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STATE OF NEW MRy Ina
ENERGY AND MINERALS DEPARTMENT

QYT COUSERVATION DIVISION

. IN THE MATTER OF THE HEARING
CALLED BY THE OIL CONSERVATION
. DYVICICN FOR THE PURPOSE OF

" CONSIDERING:

CASE NO,. 6786
Order No. R-6013-A

*éxs THE MATTER OF THE HEARING CALLED BY

! PRE OIL CONSERVATION DIVISION ON TTS QwWw

| ROTIGN TO CONSIDER THE AMENDMENT OF ITS

| ADMINISTRATIVE PROCEDURE FPOR THE APPROVAL
'gO’ INFILL DRILLING ON EXISTING GAS PRORATION
. UNITS AB PROMULGATED BY ORDER NO. R-6013 TO

' PERMIT THE APPROVAL OF INFILL WELLS AS NEW
- ONBHORE PRODUCTION WELLE PURSUANT TO THR

| NATURAL GAS PULICY ACT OF 1978 WITBOUT NOTICE

N

;i hND HEARING EVEN THOUGH SUCH WELLE HAVE BEEN
. SPUDDED PRIOR TO RECEIVING SUCH APPROVAL.

ORDER OF THE DIVISION

»BY THE DiVISION:

This cause came on for hearing at 9 a.m. on January 3,
. 1980, at Santa FPe, New Mexico, before Examiner Richard L.
‘Staaotl.

ig NOW, on this Z}qu day of Pebruary, 1980, the Divisicn
! Director, having cvonsidered the testimony, the record, and the

oty et ok et o oot

recommendations of the Examiner, and being fully advised in the
premises,

FINDS:
{1) That due public notice having been given as required
by law, the Division has jurisdiction of this cause and thae

sub4sSt matter thereor,

(2) That the 95th Congress of the linited States passed
thé Natural Gas Policy Act of 1978, P.L. 935-621, 92 Stat. 3350.

: (3) That said Act was enacted on November 9, 1978, and
| went into effact on Dzocomber i, 1978.

{4) Thas pazsaant to said Act, the Federal Ensrqgy Regu-~

" latory Commission, hereinafter referred to as "FRRC", has

| promulgated regulations establishing gas pricing categories

- and £filing requirements.
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(5) That said regulations also established :he 0il

?COnservation Division as the jurisdictional agency with raspect
- to wells located on state and fee lands withir the State of

. New Mexico.

{6} That an infill well drilled on an existing proration

unit wouid not qualify under the higher "New Onshore Produc-

" tion Well®™ category (Section 103) of said FERC regulations

C but would commainki a lower category determination unlase such

well should qualify under certain exception provisions set

" out therein.

{7) That said exceptions weore originally contained in

rSoctiOna 271.304 and 271.305 of the FERC regulations and

required that the jurisdictional agency find, prior to the

commencement of driiling of an infill well, that the well is
necessary to effectively and efficiently draian a portion of
the reservoir covered by the proration unit which cannot be

¢ @ffectively and eificiently drained by any existing well
. within the proration unit.

{8) That in ord=r to make such findings without the

?ineceasity of a public hearing in each case, and yet to be in

- accordance with the FERC regulations and in accordance with

i§8tate iaw, the 0il Conservation Division adopted spacial
" rules for Natural Gas Policy Act infill findings to be fol-

lowed in the application for and promulgation of such findings

- administratively by its Order No. R-6013 entered June 7, 1979.

{9) That by its Order No. 43—~A issued Novembexr 16, 1579,

' the PERC amended said Sections 271.30¢ and 271.305 to permit

! the jurisdictional agency to make the findings described in

1 Finding No. (7) above after completion of an infill well.

{10) That the hest evidence that an infill well will

znore efficiently and effec*ively drain a portion of the reser-

ke ka3 .
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be obtained during and following complietion of such well.

(11) 'That the Division's administrative procedure for

- making the aforesaid findings should rely on the best evidence
" available of enhanced drainags and recovery.

£12% That the Division'sa 'SD.(‘iﬂ'l Bulez and Rogulations,

. Natural Gas Policy Act Infill Findings, Administrative Pro-

- cedure” should be amended to prcvide for the granting of infill

~ findings only a2fter completion of an infill well.
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{(13) That the amendment of said special rules to read

' in their entirety as shown on Exhibit A attached hereto will
- provide for granting of "findings® in accordance with Finding

- No. (12) above and will not cause waste nor violate correlative
- rights.

IT I8 THEREFORE ORDERED:

(1) That the amended "Spscial Rules and Regulations,

; Hztural Cas Peolicy Act Infill Findings, Administrative Pro-

'?cntry of such further orders as the Division may Jdasm nscessary

;i cadure® attached hereto as Exhibit A are hareby adopted
. effective immediately.

(2) That jurisdiction of this cause is retained for the

N TS A e

=

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

§ahove dclignated.

“'ETE OF NEW MEXICO

 OIL CONSERVATIQN DIVISION
- /JOE D. RAMEY,
, // Director
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SPECIAL RULES AND REGULATIONS
WATURAL GAS POLICY ACT INFILL PINDINGS

ADMINISTRATIVE PROCEDURE

LA. DEFINITIONS

»,RQLB 1. Por purposes of thig administrative procedure only,

the following definitions are adopted:

a. Infill well: An additional well which has been
drIITed For production on an estatlished pro-
ration uniet,

'EBQ APPLICABILILL

jERvLB 2, These special rules and regqulations shall apply to

effactive and efficient drainage findings for com-
pleted infill wells pursuant tc Section 271.305 of
the final Rules and Regulations of the Fedsral
Energy Regqulatory Commission relating to Section
103 of the Natural Gas Policy Act of 1978, (These
speclal rules and regulations do not apply to in-
£111 wells drilled in the Bianco Mesaverde or Basin-
Dakota Pools. Infill wells in these two pools are
covered by Rule 15 B of the “Special Rules for
Applications for Wellhead Price Ceiling Category
Determinations” promulgated by Division Order No.
R-5873 as amended by Order No. R~-35878-A,)

- Ceo JUSTIFICATION FOR FINDINGS

" RULE 3. The Diviaion Director or a Division Examinsr may

find that an infill well is necessaly:

a. upon a showing by the operator that an addi-
tional well is nseded to effectively and
efficiently drain a portion of thé Zssacvair
covered by the proration unit which cannot be
80 drained by any existing well within that
unit, and

b. upon raceipt of waivers from all offset oper-
ators, or if no offset operator has entered an
obiection to the infill finding within 20 days

after receipt of thwe apprication hv the Director.

g

The Director may set any application for hearing at
his discretion or at tue roguest of an applicant.

Exhibit A
Order R~6013~A
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"De FILING REQUIREMENTS

RULE 5.

" RULE 6.

~RULE 7.

e ot e s asion ome m i

. RULE 8.,

£

RULR 3.

Each applicant shall submit a copy of the approved
form C=-101 for the infill well and Porm C~102 showing
the proration unit dedicated.

Applicant shall give the name cf the pool in which
the infill well has been drilled and the standard
spacing unit size therefor.

If applicable, the applicant shall give the number of
the Division ordar anproving the non-standard prora-~

The applicant shali submit a description of all wells
drilled on the proration unit (including the com-~
plated infill well) which are or have been completed
in the same pocl or reservoir as the proposed infill
well showing:

a. lease name and well location
b. spud datej

c. ocompletion date;p {
d. a description of any mechanical problems experi-

enced along with a summary of remedial action(s) i
taken and the resnltl obtained;

. ¢the current rate of production; and
£. date of plug and abandonment, if anys;
gd. a clear and concise statement indicating why

thie existing well (@) on the proration cannot
affectively and efficiently drain tae portion
of the reservoir covered by the proration unit.

Tha snnlisant zhall Uit geological and engineerinyg
information sufficient to support a finding aa to tha
necessity for an infill well including:

a, formation structure map
b. ths volure of increased ultinata recovery expected
+S 5s Shiained and a narrative desciibing how the

increase wvas determined

Exhibit A
Order r-6013-2
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RULB 10.

RUOLE 11.

=. :::;- Arhar -nnmr* lr\ﬂ data which the lppliclnt

ST I ;ul---a: 'v'-'hi"" mavy includae

{1) porosity and permeability factors
12} prcauctica/prasssure Aanlina mirvaes
(3) effects of secondary recovary or pressure

maintenance opsrations

Applications for infill findings shall be filed in
duplicate with ths Sants Pe offina of tha Division.

All operators of proration or spacing units offsetting
the nnit+ for which an infiil £finding is sought shaili
be notified of the application by certified or regis-
tered mail, and the application shall state that

such notification has been given.

