this should be serutinized with great
care by the commisgsion. There are principles involved, precedents
that may be established that would have far-reaching effects, and
the Commission may have to review this matter and eat it gomewhere
down the road 1f they are not careful in following the Statutes as
set by the leglislature which will not take property by due process
of the lawv, and which will follow the mandates then of the étatutes
- He sure did ¢lur over the word "shall"j ne said it wghall® not
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not set up proration units which will result in drainage; not

offset by compensatory drainagae. 1 think that the physical facts
irrespective of the opinion tectimony in this case, are of such a
nature as to pe conclusive that the 320 acre proration anit under
the proposed rule that we have set out, will protect evarybody's

interest. You can drill as many wells as you went to. It is

<

negligible. 1t doesn't put a person in a strait jacket. 7t doesn'i

require the unnecsssary expenditures of money .

1 submit to the Commission that the only order it can submit
in this case 1s the one 1in support of 320 acre spacling,

MK. }*.ACEY: Anyone have anything further?

MR. BRATTON: I retreat, not from any statement that 1
didn't coms here to make a speechy, nowever I wish to conclude with
one observation which has been apparent to me throughout the course
of the proceeding. 1t appears to me that the matber has been put
into proper perspective by Mr. Ben Howell and Mr. Greiner to
observers who have no direct economic interest in this matter and
who view the matﬁer on the equlties of the situation in relation to
the statute and relation to the clear mandate of the gtatute, that
the Commission shall not require the drilling of unnecessary vells.
My client is not in the fortunate position of Stanolind. We worry

about this case, not the one down the road, because any well which

you require us ’co’~ drill is going to be a tremendous cost to Mr.
parneille. He will not recover one additional jota of gas from

that well and as we have pointed cut before, he 1is the la_rgest singl

pperator in the field. 1 can't help but be 1mpréssed by the fact
khat the two very acute observers without any economic interest in

this matter have come to the conclugion that M
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BTENOYYPE REPORTERS
ALBUQUERQUE. NEW MEXICO
TELEPHONE 3-6691
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be deoing an unjust and inequitable thing in contravention of the
Statute, b&frequiring the drilling of unnecessary wells on the part
of the operators, and that the setting up of 160 acre proration
units would be a violation of the statutory mandate.

We concur wholeheartedly with the excellent summary'which Mr.,
Smith has made on beshalf of Stanolind. We belleve that the only
equitable order the Commission can enter 1s the one setting up 320
acre proration units. Thank you for your kindness and consideratior

MR, MACEYs Anything else? 1If nothing further we will take

the case under advisement. Before we proceed with Case 908 we will

hear Case 909.

ok ok Kk Kk Kk %k XK

CERILELCALE
I, ADA DEARNLEY, Court Reporter, do hereby certify that the

foregoing and attached transcript of proceedings before the 011
Conservation Commission at Santa ¥Fe, New Mexico, 1s a true and
correct record to the best of my knowledge, skill and ability.

IN WITNESS WHEREOF I have affixed my hand and seal this 25th

day of June, 1955.

u&4L/¢4A/é194

Court Reporter ///

o

ADA DEARNLEY & ASSOCIATES
STENOTYPE REPORTERS
ALBUQUERQUE, NEW MEX{CO
TELEPHORE 3-6691%
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Statement of James D, Hancock and Co., Ltd.
New Mexico O1ll Conservatlion Commisslion Case No. 696
Gas Prorationing--vest Kutz-Pictured ClLiffs
Pool, San Juan County, Kew dexlico

This case was heard on the application of James D. Hancock
and Co., Ltd., filed with the Commission in May, 1954, 1In
its petition the applicant sought an order enfcrcing ratable take
of gas from all gas wells in the West Kutz-Fictured Cliffs Gas
Pool, or, in the alternative, the prorationing of production in
said pool.

* As grounds for the relief sought, it was alleged that the
’ petitionert's wells were being discriminated against, due to the
fact line pressures of the system to which petitioner's wells
were connected greatly exceeded the line pressure of the pipe-
line to which offset wells were connected; and that petitioner
was not being allowed to utilize his fair share of the reservoir
energy, or recover his fair share of the gas in the pool,

The application was first heard by the Commission at its
fay 19th hearing, and was subsequently continued until a final
hearing was had, July l4th, thus giving all interested parties
a full opportunity to offer testimony and state their position.

History of the Pool

The problems connected with prorationing in the West Kutz-
Pictured Cliffs Gas Pool are somewhat complicated by the history
of the development of thils pool. Petitioner drilled the dis-
covery well, and commenced development of the pool under the
provisions of Rule 104, as later amended by Order No, R-169,
which fixed the spacing and drilling unit requirements for gas
wells within a defined gas pool, setting up a requirement of
160 acres substantially in the form of a square which shall be
a legal subdivision, as the drilling unit. The West Kutz-
Pictured Cliffs Pool was defined and first delineated by Com-
mission Order R-42, and later extended to include additional
lands.

As the pool was extended northward, a unit agreement for
the development and operation of the northern portion of the
pool was obtained, designated as the Gallegos Canyon Unit Agree-
ment. Contrary to the usual policy of approving only unit agree-
ments covering a known structure, or substantially all of a
structure, this agreement was approved by the New Mexico Oil
Conservation Commission by its Order No. R-68, &lthough it cover-~:
ed only approximately one-half of a defined gas pool. Thereafter,
on July 24, 1952, or approximately four years after development
of the pool commenced, Benson & Montin as unit operators secured
an order establishing 320-acre spacing in the area covered by
the Gallegog Canyon Unit Agreement. This order, R-172 entered
in Case No. 377, was temporary for a period of one year, at the
end of which time it required the unit operator to appear and
show cause why the unit area lands should not revert to 160 acre

spacing.
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Order R~-172 was objectionable on numerous grounds: It
set up a non-uniform spacing pattern in & defined gas pool or
coumon source of supply, where there were no known geological
or other barriers to prevent the migration of gas from one
area to another; it was issued in derogation of statewide
Rule 104 which provides that an exception will be granted to
prevent waste by setting up different spacing and require great-
er acreage for drilling tracts "in any defined oil pool or any
defined gas pool." (Rule 104 (1)). This rule implies, of nec-
essity, that an exception will be granted only on a pool-wide
basis, putting all operators on an equal footing, but Order
R-172 attempted to change the size of drilling units only as to
a portion of a defined pool.

To correct this situation the Commission on December 17,
19563, after a lengthy hearing, entered its Order R-172-B,
rescinding Order R-172, and restoring 160 acre drilling units
as a requirement for the entire West wutz-Pictured Cliffs Gas
Pool. The lands lying within the Gallegos Canyon unit have,
however, continued on 320-acre spacing,.for the most part, as
- originally developed., In its Order R-172-B the Commission
found that the development of the West Kutz-Pictured Cliffs
Gas Pool on two different spacing patterns was not in the best
interests of conservation and would impair correlative rights,
and that for the prevention of waste and protection of correl-
ative rights a uniform spacing pattern should be established.
There was, of course, no prorationing of gas in effect in the
pool at the time.

Pipe Line Connections

Production of the West Kutz-Pictured Cliffs goes into two
gathering anmd pipeline systcms, one operated by the El Paso
Natural Gas Co., and the other by Southern Union Gas Co. The
Southern Union system serves principally New Mexico points,
with low demand in the summer months, and relatively higher
demand during the winter. E] Paso's system serves points in
New Mexico and to the West, extending to California, and, as a
result, their demand is relatively more stable than that of
Southern Union, enabling them to take gas at a comparatively
higher, and at a fairly uniform rate,

Need for Prorationing

We feel that the need for prorationing has been well es-
tablished beyond any doubt, in this case. The petitioner has
shown, through the testimony of Mr, Fred Crum, that it holds
substantial interests in the pool (Exhibit 1) and that as a
result of extreme differences in pipeline pressures its wells of
deliverability equal to or better than offset wells are being
discriminated against, petitioner being connected to the South-
exrn Union pipeline and its offset wells being connected to
E]l Paso Natural Gas Company's lines., There is a differential
in operating pressure between these two lines, the Southern
Union line operating on an average of 150 to 200 1lbs,, higher
pressure than the pressures malntained by ELl Paso Natural Gas
Co. These facts are all reflected in petitioner's Exhibit 2,
which shows production, and deliverability of Hancock and off-
get wells against various pipelire pressures.




Mr. Crum also testified that waste was occurring because
of the frequent and rapid fluctuations in pipelinre pressures
in Southern Union's lines. This, he stated, has caused freeze~
ups with resultant loss of production from individual wells of
five days or more, waste of gas caused by the necessity of blow-
ing the lines to clear them after they have frozen; and water
encroachment in the well bore caused by rapid drops in pressure,
The latter also necessitates frequent blowing down of wells to
clear them, and creates a present and future danger of caving
which would clearly constitute waste within the provisions of
New Mexico's conservation statutes.

The well record attached shows these fluctuations on the
Hancock Mudge A-9 well, about which Mr. Crum testified. The
chart was not available at the time of the hearing, and is
offered now, along with a tabulation of average delivery pres-
sures about which Mr. Crum likewise testified, as a graphic
illustration of matters already in the record, for the conven-
ience of the Commission, and is not submitted as evidence in

this case,

It is interesting to note that this testimony stands un-
refuted on the record and there was no cross examination on any
of the points involved in Mr. Crum's testimony, although he was
available at each hearing in the case for that purpose. Further,
no testimony was offered in opposition to prorationing in the
West Xutz-Pictured Cliffs Gas Pool.

Proposed Rules

The only difference of opinior offered the Commission in
this case goes to the proposed rules to be adopted in institut-
ing prorationing in the pool. These differences go primarily
to differences in proposed proration formulas and the size of
proration units. Proration formulas range from 100% deliverabil-
ity times acreage, proposed by El Paso Natural Gas Co., to 50%
deliverability plus 50% acreage proposed by Southern Union,

Other formulas will doubtless be proposed to the Commission in
statements to be filed in this case. Units proposed are either
160 acre or 320 acre units, a difficulty arising from the history
" of the development of this particular pool.

Proration Formulas

James D. Hancoeck and Co., Ltd., the applicant in this case,
favors a formula of 75% deliverability times acreage, plus 25%
acreage if proration units of 160 acres are to be approved on a
uniform basis in the pool. This should ihclude a provision that
wells capable of producing up to 100,000 cubic feet of gas per
day against a stated line pressure would be treated as marginal
wells and allowed to produce their full capacity unless the allow-
able for the pool resulted in a lower figure for non-marginal

wells,

The testimony offered at the hearing would seem to indicate -
that deliverability of a well bears a relation to reserves, an
examination of avallable cores showing an incregse in porosity
where there is an increase in permeability. Likewise there is
lower water saturation with an increase in permeability. Sand




thickness is fairly uniform and there is no evidence of fractur-
ing. For that reason deliverability would appear to be a Tair
means of giving consideration to the reserves underlying an in-
dividual drilling or proration unit. However, there is wide
variation in permeability over comparatively short distances,
and thls reasoning could not be applied to large proration units,

Since tliere is a varjation in permeability, as shown by all
of the testimony presented on that point, in order to arrive at
a falr formula consideration should also be given to acreage, to
assure as equal an opportunity as possible for each operator to
secure the reserves underlying nis land,

A formula of 100% deliverability would clearly place too
much emphasis on deliverability, whereas 50% deliverability,
50% acreage probably goes too far in cutting back production
of those wells having & high deliverability, when the reserves
* of such wells are considered. ¥For that reason we favor a mid-
way point of 75% deliverability, 25% acreage.

Any proration formula that includes deliverability as a
factor would be meaningless unless the order provides some def-
inition or system of measuring a well's ability to produce, be-
cause of the difference in pressures of the pipelines operating
in the pool. The proposal of Stanolind on this point would ap-
pear satisfactory, and, with modifications, is recommended in
the proposed rules submitted with this statement,

Proragtion Units

“Probably the most difficult question that the Commission must
resolve 1lgs the size of the proretion units. Problems that exist
in this case are unusual because of the non-uniform development
of the pool

Proration units of 320 acres have been proposed by Stanolind,
with wells located on 160 acres receiving on e-half an allowable,
if we assume deliverabilities are equal. Benson and Montin and
British American joined in this proposal.

