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BEFORE THE
NEW MEXICO OIL CONSERVATION COMMISSION
OTL CONSERVATION COMMISSION CONFERENCE RCOM
~ STATE LAND OFFICE BUILDING
SANTA TE, NEW MEXICO
Wednesday, July 11, 1973

EXAMINER HEARING

1IN THE MATTER OF:

ApplicatiOn of The Superior
0il Company for conpulsory
pocling, Eddy County, New

case Number 5026

-..nvvvvwwv

BEFORE 1

paniel S. Nutter
Examiner -

TRANSCRIPT OF HEARING
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| vetd .
| 1 MR, NUTTER: The llearing will come to orxder, please,
- , 2 The next case is Case 9026,
/3 MR. CARR: Casen 502G, application of Tha Superior Oil
41 Company for compulsory pooling, nddy CountY} New Mexico,
5 MR, MORRIS: Mr, Ixaminer, may the raecord show the
O, 6 same appearance and the samn witness as in the previous
- £ . )
E§ 7 application.
U » ‘ N o o+
8\ 8| - MR, NUTTER: The record will show that he is still
a . , _
; © 9 undar oath.
- o | )
L & 10 MR, KELLAIIN: If tke Examiner please, Jason
IE ' . -
= 11 {ellahin, Santa Fe, appearing for Pennzoil 0i) Company.
; ; 2 MR. NUTTER: Ara there any other appearances in
;T = - | s
£ — Qe =, Case 5026? Would you proceed, Mr, Morrais,
: : % s 13 , ~
. i ,‘E L] B
» DR 50 MR, MORRIS: Yes.
R S X 4
“: \ TERRY CLAY,
32
§§ 16 was called as a witness, and having been previously sworn
oo .
W . - .
gé i according to law, tostified as follows:
s 0 ' : )
I DIRECT EXAMINATION
’é; AL -
~ < .
w Y BY MR. MCORRIS:
&g 19 ‘
I,
E: 20 Q Mr, Clay, you identified yourself in the previous matter
iz -
x5 21 bafore the Commission and established the fact that you
o < R :
. Z . Tt RIS
Q.- ’ . G
g5 22 have praviously been qualified before the Commission.
‘,' r4
0+
fg 23 What does Superior Oil Company seek by its application
2 o ‘ . .
L
s 241  in this case, Case 5026?

25 A Case 5026, Superior seeks to pool all mineral-interest
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owners in the North half of Section 7, Township 23 South,

"Range 27 East, South Carlsbad Field, Eddy County, New

Mexico., This pooling also includes the Canyon, Atoka,

Strawn, and Morrow formations,

Does Superior also seek to have chargés for supérvision'
established and a risk charge established(in connection
with the nonconsenting interest owners involved in this
proration unit?

Yes, we do,

Please refer to the various. letters which have been
groﬁped together as Exhibit NUmﬁer 1 ‘and briefly review

the content of this correspondence with regard to the

efforts that have been made to form this unit by voluntary

consent.
Starting on March 22, 1973, a letter was submifted‘to ail
woxking-interest owners in the North half of Section 7 of
Township 23 South, 27 East, whereby they were invited to
pafticipate in a well to be drilled at either location of
1980 from the North and ¥West line or 1980 from the
North and East lire of>sa1d saction,

fhis letter was submitted by the ﬁistrict Land Man

along with an attached AFE again inviting all parties to

participate and pay their proportionate share of the well,

May the 1l6th, 1973, a reply was received from

Wainoco, Incorvorated, one of the working-interest owners
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That's correct,

and an AFE at that tima was not srgned by Gulf.

25

and also an AFE, signed an AFE representing their approval
or consent to participate in the proposed well,

Does this AFE that 1s attached to the Wainco letter, is it

‘the same APE that was sent out to all working—-interest

owners uith your letter of March 22nd?