Exhibit A
Oordexr K=sUi3—n
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STATE OF NEW MEXICO
ENERGY AND MINERALS DEPARTMENT
OIL CONSERVATION DIVISION
STATE LAND OFFICE BLDG.
SANTA FE, NEW MEXICO
3 January 1880
EXAMINER HEARING
IN THE MATTER CF:
The hearing called by the 0il Con-
servation Division on its own CASE
motion to consider the amendment 6786

of its administrative procedure

for the approvar of infill drilling
on existing gas proration units as

promulgated by Order No. R-6013...
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TRAMESCRTPT OF HEARING

ATITIIZMABRAWNWCOCES

For the 0il Conservation Ernest L. Padilla, Esq.
Divisicn: ‘ Legai Counsel for the Division
State Land Office Blda.
Santa Fe, New Mexico 87501
Speaking for El Fasc latural: E. R. Manning
Speaking for Amerada Hess: Albert E. Miller

Speaking for Southiand Royalty: Curtis Parsons
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MR. STAMETS: We'll call next Case 6786,
B ? in the matter of the hearing called by the 0il Conservation
| Division on its own motion to consider the amendment of its
r/. administrative procedure for the approval of infiill drilling
on existing gas proration units, promulgated by Order No.
R-£013,

Call for appearances in this case. .

MR. PADILLA: Mr. Examiner, Ernest L.
Padilla on behalf of the 0il Conservation Division.

MR. STAMETS: Any othexr appearances in

~ this case?

MR. MAMNNINC: E. R, Manning, with El Paso
Hatural Gas. 1I'll have a statement.

MR. MILLER: Gilbert Miller, with Amerada
Hess Corporation in Tulsa. 1I'l11 have some comments to put into ‘
the record.

MR. PARSONS: Curtis Parsons, with South-
land Royalty Company in Farmington, with some comments to put
in the record.

MR. STAMETS: !Mr. Padilla, are you the
witness in this case?

MR. PADILLA: Yes, sir.

L MR. STAMETS: Would you please stand and

pe swornv?




(Witness sworn,)

MR. PADILLA: Before commencing, Mr. Exa-
miner, I have put some copies of the proposed rules and regu-
lations in the back of the room here, ard they're available for
3h to
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The purpose of this hearing is to amend
the Division's Special Rules and Regqulations promulgated by
Order R-6013 on June 7th, 1979, providing for administrative
approval of infill findings for certain on shore production
wells.

These special rules were promulgated to
eliminate the necessity of having a formal hearing in each
case, hut yet comply with the FERC's rules and regulations,
and also with the Division's Rules and Regulations.

The background nf this rules began as a
result of the Natural Gas Policy Act of 1978, which was promul-
gated or became effective on December lst, 1978.

Oon December l1lst, 1978, the FERC. also

issued interim regulations to implement the NGPA.

<O

Section 271.3805 of the interim regula-
tions contaired requirements that 1n order for infill wells

to gualifv for the maximum lawful price under Section 103 of

the NiPA, a jurisdictional agency must have found. prior to

L T e ek W e
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~ormencement of drilling of an infill well, that tie well was
necessary to effectively and efficiently drain the proration --
or drain the reservoir coveredé by the proration unit.

On December 16th, 1979 the FERC issued
final regulations applicable to Section 103 and deleted the re-
quirements that the findings of Section ~- that the effective
and efficient drainage findings of Section 271.305 of the FERC
Regulations be made prior to commencement or spudding of the
well.

So, essentially, under the final regula-
ticns, the FERC has interpreted Section 133 so that the timing
of the effective and efficient finding de<s not have to be made
prior to commencement of the infill well.

The effect of our rulies, now, of our
proposed rules today, as outlined in Exhibit One, which is a
copy of these rules that were put at the back of the room, and
which the Examiner also has a copy cf, would allow the Diwision
to make an administrative -- or administratively approve infill
findings after the well has been drilled.

Briefly I'1li1 go through the changes that
we have made concerning -- well, briefly, the changes that we
have made from the rules promulgated under Order R-6013, we
have changed the definition of infill well to -- to say that

an infill well is a well that has been drilled on an established

proration unit.
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The entire, well, actually the entire
scope of the rules is -- has been changed to make the deter-
mination after the infill well has been drilled. So in that
respect, Ruie & has alsc been changed to reflect a finding
after the well has been drilled, and I think -- well, Rule 8
has also been eliminated because Rule 9 covers when -- the spud
date of the infill well.

Under the new Rule 8 a new section has
been added to subsection g. to require a clear and concise
statement as to why the existing wells on the proraticn unit
cannot effectively and efficiently drain the proration unit.

Now, it must be emphasized that these
rules apply only for administrative approval of infill £indings
and does not limit an applicant to seek a formal hearing on

one of these infill findings, and I'll stand for questioning

Mr. Padilia?

Mr. Parsons.

MR. PARSONS: One guestion. You say that
this applies only tu administrative proceedings. Is there a
possibility that necessary infill classification can be made
prior tc spudding the well through a hearing procedure?

MR. PADILLA: That's correct. You can

still have that. that rmtis

o mdacr Lo gk} 2 g



: - MR. PARSONS: Okay. Would the testimony to
é* | § be nresented be very  ilar tc what would be required for the
%f , ; administirative procedurc and just be handled at 2 hearing in-
i
E:_ j stead of administratively?
E%jv; § MR, PADILLA: That's correct.
X "{g MR, PARSONS: Thank you. No further
E;i guestions.
”’ffj MR, STAMETS: Any other guestions of
_
"'2 Mr. Padilla?
MR, KNAUF: Does this pertain to just gas
T % wells or o0il well gas, also?
- MR, PADILLA: This would also apply --
~§ ~ could equally aprly to oil wells, as well. ©Now, if you fall
under the -- weli, I think I'd have to give that more thought,
but I shouldn't see why it shouldn't apply to oil wells, if

what you're really seeking is to fall under the NGPA classifi-

radbiAn

S ———————

MR. STAMETS: I believe --

MR. PADILLA: Or seek a price under SsSection
103 of the NGPA,

MR. STAMETS: I believe that we’re pro-
cessing these type of applications at the present time for both
gas wells and oil wells, so I don't imagine we would change

‘;; that.

Any other questions of Mr. Padilla?
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MR. McKAY: If this is adopted, would

MR. STAMETS: Would you identify yourself

for the record?

MR. McCKAY: Yes. Horace McKay, UWsula
this go back, be effective as of February '77?

MR. STAMETS: Yes, sir. It would apply
to all wells spuded after February 19th, 1977.

MR. STAMETS: Any other questions? The
witness may be excused and the Division will accept Exhibit
One in this case.

Does anybody else wish to put on any
cvidenue in this case? In that case, we will accept state-
ments at this time.

Mr. Manning?

MR. MANNING: [. R. Manning for El Paso

Anything that will lessen our paper work burden is certainly

welcome and we support the Commission in this application.
MR. STAMETS: Mr. Miller?

MiK. MILLER: Amerada Hess has some com-

ments on the proposals today. If it's satisfactory to the

Examiner, I'l}l submit these comments in a written form so they

PR | Pl . - -l
can ko gntered inwo e record.

e
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Would you rather they be read? They're
rather lengthy.

MR. STAMETS: Give a copy to the reporter. ;

MR. MILLER: Certainly.

MR. STAMETS: And I still think we ' ]
should discuss your comments today. I'd like to ask you a
question or two about them.

Let me suggest, Mr. Miller, that rather
than reading your whole statement, that you get right to the
nitty-gritty of it and let's discuss that particular problem.

MR. MILLER: Very well. My name is Gilbert
Miller, Conservation Supervisor for Amerada Hess Corporation.

We did want to commend the Division for
acting promptly by proceeding to take advantage of the flexi- :
bility permitted by the amendments to the Federal Regulations,

but we did have some comments that in some cases we feel that

delaving the action on the -- on the applications until afior
—_— —— [ E Z..2 s .o —_———— - .. + - P e e ¥ - ~ b
the wells iliave been driiied Could iead Lo some, peruaps, uunfals

practices by making all of the evidence depending on tie Sut-
come of drilling the new wells,
Ir some cases the pre-drilling indications

I3
. - -

Dy geolougical and enginesx indicate that vou
could increase the reserves from these production units by

drilling well, but indeed, when you drill the additional well
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you may find that the formation was not as indicated. You may

have probkloms on your diiliing of the wells, and not be able to

get the desired measurements to prove your assumptions. And
with this, we think that, perhaps, the applications should

always be made with the idea that the conditions the findings
are to be made on are those conditions that exist prior to the
spudding of the well, regardless of the time the conditions
were made.

MR. STAMETS: Are you saying, Mr. Miller.
that after the well is completed we should also consider what
the applicant expected to find when he started drilling the
well?

MR. MILLER: That's correct, based on the

» Y

best enginesrin Uial was available at that

a and
time, and we ieel that in several instances substantial evi-
donce will B2 Qvadlalble wrivr ro spuading the well to indicate
that this should increase the reserves when indeed you can't
substantiate that with the information that you find from the

new well, due to mechanical problems or conditions being differ-

ent thar everything indicated they should be in the reservoir.