‘James D, Hancock and Co., Ltd., has recommended proration
units of 160 acres, although Hancock is the operator of some.
wells located on 320 acre tracts. Frenmtier joins in this recom-
mendation.

We feel, and strongly urge upon the Commission, that 160~
acre proration units is the better recommendation, and is the
only way to achieve uniform development and operation of the Pool
for the protection of all rights which have become vested by
past practices of the operators and the policies of the Commis-
sion, including the rights of royalty owners.

As has been previously pointed out the pool was originally
drilled and development commenced on a l60-acre spacing pattern,
as provided for by the rules and regulations of the Commission,
The situation as it existed then, and as it has continued for the
3 gouth half of the pool down to the present time, gave rise to
5 offget obligations, Operators in the south half contributed the
o major part to the development of the pool. They have met their

‘ offset obligations and drilling commitments in good faith, ac-
cording to the rules promulgated by the Commission. This has
resulted in the expenditure of large amounts of money for wells
drilled on l60-acre tracts,

penai?%en%ﬁoégt the proration uhitf%gl%%%da%ﬁgszyégda q to
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regulations of the Commission and give approxicately twice as
much of the pool allowable to oporators who have rfailed to
fully develop their acreage, although they have invested in no
more wells, solely on the basis of acreage assipgned to the
individual well.

The testimony and recommendatlions offered by Stanolind and
Benson and Montin on this point show they are ready to carry
this proposition to the extreme. It was their position that
deliverabilities of wells on two adjacent tracts of 160 acres
each should not be added for the purpose of arriving at the
allowable for a 320-acre unit with two wells on it. While ad-
mitting that there were substantial differences in wells drilled
on adjacent l60-acre tracts, they would not even want to allow
the operator to plug his poorer well and assign 320 acres to
his well of high deliverability, thus penalizing the operator
who has spent his money to prove up all of his acreage. At the
same time their testimony as to variations in permability and
exhibits showing substantial differences in the deliverability
of wells on adjacent 160-acre tracts would clearly show that
the deliverability of any given well would not necessarily, and
in fact probably would not, have any bearing on the reserves
located under a tract as large as 320 acres.

In effect proponents of 320-acre units are not in realiby
asking for a uni form rule to apply to the entire pool., They
are rather asking the Commission to create two different size
units in the same pool -~ 320-acre units for the Gallegos Canyon
Unit and a small portion in the southeast portion of the pool
and l60-acre units for the balance of the pool. This would vio~
late both the letter and the gpirit of the Conservation Statute
governing the creation of proration units.

If we assume, nowever, that the Commission would allow an
operator to assign 320 acres to his better well, which we be-
lieve the statute wouid require the Commission to do, the result
would be that poorer wells, though productive, would be prema-
turely abandoned and plugged, resulting the the waste the Com-
mission is directed by law to prevent. The operator, amaturally,
is going to seek to obtain the greatest possible production of
gas under the rules set up for the operation of this pool.

All of the testimony offered on the subject was to the
effect thal there is wide, and fairly rapid changes in the
permability of the producing formation of the pool. There ars
substantial differences in the initlal potential and deliverabi-
1ity of wells on adjacent 160-acre tracts, as was brought out on
cross examination of Mr. Al Greer, witness for Benson and iontin,
and as shown in the exhibits on deliverability offered by the
petitioner, James D, Hancock and Co. Ltd., The testimony shows a
well of low deliverability located between two wells of high
deliverability, on adjacent 160-acre drilling units. From this
we can only conclude that 320-acre spacing and proration units
would fail to secure full development of the pool, and economic
and reasonably rapld recovery of the greatest possible amount of
gas in the reservolr. A spacing pattern of 320 acres assumes
that permadbility 1s the same throughout the 320-acre unit --
an assumption that is refuted by the testimony. The testimony
also shows that permability is the only factor affecting a change
between producing and non-producing portions of the reservoir
sand, according to Benson and Montin's witness,

While testimony offered would tend to show one well will
possibly drain an area of at-least 320 acres, in none of the
testimony was the factor of time considered or even discussed in
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connection, Further, such testimony would tend to show a well
located on 320 acres and given a double allowable would drain

gas from adjoining 160-acre units because the wells are located
the same as though drilled on 160 acres. If tne pool had been
drilled initially on such a spacing pattern throughout, there
could be no quarrel with the spacing pattern, but this is not
the case. If the gpacing pattern in the south end of the pool
is wrong, it is now too late to correct it, and any attempt to
do 80 can only result in an impairment of correlative rights.

Benson and Montin made lignt of the problem of water en-
croachment. liowever, that would appear to us to present a very
real problem if there are excessive withdrawals of gas under any
formula which in effect doubles the allowables for some wells
over that given to others in the same pool. The testimony shows
that there has been considerable difficulty due to the presence
of water in the reservoir, both in the completion of wells and
in their operation. Benson and Montin stated they have installed
intermitters on all of their wells because of this problem. If
withdrawals are allowed at an excessive rate to meet allowables
on 320-acre units, it is a distinct possibility that gas may be
trapped with resultant damage to the reservoir, a reduction in
the ultimate recovery of gas from this reservoir and premature
abandcmment of a portion of the pool.

Benson and Montin state that the cost of additional wells
is not justified by recoveries, yet approximately one-nalf the
pool nas been drilled and developed on the basis of 160-~-acre
drilling units by operators who are Jjust as interested in the
pay-out period of a well as are the propone nts of 320-acre
units. They have still been willing to put their money in wells
on the spacing pattern required by the Commissionts rules.

‘In substance, James D, Hancock and Co., Ltd., feels that
it should be entitled to produce its fair share of the gas under-
lying the West Kutz-Pictured Cliffs Gas Pool. This opportunity
has heretofore been denied to the petitioner in this ¢wee, as shown
by the testimony offered. If the petitioner is to obtain any
relief from the Commisgion, it can do so only if it is permitted
‘to share in the allowable assigned to the pool on a fair basis,
g overned by the reserves petitioner has proved by drilling in
conformance with Commission regulations, and with consideration
for the expense of so drilling. To approve a rule allowing those
who have not conformed to the drilling pattern approved by the
Commission a greatdar share of the pool allowable, we submit, is
less than fair, and would in effect impose a penalty on those
who have conformed to the Commissionts rules and regulations.

We further submit that the testimony offered fails to show
that one well will efficiently and economically drain and deve-
lop 320 acres, due tec the varying characteristics of the reser-
volr, and approval of such units should be denled,

Hancock's Proposed Rules

Submitted with this statement are rules proposed by James D.
Hancock and Co., Ltd., for the prorationing of gas in the West
Kutz-Pictured Cliffs Gas Pool, It is felt these rules embody the
ldeas set out in this statement, including’a provision for de-
termining the ability of a well to produce, which we feel is
essential to the success of any proration formula. These pro- .
posed rules are along the lines of .the rules promulgated in the
Southeastern New Mexico Pools, with some changes which we feel

.




are essential to the successful operation of prorationing in
the West Yutz-Fictured Ccliffs Gas Pool.

wWe wish bto express oul thanks to the Coumis
atience and promptness in hearing this case, an
minded attitude shown throughout the hearing.

sion for its
d the fair-

Respectfully submitted,

JAMES D. HANCOCK & co., LTD.
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BEFORE THE OIL CONSERVATION COMMISSION OF

THE STATE OF NEW MEXICO

IN T HEE MATTER OF THE APPLICATION OF
JAMES D, HANCOCK AND CO,, LTD., FOR
AN ORDER REQUIRING RATABLE TAKE OF
GAS IN THE WEST KUTZ-PICTURED CLIFFS
POOL, SAN JUAN COUNTY, NEW MEXIGCO, OR
FOR PRORATION OF GAS PRODUCTION IN
SAID POOL.

ORDER OF THE COMMISSION

BY THE COMMISSION:

This case came on for hearing at _ _ _. olclock A. M.
on s at Santa Fe, New Mexico, before the
011 Conservation Commission of New Mexico, hereinafter referred
to as the "Commission®. :

NO¥, on this . day of 19 , the-
Commission, a quorum being present, having cons:fdered the testi-
mony adduced, the exhibits raeceived, the statements of interested
partles, the official records of thls Commission and other perti-
nent d’a%a, and being fully advised In the premises,

FINDS:

(1) That due public notice of the time and place of
hearing and the purpose thereof having been given as required by
law, the Commisslon has Jurisdiction of this cause and the subject

matter thereof.

(2) That the Commission, for the purpose of Erevent:lng
waste and for the protection of correlative rights, should lissue
an order to provide for a definite method of allocating gas
between proration units in the West Kutz-Pictured Cliffs Pool.

IT IS THEREFORE ORDERED:

That special pool rules applicable to the West Kutz-
Pictured Cliffs Gas Pool, be, and the same hereby are, promulgated

as follows:
RULE 1 -- PRORATION UNITS

A, For the purpose of gas allocation in the West Kutz
Gas Pool, a standard proration unit shall consist of between 158
and 162 contiguous surface acres substantially in the form of a
rectangle, which shall be a 1égal subdlvision of the U. S. Public
Land Surveys; provided, however, that a gas proration unit not
conforming to the above requirements may be formed after notice
and hearing by the Commission or as ocutlined In paragraph B. Any




proration unit containing less than 158 acres or more than

162 acres shall be a non-standard unit., Any standard proration
unit consisting of between 158 and 162 contiguous surface acres
shall be considered as containing 160 acres for the purpose of
gas allocation,

B. The Secretary of the Commission shall have author-
ity to grant an exception to paragraph 1 without notice and
hearing where application has been filed in due form and where
the following facts exist and the following provisions are
complied with:

l. The non-standard unit consists of less acre-
age than a standard proration unit.

2. The acreage assigned to the non-standard unit
lies wholly within a legal quarter section and contains a well
capable of producing gas into a gas transportation facility on
the date of this order,

3. The operator receives written consent in the
form of waivers from all operators in the adjoining proration
units,

RULE 2:

At least 30 days prior to the beginning of each gas
proration period, the Commission shall hold a hearing after
due notice has been given, The Commission shall cause to be
submitted by each gas purchaser its "Preliminary Nominations®
of the amount of gas which each in good faith actually de-
sires to purchase within the ensuing proration period, by
months, from the West Kutz-Pictured Cliffs Gas Pool. The
Commission shall consider the "Preliminary Nominations" of
purchasers, actual production, and such other factors as may
be deemed applicable in determining the amount of gas that may
be produced without waste within the ensuing proration period.
"Preliminary Nominations" shall be submitted on a form pre-
scribed by the Commission,

RULE 3:

Bach month, the Commission shall cause to be submitted
~ by each gas purchaser its "Supplemental Nominations®" of the
amount of gas which each in good faith actually desires %o
purchase within the ensuing proration month from the West Kutz
Gas Pool. The Commission shall hold a public hearing between
the 15th and 20th days of each month to determine the reason-
able market demand for gas for the ensuing proration mbnth,

and shall issue a proration schedule setting out the amount of
gas which each well may produce during the ensuing proration
month. 1Included in the monthly proration schedule shall be

a tabulation of allowable and production for the second pre-
ceding month, together with an adjusted allowable computation
for the second precedlng month., Said adjusted allowable shall
be computed by comparing the actual allowable assigned with
the actual production, 1In the event the allowable assigned is
greater than the actual pool production, the allowables assign-
ed the top allowable units shall be reduced proportlonately, '
and in the event the allowable assigned ‘is less than the pool
production, then the allowables asgigned-the top allowable
units shall be increased proportionately. "Supplemental Nom-:
inations" shall be submitted on a form orescrlbed by the Com-

ml ssion.




Thoe Commission shall include in the proration schedule
the gas wells in the West Kutz Gas Pool delivering to a gas
transportation facilily or lease gathering system, and shall
include in the proration schedule of this gas pool any well
vhich 1t finds is being unreasonably discriminated against
through denial of access to a gas transportation facility,
which is reasonably capable of handling the type of gas pro-
duced by such woll. The total allawable to be allocated %o
the pool each month shall be equal to the sum of the supplemen-
tal nominatilons together with any adjustment which the Commis-
slon deems advisable.