That 1s AFE Number F-312-1 which will
be‘noted at the top of the AFE{

All right,

Corresponds to that number, on April the 23rd,a letter

vas received from Mobil 0Oil Corpbration signod by Jchn

Howard and also attached an AFE indicatlng their consent

to participate in the proposed well,

On March tﬁe 28th of this vear, a lettér‘wasv
received from Pennzoil Company wherein they indicated
that they would prefer to wait unﬁil a waell that was

currently drilling in the South half of Section 7, wait

‘until 1t had gotten the TD and they looked at the

information before making a reply to this March 22nd,
1973 proposal, |

On Aprial the 4th, this year, Gulf submitted in
writing thelr intent to participate in the proposed well
in the North half of}SectiOn 7 and were agrceable to
joining subjact tola satisfactory operating agreement,

However,

‘later approval was signed by Mr, R, E. Griffith,
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End then on May 23rd, 1973,vand this was after the
wall in the South half of Section 7 had bezen drilled to
TD and logged, a réﬁiy from PenuZOLl Company indicating
that thglr»&creage, and I'n readlﬁg from the sacond
paragraph of this letter, "Due to our acrea%e being
committed to ah 0ld gas contract under vhich we receive
approximately l7~l/2.centé pexr Mcf, we are unable to
participate gn the drillaing of the well and we are not
interested in farming—but our aéreage.“

"It would be preferable from our standpoint if you
could delay the.drilllng’of the well untal sﬁch time as
the FPC approves a noew aréairate,‘which ve beiieve will be
no later fhan this suﬁmer,"

without reading paragraph four, the letter was signed
by Mr, James A, Davidson. |
Mr. Clay, did you have propelling reasons ﬁo go right
ahead regardless of Pennzoil's regusst here that the well
be delayed? Dad you have reason and neec to commence
the drilling of this well? |
Yes, we did., We had acreage in the North half of
Saction 6 that wasrexplring midnight May the 3lst; and

as mentioned, the well in the South half of Section 7

“had been drilled and logged; and 1t was of great importance

that wve get on tha well in the Horth half to save the

expiring lease,
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You said the expiring lease was in the North’halffbf G.

I thaink you meant 7,

Seven, that's corfeét, tha/North half of‘7. E#cuse ma if
I denotad that wrong,

All right, So the well was commenced, and is it still
dri;ling”at the presant -time?

Yas, 1t 1is,

Approximately what i1s your depthﬂat this time?

The drilling depth is helow 11;660 feet.

Would you refer to BXﬁibitAZVaﬁd then Exhibit 3 which are
contour maps showing the structure of the Strawn and
Morrow formations respactively aﬁd point out the pertinent
featufés of these exhibaits?

Just ain general, let ﬁe point out that ;éferring back to

our original proposai of May the 22nd, 1273, it was at
a time when the well in the South half of’Secﬁion 7

was st1ll drilling, ﬁe'proposed the well in the North
half of Section 7 to be drilled at a locatiocn 1980 from
the North and West line or 1980 from the North and East
line pending the sutcome 6f the drilling well in the

South halft,

After the wvell in the South half was drilled to TD

and logged, 1t was decided that the North half well 1980
from the North and West was morxe suitable of the two

‘locations,
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'S0 thas 1g the location at which the wall was l

drilled ang drilled below 11,600 feet,

Exhibit 2 315 a structure map on the Strawn horizon

showing an outline of tha subject acreage in the North

hals of Sectior 7 and algo is g map showing the completion4

in the Strawn intsrval. which were colored ip red,

'It would be noted that the nearest Strawn completion

to the current drillang well 1in ‘the North half of 7 is
the Peanzoil guie Federal Well ¢o the North, There is no

Strawn seeticn’présant“in the Antweil ip the Southeast

- gquarter of Section 6,

ingre i1s no StraWn POrosity in the Stevens a Hall

located in the Southeast quarter of Section 7, There is

o PR
No Strawn Present in the Pennzoil Echols Well located in

- A
the Southeast quarter of 12; apg therefore, it ig not

believed that Strawn porosity can be éxpeétéd in the
current drilling Stevens Vell,

Q You have actuélly shown on this Exhibit 2 lines marked
as Strawn pbrosity. Now, what doeg that indicate?

A It indicates the area Within which Strawn borosity i1g
developed. The wells that are included within the Strawn
POrosity 1ine are wells thas do have porosity inp the
Strawn reet,

Q All raght, So gven though itfg @ possibility, your.best

analysis at this Point in time jg that you wil} not
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encountar Stravn porosity and in any event would not
gxpect to have a commercral Strawn production in th;s
well?