-t ot

that second well is anina +n mnvoe offameianle ~md ~EE:-3o0) 7 5

drain the unit having two wells on there than if you just had
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one wz1l1,

¥R. BILLER: Well, in many instances
you drill the second well becaunse the first well is no longer
capable of draining that unit, and so the first well will be
abandoned on completion oi iliie scoend well., But all indica-
tions can be that this second well will drain additicnal re-

serves to what could have been drained by the first well, but

for mechanical reasons or formation damage and other problems,

’_‘

the first well must be abandoned because of economic reasons.
So here, in this case, you do not have
two wells on the proration unit; you have a second well, which

‘:’ is indeed a replacement well, but it is the second well in tiis

g

drilling unit.
MK. STAMETS: Tn that case, it sounds
like the secnnd well isn't going to drain as much as the first p
well and that's contrary to ihe intont ~Ff the Federal Regula-
tions, and it doesn’'+ look like it ought to gualify.
MR. MILLER: Well, it will drain mcre than

the first well would have drained had the first well been able

to continue to produce without having to be abandoned. So there-

fore, we feel like you do indeed imcicasc S5Trvoz. by Arilling

F

]

a second well intc an arca away from the damage or away from
\J the mmechanical problems that you're experiencing on your first

well.

MP. STAMETS: Is this a prcblem that you

6 A sty o] o R SOMW I | N
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see in relationship to only a specific category of wells, those
that are extremely marginal going in, or do you see this as
covering the full spectrum of wells?

MR. MILLER: I see this as covering
mostly these wells that are in the, not marginal, but in the
salvage stage of the reservoir.

MR. STAMETS: Such as what vools?

MR. MILLER: Eumont is primarily the
pool that we're thinking of; perhaps Jalmat, as well. Where
you have low bottom hole pressures, the wells are susceptible
to formation damage, are easily - .stricted by fluid production,
and the wells just aren’t strong enough to continue to produce
as they once were.

MR. STAMEIS: Does Amerada Hess have a
projected program for infill drilling in the Eumont-Jalmat area?

mn .- A
LLA.; R » e

[t

MR, MI ave
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Cu

. Ve anticipate
appiscximately thirty wells falling under the category that
we're concerned with, to be drilled over the next three years
or perhaps sooner.

MR. STAMETS: So in that case we might

be 1noking 2t 25 many as ten applications a year from Amerada

Hess, either administratively or having a hearing.
MR. MILLER: Yes, sir, over the next

3-vear verind.

MR. STAMETS: Do you feel that each one
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of these is going to be in the salvage category?
MR, MILLER: The entire reservoir, I would

feel like, is in the salvage category, and that the bottom hoie

pressures are considerably below what ; were originally.
They're down in the 350 pound category now, whereas, they were
originally, what, 1100 to 1200 pounds.

MR. STAMETS: 1If Amerada Hess has some
language that they would like to propose for this administra-

tive procedure, which would allow the Divisicn to consider ad-

ministratively applications for infill wells only in salvage
areas, I would appreciate receiving that subseguent to this
hearing.

MR. MILLER: All rignt.

MR. STAMIITS: Does aryone have any
questions of Mr. Miller? He's not officially a witness but I
think we're searching for information at this hearing and --
Mr. Parscons?

MR. PARSONS: May I make just a comment
with regard to the drilling of essentially a replacement well?
MR. STAMETS: Yes.

MR. PARSONS: Southland has already made
application and received approval of that application for
classification as a necessary infill well in just such a case,
and our statement with regard to reserves was that since the

original well was no longer capable of producing any uyuio
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carbon that sny reserves be attributable to the second well and
therefore be considered as additional reserves, and these would
qualify for the additional reserve required in your ruling, 5o
that, to our understanding, took care of that particular problem.

MR. PADILLA: But this, if I may ask,
isn't that case really a case of a replacement well, though,
something wrong with the first well?

MR. PARSONS: Well --

MR. PADILLA: What was the reason for the
first well not being able to produce?

MR. PARSONS: Mechanical failure. The
situation is, as all of us are aware, gas prices have generated
a lot more activity. That's why we're drilling again instead
of rigs being stacked. That's why we can afford to replace this
well that could not have been revlaced at ¢ld gas prices. If
we can get new gas prices and get a finding that additional
reserves will be recovered, as outlined in this MEPA ruling,
then we can afford to drill that well economically.

MR, PADILLA: But a replacement well would
qualify for Section 103 treatment providcd you yet the efficient
and erfective findings, drainage findings, would it not?

MR, PARSONS: Yes, I'm saying that the
order, as you have it, would be good. It would ke all right.

T o Lhal thlat particular case wnnld »~é noco soaiily require

(SRS EPPPLN

the finding before spud, but I would still like to have the
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carability of classifying a well as a necessary infill well
prior to drilling. T do not have a specific case at present
that would require that, but I think that's an option that we

-

Lo have in the event thatr we do find circumstances

4]

would 1lik
where a well would not be drilled without this finding, and
where the risk, we would feel, would be high enough that we just
wouldn't want to drill it unless we had a guarantee that we

had new prices.

MR. STAMETS: If you have any proposed
language along those lines, !Mx. Parsons, we certainly would
appreciate it. Our experience has been that these applications
for infill findings before the well is drilled are very diffi-
cult for all concerned; difficult for the applicant, difficult
for the Division, and I'm afraid that if we allow it to be

done before the well is drilled, everyone of them are going

to come in that way and we really haven't saved curselves or

b

you any work. I'm also afraid that if we limit the infill
findings +o 2dminietrativelv to only after the well is drilled,
we're going to have a whole rash of hearings, which is not the
intent of administrative procedure,

So anything that you could offer us
along these lines which would relieve the problems which you
see but would still limit this administrative procedure mostly
to wells already completed would certainly be beneficial.

Do venr have any other statement, mr.
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Parsons, other than what you made in your statement?
MR. PARSCNS: Not really. I think the

padilla, perhaps I'm not clear on

guesticn 29
i was under the impression that we could

what the answer was.
get necessary infill classification prior to spudding the
well, but perhaps that's not going to be the case.
Now, we very much would 1ike to have

that capability, and 1I'm not prepared today to leave you
as you requested, but I'll be happy to work on

any wording,
that and submit it at a later date.

MR . STAMEWS: nly would appre-

We certai

ciate it.
MR. MANNING: Mr. Examiner, can't an
t anything?

party reguest 2 hearing on just abou

affected

MR. STAMETS: Certainly can.

MR . MANNING: Well, that would leave -7
1 mean, they'ye not taking that away from Mr. parsons with

these rules here, are they?
pbut you can see our

MR  STEMETS: No,

concern. Ve don't want to create something that's not

going to be used. We don't want to ~7
MR. MANNING: i assure Y©ou, £l Paso

is going to use it. pon't worry about that.
pnother ovoint I'4 like to make, fre-
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aquently in southeast New Mexico they will drill an infill
well down there, oxr maybe a -- let me cousrsct that,. a replace-
ment well, and then at the time they complete the well, well,
something happens on this well they were replacing and they
decide, well, look, we'd better not plug that thing. We'd
better keep that, so let's just cz2ll this an infill well.

Now, there's nothing in these ruies that will hinder that,

which, see, if I -- I didn‘t unders

-t

and Amerada's objection,
I guess. 1 felt maybe that was in what he was objecting to
on this, or what he was wanting more latitude on.

MR [ STAMETS: I believe that Amerada
and Southland both have indicated that there may be circum-
stances under which they feel they must be guaranteed the
price of the gas before they go in and drill it, in order
to get into a salvage operation.

MR, MANNING: There are no more free
lunches. They're gone.

MP  PARBCONE: We don't want a free
lanch, We just want something we can plan on getting a
return on, getting a return on our money.

MR _ STEMETS: Are there any other
comments; anything anyone else would like to say hefore we

conclude the hearing in this case?

o
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Okay, the case will be taken under

We certainly appreciate everybody's input,

(Hearing concluded. )
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MR, STAMETS: we'll call next Case 6786,
in the matter of the hearing called Ly e 0il Conservation
Division on its owint motion to consider “he amendment of its
administrative procedure for the apnrovzl of infill arilling
on existing gas proration units, promuicated by Order lo.
R-6013,

Call for appearances in this case,

MR. PADILIA: Mr. Examiner, Ernest L.
Padilla on behalf of the Cil Conservation Division.

MR, STAMETS: Any other appearances in
this case?

MR, MANNING: F. ® *znniag, with El Pasoc
Natural Gas. 1°1% have a statement.

MR. MILLER: Gilbert Miller, with Bmerada
Hess Corporation in Tulsa. I'll have e2omc comments te put into
the record.

MR. PARSONS: Cuyriis pParsors, with South-
land Royalty Company in Farmington, with some comments to put

in the record.

I
oy
g.

MR. STAMETS: Mr. Padilla, ars

)
o

[
O
£

l
£

- witneass in thizs Case?

ME. PADILLA: Yes, sir.

MR, STAMETS: »uld you nplease exand ond

e sworn?
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14, FADTLLA: Bofore commensing, My . EXa
opies of the LroTesed rulas anc regu-

miner, I have put some <

jations in the back of the room here, i rhev're available for

nu who rmay wish to look a3t ther.