Marginal units are defined as units not ecapable of
producing in excess of 100 MCF per day. alculating the
capacity of a well to produce, the averagé,shut-in-pressure
of all the wells in the pool, as determined by the preceding
year's deliverability test, shall be divided by two, and each
unitts ability to prcduce against such pressure shail establish
its capaclty to produce., All units capable of producing in
excess of 100 MCF per day shall recelve an allavable of at
least 100 MCF per day.

The allocation to a pool remalning after subtracting
the capacity of marginal units and assigned minimum allowables
shall be divided and allocated ratably among the non-marginal
units in the pool on the following basis:

A. Seventy-five (75) per cent of such remaining allow-
able shall be divided and allocated ratably among the non-
marginal wells in the proportion that the product of the delliver-
ability and acreage assigned each well for proration purposes
bears to the summation of the products of these factors for all
such non-marginal wells in the pool.

B. Twenty-five (25) per cent of such remaining allowable
shall be divided and allocated ratably among the non-marginal
wells in the proportion that the acreage assigned each such well
for proration purposes bhears to the aummation of a creage assigned
all such non-marginal wells in the field.

RULE k4:

Underproduction: The dates 7:00 A. M., February 1,
and 7:00 A. M., August 1, shall be known as balancing dates,
and the periods of time ﬁounded by these dates shall be known
as gas proration periods. The amount of current gas allowable
remaining unproduced ‘at the end of each proration period shall
be carried forward to and may be produced during the next suc-
ceeding proration period in addition to the normal gas allowable
for such succeeding period; but whatever amount thereof is not
made up within the first succeeding proration period shall be
canceled. If at the end of the first succeeding proration
period, a greater amount of allowable remains unproduced than
vas carried forward as underproduction, the amount carried
forward to the second succeeding perioé shall be the total under-
production less the amount carried forward to the first succeeding

period. :

If it appears that such continued underproduction has
resulted from inability of the well to produce its allowable
it may be classified as a marginal well and its allowable reéuced

to the well'!s ability to produce,
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RULE 5

Overproduction: A well which has produced a greater

amount of gas than was allowed during a given proration period
shall have its allowable for the first succeeding proration
period reduced by the amount of such overproduction and such
overproduction shall be made up within the first succeeding pro-
ration period. If, at the end of the first succeeding proration
period, the well 1s still overproduced, it shall be shut-in and

“1ts current monthly allowable charged against said overproduction

until the well is in balance. If, at any time, a well 1s over-
produced an amount equalling silx %
1t shall be shut-in until it is in balance.

The Commission may allow overproduction to be made up

at a lesser rate than would be the case if the well were completely

shut in upon a showing at public hearing after due-notice, that
gﬁmpleti shut-in of the well would result in material damage to
e vell.

RULE 6

No gas well shall be given an allowable until Form C-104
and Form C-110 have been filled together with a plat showing
acreage attributed to said well and the locations of all wells on

the lease,

RULE 7

Allowables to newly completed gas wells shall commence
on the date of connection to a gas transportation faclllty, as
determined from an affidavit furnished to the Commission by the
purchaser, or the date of filing of Form C-104 and Form C=-110
and the piat described above, vhichever date is the later,

RULE 8

The monthly gas production from each gas well shall be
metered separately and the gas production therefrom shall be
submitted to the Commission on Form C-115 so as to reach the
Commission on or before the twentieth day of the month next suc~
ceading the month in which the gas was produced. The operator
shall show on such report what disposition has been made of the
gas pioduced. The full production of gas from each well shall
be charged against the well's allowable, regardless of what dls-
position has been made of the gasj; provided, however, that gas
used on the lease for consumption in lease houses, treaters,
combustion engines and other similar lease equipment shall not
be charged against the well's allowable. ,

RULE 9

The term "gas purchaser! as used in these rules, shall
mean any “taker® of gas either at the wellhead or at any polnt on
the lease where connection is made for gas transportation or
utilization. It shall be the responsibility of said "taker" to

submit a nomination. , :

imes 1ts current monthly allowable,



DONE at Santa Fe, New Mexlco, on the day and year
hereinabove designated.

STATE OF NEW MEXICO
O0TIL CONSERVATION COMMISSION

EDWIN L. MECHEM, Chairman

E. S. WAIKER, Member

R. R. SPURRIER, Member and
Secretary
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DANUBE OIL COMPANY

FIRST NATIONAL BANK BUILGING

AMARILLO, TEXAS MAIN OFFICE UCC

0il Conservation Commission
* State of New Mexico
' P. 0. Box 871
Santa Fe, N, M.

In re: Case No. 696 - James D, Hancock and Co.,

Ltd., for proration in West Kutz
: Pictured Cliffs Pool, San Juan County, ; )
New Mexico :

Gentlemen:

We are enclosing herewith original and one copy of Statement
of the Danubs 0il Company in connection with the above captioned hear-

ing.

: If your rules require this statement to be given in the form of
sworn testimony, please advise and we will have some one come over
there and present the same.

POV

Yours very truly,
DANUBEYOIL COMPANY

S

By

RCU/1w Rip C. Underwood

encls, - 2
Air Mail

2
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BEFORE THE OIL CONSERVATION COMMISSION OF THE STATE OF NEW MEXICO

IN THE MATTER OF THE APPLICATION OF )
JAMES D, HANCOCK AND CO,, LTD., FOR 3

AN ORDER REQUIRING RATABLE TAKE OF

GAS IN THE WEST KUTZ-PICTURED CLIFFS g CASE NO 696
POOL, SAN JUAN COUNTY, NEW MEXICO, OR

FOR PRORATION OF GAS PRODUCTION IN )

SAYD POOL. )

STATEMENT OF THE DANUBE OIL COMPANY

It would appear that applicant James D, Hancock and Co., Ltd., the
owner of certain small wells and acreags in the Pictured Cliffs section of
the West Kuiz area of the San Juan Basin, entered into a contract with the

Southern Union Gas Co. to sell gas from such wells and acreags.

At the time such contract was made Seller, James D, Hancock and Co.,
Ltd., had the option of selling gas to either the El Paso Natural Gas Company
or the Southern Union Gas Company. Both companies were offering the :;ame price
and the choice seemed to be which company would take the most gas., Our com-
pany had exactly the same problem that James D. Hancock and Co., ILtd. apparent-
1y had.

In considering such choice we took cognizance of the fact that the
El Paso Natural Gas Company had developed an expanding market for gas, which
gseemed to be limited only by its ability to purchase and supply such gas; where+
as it was apparent (or should have been) that the market for gas sold to South-
ern Union Gas Company was limited to, more or less, local (New Mexico) con-
sumption, which, while it would no doubt be expected to continue to increase
modarately, must also be expected to ba reduced as additional gas was develop-
ed by them and their contractees from new and offset production.

It would appear that James D. Hancock and Co., Ltd. although, no
doubt, thinking‘ that by voluntarily choosing to sell to Southern Union they
were making the best deal, in the light of the real situation made an ill

advised choice in signing up to sell their gas to them.
In view of the high cost of such wells, both to drill and to maintain

and produce, the James D, Hancock and Co., Ltd. has our deepest sympathy when
it finds itself legally obligated to furnish reserves for the Southern Union
but only able to ssll proportionately with other producers similarily contract-
ed to Southern Union, which happens to be slightly less than they would be
selling if they were connected with El Paso's line.

Our wells have besen delivering gas approximately thfee years and we
estimate that oh the present basis of take it will require four more years
before they will be paid out. Anyone who takes the risk incident to drilling
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and producing such wells is certainly entitled to a reasonable pay out, if
they are successful, |

We fresly concede that the James D, Hancock and 'Co., ILtd. 18 in an
unfortunate position as regards a reasonable pay out of its wells and even a
fair return on its investment, but we cannot agree that their efforts to get
this Commission to cut our wells back and El Paso's take down, thus causing
them to require more unprofitable wells to bte drilled to meet a demand which
they have developed, is a solution to thelr problem,

Suppose that Southern Union or soms of their favorediconnections
developed gas in large quantities closer to their limited market and they
arbitrarily reduced their take of James D, Hancock and Co., Ltd. even more,
would they expect El Paso to abrogate its contract rights with us and our
investment to become worthless because they were unable to sell the same
amount of gas that we were asked to deliver.

While. we do not question The 0il Conservation Commission's power to
prorate the field, we do not believe that such power should be exercised
except to prevent waste anri to protect correlative rights. The protection
of correlative rights does not include protecting producers from bad deals
which they made with the same opportunities to make better deals that others
had.

Suppose, if you will, that the James D, Hancock and Co., Ltd.
decided that they were smarter than every other producer in the area a;nd that,
in their opinion, gas was worth more than any purchaser was willing to pay
and they arbitrarily refused to sell it to anyone except on their terms which
was 20¢ per thousand., Suppose they asked the Commission to shut down all
producers in the area because they did not choose to sell a&ny gas. We are sure
th‘e Comission would have no part of it.

Suppose they received 20¢ per thousand for their gas, and we received
10¢ for ours, would you entertain an application frém us to permit us to sell
twice as’much gas so that we would receive the same amount that they did, We
believe the Commission would have & hopsless job if it tried to use itfs
conservation powers to see that everyone got a fair deal economically. »

We submit that where there are two purchasers in a field with
diffe;cent markets and hence different needs and requirements it would be an
endless and impossible task to try to adjust financial ecjuitiAes,between them
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and it is certainly rot within the scope or contemplation of this Commission
to so attempt,

It is possible that the solution might be for El Paso to purchase
from Southern Union in that area so that all wells might share the same
market, but it is likely that Southern Union might prefer to keep that gas
in it's reserves or that El Pago might say that they have developed their
market for themselves and their own connections and refuse to share it with
anyone,

Wé submit that if the James D. Hancock and Co., Limited chooses to
limit it's sales of gas by making a contract with the wrong company and is
thus imposed upon, it is a matter between them and that company and offers no
Just excuse for them to project thelr disappointment on those whose foresight
in this case, at least, was better than theirs.

_ »We do not believe this Commission needs additional and repetitive
evidence that 160 acre spacing is the most equitable as a minimum for orderly
devélopment and production from the Pictured Cliffs formation. If such ev_idencJ
would be helpful to this Commission, we would be glad to submit the testimony

of our engineers because such evidence is of a technical nature.

Respectfully submitted,
DANUBE OJIL COMPANY

By:

Managing Partner
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011 and Gas Conservation Commission
State of New Mexico
Santa Fe, New Mexlco

: Re: Case No. 696

! Application of J. D. Hancock, Jr.
! , West Kutz Pictured Cliffs Pool
San Juan Basin, New Mexico

Case No. 729, Application of the
01l Conservation Commission

Gentlemen:

s AR e o

I hold various mineral and leasehold
interests in the San Juan Basin. I do not believe
that one Pictured Cliffs well would drain 320 acres :
and we would be very much opposed to any rule which §
changed the spacing pattern on Pictured Cliffs wells
from 160 acres %o 320 acres. If you would be kind
enough to record me as being in opposition to any
; such proposed change we would very much appreciate
'? the courtesy.

e b e AT

Sincerely,

JACK FROST c

JF/aa
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September 17, 1954

f 011 and Gas Conservation Commisgion
Re: Case No,

State of New Mexieco
Applicat e of J. D. Hancock, Jr.

Santa Fe, New Mexico
West Kutz Piclured Cliffs Pool-
San Juan Basin, New Mexico

i .
§ Case No. 729, Application of the
! 011l Conservation Commission

g Gentlemen: .

; It is my understanding that the Commis-

i _ sion is presently considering whether to change

? the spacing on Pictured Cliffs gas wells from 160
acres to 320 acres. I own several thousand acres
of royalties and leases in various parts of the
San Juan Basin and am heavily interested in the
West and East Kutz Flelds. I am very much against
any such change. I think it would be a breach of
good faith with the opérators. The 160 spacing
pattern has been relled upon by all of us and it
should not be changed. I respectfully urge and
request that any application for such a change be

denied,

Yours very truly,

e T SV L DRI FE P
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PRESIDENT

September 22, 195k

01l and Gas Conservation Commission
State of New Mexico
Santa Fe, New Mexico

Re: Case No. 696
Application of J. D. Hancock, Jr.
West Kutz Pictured Cliffs Pool
. San Juan Basin, New Mexico

Case No. 729, Application of the
0il Conservation Commission

Gentlemen:

Beaver Lodge 0il Corporation has a very substantial number of
mineral and leasehold interests in various parts of the San Juan
Basin., We are very interested in seeing that the present spacing
pattern is maintained and we would be opposed to any plan to
change the spacing on Pictured Cliffs wells from 160 acres to
320 acres. We do not believe from our experience in the Basin
that one Pictured Cliffs well would drain 320 acres, and we hope,
therefore, that the Commission will not promulgate any such pro-
posed rule setting the Pictured Cliffs.spacing at one well per

; 320 acres.