That's correct, It's highly ﬁnlikely in view of %*he
$ffsat wells lacking in S&ravin porosity. It's -highly
unlikely that the current drilliﬁg wall will have a Strawn.

porosity that would be of commercial value.

' Go on to Exhibit 3, plaase,

Exhibit 3 is a structure map on the MMorrow horizon, and

it's on the, vhat I refer to as the main Moryow pay.

’ Thére 15 ong porosity interval which will be seen on tha

cross section at a later exhibit that 1s pretty uniform

throughout the field,

So this map here is a structure map contoured on

-~ this Morrow pay interval. Bnd again it will be noted

that the acraage in quastxdh is in the Nofth half of
Section 7, and the nearest Morxrow completions is a well
that 12 the Ste&ens A in the South hialf of 7 and also

a well in the Soutﬁeast quarter of 17, PeanzolLl Echols’
Wall,

The blue coloring is Morrow completion., It should

be pointed out that the Antweil Missouri~New Mexico land

1n the Southeast quarter of Section 6§ was originally

completed in this Morrow pay interval,  It-produced from

August of 1970 to October of 1971 and has not produced
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s;nce tbat“tiﬁe, and due to leocading up of the wellbore’;
with formatiocn vater, I£ w1ll also be noted that, and
ﬁhls will ke bornse out oh the cross section; that the
Ryan lel-in’the Northwest quarter of 5 has also and
was noncommercial in the HorfowApéy zone,

How, before we leave these eihxbits, your application
covers not énly the Strawn and Morrow but also the

Atoka and Canyon formations, Would you point cut wheaere

. the Atoka and Canyon wells aye locatad and comnment ‘upon

the probability of obtaining commercial produéﬁion in
aither of those zones?

'The Penﬁzoil Mobil Pederél Number 1 Well located in the
Northeast Quarter‘of Saction 12‘15 cﬁrrently cempleted
as a dual in the Eorrow and the Atéka. The Atcka zone
in this well has produced about approximately 2,4 billion
cubic €eet of gas; and at a rxecent Commission hearing,
Pennzoil asked that for approval to abandon the Atoka
zone and recomplete that well in the Canyon along with

the Morrow,.

The bettomhole pressure,as pointed out in the hearing,,

in the Atcka zone has declinad considerably: and for that

reason 1t 15 believed that the Atoka zone 15 of limited
natuie, limited raservoir, and will probably not be
commercial in the current drilling Stevens Number 1 Well,

It might also be pointed out at the same time that
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the Atoka is producing in the Norghwest quarter of

saction 8 D the Texas International pigwell, and the

Atoka zone from 109 analyss 38 poor quality and the

volume of gas that is being produced from the Atoka 18

very low, 1 the neighborhood of a million cubic feet

T,

associates

B a oay.
é 7 There is also an aéoka complation in the North half
;, ;'ﬁ 8 of Section 18, th2 Philips Drad A Well; and again, the
; : o3 9 loqg quality and the production from that log hbears out
; _%% 10 that ;g's of a low quality 20né.
o E% 1l : So with that in nind; we do not pelieve that there is
T -%g | a very good chance of obtaining commarc;al production in
‘ = ‘ N ~ S »
_‘é the Atoka.

I take 1t from your testaimony then that the‘Morrow is
your principalyobjective in this well?
A That's cor#ect. The Canyon which is the shallower of
the four zones 18 producingd in the South half of_Seotion 18
in the Philips Drad B Well.: However, it‘s'also~exhibitsd
1oss of pressure and decline in production and has been
tested in the pennzoil Mobil 12 Well in the Northeast
quarter of saction 12.

1¢ was drill-stem teoted when thne weiz éas arilled,

so the Atoka and the Canyon are very spotty formations

as far as D ooxosity developnent. The Strawn ié

- 25‘- developed to the North of the current drilling well, and
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80 of the four formations the Morrow would be the

primary objective,

Please rafer now to the cross section which has been
marked as Exhibit 4, Now, 1s this cross section aloné
‘the lines of A and A' as depicted on Exhibits 2 and 3?
That's correct. .

And North would lie to the right-hand side of the exhibit?