A
)
ih
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The purpose of this hearing is to amenc

jes and Regulations promulqated by

the Division's special Ru

order R-6013 on June 7¢h, 1979, providing for administrative

n shore production

approval of infill €£indings for certain ©

wells.
These special rulacs were promulgat:d Lla

eliminate the necessity of having & formal hearing in each

case, but yet comnply with the FERC's rules and regulations,

and also with ti2 pivision's Rules and pequlations.

The background of this rules began as a

- LI Xl i
1978, Wnron wee P

result of the Matural Gas policy Act of

gqated OX became effectivse on December 1st, 1378.
74, the FEPC also

v

On Decerber 1st, 2

isausd interim reculation® +n implement he NGPA.
of e interin reguxd~

gsection 271,300

tions contained recguirements that in orcder for infill wells
oda) qualify fFor thE aLiaTm v awful price nraer section 103 of

-he NGPA, 2 jurisdic agency rust ave
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cormencement of drillinv i an infxil .04, taat =he well was
necessary to effectively and =277iciv sxii the proration -
or drain the reservoir covir>d I, ©i. - srcation unit.,

T i7% the FLRC issued

P S T ST B o 1 -
Sectawh LU0 and deacten the re-—

.
)
[
o
{

r

final regulations apglic
gulrements thal i findings o Jection thiat the effective

271,205 of the FERC

and efficient :drainage lindiags of Je
Regulations be cade proius Lo commenconoe: s or spadding of the
well.,

Lo, wooontiziioo, undery +ha final requia--
tions, the FORC haz irncornroised Sectien +73 so that the timing

not have to be made

Y
rh
in
joot
[o])
e
w3
o
T
0

of the effective and eificien
prior to commencement of the inliil well.

The effect of our rules, now, of our

I P mm kT iwnAaAd Aw Twlhdli s One whicoh iae a
MAVE WIS R A e STOT Clrmn 0 Fihmain ZrEF 6 e e e - - Cesew— g B e —_

copy of these rules that were put at the back of the room, and
which the Examiner 21sc has a copy of, would allow the Division

to make an administrative -- c¢r adminisc.atively approve infill

4

Findings after the well has Leen crillec.

I

Driefly I'11 ¢o torough the changes that

we have made concernice -- wowl, bricflrs. the changes that we

M - % o 3 Lo e -~ H t=e = ES 40 +
nave changed tiie Jefinivion of Infill weli to co zar that

3 31 1 : oo e vae i o i T Tpgl - = antallished
on 2 NfFITT wall i o= wel D EaL 25 LS20nh Lo str, O oén el Talbilasne

nroration unit,
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The entire, well, actually the entire

scope of the xules is -- has l.een chanco’ to nake the deter-
mination after the inflill well has bheen yilled. So in that
respect, Rule 6 has also been changed t - roflact a finding

after the well has been drilled, and I . it -- well, Rule 8

has also been eliminated because Rule ¢ .overs when -- the spud

date of the infill well.

Under the new Rulrs ¢ a new section has
been added to subksection g. to require ~ olear and concise
stazement as to why the existine wells ~n the proration unit
cannot effectively and efficiently édrai» the nroration unit.

How, i+ muast be emnhasized that these

i
1
b

e - Yew - Vo F - | .
pJ LN [=SWEITAES S W% B

wae Y Y -~ R
e VAN KARAA Y VML i

and does not limit an applicant to seek a formal hearing on
one of these infill findings, and I'll stand for questioning

at this point, Mr. Examiner.

Mr, Padilla?

Mr. Parsons.

MR. PARSONS: One question. You say that

+thia ammIdan Aml-r &

=T =I5 S =

i
HI

possibility that necessary infill classification can be made
prior to spudding the well through a hearing procedure?
MR, PADILLA: That's correct. You can

3till have that, that option.

5: Are lhere any yuestions of

e

L e b
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MR. PaARSONE: kar. Yould the testimony to
be presented ke very similar to what we:l7 Lo recuired for the
administrative procedure and dust he a7 e at a hearince in-
stead of administratively?

MR, PADILLA: That s correct.

MR. PARSONE: Thant you. No further
cuestions.

MR, STAMFTS: Any ~ther cuestions of
Mr., Padilla?

MR, RNAUF: Does this pertain to just gas
wells or oll well gas, also?

MR. PADILLA: hiie would also apply -~
could equally apply to oil wells, as well. Iow, 1f you fall
under the -~ well, I +think I'd have to cive that more thought,
but I shouldn't see why it shouldn’t applvy to oil wells, if
what you're really seeking is to fall under the MNGPAR classifi-

cation.

MR. PADILLA: Or ceek a price under Section
103 of the NGPA.

MR, STAMETS: I bhelieve that wc're pro-
cessing these type of applications at the present time for botn
cas wells and oil wells, so I don't imacine we would change

thiat.

“}
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MR. McKAY: 1f this 1is adopted, would

it ~--

gTAMETE wouls you identify yourself

vt
e

for the record?

MR. McKAY: Yes. “orace McRay. Would

this go back, be effective as of Februar™ 172

MR. STAMETS: yes, sir. It would apply

to all wells gpuded after February 19th. 1877.

MR. STRAETS: AnY cther questions? The

witness may be evcused and the Division will accept £xhibit

One in this case.

Does anypody clae wish toO put on any

evidence in this case? 1n that case, V€ will accept state-

ments at this rime.
Mr. Manning?

MR. MANNING: E. r. vanning for L1 Paso

El Paso supports these proposed rules.

Anything that will lessen our paper work burden is certainly

welcome and ve support the Cormission in this appiication.

MR. STAMETS: Mr. Miller?

MR. MILLER: pmerada Less has some COom~

ments on tie groposals today. If jt's satisfactory to the
- writean form SO they

rxeminer, 1'11 submit rhege comments in ¢ owraitt

can be entered into +ne record.
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vould you rach.or ooy be read? They're
rather iengthy.
MA. sUAMLLE:r o eiv o Copy £0 the reporter.

MR, MiLii Ry Certoins:k

ME. STANETE. Mnd Iosoill think we
should discuss your comments today. 177 like to ask you a
guestion or two about then.

Let me suggest, Mp. Miller, that rather
than reading your whwecle statement, that vou get right to the
nitty-gritty of it and let’s discuss that particular probiem.

MR. MILLER: Very welil. My name is Gilbert
Miller, Conservation Supervisor for amerada liess Ccrpuiaiion.

We did want to cormend the Division for
acting promptly by proceeding to take advantage cf the flexi-
bility permitted by the amendments to the Federal Regulations,
but we did have some comments that in some cases we feel that
delaying the action on the -- on the applications until after
the walls have been drilled could lead to some, perraps, unfair
practices by making all of the evidence dependiné on the out-
come of driliing the rew wells.

n some cases the npra-drilling indications

|52

2

by geological and engineering evidence would indicate that you
could increase the reserves fron thoan roduction units by

drilling well, but indeed, wheia you wri .. = additional well

e w
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you may find that the formation was not as indicated. Yo

-

may

f

have problems on vour drillina of the w12, and not be abie to
get the desired measurements to prove v -:r assurotinons. And
with this, we think that, perhaps, the -~o»lications should
always be made with the idea that the roaditions the findings
are to be made on are those conditions ~hat exist prior to the
spudding of the well, regardless of the time the conditions
were made,

MR. STRMETS: Are you saying, Mr. Miller,
that after the well i5 compl-.ted we shonld also consider whz4
the applicant expected to find when he started ériiling the -
well’?s

MR, MILLER: +7hat ' s corgeci, kas=d on the

best engineering and geological data that was available at t

'
b

time, and we feel that in several instances substantial evi-
dence will be availabkle prior to spudding the well to indicate
that this should increase the reserves when indeed you can't
substantiate that with the information that vou find from the
new well, due to mechanical problems or conditions being differ-
ent than everythineg indicated they should be in the reservoir.
MR. STAMETS: It's difficult for me to
imagine circumstances under which you wsuld complete an addi-
tional well on a proration unit and not be able to prove that
that second well is coing to more effectively and efficiently

drain the unit havinc two wells on thes- ihan i€ ven iugt had
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one well,

MR, MILLER: Well, in many instances
you dril]l the second well because the f£irst well is no longer
capable of draining that unit, and so the first well will be
abandoned on completicon of the asacond well. But all indica-
tions can be that this second well will drain zdditional re-~
serves to what could have been drained by the first well, but
for mechanical reasons or formation damage and other problems,
the first well must be abandoned because of economic reasons.

So here, in this case, you do not have
two wells on the proration unit; you have a second well, which
is indeed a roplagsoment well. but it is the second well in this
drilling unit.

MR. STAMETS: In that ~ase, it sounds
like the second well isn't going to drain as much as the first
well and that's contrary to the intent of the Federal Regula-
tions, and it doesn't look like it ought to qualify.

| MR. MILLFL: well, it will drain more than
the first well would have drained had the first well been able
to continue to produce without having to be abandoned. So there-
£rva. wa feal like vou do indeed increase res;rvea. by drilling
a second well into an area away from the damage or away from
the mechanical problems that you're experiencing on your first
welil.