With best wishes, we are
Very truly yours,
BEAVER LODGE OIL CORPCRATION

Critchell Parsons, President /°*

CP:PS
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o1l and Gas Conservation Commission
gtate of New Mexlco
ganta Fe, New Mexico

Re: Case No. 696 ‘
Application of J. D. Hancock, Jr.
West Kutz Pictured cliffs Pool

gan Juan Basin, New Mexico

case No. 729, Application of the
oil Co ion Commission

nservat

e i RS R

Gentlemens:

It is my understanding that a movement is s
under way to try to get the spacing pattern on Plc- :
tured cliffs gas wells changed in tre San Juan Basin

from 160 acres to 320 acres. 1 am very interested

in seeing that the present gpacing pattern 418 main-

tained. 1 do not believe that a spacing unit of 320

acres for & pPictured cliffs well would be in the best

interest of conservation because 1 belleve that it

would result in @& waste of gas in that one Pictured

. ClAffs well would not drain 320 acres and large quan-

titles of gas would be 1eft under ground which would
never be pecovered by anyone. 1 am very much opposed

change in the 160 acre gpacing pattern
and I respectfully urge and reques?t that any applica-
tion for such a change be denied.

Vvery truly yours, 1
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M TURNER,WHITE,ATWOOD,MELANE AND FRANCIS
/"”’! O“‘!Cf: OL}Q.TTORNEVSANDcounsuonsm LAW

J.GLENN YU?NER 127%™ FLOOR MERCANTILE BANR BUILDING

W.D.WHITE 3§ FP o .

FEOX ATWOOD RS Ay £:48 DALLAS 1, TEXAS
ALFRED E.MSLANE -

EOWARD L.FRANCIS -

JAMES B.FRANCIS September 20, 195’4

JULIAN M.MEELR
TREVOR REES-JONES
HARRY 5. WELCH
THOS.R.#ARINETT IIX
H.L.HITCHINS, JR.

WILLIAM L. MSINERNEY
WILLIAM G.WEBB

LEWIS CHANDLER
SNOWDEN M. LEFTWICH,JR.
WILLIAM C.HERNDON,JR.

New Mexico 011 Conservatlion Commission
State Capitol Building
Santa Fe, New Mexlco

Re: Case No, 696, Application of J.D, Hancock,dr.,
West Kutz Plctured Cliffs Pool, San Juan Basin,

New Mexlco;

Case No., 729, Application of the 0il Conser-
vation Commission,

Gentlemen:

It is my understanding that the subJject cases involve
a proposal to increase the spacing on Pictured Cliffs wells from
160 acres to 320 acres, Being the owner of various royalty and
leasehold interests in the San Juan Basin, I am interested 1in
helping maintaln an orderly and equltable well-spacing pattern
to assure full recovery of reserves and an equitable distribution
of reserves among the various owners,

My best geological advice has been to the effect that -
one Pictured Cliffs well will not drain 320 acres, and such a
spacing would leave valuable reserves in the ground which would
never be recovered, Moreover, a change in the well-spacing
program would be unfalr to lessees who have spent large sums of
money in developing thelir leases in accordance with the well-spacing
pattern existing at that time,

For the above reasons I should 1like to have my opposition
to the proposed change of well-spacing placed of record.

Yours very truly,

AEM:bm
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9048 September 21, 195L.,

0il and Gas Conservation Commission
State of New Mexico
Santa Fe, New Mexico

Re: Case No. 696
Application of J. D. Hancock, Jr.
West Kutz Pictured Cliffs Pocl
San Juan Basin, New Mexico

Case No. 729, Application of the
0il Conssrvation Commission

Gentlemen:

The San Juan Drilling Company is engaged in the business of
drilling gas wells in the San Juan Basin and elsewhere; snd is also the
owner of very substantial mineral snd leasehold interests.

We are strongly opposed to any plan to change the spacing on
Pictured Cliffs wells from 160 acres to 320 acres.

In the first place, we do not believe that one Pictured Cliff
well will drain 320 acres, and we are sure that the overwhelming majority
of the operators in the Basin share our view.

Further, the 160 acre pattern has been the established one for a
long time, end operations in the Basin have been on the assumption that this
pattern would continue,

This company and others have mede substantial investments in
drilling equiptment suitable for drilling Pictured Cliff wells in enticipation
of a demand for drilling pred:.ca‘oed on drilling Pictured Cliff wells on

a 160 acre pattern.

A change in this pattern would, therefore, very drast.ically
interfere with owr drilling business, and endanger the value of investments

made in good faith.
Respec% submitted
SANJ1 1LLING

—C,. Reeson Neal
Secretary-Treasurexr

CBN:pp




September 21, 1954

011 ang Gas Conservation Commission
State of New Mexico
Santa Fe, New Mexico

. _ Re: cCase No. 696
Application of J, D, Hancock, Jp,
West Kutz Pilctureqd Cliffs Pool
San Juan Basin, New Mexico

Case No, 729, Application of the
1 Conservation Commission

Gentlemen:

T e e« ———a o
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September 21, 1954

New Mexico Oil and Gas Conservation Commission
Santa Fe, New Mexico

Re: Case No. 696
~ Application of J D Hancock, Jr.
West Kutz Pictured Cliffs Pool
San Juan County, New Mexico

R N R T R

Case No. 729, Application of the 0il
Conservation Commaission )

Gentlemen:

P i e i ks 115

! We are informed that a movement is under way attempting to get
the svacing pattern on Pictured Cliffs wells changed in the San Juan Basin
from 160 acres to 320 acres. We did not know that any such change had
been proposed and had we known of such proposal we would have actively
contested the same. We do not believe that such a spacing pattern would
be in the interest of conservation, and we believe that it would be very
bad from a conservation standpoint and from the standpoint of all Pictured
Cliffs operators,

Johnston Oil and Gas Company has substantial holdings in the San
Juan Basin, including some 22,500 acres in and around the Rincon Unit,
We have considerable Pictured Cliffs production which we have developed
in good faith under the belief that we would not be penalized on 160 acre
spacing. We think any attempt now to change the spacing pattern would be
very unfair to us and that we should not be penalized on allowables by _
having drilled wells in accordance with the regular spacing pattern. Fur-
thermore, we do not believe that a Pictured Cliffs well would drain 320 !
acres and we wish to be shown of record as being vigorously opposed to .
any such proposed change,

Very truly yours,

RAT:gw
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September 17, 1954

011 and QGas Consérvation Commission
State of New Mexico
Santa Fe, New Mexico

Re: Case No. 696
Application of J. D. Hancock, Jr.
West Kutz Pictured Cliffs Pool
San Juan Basin, New Mexico

Gentlemen:

Delhi 0il Corporation has been operating
extensively in the San Juan Basin for many years. It
has very large holdings of mineral and leasehold inter-
ests including Pictured Cliffs, Mesaverde and Dakota
wells. We understand that an application has been made
in the above cause to have the spacing on Pilctured
Cliffs wells changed from 160 acres to 320 acres. We
would be very much opposed to any such change. We do
not feel that such a chunge would be fair to the
operators who have developed their properties in good
faith 1n reliance upon the existing order and we do not
believe that such an order would be in the interest of
good conservation practice. We do not believe that one
Pictured Cliffs well will drain 320 acres and we would
greatly appreciate, therefore, if you would record us
as being opposed to any such change.

Yours very truly,

DELHI OIL CORPORATION

7T

Exectitive Vice President

Rt o 5 bt At gy
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September 17, 1954

New Mexico 011 and Gas
Conservation Commission
Santa Fe, New Mexico

Re: Case No. 696
Application of J. D. Hancock, Jr.
West Kutz Pictured Cliffs Pool
San Juan County, New Mexico

Gentlemen:

‘ Squire Production Company 18 the owner of
substantial mineral interests in the San Juan Basin,
being the owner of royalty as well as leasehold in-
terests. It 1s opposed from a conservation stand-
point to any change in the Pictured Cliffs spacing
pattern from 160 acres to 320 acres.

We do not bellieve that such a change would
be in the interest of the operators or of the State
of New Mexico and that great loss would result from
any such order. We want to be recorded as being
opposed to any such change.

Yours very truly,

//és //5{1

WGW:ed
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' : September 16, 1954

Mr. Willlam Macey

State Geologist

011 and Gas Conservation Commission
Santa Fe, New Mexico

; Re: Case No. 696
LA Application of J. D. Hancock, Jr.
' West Kutz Plctured Cliffs Pool
San Juan County, New Mexico

Dear Mr, Macey:

New Mexico Western Oil and Gas Company has extensive ;
holdings in the so-called Huerfano Unit in San Juan County, New ;
: Mexico. It has approximately 66% interest in oill and gas leases
& . covering some 43,000 acres of such unit and has a like interest
% in some 20 wells now sltuated thereon. We understand that it has
£ been proposed 1in the above cause to change the spacing pattern of
‘ 160 acres for Pictured Cliffs wells in the San Juan Basin in so
far as certailn acreage within the Huerfano Unit 1s concerned and
that it is proposed that the spacing pattern be set at 320 acres.
We are very much opposed to any such change. We are very sorry
that we did not know of this application in sufficient time to |
actively contest the same but would like, if it is not too late,
to express our views on the subject. We do not believe that a
spacing unit of 320 acres for a Pictured Cliffs well would be in
the best interest of conservation because we believe that it
would result in a useless and needless waste of gas in that one
Pictured Cliffs well would not drain 320 acres and 1t would re-
sult in the leaving of large quantities of gas under ground which
would never be recovered by anyone. Instead of being a conserva-
tion measure we think it would be the worst kind of waste., We
strongly recommend to the Commission that the present s pacing
pattern of 160 acres for Pictured Cliffs wells in the San Juan
Basin be retained and that any application to change such spacing ;
rule to 320 acres be denied, ’

NN e

. T YA o = N 8,12 g

' Thanking you for such consideration as thel Commission
’ may wish to give to our thoughts on this matter, we are

ours very truly,
W ICO WESTERN}OIL AND GAS COMPANY

o 'MW»—

JGT:ed ’ 7 President
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September 16, 1954

New Mexico 011 and Gas Conservation Commission

e

Santa Fe, New Mexico e

Re: (Case No. 696
Application of J. D, Hancock, Jr.
West Kutz Pictured Cliffs Pool
San Juan County, New Mexico
Case No. 729, Applicatlon of the
011 Conservation Commission

Gentlémen:

Three States Natural Gas Company has extensive lease-
hold interests covering several thousand acres of land in San
Juan and Rlo Arriba Counties, New Mexico. We own both Pictured
Cliffs and Mesaverde production and we have invested heavily in
the development of the San Juan Basin,

It has Just come to our attentlion that a move is
under way on the part of certaln operators to try to change the
160 acres spacing unit for a Pictured Cliffs well to 320 acres
for each Plctvred Cliffs well. We would be strongly opposed
to any such change and do not believe it would be falr to the
operators and to those of us who have drilled wells in good
faith on the 160 acre spacing pattern. Furthermore, our geolo-
gists tell us that they are confident that one Pictured Cliffs
well will not draln 320 acres and hence 1t would be greatly
against the best interest of the operators in general for any
such change to be made. We wish to record our strong opposition
to any change in the spacling pattern on Pictured Cliffs wells
from 160 acres to 320 acres.

With best wishes, we are
Yours very truly,

- THREE S?ﬁTES/gﬁTURAL,GAS COMPANY

L]

~President




September 16, 1954

New Mexico 01l and Gas Conservatlion Commission
Santa Fe, New Mexico

: Re: Case No. 696
" Application of J. D. Hancock, Jr.
j _ West Kutz Plctured Cliffs Pool
San Juan County, New Mexico

Gentlemen:

j It 1s my understanding that an attempt is being

: made in the above application, not on the part of the appli-

: cant J. D. Hancock, Jr., but perhaps on the part -of others,

; to try to get 320 acre spacing for Pictured Cliffs gas wells, ;
i As a substantial royalty and lease holder in San Juan County, i
’ New Mexico I wish to protest agalnst any change in the spac- :
ing pattern from 160 acres to 320 acres. I am confident

from years of experience in San Juan and Rio ‘Arriba Counties,

New Mexico in the gas business that one Pictured Cliffs well

willl not drain 320 acres and I think it would be a great mis-

take and a tremendous blow to the State of New Mexico and

the San Juan Basin operators for any such order to be entered.