That®s correct,

all riéht. What does this crose section show that adds

to_yoﬁr analysis of theléeology and structure in thas
area?
This cross section includes our left Stevens A ¥ell which
isg theJSouth half of Sestion 7, It goes throtigh the
locafion(of the current drilling Stevens Nunber 1 Well
in the North haif and‘éoes'to tha Antweil MiSsburi-ﬁéw _
Maxico Land Well in the Southeast quarter of 6, and on the
very right-nand side to Supserior's RyanyWeil’in the
Northweét q@arter bf Saction 35,

It shows the position of the Canyon, Strawn, Atoka,>
and the Morrow pay of which there was a structure map
presented on the Styawn and alsc one on the Morrow pay.

The structure map on the Morrow pay through there in the

‘cross éection, at the bottom of the croas_sectidn,\iookiﬁg

at the well that is currently being drilled below 11,600

feat in the Noxth half of 7, it is also to be noted that
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this-well is within about 300 feet of total depth,
| The Morrxow pay in the well to the Northeast of it,
Antweil's Well was drill-stem tastéd and covered the
water blanket and 561 feet of gas-cut ﬁud) and then it‘
was completaé in the Moryrow pay in May of‘197h,‘completed
for a calculated open flow of 2.439 million cubic feet
of gas.

"The 12 went on the line aﬁd the first production waé

in Au&ﬁét of 1570 and the last production was in October '

of 1971, This particular well loads up with formation

water and will not flow, The veryffight-handISide of the
cross section, the Morrow pay was tested in ‘Superior's
Ryan Well, flowed 700 Mcf per day piﬁs 40 barrels of

formation water a day. The flowing tubing pressure was

520 pounds, and it was determined after exténsive testiﬁg

and'running of bottomhole pressures that the zone was not

commercial due to the water production and the lack of

flowing top-hole pressure.
The line pressure in this area is about 850 pourds,
so the perforations in that well were squeezed off and the

well was completed in a lower Strawn-Morrow zone at

© 11,750 to 11,760 and compléted for 1,36 million cubic

feat of gas a day.
It will al’so be noted on the cross section that the

wellion the far left which is immediately South
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and the current driiling well, Ehat the Morrow pay from
log analysis was‘iﬁdicatéd to carry 65 percent water
saturation. Excuse me, that's 45 percent. The water
saturations are denoted on the left-hand side of the
1log. |

And as determined from Schlumberger's;Log'Analysis,

"the interval within thai heavy dark line of Morrow pay
was carryving 45 percent water saturation and is beliaved

' to be real close to the point of commercial versus

nohcommercial gas production,

This particular well was completed belcw the Morrow

‘pay in another stray Morrow sand from 11,666 to 11,670 and

was completed for 5,49 million cubic feet a day, This
is a flowing test.
The open flow test has not been run on this particulax

well, It also will be noted, that in the wéll'go the

' Northeast,the current drilling well, the Strawn in the

upper part of the Atoka was tested, drill«stem tested &nd
got gas that was too smal to measure, indicating
noncommarcial production,

All right, Mr. Clay, let's turn to the next exhibit hera.
Havg you made én aconomic analysis of Superior's situation
drilling the éubject weil and assuming that Pennzoil
continues to ascume a nonconsenting position with respect

to its working interest?
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Yes, I have, I've made a detailed economic analysis
utilizing the price of the gas that was given tQmme by
Penpzoil in the latter part of last year and the first
part of this year.

Assuming that Penngpil's interest will be carried,

which it is being carried by Superior, this is the 11,2

percent interest and is the only workiﬁg interest within

the proration unit that elected to go nonconsent,
Pennzpil's share of the driliing completion costs
of which is being borne by Superior is $29,300. From
deciine curve anaiysis,.if'a'weii similar to the Pannzoil
Mobil 12 Well in the Northeast quarter of Section 12 is
found in the current drilling well, an ultimate recovery
of 5.5 billion cubic feet of gas can be eXpecfed. |
Of this reserve, the nonconsent share is 512 million
cubic feet bf gas; and again, based'on>Pennzoi1'g»gas

price, the net income hefore Federal Income Taxes would

"be $37,595 from their share of the unit reserves,

If a 100 parcent risk factor were assigned by the
Commiséion to Superior, Superior would realize axrate of
raturn of 18,3 percent from this carried interest, ’Thgse
economics are in detail on the second page denoting
Pennzoilis share of the gas, Pennzoil's gross income,
Pennzoil's share of the operating costs and production

taxes,
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Refer to Pennzoil's working interest on the economic
data sheet in the same meaning as the nonconsent interest,
Pennzoil's share of the drilling completion cost at
$11,300 for the tanginle and $28,00 for the intangiblae,
?ennzpil's net income before FIT Taxes, depreciation,
depletion, Federgl Income Taxes, ané the cash flow after