MR. STAMETS: 1Is this a proplem tnat you
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see in relationship to only a specific category of wells, those
that are extremely marginal going in, or do you see this as
covering the full spectrum of wells?

MR. MILLER: I see this as covering
mostly those wells that are in the, not marginal, but in the
salvage stage of the reservoir.

MR. STAMETS: Such as what pools?

MR. MILLER: Eumont is primarily the
pool that we're thinking of; perhaps Jalmat, as well. Where
ycu have low bottom hole pressures, the wells are susceptible
toc formation damage, are easily restricted by fluid production,
and the wells just aren't strong enough to continue to produce

as thev once were.

=.
4

iR. STAMETS: Does Amerada Hess have a

*.

projected program for infill drilling in the Eunont-Jalmat area?

MR. MILLER: We do have. We anticipate
approximately thirty wells falling under the category that
we're concerned with, to be drilled over the next three vears
or perhaps sooner,

MR. STAMETS: So in that case we might
be looking at as many as ten applications a year from Amerada
Hess, evitims admiaisiiatively O having a eailiny.

MR, MILLER: Yes, sir, over the next
3-year period.

MR. STAMETS: Do you feel that each one

T e 1 -y ]

i
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of these is qgoing to be in the salvage category?

MR. MILLER: The entire reserveir, I would
feel like, is in the salvage category, and that the bottom hole
pressures are considerably below what they were originally.
Thav ‘re down in the 350 pound category now, whereas, thsy were
originally, what, 1100 to 1200 pounds.

MR. STAMETS: If Amerada Hess has some
language that they would like to propose for this administra-
tive procedure, which would allow the Division to consider ad-
minigtratively anplications for infill wells only in salvage
arcas, I would appreciate receiving that subseguent to this
hearing.

MR. MILLER: All right.

MR. STAMETS: Dces anyone have any
gquestions of Mr. Miller? He's not officially a witness but I
think we're searching for information at this hearing and --
Mr. Parsons?

MR. PARSONS: May I make just a comment
with regaxrd to the drilling of essentially a replacement well?
MR. STAMETS: Yes,

MR. PARSONS: Soutnlaind has algea2dy made
application and received approval of that application for
classification as a necessary infill well in just such a case,
and our statement with regqard to reserves was that since the

original well was no longer capable of procducing any hydro-

faidenl o osadamecnd Rabd
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carbon that any reserves be attributable to the second well and

therefore he considered as additional reserves, and these would

qualily for the additional reserve required in your ruling, so

that, to our understanding, took care of that particular problem.
| MR. PADILLA: But this, if I may ask,

isn't that case rsally a case of a replacement well, though,

something wrong with the first well?

MR, PARSONS: Well --

MR. PADILLA: What was the reason for the
first well not being able to produce?

MR, PAPSONS: Mechanical failure. The
situation is, as all of us are aware, gas prices have generated
a lot more activity. That's why we're drilling again instead
of rigs being stacked. That's why we can afford to replace this
well that could not have been replaced at old gas prices. If
we can get new gas prices and get a finding that additional
reserves will be recovered, as outlined in this NGPA ruling,
th~n we can afford to Grill that well economically.

MR. PADILLA: But & replacement well wculd
qualify for Section 103 treatment provided ycu get the efficient
and effective findings, drainage findings, would it not?

MR. PARSOKRS: Yes, I'm saying that the
order, as you have it, would be good. It would be all right.

7 think that that particular case would not necessarily require

the finding befors spud, but I would still like to have the
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capability of classifying a well as a necessary infill well
prior to drilling. I do not have a specific case at present
that wouald reguire that, but I think that's an option that we
would l1iXeé toc have in the event that we do find circumstances
vhere a well would not be drilied without this finding, and
where the risk, we wouid fecl, womld be high enough that we just
wouldn't want o drill it unless we had a guarantee that we

haéd new prices.

MR. STEMETS: If you have any proposed
language along those lines, Mr. Parsons, we certainly would
appreciate it, Our experience has been that these applications
for infill findings before the well ig Arilled are very aiffi-
cult for all concerned; difficult for the applicant, difficalt
for the Division, and I'm afraid that if we allcw it to be
done before the well is drilled, everyone of them are going
to came in that way and we really haven’t saved ourselves or
you any work. I'm alsc afraid that if we limit the infill
findings to administratively to only after the well is drilleq,
we're going to have a whole rash of hearings, which is not the
intent of administrative procedure,

5G anything that you could offer us
along these lines whichn would relieve the problems which you
see but would still limit this administrative procedure mostly
tc walls already completed would certainly be beneficial.

Lo vou llave any ~Hther statemeai, MT.
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Mr. R. L. Stamets : L
mechnical Support Chief I
New Mexico 0il Conservation Division LS ;“’
Post Office Box 2088 SE I
State Land Office Building I

Santa Fe, Liew Mexico 87501 N

Jsnuary 16, 198077

Re: NCPA Infill‘Well Findings
Case No, 6786~
Adminiskrative Procedure

Dear Mr. Stamets:

The captioned case was heard January 3, 13%80. Thig post-hearing letter
i{s submitted to suggest an amendment to the proposed administrative procedure,
specifically Rule O. The amendment is suggested to accommodate infill wells
drilled in saivage type Tascrvcize where pre-drilling evidence sufficient to

support a necessity determination is often available.
The following amendment of Rule 9 is suggested:
Rule 9. The applicant shall submit geological and reservoir information

sufficient to support a finding as teo the necessity for an infill
well including:

a. 1In the case where the infill well is completed in other than
salvage reservoirs, data obtained after drilling as follows:

(1) formation structure map

(2) the volume of increased ultimate recovery expected to
be obtained and a narrative describing how the increase 4
was determined.

(3) any ocher supporting data which the applicant deems to
be relevant which may inciude:

(1) porosity and permeability factors

(11) production/pressure decline curves

(III) effects of secondary recovery or pressure mainte-
nance operations

b. 1In the case where the infill well may be completed in a
salvage reservoir, data listed in (1), (2) and (3) above
based on interpretive geological and engineering data that
existed pricr to the drilling of the infill well which may,
at the option of the applicant, be substantiated by data
obtained after commencement of drilling.

.......
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I believe the amended procedure will be acceptable under and in line with
the intent of FERC Order No. 43-A and further that it will promote production
by evoiding the possibility that the aprlicant may be unable to qualify its
well for the NGPA Section 102 price due to circumatances that may be beyond

his control in a salvage reservoir.
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Very Truly Yours, ‘

AMERADA HESS CORPORATION

.
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ilber:z E. Miller :

P

Conservation SupeivisoT

GEM:ds

cc: Messrs. Curtis C. Pz2vsons
Southland Royalty Company
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E. R. Manning
El Paso Natural Gas Company

W. Thomas Kellahin :
Kellahin & Kellahin Lo )
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ADMINISTRATIVE PROCEDURE .
9
‘0 \

A. DEFINITIONS /

RULE 1. For purposes of this administrative procedure O ly, the
following definitions are adopted:

for production on an established proration unit.

B. APPLICABILITY

RULE 2, These special rules and regulations shall apply to
effective and efficient dralnaye findings for completed
jnfill wells puxrsuant +o Sectijon 271.3065 of the final
Rules and Regulations of the Federal Enexrgy Regulatory
Commission relating to Section 103 of the Natural Gas
Policy Act of 1978

Cc. JUSTIFICATION FOR FINDINGS

RULE 3. The Division Director or a Division Examiner may find
that an infill well is necessary:

a. upon a showing by the operator that an additional
well is needed to effectively and efficiently drain
& portion of the reservoir covered by the proration
unit which cannot B¢ s drained by any existing
well within that unit, and

b. upon receipt of waivers from all offset cperators.
or if no offset operator has entered an objection
to the infill finding within 20 days after receipt

of the applicaticn by the Director.

.
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RULE 4. The Director may set any application for nea
discretion or at the request of an applicant.
p. FILING REQUIREMENTS

RULE 5. Each applicant shall submit a COpPY of Form C-101 showing
date of approval, if any, and Form C-102 showing the

SPECIAL RULES AND REGULATIONS ‘£H/Lb/
NATURAL GAS POLICY ACT INFILL FINDINGS *LJ’JD

{
a. 1Infill well: An additional well which_ﬁg;ﬂpggn_drilled

-1

]

roration unit dedicated.
p BEFORE EXANMINER STAMETS
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RULE 6.
RULE 7.

RULE 8.

o

RULE 9.

Applicant shall give the name of the pool in

infill completion has occurred and the standar
. - e s .

unit size therefor.

If applicable, the applicant shall give the number of
the Division Order approving the non-standaxd proration
unit.

The applicant shall submit & description of all wells
drilled on the proration unit (including the completed

infill well) which are or have been completed in the same

pool or reservoir as the proposed infill well showing:

a. lease name and well location;

b. spud date;

c. completion date;

d. a description of any mechanical problems experienced
along with a summary of remedial action(s) taken
and the results obtained;

e. .the current rate of production; and

£. date of plug and abandonment, if any.

g. a clear and concise statement indicating why the
existing well(s) on the proration unit cannot
effectively and efficien.ly drain the portion of the
reservoir covered by the proraticn unit.