Thanking you for such consideration as you may be
kind enough to give to my views on this subject, I am

Yours very truly,

aul B. glis
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HAROLD L. S5IMS

WILLIAM 8. HARDIE Ju1y 30’ 195)4

JOHN A GRAMBLING
R.H. FEUILLE

Mr. William B. Macey

New Mexico 0il Conservation Commission
Santa Fe, New Mexico

Re: Case No. 696

Dear Bill:

On behalf of E} Paso Natural Gas Company, we submit the
attached Written Argument and proposed Rules for West Kutz
Pictured Cliffs Field.

Yours very truly,

JONES , RDIE, GRAMBLING & HOWELL

By

BRH/s

att. '

‘¢-Mr. H., F. Steen .
¢-Mr. Norman Woodruff
c-Mr. J. N. Stricklin

A8t gy
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BEFORE THE NEW MEXICO OIL CONSERVATION commIsSTof-S < /1 a:54

J. D, HANCOCK'S APPLICATION FOR

PRORATION FOR WEST KUTZ PICTURED CASE NO, 696
CLIFFS FILED IN SAN JUAN COUNTY,

NEW MEXICO

EL PASO NATURAL GAS COMPANY'S WRITTEN ARGUMENT

The evidence adduced upon the trial of this case 13 singularly
free from conflict. All witnesses agree that a reasonable relation-
ship exlsts between the recoverable reserves of gas and the
deliverability of the well. The undisputed evidence is that no
fracﬁuring exists in this formation. The evidence supports the
conclusibn that the areas of higher permeability also contaln greater
volumes of recoverable gas. From all of these factors, 1t appears
that the Commission's problem of allocating to each well its falr
proportion of recoverable gas reserves can best be met by using as
a formula deliverabillity times the acreage.

This Company agalin wishes to reiterate 1ts position that
recov;rable reserves must be considered as the quantity of gas
whlch can be fecovered economically and marketed at the time gas
production from the entire podl is marketed. This pool has relatively
low reservolir préssures and many wells with low deliverability.

This Cémpany believes the low déliverability wells should be favored
and’submits a proposal for classifying and favoring marginal wells,
The low deliverability wells will be protected by classifying as a
marginal well any well’having an actual deliverability of one hundreqd

thousand cubic feet of gas per day or less., By adopting this-
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classification of marginal well, the owner of the marginal well is
given the opportunity ﬁo recover hls well costs and should have no
partlicular concern with which formula is used in allocating production
to non-marginal and non-limited wells. From the evidence before the
Commission, a formula based upon deliverablility will be the most
equitable,

This Company owns and operates no wells in the West Kutz Field
and has no filnancial interest in wells to be affected by the type
of formula adopted., However, the Company sincerely believes that
proration rules must be upon a pool-wide basls and that the Commission
should consider the average well in making pool rules, reserving fthe
right to correct inequities between abnormal wells through special
hearings. The Company further belleves that the practical operation
of the pool will result in granting alliowables in proportion to
deliverability regardless of the basls used for initial allocation.
If this be the end result, then the use of any other formula consti-
tutes an unnecessary detour and waste of all parties' time.

In general, E1 Paso Natural Gas Company agrees with the position
taken by Stanolind 01l and Gas Company and supports 320 acres as a
standard proration unit. The undisputed evidence adduced upon the
hearing indicates that one well will drain more than 160 acres and
that imposition of an arbitrary 160 acre proration unit would cause
waste by unnecessary drilling, The Company has prepared and attaches

suggested rules which take into consideration the practical problems

of operating this fleld.

Respectfully submitted,

Pk A2 07 R 4 W s 2 e
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EL PASO NATURAL GAS COMPANY

PROPOSED RULES AND REGULATIONS FOR
THE WEST KUTZ PICTURED CLIFFS GAS POOL
SAN JUAN COUNTY, NEW MEXICO

WELL SPACING AND ACREAGE REQUIREMENTS FOR DRILLING TRACTS,

RULE 1. Any well drilled a distance of one mile or more from the outer boundary of
the West Kutz Pictured Cliffs Gas Pool shall be classified as a wildeat well. Any well drilled
less than one mile from the outer boundary of the West Kutz Pictured Cliffs Gas Pool ghall be
spaced, drilled, operated and prorated in accordance with the Regulations in effect in the West

Kutz Pictured Cliffs Gas Pool.

RULE 2. Each well drilled or recompleted within the West Kutz Pictured Cliffs Gas
Pool shall be located on a tract consisting of not less than a quarter section of approximately
160 surface contiguous acres substantially in the form of a square which shall be a legal sub-
division (quarter section) of the U. S. Public Land Surveys.

RULE 3. Each well drilled within the West Kutz Pictured Cliffs Gas Pool shall not be
drilled cloger than 660 feet to any outer boundary line of such quarter section nor closer than
330 feet to a quarter-quarter section or subdivision inner boundary nor closer than 1320 feet to
a well drilling to or capable of producing from the same pool.

RULE 4. The Secretary of the Commission shall have authority to grant exception to
the requirements of Rules 2 and 3 where application has been filed in due form and such excep- -
tion is required because of conditions resulting from previously drilled wells in the area or, in
the case of Rule 3, the necessity of exception is based on topographic conditions.

Applicants shall furnish all operators of leases offsetting the lease containing subject
well a copy of the application to the Commission, and applicant shall include with his application
a list of names and addresses of all such operators, together with a written stipulation that all
such operators have been properly notified. The Secretary of the Commission shall wait at least
20 days before approving any such exception and shall approve such exception only in the absence
of objection of any offset operators. In the event an operator objects to the exception the Com~

- mission shall consider the matter only after proper notice and hearing.

RULE 5. The provision of Statewide Rule 104 Paragraph (k), shall not apply to the
West Kutz Pictured Cliffs Gas Pool.

GAS PRORATION

; RULE 6. The Commission after notice and hearing, shall consider the nominations of
gas purchasers from the West Kutz Pictured Cliffs Gas Pool and other relevant data and shall fix
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the allowable production in the West Kutz Pictured Cliffs Gas Pool, and shall allocate production
among the gas wells in the West Kutz Pictured Cliffs Gas Pool delivering to a gas transportation
facility upon a reasonable basis and recognizing correlative rights, and shall include in the prora-
tion of such pool any well which it finds is being unreasonably discriminated against through
denial of access to a gas transportation facility which is reasonably capable of handling the type
of gas produced by such well.

PRORATION UNITS

RULE 7. A. For the purpose of gas allocation in the West Kutz Pictured Cliffs Gas
Pool a standard proration unit shall consist of approximately 320 contiguous surface acres con-
sisting of the North, South, East or West half of a section and being a legal subdivision of the
U. 8. Public Land Surveys; provided, however, that a gas proration unit other than a legal half
section may be formed after notice and hearing by the Commission, or as outlined in paragraph B,
Any standard proration unit consisting of between 315 and 825 contiguous surtace acres shall be
congidered as containing 320 acres for the purpose of gas allocation.

B. The Secretary of the Commission shall have authority to grant an excep-~
tion to Rule 7 A without notice and hearing:

1. Where the unorthodox size or shape of the traet ig due to a variation
in legal subdivision of the U. 8. Public Land Surveys; or

2. Where application has been filed in due form and where the following
facts exist and the following provisions are complied with:

a. The acreage assigned the non-standard unit lies wholly within a
legal section.

b. The acreage assigned the non-standard unit is adjacent to or
contiguous with the acreage containing said well. :

c¢. The operator making application for such exception to Rule 7 A
includes with such application: :

(1) waivers from (a) all operators owning interests in the half
section in which any part of the non-standard gas proration unit is situated and which acreage is
not included in said non-standard gas proration unit; and (b) all operators owning interests in
acreage offgetting the non-standard proration unit; or

_ (2) a list of names and addresses of all operators outlined in
paragraph (1), together with a stipulation that proper notice has been given said operators at
the addresses given and no objection is received by the Commission from such operators within
20 days after the Commission receives such application.

d. The entire non-standard proration unit may reasonably be pre-
sumed to be productive of gas.
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¢.  The length or width of the non-standard gas proration unit does

L&

not exceed 5280 feet.

C. The Secretary of the Commission shall have authority to grant an exception
vo Rule 7 A after notice and hearing, when the operator is unable to comply with the provisions of

Rule 7 B.

GAS ALLOCATION

RULE 8. At least 30 days prior to the beginning of each gas proration period the Com-
mission shall hold a hearing after due notice has been given. The Commission shall cause to be
submitted by each gas purchaser its nominations of the amount of gas which each in good faith
actually desires to purchase within the ensuing proration period, by months, from the West Kutz

Pictured Cliffs Gas Pool.

When a purchaser of gas, after filing its nominations for the proration period shall find
that its requirements for gas have increased or decreased from the amount nominated for any
month during the proration period, such purchaser shall indicate its revised estimated require-
ments during such month by filing supplemental nominations with the Commission at least three
days prior to the regular hearing of the Commission for the month preceding such changed re-

quirements.

All nominations shall be filed on a for:- prescribed by the Corpmission.. 5. -, »
v ’. : .‘ y S Fowse Ao s

| 2p 5 The Ccmlw.‘-on,am;&xhaxg’-. -phbide hwerdig at dosss thiviy (30)

daye priov-ty esch gas proravlon porle %o- detomitng the rocaonueble mupket

demanll’ I'oe guf produned from the best gutz Pletured C140f0 Ges Pool and

ghall istuo a proratict saehadule for that prorstion peviod,

C Alese, tha Comnispilon shsll hold o publie heurdng botwoen the 15th and
20th dsys of aach wonth O detorming the ranpohable market demund for gas
produced from the Hest Kuts Plotured Cliffe Gus Pool for the ensulng ?w:'ai;mr;
sonth and shall $pgue & prorubion achedule for that poeld allogating tne
amcamt of gae whilsh each well may produce Guring vthe onsuing proraticn aonth,

The monthly proration scheduls shzll include a tubulation of allowable
and yroduction for tha cooond pregeding month, togathar with sn udjustaed
slilowable coimputation for the second preceding wonth, o214 udjunted zllowsble
shall be computed by compaving the total pool allowsble asaipned with tho
total pool production, In tho ovent the toial pool allowable assigned is
graator than the total pool gemueeiun. the allowable agpisnod the nonemargin:d
and noneiinited wells shall raducad preportionztelys snd In the evont such
21lowable aasignod 12 less than sueh production, then the sllowable ussigned
the nonemarginezl and none-linited wells shall be lnovreased proportionstely,

TThe Coumminsion shsll duclude 4w euch vrovation schedule aach well dn
pald pool delivering to a gaa t:ranmzortati@n facllity or lesme gatheving
system and ony well vhich 3% Livdds 18 bodng unreasonably dlsoriminated agoinst
H through denisl of ascess to g zan transportabtion fasdlity wnioh 18 rousonebly

cepable of handling the Sype o (igaﬁ produced by such woll, The totul &ilow-
ahle to be allocated to satid pool Lov euch propation poried =nd cuch month
shull Le equal to the gum of the purchacovs? nominutions with may adjusisxmt
which tho Commilsalon nmuy meke, The Cominsion first shall detormine mad
clueaify the wmarginel welle in 2014 poold, & verginsd well 4o ouy well wnose
poduelng copeolty nto exieting guo frangporit:tion Lfucilivies $a less thon
00 ®m.0.8 ner duy., & marginel weil shall ve peralttod to produce 31l 4ts
produeing Ocpacity Into existing trausportstlon facdilities shd while 41lzgsis
fied o8 o asrgingl well, ohnll zecrue nolther wdorpreduction Qo VOIrpPED=

duction,

Ay well shat the Commipsicn Clnds hos an sctuud predusing capacity 1086
then 166 evslprnd allowcble zloc shsll ba pormitted Lo produce 2ll 166 proe-
Gucdng capaclby futo gxleting teanspoctation facilitios, restricted only by
tho allowible puch well would bave boon uasisgnod under spplization of the
proration Tormuise Vhile cluopified 4{n thiz cutogory, the well shall aasrus
neither wwerproduction vor overpreduction. :

The sllocatien to 3ald pool oinzll be divided cnd sllovated smog the
- wells appearing on each proraticn achedule in the followlng matnngny

(i) the sum of the allowablog for 11 wmurglinnl wells @nd of wells found
by the Commisgdon to have sn antuxl pirodusiay capacity loss tian thy adsipned
allowable ohall be subtracted from the tutal poul 2llowuble, (@) = tentative
2110¢cation to the none-mivglingl wells shell bo mnde by dividing the romaining
pook sllowablo among the vemsining wolls in suld pool in the proposrtion that
tho product of exch well?s caleuluted delivorabilisy muitipiied by the
noreage witeibuteble to that woll Liears to the sus of sush progduet for =il
such remaining wells to be prorated, (3) whon the toutative allowable recaivad
by » well in {n oxcens of 1to mown producing ability, that well ahull be
clossificd as 2 linmited woll snd shall huve 1ts allowsble limited to itg
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42‘5"&?{‘&01“.1 1o getermine the reasonable market demand fof gas for the ensuing proration month,
igsue a proration schedule setting out the a;_méunt of gap which each well may produce

and shal
ng proration month. ﬁncluded in }hé monthly proyration schedule ghall be a tabula--

during the exn 5 » »
tion of allowable production for the second Preceding month, jtogether with an adjusted allowable

comp tatizn for,the s®egnd preceding mo th aigl{adjusted allowfible shal bfecqrcrzputed by compar-
ing th't" &brdy lowg%lef%?ﬂgned with-th g production, In the event ﬁe;aﬁowable assigned
is greater than fﬁ% 4 3tio 1 L

proportionately; arﬁl in the evegs Towable assigned is less than the;.prbduction, then the allow-~

able assigned the 31!&1_1 be increased proportionately.
™

~,,

The Commission shall include in the ’fhloration schedule the gas wells in the West Kutz
Pictured Cliffs Gas Pool delivering to a gas trans%a;gation facility, or lease gathering system, _
and shall include in the proration schedule of the West Kytz Pictured Cliffs Gas Pool any well which

it finds is being unreasonably discriminated against throu'gh\de\r{i:;of acceys to a gas transportation

i R

facility which is reasonably capable of handling the type of gas produced by such well. The total
allowable to be allocated to the pool each month shall be equal to t 8. gum of the nominations together
with any adjustment which the Commission deems advisable. The alldéaqgn to 2 pool shall be
divided and allocated among the wells appearing on the proration schedule {h.\t};e following manner:
(1) a tentative allocation shall be made by dividing the total pool allocation a.mo‘fig.ig‘gid wells in the
proportion that the product of each well's calculated deliverability multiplied by the*agreage com-
prising the standard proration unit or approved non-standard unit upon which the well ig*located
bears to the sum of such products for all the wells on the proration schedule; (2) when the té‘nt_g:tlve

- allowable.received by 2.well.is.in excess.of.ita known.praducing ability.the.well.shall be classified

produgtion, ,the allowable assigned the shall be reduced ..
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The calculated deliverability mentioned in the preceding paragraph shall be that deliver-
ability as determined by a test taken in accordance with the provisions of Order No. R-333 or
Order No. R-333A of the New Mexico Oil Conservation Commission or any amendments thereof.
At the time of institution of proration, a connected well having no deliverability tests shall have
its deliverability estimated as thirteen per cent (13%) of its three hour initial potential pending
completion of its deliverability test. A temporary allowable shall be assigned such well using the
estimated deliverability in the allocation formula until the deliverability test is taken, at which
time those previous allowables granted the well by use of the estimated deliverability shall be re-
vised by use of the actual calculated deliverability. In like manner the estimated deliverability
for a well that is connected during the period between the end of one annual deliverability test and
the beginning of the next annual deliverability test shall be determined and used for proration
purposes pending the completion of the deliverability test for such a well. After the well is con-
nected, the operator may elect to test the well in accordance with the procedure prescribed in
Order No. R-333 or in Order No. R-333A for the annual deliverability test or to postpone such
test until the next annual deliverability test period.

BALANCING OF PRODUCTION

RULE 10. Underproduction: The dates 7:00 A. M., Marchl, and7:00 A. M., September 1,
shall be known as balancing dates and the periods of time bounded by these dates shall be known
as gas proration periods. The amount of current gas allowable remaining unproduced at the end
of each proration period ghall be carried forward to and may be produced during the first suc-
ceeding proration period in addition to the normal gas allowable for such succeeding period. That
portion of such cumulative underproduction carried forward into the first succeeding proration
period, which is not made up during said period shall be deducted from the total underproduction
at the end of the period, resulting in only that volume of underproduction accrued during said
period being carried forward as cumulative underproduction into the next succeeding proration

period,

K it appears that such continued underproduction has resulted from inability of the well
to produce its allowable, it may be classified as a marginal well and its allowable reduced to the
well's ability to produce. All underproduction accumulated to a well classified as marginal shall
be added to the allocation for non-marginal wells and distributed thereto. While classified as &
marginal well, the well shall accrue neither underproduction nor overproduction and its actual
production shall be restricted only by the allowable it would have been assigned if it had been a

non-marginal well.

RULE 11. Overproduction: An operator will be allowed to overproduce a well during
a proration period and to accumulate and carry over such overproduction into the first succeeding
proration period in an amount not in excess of the total allowable assignable to the well based on
nominations for the first succeeding proration period. Should the allowable so calculated be less
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The calculated deliverability mentioned in the preceding paragraph shall be that deliver-
ability as determined by a test taken in accordance with the provisions of Order No. R-333 or
Order No. R-333A of the New Mexico Oil Conservation Commission or any amendments thereof.
At the time of institution of proration, a connected well having no deliverability tests shall have
its deliverability estimated as thirteen per cent (13%) of its three hour initial potential pending
completion of its deliverability test. A temporary allowable shall be agsigned such well using the
estimated deliverability in the allocation formula until the deliverability test is taken, at which
time those previous allowables granted the well by use of the estimated deliverability shall be re-
viged by use of the actual calculated deliverability. In like manner the estimated deliverability
for a well that is connected during the period between the end of one annual deliverability test and
the beginning of the next annual deliverability test shall be determined and used for proration
purposes pending the completion of the deliverability test for such a well. After the well is con-
nected, the operator may elect to test the well in accordance with the procedure prescribed in
Order No. R-333 or in Order No. R-333A for the annual deliverability test or to postpone such
test until the next annual deliverability test period.

BALANCING OF PRODUCTION

RULE 10. Underproduction: The dates 7:00 A. M., Marchl, and7:00 A, M., September 1,
shall be known as balancing dates and the periods of time bounded by these dates shall be known
ag gas proration periods. The amount of current gas allowable remaining unproduced at the end
of each proration period shall be carried forward to and may be prcduced during the first suc-
ceeding proration period in addition to the normal gas allowable for such succeeding period, That
portion of such cumulative underproduction carried forward into the first succeeding proration
period, which is not made up during said period shall be deducted from the total underproduction
at the end of the period, resulting in only that volume of underproduction accrued during said
period being carried forward as cumulative underproduction into the next succeeding proration

period. !

If it appears that such continued underproduction has resulted from inability of the well
to produce its allowable, it may be clasgsified as a marginal well and its allowable reduced to the
well's ability to produce. All underproduction accumulated to a well classified as marginal shall
be added to the allocation for non-marginal wells and distributed thereto. While classified as a
marginal well, the well shall acerue neither underproduction nor overproduction and its actual
production shall be restricted only by the allowable it would have been agsigned if it had been a
non-marginal well.

RULE 11. Overproduction: An operator will be allowed to overproduce a well during
a proration period and to accumulate and carry over such overproduction into the first succeeding
proration period in an amount not in excess of the total allowable assignable to the well based on
nominations for the first succeeding proration period. Should the allowable so calculated be less

—————
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than the accumulated overproduction at the beginning of the first succeeding proration period, the
well must be shut-in until the overproduction has been reduced to such allowable, Should the well's
cumulative status not be brought in balance during the firat succeeding proration period, that over-
production accumulated at the end of the first succeeding proration period must be brought in balance
during the second succeeding proration period or the well must be shut~in at the end of the second
succeeding proration period until its cumulative status is in balance.

The Commigsion may allow overprdduction to be made up at a lesser rate than would be
the case if the well were completely shut-in upon a showing at public hearing after due notice that
complete shut-in of the well would result in material damage to the well,

’ | GRANTING OF ALLOWABLES

RULE 12. No gas well shall be given an allowable until Form C-104 and Form C-110
have been filed together with a plat showing acreage attributed to said well and the locations of
all wklls on the lease.

RULE 13, Allowables to newly completed gas wells shall commence on the date of con-
nection to a gas transportation facility, as determined from an affidavit furnished to the Commission
(Box 697, Aztec, New Mexico) by the purchaser, or the date of filing of Form C-104 and ¥Form C-
110 and the plat described above, whichever date is the later.

REPORTING OF PRODUCTION

RULE 14. The monthly gas production from each gas proration unit shall be metered
separately and the gas production therefrom shall be reported to the Commission by thé operator
g0 as to reach the Commission cn or before the twentieth day of the month next succeeding the
month in which the gas was produced.. The operator shall show on such report what disposition
has been made of the gas produced. The full production of gas from each well shall be charged
against the well's allowable regardless of what disposition has been made of the gas; provided,
however, that gas used on the lease for consumption in lease houses, heaters, treaters, com-
bustion engines and other similar lease equipment and that gas vented in testing or as required
to maintain production shall not be charged against the well's allowable.

Copies of Form C-115, Monthly Production Report, submitted in compliance with Rule
14, shall be distributed by the operator as follows: Original to Oil Conservation Commission,
Box 871, Santa Fe; two copies to Oil Congervation Commission, Box 6987, Aztec, New Mexico.

[
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MA.’N OFs SOUTHERN UNION GAs GOMPANY
FIIC[: Opc BURT BUILDING
o ¥ Da11as 1, TEXAS
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il: 45 July 26, 195k

llew ¥exico 0il Conservation Conmission
Santa Fe, New HMexico

Re: Case No. 696

Gentlemen:

At the hearing held July 14, 195h in the above matter, Stanolind Oil and
Gas Company and Benson & MNontin submitted for the Commission's consideration
a set of proposed special rules for the West Kutz-Pictured Cliffs Gas Pocl.
Southern Union Gas Company is generally in accord with the recommendations
embedied in such proposed rules, subject, however, o the following qualifi-
cations: :

(1) We recommend that proposed Rule 1-C be modified so as 3
to permit the use of either the waiver or the notice procedure,
at the operator's option, in support of applications for approval
without notice and hearing of non-standard proration units. {See
in this connection the second paragrapn of Rule L proposed by
Delni 0il Corporation in Case No. 330-A.)

(2) we recommend that proposed Rules 2 and 3 be modified
so as to require the filing of Supplemental Nominations only when
they will effect a change in a pipe line company's Nominations as
originally Tiled. ‘

(3) We recommend that proposed Rule 3 be modified so as to
make clear that when two wells are producing {rom the same 320
acre proration unit, 160 acres is to be assigned to each well for
purposes of the allocation formula set forth in the rule.

{4) We recommend that proposed Rule it be modified so as to
eliminate the possible implication of its present language that a
well may not be classified as a "marginal" well until after it has
remained in a state of under production for two full 6-months bal-
ancing periods.

At the hearing referred to above, two allcocation Fformulas were suggested,
the one based 100% on deliverability times acreage, the other vased 75% on ,
deliverability times acreage and 25% on acreage alone. As between the two '
suggested formulas, we believe the latter tc be the more avpropriate. ‘

The testimony at the hearing indicated thatf there was a considerable
degree of relationship between deliverability and economically recoverable
reserves. Such testimony, however, also indicated that the relationship be-
tween deliverability and recoverable reserves was by no means identical in
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all instances. Accordingly, in our ooinion, the alloeation formula for this
pool should give at least some weight to acreage as an cqualizing factor,
Clearly, insulficient information is available regarding the ool to pernit
anyone to state wnat the acreage component should be with mathematical cer-
tainty. A 25% acreage factor, however, seems to us fairly reasonable in
this instance in the light of present knowledge.