The applicant shalil submit geclegical and reservoir

information sufficient to support a finding as to the

necessity for an infill well including:

a. formation structure map

hb. the volume of increased uliLimate regoovery exneacted
to be obtained and a narrative describing how the

increase was determined

c. any other suppcrting data which the applicant deems
to be relevant which may include:

(1} porosi:y and permeability factors
(2) production/pressure decline curves

(3) effects of secondary recovery or pressure
maintenance cperations

B M ety i L e



RULE 10.

RULE 11.

Applications for infill findings shall be filed in
duplicate with the Santa Fe office of the Division.

All operators of proration or spacing uniis oifsetting
the unit for which an infill finding is sought shall

be notified of the application by certified or registered
maii, and the application shall state that such noti-
fication has been given.
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STATE OF NEW MEX1CO
ENERGY AND MINERALS DEPARTHENT
oL CONSERVATION DIViSION
AMENDMENT of ADM!N!STRATlVE
CASE NO. 6786

PROCEDURE FOR iRFILL nRILLING:

T b

Comments of Amerada Hess Corporation
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We understand that a major reason for this amendment is the
lack in some cases of what is considered by the hearing examiners to
ke substantial evidence supporting a pre-spud finding that the new
well ic necessary to efficiently and effectively drain the unit., We
recognize and understand that this concern is warranted in certain
cases.

However, out of the natural desire to base findings upon the
best possible evidence, we:fear that post-spud findings will be
favored, indeed may come to be required, in virtually every case, in-
cluding those in which there exists pre-spud evidence which before
this amendment would have warranted the pre-spud finding of necessity.
Such a practice would place heavy emphasis on post-spud evidence even
where substantial pre-spud evidence had been available, and in those
cases, would actually raise the standard of evidence above the tra-
ditional ""substantial evidence' ordinarily adequate for support of
agency findings of fact.

ln most cases, the evidence obtained by drilling the new well
would undoubtedly support that previously availablie, and the finding
of necessity would be made without difficulty at the time the Division
considered the producer's NGPA Section 103 application. Then, the
fact that substantial pre-spud cvidence had been offered would be of
no significance. However, a troubiesome problem would arise if the
pre-spuc finding of necessity were denied or deferred upon substantial
evidence, but the drilling of thc new well produced littlte or no ad-

ditional supporting evidence.

I e i g, ST e :
oY ot e i - sk

P



The latter situation could arise, for example, where (1) the new
well has penetrated an unexpedtedly thin snot in the productive for-
mation, {2) some structural anomaly existed which was unpredictable
and it adversely affected the capability of the new well to drain the
unit, or {3) on account of some difficulty in drilling the new well,

additional, reliable evidence was hard or impossible to obtain from it.

In such instances, the previous Division records would contain the spe-
cific or implied finding that evidence offered in support of the pre-
spud application had not been adequate.

The result? The unnecessary postponement of the finding of ne-
cessity would have removed the possibility of its ever being made.
in spite of having provided evidence sufficient to support the pre-spud
finding, the producer would be unable to qualify its well for the NGPA
Section 103 price due to circumstances entireiy beyona o5 control.

In connection with the problem described, two points should be
emphasized. First, althocugh it is commendable to strive for the best
possible evidence in arriving at any decision, the price of that en-
deavor can be unreasonably high and the result inequitable. Whenever
there is sufficient evidence to do so, on proper application the pre-
spud finding of necessity should in all fairness be rendered. Second,
whether the application is considered before or after the new well
has been drilled, the finding is to relate to '"the time of the com-

mencement of surface drilling' in the view of the Federal Energy Regu-

latory Commission. This is true even when the jurisdictional agency
is evaluating evidence garnered after the wcll has been spudded. (See

p. 7 of Ferc Order No. 43-B.)
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The second point further supports the importance of making pre-
spud findings where appropriate. 1t also means that the fact that a
new well turns out not to be capable of effectively and officiently

draining a unit for such reasons as were cited above should not af-

fect the finding {7 at the time it was begun substantial evidence indi-

cated that it would, and that it was necessary to drill the well to
achieve that resuite.

Consistent and uni form adherence to these two important points
would do much to cure the problem outlined in these comments. To
cafeguard such adherence and to ofrer greaisi corta2inty in aoplying
tte amendment proposed in this proceeding, Amerada Hess Corporation
offers for your consideration the following suggestions:

1. Development by the 0Oil Conservation pivision of objective

guidelines or rules indicating the kinds and degree of

evidence which will and will not be deemed to constitute
support for the finding of necessity, at whatever time
such finding is made.

2. The further amendment of Order R 60123 at Rule 3 of Ex-
hibit A thereto by substituting for line 2 of said Rule
the following:

that as of the time of the commencemeni O SUrTaCT
drilling, the well is/was necessary to effectively
and efficiently drain a portion of the reservoir
covered by the unit which cannot be effectively and
efficiently drained by any existing weil within the
groration unit.

3. The amendment of the Division form entitled winfill Drill-
ing Findings & PRSI F I A Made Pursuant to Sec~

rion 271.305(b) of the Federal Eneray Regulzilly Comms

_-_— e
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Regulaticns, Natural Gas Policy Act of 1978 and Oil Con-
servation Division Order R 6013 at section }1(9) by sub-
stituting for that section the following:

(9) That there is substantial evidence to indicate
that as of the time of the commencement of sur-
face drilling, the well is/was necessary to ef-
fectively and efficiently drain a portion of the
reservoir covered by the unit which cannot be
effectively and efficiently drained by any exist-
ing well within the proration unit, and therefore
the subject application should be approved as an
exception to the standard well spacing requiremants
for the pool. (Unchanged language is underscored)

It is true that the majority of wells covered by Order R 6013 will
not be affected by this proposal; however, we boclieve that for those
which are affected the consequences are such that the probiem waryaiits
your immediate and earnest consideration. We urge you to give that
consideration, and to adopt the recommendations set out herein.

Respectfully submitted,

Wfﬂ%wf

Marilyn G. Adamson
Attorney for Amerada Hess Corporation

Post Office Box 2040
Tulsa, Cklzhoma 74102 ’
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bocket ™. 1-82

Dockets Nos. 2-80 and 3-B0 are tentatively set for January 16 and 30, 1500, Applications for hearing must
be filed at least 2Z days in advancz of hearing date.

DOCKET: EXAMINER HEARING - THURSDAY -~ JANUARY 3, 1980

9 A.M, - OIL CONSERVATION DIVISION CONFERENCE RGOM,
STATE LAND OFFICE BUILDING, SANTA FE, NEW MEXICO

The following cases will be heard before Richard L. Stamets, Examiner, or Daniel §. Nutter, Altermate Examiner:

CASE 6770: 1In the matter of the hearing called by the 0il Conservation Division on its own motion to permit
Mational Petroleum Company aund all other intercsted parties to appear and show cause why its Well
" No. 1 located 905 feet from the North linc and 1155 feet from the West line of Szction 22, Towmship
29 North, Range 11 West, San Juan County, New Mexico, should not be plugged and abandoned in accord-
ance with a Division-approved plugging program,

— ]

" E i
~="CASE 6786: 1In the matter of the hearing calied by ilic 01}l Conservation Division on its own motion to consider

the amendmepnt of its administrative procedure for the approval of infill drilling on existing gas
roration units as promulgated by Order No. R-6013 to permit the approval of infill wells as new
oashore production vells pursuant to the Natural Gas Policy Act of 1578 without notice and hearing
even though sucii wellz have heen spudded prior te receiving such approval,

CASE 6771: Application of Getty 0il Company for a non-standard gas proration unit, Lea County, New Hexico.
Applicant, in the above-styled cause, seeks approval of a 160-acre non-standard gas proration unit
comprising the Ef2 SW/4 of Section 31, Township 24 South, Range 37 East, and the NW/4 NE/4 and NE/4
NW/4 of Section 6, Towaship 25 South, Kange 37 East, Jalmat Gas Pool, to be dedicated to a well to
be drilled at a standard location thereon.

CASE 6772: Application of Reading & Bates Petroleum Co. for compulsory pcoling, Rio Arriba County, New Mexico.
Applicant, in the above-styled cause, seeks an order poolinmg all mineral interests in the Dakota
formation underlying the SE/4 of Sectiom 17, Township 24 Worth, Range 3 West, Chacon-Daketa Pool,
tc be dedicated tc 4 well to be drilled at a standard location thereon. Also to be considered will
be the cost of dril. ‘1z and completing said well and the allccation of the cost thereof as well as
actual operating costs and charges for supervision. Also to be considered will be the designation
of applicant as operatu= =f the well and 2 charge for risk involved in drilling said well,

CASE 6773: Application of Southland Royalty Company for compulsory pooling, Eddy County, New Mexico.
Applicant, in the ahove-styled causc, seeks an order pooling all mincrzl inrerests ir the Fenasyl-
vanian formation underlying the E/2 of Section 20, Township 19 South, Range 27 East, to be dedicated
to a well to be drilled at a standard location thereon. Also to be considered will be the cost of
drilling and completing said well and the allocatjon of the cost thereof a2s well as actual operating
costs and charges for supervision. Also to be considered will be the designation of applicant as
operator of the well and a charge for risk involved in drilling said well.