One further group of problems also seem worthy of mention, namely, those . -
arising from the fact that a vortion of the pocl has heen developed on a 150-
acre svacing pattern and the remainder on 320-acre spacing. We strongly urge
that no order be adopted by the Commission which would have the effect, either
directly or indirectly, of requiring operatcrs who have develope¢ their prop-
erties on a 320-acre spacing pattern to shift over now tc a 160-acre pattern
in order io protect their economic interests.

Farirn T

_ Southern Union Gas Company is not a producer of gas from this pool, so0
that, unlike some of the operators, we are not faced with the possibility of ;
having to drill wells to orotect our position under proration which otherwise i
would not represent a vworthwhile investment and are not necessary for the effi-
cient recovery of underlying reserves. Our Company, however, is interested in
the pool as a taker and gatherer of gas for public utility purposes. We thus
are keenly aware of the fact that every gathering line which we are reguired
to lay to a well, noi truly necessary for the efficient recovery of the reserves ‘
ir the pool, represents an unnecessary investment, the cost of which must ulti- :
mately be borne by our New Mexico utility customers. Surely some solution to
the problem can be available which will not call for the making of such unneces-
sary investments both in well and gathering facilities. '
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Respectifully submitted, ;

SOUTHERN UNION GAS COMPANY

A. S. G¥enier, Attorney
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STANHMI}IB Q11 AND GAS COMPANY

Q.C&D GAS BUILDING

ES4om - - QRT WORTH, TEXAS
JAMmEs K. SMITH et i: 46
DIVISION ATTORNEY July 27’ 195l+

0il Conservation Comnission of the State of New HMexico
Santa Fe, New Mexico

Attention: Mr. W. B. Macey, Secrétamr
Gentlemen:

Pursuant to the suggestion of the Commission at the hearing of : \
Case No. 696 held on the 1l4th day of July, 1954, we are submitting a written
statement with reference to the proration of gas and the allocation formula
to be used in the West Kubtz-Pictured Cliffs pool.

This case is before the Commission on the application of J. D.
Hancock for an order reqguiring ratable take of gas or proration of gas produc-
tion from this pool. - At the first hearing of this application in May, 1954,
the applicant introduced evidence purporting to show that waste was occur-
ring in the West Kutz-Pictured Cliffs pool and that gas was not being taken
ratably from the field. No evidence was placed in the record at that time
by the applicant or any otlier interested party relating to a method or manner
of proration, the evidence being directed solely to the necessity for regu~
lating ratable takes or for proration of gas. The case was then continued
) until the h:aring which was held on July 14, 1954.

i Vthen - ohe case came on to be heard on the latter date , Stanolind

i 0il and Gas Company and Benson and Montin (Stanollnd/B-M), who together are
substantial operators in this field, collaborated in the presentation of

; evidence as to the method or system of proration to be established in the

i field.  Before reviewing this evidence, it should be pointed out that no
evidence other than corroboration of the evidence presented by Stanolind/B-M
was introduced at the hearing on July 14, 1954, by any party to show that
a sgystem other than the one which these parties were recommending should be -
adopted.

B e b

The only evidence and testimony related to the size of proration
units presented in this case was that of Stanolind/B-M. This evidence showed
that one well will efficiently and economlcally drain an area of 320 acres.
This evidence also showed that the drllllng of one well on an area of 320 acres
would prevent the drilling of unnecessary wells, and in fact, that waste would
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occur by the drilling of an additional well on an area of 320 acres or one
well to each 160 acres.

If the Commission should adopt a proration unit of less than 320
acres, viz. a unit of 160 acres, then the operators in this field whose
acreage 1is presently developed on the basis of one well to 320 acres would
have to drill approximately 83 additional wells to bring their acreage develop-
ment of the field to a uniform density of one well to each 160 acres. This
would be necessary in order to protect their correlative rights. The drill-
ing costs of these additional wells would be a sum of at least $1,600,000,00
which investment would in no way increase the ultimate recovery of gas avail-
able for legal use. Hence, the drilling of these additional wells is unneces-
sary and would result in an economic loss.

It is submitted that the evidence adduced places before this
Commission those considerations which the Commission is to take into account
in establishing a proration unit according to Section 13(b) of the Conservation
Act, as amended.

In the cross-examination of Stanolind/B-Mts witness, Mr. A. L. Greer,

the applicant, J. D: Hancock, Ltd., and Frontier Oil Company attempted to

show that there exists in this field vaciiviuns in reservoir characteristics
which would require proration units of 160 acres. In response to these in-
quiries, however, it was pointed out that any such existing variations are
compensated for in the allocation formula recommended by Stanolind/B-M. Ac-
cordingly Stanolind/B-M seriously urge that the basic size of the proration
unit in the West Kutz-Pictured Cliffs pool be established at 320 acres.

The Commission's atbtention is directed to Order R-172 entered in
Case No. 377, effective July 24, 1§52, with particular reference to Finding #3
"That apparently one gas well to the Pictured Cliffs formation of the above
lands will efficiently, effectively and economically drain an area of 320 acres,
e, At that tjme the Commission thought that sufficient evidence had been
adduced to justiry the establishment of a 320-acre spacing unit. Subsequently,
this temporary order was rescinded because of the fact that earlier drilling
had established a pattern of 160 acres for spacing units. There has been no
testimony offered or evidence presented, either subsequent to the date of
entry of Order R-172 or at the hearing recently concluded, which in any way
challenges the fact that one well will efficiently and economically drain 320
acres, with respect to the West Kutz-Pictured Cliffs gas pool. There is a
distinction between a spacing unit and a proration unit. Although it is not
reasonable to establish two different spacing patterns in the same pool, it
is not inconsistent to establish proration units permitting inclusion of more
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than one well. As indicated hereinafter, entry of the Order recommended
by Stanolind/B-M is entirely consistent and consonant with the orders
heretofore entered by the Commission establishing 160 acres as the basic
spacing pattern in the test Kutz-~Pictured Cliffs pool.

Although existing spacing rules for this field provide for 160-acre
spacing, the adoption of 320-acre proration units is in no vay an attempt
to change this spacing pattern. .The rules which are recommended by Stanolind/B-H
afford flexibility by giving an operator an option of drilling one or two
wells to a standard 320-acre proration unit. Additional provisions are made
for the formation of non-ctandard proration units.

_ The proration sysiem which Stanolind/B-} recommend affords the
Commission an opportunity to consider the factors enumerated in Article 12(c)
of the Conservation Act, as amended, and relates these factors to the recover-
able reserves as suggested by Article 13(a) of such Act. The testimony and
evidence presented by Stanolind/B-M show that a definite relationship exists
between the ability of a well to produce and the recoverable reserves attrib-
utable to that well., Accordingly, the allocation formula which these companies
recomend gives proper weight to the current ability of a well to produce, as
reflected by periodic deliverability tests, and includes an acreage factor,
both of which, in conjunction with the proper proration unit, will permit
equitable distribution of the market demand for gas among the proratable wells
in the proportions contemplated by the Conservation Act. Recognizing the
fact that because of the variations in reservoir characteristics, the re-
lationship between deliverability and reserves is not an absolutely direct
one, the additive featvre of the formula which these companies recommend is
designed to compensate for this fact.,

The allocation fo = “of 75% deliverability times acreage plus 25%

acreage as recommended By {i._ ... 'ai/B-M in conjunction with a minimum allow-
able of 100 MCF per day will . :. (¢ in a proper equitable distribution of
market demand and will asswi’ _ _ perator of a reasonable pay-out in gas wells
completed in areas of relativih' 'y reserves wherein deliverability is corres-
pondingly low. Other pertinen: . % relating to the general administration

of proration are recomended by . -9lind/B~M and a copy of these rules, in-
cluding the recommendations hereind’ ve discussed, have been introduced into
evidence and are a part of thc recor. f this case.

The attention of the Commission should be directed to the question
raised at the hearing of allowing an cperator with two existing wells on a
standard proration unit of 320 acres, one of which wells is of high-deliverability
and the other of which has a low deliverability, to shut-in the well having a
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low deliverability and produce only from the well having a high-deliverability,
the 320 acres being then assigned to the well of high-deliverability for
allocation purposes. This would allow such operator to increase the allow-
able assigned to such proration unit by shubtting-in the well with low deliver-

- ability. It appears to Stanolind/B-M that the inauguration of such a prac-

tice is inequitable, discriminatory and violates all of the principals and
concepts of proper proration practice.

In this connection, it was implied, if not asserted, that an opera-
tor having one well with a high-deiiverability on a 320-acre proration unit
would have an unfair advantage. It should be recognized that the areas
developed on a basis of 320 acres have thus far been developed in an orderly
manner on a uniform pattern and, although there are known to be variations
in reservoir characteristics, no attempt has been made to predict the relative
deliverability of the two 160-acre tracts comprising a 320-acre unit. It is
logical to conclude, therefore, that the deliverability of the undrilled
portions of these units could be appreciably higher than the developed por-
tion, or on the other hand, it might be lower. It is readily apparent, there-
fore, that 320-acre development has been without regard to the risgks involved
in the potential deliverabilities of the various portions of the 320-acre unit,
and an operator developing his properties in this manner could not knowingly
have any physical advantage. 1t goes without saying, that the only manner
in which it could be determined which portion of such 320-acre unit has higher
deliverability would be to drill the additional unnecessary wells for the sole
purpose of making this determination.

If it should be decided by the Commission that an operator should
be allowed.to plug and abandon a well capable of producing gas in paying
quantities with the result that the proration unit will receive an increased
allowable as outlined above, it is our recommendation that the Commission re-
quire that the operator of the unit show cause why the unit should be entitled
to the increased differential in allowable,

In conclusion, it is our recommendation that the Commission adopt
320-acre spacing unit, an allocation formula of 75% deliverability times acreage
plus 25% acreage, with a minimum allowable of 100 MCF per day and all other
rules recommended by Stanolind 0il and Gas Company and Benson and Montin.

Respectfully submjtted,

[
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The attached Statement of The Frontier Refining Company
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‘OF THE STATE OF NEW MEXTeHY -

IN THE MATTER OF THE APPLICATION OF )

JAMES D, HANCOCK AND CO,, LTD., FOR

AN ORDER REQUIRING RATABLE TAKE OF »

GAS IN THE WEST KUTZ-PICTURED CLIFFS CASE NO, 696
POOL, SAN JUAN COUNTY, NEW MEXICO, OR )

FOR PRORATION OF GAS PRODUCTION IN

SAID POOL.

STATEMENT OF THE FRONTIER REFINING COMPANY

This case came on for hearing at 9:00 o'clock A.M. on
July 14, 1954, at Santa Fe, New Mexlco, before the 0il Conser-
vation Commisslon of New Mexico as an adjourned hearing from
prior hearings on the original Application.

» Testimoﬁy in the case was limited to the testimony of
Fred Krumm'in behalf of the Applicant at the first hearing, the
testimony of witnesses Greer and Hildts 1n behalf of Stanolind
0il and Gas Company and Benson and Montin, and of witness
Woodruff for El1 Paso Natural Gas Company at the hearing of
July 14, 1954,

' This 1s the statement of The Frontier Refining Company,
~ permitted to be filed in lieu of a closing statement at the

hearing.

IS PRORATION REQUIRED OR PERMITTED?

The primary function of the Commission is to prevent
waste as that term is defined in the New Mexico Conservation
Statute. In aid of that function, the Commission has the
power 'to'limit and prorate production of crude petroleum oil
or natural gas, or both, as in this Act provided." The
Commission has a secondary duty “to protect correlative rights, ?
as 1n this Act provided;" a later provision of the Act limiting :
th;s duty to times when 1t is practicable to honor it.
The establishment of proration should not take place
unless there is comp@lling evidence that proration will aid in

the preveﬁtion of waste or, if practicable, it would protect

correlative rights of parties against which they cannot or have




not protected themselves. It is undeniable that the establish-

ment of proration will create substantial administrative burdens
for the Commission, for every operator in the pool and for the
gas purchasers, all of which extra burdens are not required‘in
the absence of proration.

It is the contention of The Frontier Refining Company
that none of the evidence adduced in this case supports the
theory that proration of the West Kutz Pool would prevent any
waste whatsoever or conversely lead to the recovery of more gas
from the pool than would be recovered under the present System

of operation. 1In fact, testimony has been introduced showing

that proration on 320 acre proration units would result in the

recovery of less gas than would be recovered under the existing

160 =2ere spacing rule. Sa

In the absence of a finding that the present system of
operationvieads to waste, the Commission should not, and indeed
may not nave the power, to compel proration. If the Commission,

in the absence of waste, nonetheless has the pbwer to establish

proration to protect correlative rights, consideration should
be given to thexfollowing questions:

b(a) If the denial of correlative rights is based
solely upoh the fact that applicant, Hancock, is pro-
ducing its wells into a gas transportétion facility -
diffefent:from all other operators in the field, is
not Hancoék responsible for its position because it
contracted away its "opportunity to produce its just
and equitable share of the * * * gas * * * in the pool?”

(b) 1Is the Commission required to protect the )
correlative rights of a party who has contracted him-
self into an unfortunate position when no other
operator in the field is responsible for the unfortu-~
nate situation?

(e)- Even if the Commission has the power to restore
the correlative rights of a barty which he himself has
contraétéd away, where in the Conservation Act is the
power given to the CgmmisSion to repéiﬁ thé\unfortunate

situationvﬁancock complains of?
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It is apparent that the Conservation Act is primarily
a waste prevention statute and that the extent of the protection
of correlative rights contemplated is limited to giving each
operator the "opportunity” to produce his share of the gas.
Hancock, who originally had the same opportunity as other pro-
ducers in the field, has simply contracted away its opportunity
and should look for remedy to its gas purchaser instead of
asking that the other producers in the fileld be compelled to
share its mlsfortune by indirectly reqﬁiring a ratable taking
of gas from the field by the two purchasers. In this regard,
we find no provision in the Conservation Act which would permit
the Commisslon to require the ratable taking of gas from a pdol
as between two purchasers and we suspect that the purchasers
themselves would vigorously contest the exercise of such power.
In what fashion then can the Commission protect the correlative
rights of Hanéock even i1f it is entitled to 1t? The Commission
cannot compel Southern Union to take more gas ffom Hancock and
it cannot compel Southern Union to transfer a fraction of 1its
right to take gas from Hancock's properties to El Paso. It is
contended thatkHancock's relief from 1ts unfortunate position
can only come through a volunfary ratable taking of gas by the
respective purchasers in the field. Since it ié voluntary, why

must the cumbersome mechanism of proration be established when

any improvement in Hancock's position must, in either event,

arise out of voluntéry action betweéﬁ the gas purchasers in the
fleld?
| It is contended that the foregoing argumeﬁt is materi-
ally strengthened by a reading of Section 69-213 (c) of the
Conservation Act whefe,’proration having been established and
allocation found necessary, the Coﬁmission is restricted to
allocating the allowable production among those gas wells in

the pool delivering to a gas transportation facility. It is

contended that the Act does not contemplate, and that it is

beyond the powers of the Commission to allocate the allowable

-production among the gas wells in a pool delivering to separate

gas transportation facilities. It seems guite clear that the

Act, in simpler language, says:

~3-
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If a party, after considering his best interests,
belleves that hils correlative rights' opportunities will
be best served by selling his gas to this pufchaser or
that, the State of New Mexico will not attempt to pass
Judgment on his choice of purchasers or to grant him
relief if he makes a wrong choice, As to all parties
in the pool, however, who make the same cholce and sell
to the same purchaser, we will require ratable taking
and a just and equitable allocation of that purchaser's
take.

To give any other enforceable construction to Section 69-213 (c)
is to read into 1%t the power>of the Commission to require the
ratable taking of gas from a pool by the various purchasers 1in

the pool.

IF PRORATION IS DEEMED NECESSARY
IT MUST BE UPON A FAIR AND EQUITABLE BASIS.

) If the Commisslon determines that proration of the Weét
Kutz Pleld is permitted and necessary, then it must establish
proration units and establish a formula for allocation of pro-
duction upon a fair and equitable basis with full recognition of
correlative rights. In so doing, the Conservation Act and con-
siderations of reasonableness and equity require the consideration
éf the following matters:

Acreage
The determination of the ascreage allotted to the pro-

ration unit is easily the most important item to be considered by ‘ﬂ
the Commission, since it is such a strong factor in most common
types of formulae for allocating production. Under Section 69~
2134 (b) of the Act, "The Commission may establish a proration
unit for each pool,'sﬁéh being the area that can be efficlently -

prior hearings this Commission has made the same determination

for well spacling purposes and has ruled that the fleld be
develope&”én the basis of 160 acre drilling tracts. An interim

order permitting the drilling on 320 acre spacing’units was

rescinded for the failure of the proponents thereof'to establish

e
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the Justification therefor. It 1s our understanding that the
evidence submitted at the hearing of July 14, 1954, is sub-
stantially the same as evidence previously submitted in support
of 320 acre spacing units. It, therefore, seems apparent that
having failed to demonstrate the need for 320 acre spacing units,
the proponents of the 320 acre proration units have the burden
of proof in support thereof and must show by a preponderance of
the evidence that 320 acre proration units are required for the
preventlon of waste, the protection of correlative rights and
the prevention of reduced recovery which might result from the
drilling of too few wells.

It is contended that the proponents of 320 acre pro-
ration units Vhave completely failed to carry thelr burden of proof and

indeed have admitted that appreciably less gas will be produced under

320 acre proration units than would be produced under 160 acre pro-

ration units.

They have also clearly shown that on account of the
wide variations 1in permeability in the pool and the wide
variations in the deliverability of the various gas wells that
to secure the recoverable gas from the pcool under 320 acre
pforation units it will be necessary to produce gas from some
wells which has been drained from beneath adjoining lands owned
by other parties'. Is this the protection of correlative rights
on which their arguxhent is based in the absence of a showing of
waste?

' The proponents of 320 acre proration units have con-

tended that the establishment of 160 acre proration units will

- cause the drilling of a large number of unnecessary wells.

This argument seems to be a rebuttal of thelr own testimony as
to drainage patterns since thé areas now developed on 320 acre
spacing are amply pmtected from inequitable drainage by the
"buffer zone" wells offsetting the area development on 160 acre
épacing. More particularly, their own testimony indicates that
there 1s no reason for them to drill any additional wells except
such as are economically necessary to pgrmit them t;,o recov’ér

the maximum amount bf gas from their proper"cies.

-‘5 -
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Investment and Payout Period

Although not specifically covered by the Conservation
Act, 1t seems only falr and equifable that each operator be per-
mitted a return of his investment in drilling and operating costs
within a reasonable payout period, if the same can be accomplished
without incurring waste. There has been a showing that the
drilling or production of wells on 160 acre spacing or proration
units will give the greatest recovery of gas from the field.
Therefore, 1t seems mandatory that 160 acre proration units be
established to avoid inequitable and unjust treatment of parties
who have previously developed their acreage on 160 acre spacing
units, particularly where the wide variation in permeability
shown to exlist in the pool can lead and has led to honest
differences in business judgment as to the spacing to be followed.
There can be no éerious argument against the proposition that to
give the same payout period, wells in areas of lower permeability
must be drilled on closer spacing. It seems amply clear from
the evidence, that to permit the depletion of the entire reser-
voir at a rate whiéh’will give each operator a return of his

investment within a reasonable time, the acreage must be drilled
)

| on 160 acre locations with the exception of those areas of

higher permeability where 320 acre spacing units might prove
economical. These areas should, however, be regarded as excep-
tions to the fundamental pattern of the whole field and drilling
thereon should be left to the determination of the individual
operators.
Reserves

To meet the requirements of the Conservétion Act with
respect to correlative rights, it would appear that a serious
study of the recoverable reserves underlying each operator's
lands must be made, and then an allocation worked out which will
permit him to recover those reserves. The proponents of the

320 proration units have attempted to minimize this problem by

3taking the position that the reserves under any parcel bear a

rather direct relation to the deliverability of a well on the




parcel. Deliverabillities may provide an_adequate index for
determining the day to day pfoductivity of the various wells in
a pool, but it has not been established that deliverabllity is
any index to the proportion of the recoverable reserves in the
pool underlying the parcel on which a well 1cs drilled. It has
been argued that deliverabilities and permeabilities bear some
proximately direct relationship to each other. It has not been
shown, however, that bermeability itself 1is any measure of the
reserves in place in a pool, nor can it be argued that in pools
with low permeability the reserve in place is less than that of
an otherwise similar pool with high permeabiiity. When
"recoverable' reserves are considered, then permeability becomes
a factor because the elements of time and econcmics are brovght
into consideration. A clear analysis of these factors leads
one.direct1y>to the conclusion thgt, to produce recoverable
reserves,‘it may take a party in an area of low permeability a
longer time and greater expense than hls more fortunate neighbor,
but this is far different from saying that permeability or
deliverabillty is a direct measure of recoverable reserves.

The proponents of 320 acre proration units have cre;ted
quite a smoke screen by their reserve argument but in its essence,
their argument is that each operator is entitled to only that
proportion of the reserves in a pool which are produceable by

him under proration on the time schedulebthey'have established

for depleting the pool, and in considering only their economic

position. This premise begs the question presented to this
Commission which is: In what manner can we establish proration
so that each operator will be permitted to produce that propor-
tion of the recoverable reserve in the pool which underlies his
iand? In answer, it seems clear that correlative rights can
only be~protected by proration units based upon the existing
160 acre spacing units and an allocation of production based

on a more realistic appraisal of recovérable reserves.,

Permeabilities

It is probably true that the average permeability of a

pool is & factor which must be given full weight in any estimate
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of the recoverable reserve from the whole pool. 1In practice,

however, the result of normal production practices must be that

a larger share of the recoverable reserve will be produced from
wells with high permeabilities or deliverabilities and a smaller
share of the recoverable reserve will be produced from wells with
low permeabllities or deliverabilities. Although this situvation
may at times be unfair, in the absence of proration it 1is
accepted and tolerated as one of the "rules of the game”. It

is another thing, howevef, td worsen such a situation by a
proration formula which on its face is a denial of correlative
rights, particularly where it is the duty of and within the
power of the Commission to protect correlative rights to the
extent 1t can by exciuding from consideration the permeability
or deliverability factors. It was ééfablished upon cross
examination at the hearing of July 14, 1954, that the average
deliferabilities of wells in that part of the field now
developed on 320 acre spacing is substanﬁially higher than

the average of the deli&erabilities of fhe ﬁells in that part
of the field developed on>l60 acre spacing. It is submitted,
therefore, even if no weight 1s given to deii#erabilities ina
proration formula, that the parties favorably situated in the
area of higher permeabilities will produce more than their fair
share of the recovérable reserves in the pool. It is contended
that this inequity shquld not be 1ncreased by making delivera-

bilities as a substantial factor in the proration formula as

is suggested. i
* ¥ X X ¥

In conclusion, it is apparent that proponents of 320
acre proraﬁion units have built thelr case largely on the
questionable foundation of equating deliverabilities to
recoverable reserves. O0Only if this premise can be accepted
in its entirety can their request be honored. Were we not
concerned with the protection 6f;corrglative }1ghts, any pro-
ration formula (or no proration at ,all) would work equally

well in preventing waste. It is not enough to say that their

formula will result in the recovery of nearly all of the




recoverable reserves from the pool. If we must have proration
we should arrive at a formula which assures that each operator
is entitled to recover that share of -the toal recoverable
reserves in the pool which underlies his lands.

| To aécomplish a fair allocation, it seems mandatory
that proration units of 160 acres be established. It seems
equally mandatory that the factor of the deliverabiiity of the
well be substantially minimized even to the total exclusion

of it as a factor. If the Commisslon nevertheless feels that

the need for proratidn has been proven and that deliverabilities
must be considered, then it 1is urged that far less welght than
v suggested be given to deliverabilities in allocating production.
It 1s submitted that the fairest allocation formula is that
based on 160 acre proration units with the least possible weight
given to deliverabilities of the respective wells, in no event

to be applied to any more than 25% of the production.

Respectfully submitted,
THE/ER NTIER REFINING COMPANY
A T
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