CASE 6774: Application of Doyle Hartman for an unorthodox location, non-standard proration unit, and approval of
infill drilling, Lea County, New Mexico. Applicant, in the above-styled cause, seeks approval of a
120-acre non-standard proration urit comprising the NW/4 NW/4 of Section 6, Towmship 25 South, Range
37 East, and the w/2 5H/%4 of Seation 31, Township 24 Souch, Range 37 East, to be dedicated to his
Federal Jalmat Com Well No. 1 at an unorthodox locatiom 335 feet from the North line and 660 feet
from the West line of said Section §; applicant further seeks a finding that the drilling of said
well is necessary to effectively and efficiently drain that portion of an existing proration uait
which cannot be so drained by the existing well.

CASE 6768: (Continued and Readvertised)

Application of Alpha Twenty-One Production Company for two non-standard gas proration units, compul-
sory pooling, unorthodox well location, ‘and approval of infill drilling, Lea County, New Mexico,
Applicant, fn the above-styled cause, seeks approval cf a 40-acre non-standard gas proration unit
comprising the SW/4 SE/4 of Section 21, Township 24 South, Range 37 East, Jalmat Gas Pool, to be
dedicated to the Fl Paso Natural Gas Company Shell Black Well No. 2. Applicant also seeks an order
pooling 211 minoral interests in the Jalmat Gas Pool underlying the E/2 SW/4 and NW/4 SE/4 of said
Section Zi Lo form 2 120-acre non-standard ¢as proration unit to be dedicated to a well to be d-flled
st an unnrthedox location 950 feer from the South lime and 1{Z0 foer from the West line of said
Section 21. Also to be considered wiil be: ihe c2ot of driliing and completing said well 2nd the
allocation of the cost thereof as well as actual operating costs and charges for supervision. Alse
to be considered will he the designation of applicant as operator of the well and a charge for risk
invoived in 2r311)ine said well. Applicant further secks a finding thai theo drilling of said well

{s necessary to cffectively and efficienily Jrafn that portion of the existing proration unit which
cannot be so Arained by the existing well.
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CASE 6767: (Continucd from Deccmber 12, 1572, Examiner Heariang)
Application of Alpha Twenty-One Production Company for two non-standard pas proration units, unor-~
thodox weil loczaticn, and anproval of infill drilling, Lea County, New Mexico. Applicant, {n the
above-styled cause, sccks approval of a 40-acre non~siaundard prorvarion unit comprising the NW/4 NW/4
ot Section c;, Twwiship 25 Seuth. Range 37 East, Jalmat Gas Pool, to be dedicated to El Ptaso
Natural Gas Company's Harrison Well No. 2, and alse 3 2UU-~aivs unii wowmprising the /2 N/2 and NE/4
NW/4 of said Section 27 to be dedicated to a well to be drilled at an unorthodox locarivu 1300 foot
from the North line and 560 {eci from the Wesi line of Section 27, Applicant further sceks a find-
dng that thoe drilling of the latter well! is necessary to effectively and efffciently drain that
portion of an existing proration unit which cannot be so drained by the existing well.

CASE 6437: (Continued fvom October 17, 1979, Examiner Hearing)

CASE 6732:

CASE 6/75:

CASE 6776:

CASE 6777:

CASE 6778:

CASE 6745:

CASE €773:

CASE 6780:

CASE 6781:

Application cf El Paso Natural Gas Company for approval of infill drilling, Lea County, New Mexico.
Applicant, in the above-styled cause, seeks a waiver of cxisting well-spacing requirements and a
finding that the drilling of its Shell E State Com Well No. 2 located in Unit N of Section 6, Tovm-
ship 21 South, Range 36 East, Eumont Gas Pool, Lea County, New Mexlce, is necessary to effectively
and efficiently drain that pertion of the proration unit which cannot be so drained by the existing
well,

(Continued from November 28, 1979, Examiner Hearing)

Application of Dorchester Exploration, Inc., for am unorthodox oil well location, Lea County, New
Mexico. Applicant, in the above-styled cause, seeks approval for the unorthodox location of its
Morton Solid State Unit well No. 1 located 2156 feet from the North line and 990 feet from the West
lire of Section 4, Township 15 South, Range 34 Fast, Tres Papalotes-Pemnsylvanian Pool,

appiiiaticn ~F Harvev E, Yates Company for a unit agreement, Lea County, New Mexico.
Applicant, 3in the above-styled cause, seccns 2pproval for the Young Deep Unit Area, comprising 2242
acres, more or less, of Federal lands in Township 18 South, Range 32 ras.,

Application of Harvey F., *ates Company for an unorthodox gas well location, Lea County, New Mexico.
Applicant, in the above-styled cause, seeks approval for the unorthodox location of its Youag Deep

Unit Well No. 1, a2 Morrow test to be drilled 660 feet from the North and West lines of Section 10,

Township 18 South, Range 32 East, the W/2 of said Sectiun 10 io be dedicated to the well.

Application of Harvey E. Yates Company for an NGPA deierainzticn, Fddy County, New Mexico.
Applicant, in the above-styled cause, seeks a new onshore reservoir determinaticn f2r its Amoco
22 State Yell No., 2 located in Unit G of Section 22, Township 23 South, Range 27 East.

Avplication of MNarvey E., Yates Company for an NGPA determination, Eddy County, New Mexico,
Applicant, in the above-styled cause, seeks a new onshore reservoir determination for its Loco Hills
Welck Well No. 2 located in Unit N of Section 4, Township 18 Soutn, Range 29 East.

(Continued from November 28, 1979, Exeminer Hearing)

Application of Harvey E. Yares Company for compulsory pooling, Eddy County, New Mexico.

Applicant, in the above-styled cause, seeks an order pooling all mineral interests in the Wolfcamp-
Pennsylvanian formations underlying the W/2 of Section 28, Township 23 South, Range 24 East, to be
dedicated to a well to be drilled at a standard location thereon. Also to be considered will be

the cost of drilling and completing said well and the allocation cf the cost thereof as well as

actual operating costs and charges for supervision. Also to be considered will be the designation
of applicant as operator of the well and a charge for risk involved in drilling said well.

Application of Yates Petroleum Corporaiicn for a wnit agreement, Lea County, New Mexico,
Applicant, In the above-styled cause, seeks approval for the Pronghorn Uunit Area, romprising 5,120
acres, more or less, of 3tate and Federal lands in Townships 22 and 23 Socuth, Range 33 East.

Application of Yates Petroleum Corporation for a unit agreement, Eddy County, New Mexico.
Applicant, in the above~styled cause, seeks approval for the Serpentine Bends Unit Arca, comprising
4,802 acres, more or less, of State and Federal lands in Township 24 South, Ranges 23 and 24 East.

Application of Yates Petrolcum Corporatien for an unorthodox gas well location, Eddy County, New
Mexico, Applicant, in the above-styled cause, seeks approval for the unorthodox locatiom of a
Morrow test well to be drilled 660 feet from the South linc and 1980 fecet from the East line of
Section 1, Township 20 South, Range 28 East, thec Ef2 of said Section 1 to be dedicated to the well,
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CASE_6782:

CASE 6783:

CASE 6784:

CASE 6785:

Application of Inexco 011 Company for an cxception to Order No. R-3221, Lea County, New Mexico
Applicani, ia tho abovo-stvled cause, seeks an exception to Order No, R-3221 to pormit di L]
produced brine into an unlined surface pii ivcated in Unit H of Section 7. Taunchin 1Q Soun
Kange 13 East.

Application of McClellan 0il Corporatica for an unorthodox ofl well location, Chaves County, New
Mexico., Applicant, in the above-styled cause, secks approval for the unorthodox location of its
Marlisue State Well No, & located ii55 fect from the Novth 1liune and 2475 feet from the West line
of Section 24, Township 14 Scuth, Range 29 East, Double "L"-Qucen Associated Pool, the NE/4 NW/4
of said Section 24 to be dedicated to the well,

Application of Merrion & Bayless for a mon-standard proration unit and an unorthodox gas well loca-
tion, San Juan County, New Mexico. Appli-ant, in the above-styled cause, seeks approval for a 640~
acre non-standard gas proratfon unit comprising the W/2 of Section 18 and the W/2 of Section 19,
Township 32 North, Range 14 West, Barker Creck-Paradox Pool, to be dedicated to 1ts Ute Well No, 7
at an unorthodox location 1685 feet from the South line and 3335 feet from the East line of said
Section 19.

In the alternative, applicant seeks an order force pooling alil of said Section 19 to form a standard
640-acre unit.

Application of The Harlow Corporati~n for compulsory pooling, Chaves County, New Mexico.

Applicant, in the nbove-stvled cause. seeks an order pooiing all mineral interests in the San Andres
formation underlying the SW/4 SW/4 of Section 18, Township 8 Souih, Range 29 East, to be dedicated
to a well to be drilled at a standard locatiosn thereon. Also to be considered will be the cost of
drilling and completing said well and the allocation of the cost the.eof as well as actual operating
costs and charges for supervision. Also tc be considered will be the designation of applicant as
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ROUGP _ STATE OF NEW MEXICO
ENERGY AND MINERALS DEPARTMENT
CIL CONSERVATICON DIVISICN
! i
IN THE MATTER OF THE HEARING
CALLED BY THE OIL CONSERVATION
3 I DIVISTON FOR THE PURPOSE OF
] [| CONSIDERING:
% AL CASE NO. 678
S/ 7
o/ Order No. K-60/3 /&
lder
he hearin 1led by the 0il Conserva_tri_o_nﬂg_i:\!_i_s_{on on 1t§:9wn motion to cons
::.b:‘:::t :: :.t.: a:;:n::t::tive procedure for the approval of infill drilling on existing gas
rorati;n‘\snitl as promulgated by Order No. R-6013 to permit the approval of infill wells a;e:ew
gnshnre production wells pursuant to the Natural Gas Policy Act of 1978 without notice and hearing
even though guch wells have been spudded prior to receiving such "‘"P‘Prm’?l'
N
o l ORDER OF THE DIVISION N
|BY THE DIVISION:
\
This cause came on for hearing at 8 a.m. on Jéuec oty 3
!19 Yo , at Santa Fe, New Mexico, before Examinervﬂgzzﬁgf2g
. § - ' _
g . NOW, on this _ day of Nitasirnes 10 gﬁD . the
- / f ==
- » L3 R - - // .
Division Director, having considered the testimony, the record,
and the recommendations of the Examiner, and being fully advised
;ﬁ in the premises, T
- FINDS:
: (1) That due public notice having been given as required
by law, the Division has jurisdiction of this cause and the
'3ﬂ subject matter thereof.

(2) That the 95th Congress of the United States passed
the Natural Gas Policy Act of 1978, P.L. 95-621, 92 Stat. 3350.

‘ $3) That said Act was enacted on November 9, 1978, and
g?i went into effect on December 1, 1978.

(4) That pursuant to said Act, the Federal Energy Regula-

torv Commiscinn hnvraina€irav v»AfFAarrad +~ LokndeToRll han
P SRR LU R 6 2 ¥ ~ «TICITCa

o e
N - mAva A L O a aranee r arva o

promulgated ?ﬂﬁ!him/regulations establishing gas pricing cate-
goraies and L[iling requirements.
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(5) That .said regqulations also established the Oil
Conservation Division as the jurisdictional agency with respect
to wells located on state and fee lands within the 5tate of
New Mexico.

(6) That an infill well drilled on an existing proration
unit would not qualify under the higher "New Onshore Production
Well" category (Section 103) of said 4w#®&&¥3m FERC regulations
hut would command a lower category determination unless such
well should qualify under certain exception provisions set
out therein.

) . —"/.I..

(7} That said exceptlons®dee/iantained in Sections 271.304
and 271.305 of the FERC regulations and required that the
jurisdictional agency mast find, prior to the commencement of
drilling of an infill well, that the well 4is necessary to
effectively and efficiently drain a portion of the reservoir
covered by the proration unit which cannot be effectively and
efficiently drained by any existing well within the proration
unit.

(8) That in order to make such findings without the
necessity of a public hearing in each case, and yet to be in
accordance with the FERC regulations and in accordance,with
State law, the 0il Conservation Division sbes®d adopt”%pecial
rules for Natural Gas Policy Act infill findings tc be followed
in the application for and promulgation of such findings admin- i
istratively by ,¥s Order Mo £-60/3 Ger Vorecd e 7,979, :
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(9) That by its Order No. 43-A issued November 16, 1479

the FERC amended said Sections 271.304 and 271.305 to permit the

Aanmnd m 3L i d ' Fimdimegs 3 ~im Y
JUurisGifiilnad agenly LIRGings gescrip

ed in Finding

(‘n

No. (7) above after completion of an infill well.

{iUj That the best evidence that an infill well will more
efficiently and effectively drain a portion of the reservoir
covered by the appraopriate proration unit will most often be
obtained during and following completion of such well.

(11) That tpe Divisi n s said administrative procedure
should relﬁron the best ev:dence ot” enhanced drainage and recovery.

(12) That the Division's "Special Rulz2s and Regulations,
Natural Gas Policy BAct Irfill Findings, Administrative Procedura"
should be amended to provide for the granting of infill findings
only after completion of an inftill well,

(13)‘ That the amendment of said special rules to read
in their entirety as shown on Exhibit A attached hereto will
provide for granting of "findings" in accordance with Finding
Nn. (12) abnve and will nnt cange waste nor vinlate coarrelative
rights.

IT IS THEREFORE ORDERED:

(1) That the amended "Special Rules and Regulations, Natural
Gas Peolicy Zcet Intill Findings, Administrative Procedure” attached
hereto as Exhibit A are hereby adopted effective immediately.
(2) That jurisdiction of this cause is retained for the
0of such further orders as the Division may deem necessary.

DONE at Santa Fe, New Mexico, on the day and year hereinabove

designated.
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A. DEFINITIONS o

RULE 1. For purposes of this administrative procedure oxly, the
following definitions are adopted:

a. Infill well: An additional well which has been drilled
for production on an established proration unit.

B. APPLICABILITY

RULE Z. These special rules and regulations shall apply to
effective and efficient drainage findings for completed
infill wells pursuant to Section 271.305 of the final
Rules and Regulations of the Federal Energy Regulatory
Commission relating to Section 103 of the Natural Gas
Policy Act of 1978.("These = iad rule . and eawic-
+ s do ot app Jo infill wstls dritled 1w

%l»“»h fAPAM)-M(Q_L_ or Bastu- Daikota V60‘5 Twnfill

ws.ils in Heee Jwo pools dre Covered by iCuie 15 =

of &"SFu;aL/Z!E! Cor APp!cca,'hou.s for Lostiiren 1
WMrice Qénlny.j Cate 91’(1 DVeterminatisons’ .PTOMILI“

;Sa,fid loz,‘ 51 ot @v“czer‘ IOO K-S8I18 as amended
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RULE 3. The Division Director or a Division Examinar may find
that an infill well is necessary:

a. upon a showing by the operator that an additicnal
wvell is needed to effectlvely and eificiently dara
a portion of the reservoir covered by the proraticn
unit which cannot be so drained by any existing
well within that unit, and

2
A i

b. wupon receipt of waivers from all offset operators,
or it no offset operator has entered an obiection
to the infill finding within 20 days after receipt
of the application by the Director.

RULE 4. The Director may set any application for hearing at his
discretion or at the request of an applicant.

D. FILING REQUIREMENTS 4
e approve o -}L&]nci”wc”
RULE 5. Each applicant shall submit a copy of,Form C-101 chowing

date of approval,—if—anyn,-and Form C-102 showing the

proration unit dedicated.

PR
Lrcer K-60037

PIEE I T R P

MaEY dae i e iehiing 4 i) ou



e A v

RULE 6.

RULE 9.

o

Applii)ﬁ{_shall give the name of the pool in which the
infill/ecompletiron-has-sosuwrred and the standard spacing
unit size thexcfor. '

If applicable, the applicant shall give the nuikcr of
the Division oxrder approving the non-standard proration

unit dedicated do Ha wilif.

The applicant shall submit a description of all wells
drilled on the proration unit (including the completed
infill well) which are or have been completed in the same
pool or reservoir as the proposed infill well showing:

a. lease name and well location;
b. spud date;
c. completion date;

d. a description of any mechanical problems experienced
along with a summary of remedial action{s) taken
and the results obtained;

e. .the current rate of production; and
f. date of plug and abandonment, if any.

g. a clear and concise statement indicating why the
existing well(s) on the proration unit caunnct
effectively and efficiently drain the portion of the
reservoir covered by the proration unit.
The applicant shall submit geologic:%'and rexer Ty ;492~nuuy2§
information sufficient to support a Iinding as to the
necessity for an infill well including:

a. formation structure map
b. the velume of increased ultimate recovery expected
to be obtained and a narrative describing how the

increase was determined

¢. any other supporting data which the applicant deems
to be relevant which may include:

1) porosity and permeability factors

e )

(2) production/pressure decline curves

(3) effects of secondary recovery or pressure
maintenance operations

j E;( 4¢‘él'?/ /?_
Or cbr F-66/37




RULE 10.

RULE 11.

Applications for infill’ findings sh 11 be filed in
duplicate Wi ith the Santa Fe office of the pivision.
offsetting

All operators of p*nratlon or spacing units
nfill finding is sought shall

+tha unit for which an i
~olication by certified or remstered

pe notified of tiie SPP-
mail, and the appllcatlon shall state that sucii noti-

fication has been given.
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