FIT Taxes, tha cash flow after incoma taxes‘discounted

values of 5, 10, 15, and 20 percent.,

This summary of the economic analysis is shown on

the next graph which shows the discounted cash flow that

would resuit to Superior after FIT taxes versus the

discounted rate used in the intersection‘cf this
discounted: cash flow, and the zero value liné»is the
rate of return;

It will be noted from this graéh that at 100 percent

risk factor this intersection of the curve is at the

'18.3 percent discount rate denoting that if a 100 percent

risk factor ware assigned that Superior would receive
sllghtly in excass of an 19§ percent rate of return.

The next graph is a material balance or a bottomhole

‘Pressure divided by cents veprsys the cumulaiive

production of the Mobil 12 Number 1} Wall indicating the
ultimate reserve of 5.5 billion cubic feat of gas,
The next graph is a rate predictidn taking the rates

that have been produced from that Mobil 12 Well for the
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ion predicting

three years and through extrapolat

first

" how the remaining rasaxrves will be produced,and these rate

were the rates that were incorporated in the economic

analysis material, the rate of return as we have segen on

the graph.

ns.now,do:you draw from this analysig,

Mr. Clay: with respect to arn appropriate iiék factorxr
that should be assigned,by the commiasion in this case?

gssociates |

Number 1. in view of the noncommercial production of the

Morrow pay in the well to the Northeast. the current

dearnley, meir &

arilling well, and also the higherrwoter saturation in

the Morrovw pay in the well to the South of the current

drilling well, and since the Norrov pay 18 the primary

zone to look ats there 18 still some risk of a commercial

‘well, a risk of obtaining & well as qood as pennzoil Mobi.l

] 12 Well in the Mortheast quarter of Section ‘12

There is an inherent risk in any tie You drill for

the Morrow pays Inrview of these offset wellsy there is

a definite risk.of attaining this type of well that we

have used in the economic analysise

nen #he @CONOMLC analysis, if we get as good as

-
N A 2L

well as in the Northeast quarter of 12 and if we get

a risk factox of 10C percent, the rate of return of 18

percent i8 pot in our opinion a high rate of raturn when

there 18 risk involved in naking 3 wall gimilar to what YO

e
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have used in an economic analysis, If there is risk
involved, an 18 percent rate of return does not give you

a whole lot of cushion, so to Speak.‘

" Standing on its own}merits, Mr, Clay, does this well

praesent an attractive economic prospect to Superior?

Would you restate the questién?

" Is this well economically attractive to Superior even if

all parties participated in the drilling? Does it present
the kind of return on investment, the prospectis for

return on investment that you normally seek?

You are referring to Pennzoil's interest, I assuma?

Well, maybe we are not on the same wave lengtli, ILet me
restate>it again., In view of the risks fhat you have
just outlined, is the prospect itself economically
attractive to Superior and tc what extent is thét
attractivaness affected by the nonconsenting status

of Pennzoil? -
let me say this: We do have a more favorable gas price
on the committed gas price here, and the economics of
Superior's ihterest as compared to Pennzéil are more

favorable than the Pennzoil interest, The Pennzoil -

intérest,with us carrying it and being‘of less favor than

our interest, has a tendency to pull down our economics,

reduce it.

It's because of the lower\ratés of return, the lower




Y, meier & associa

dearnle

109 SIMMS BLDG.e P, 0, BOX 10920 PHONE 243-669‘10ALBUQUERQUE. NEW MEXICO 871{03

1218 FIRST NATIONAL BANK BLOG, EASTSALBUQUERQUE, NEW MEXICO 87108

10|

i1

12

13

14

15

16
17
18
19

20

2

2

23

25

PAGE 19O

Yesg,

net that accrues from the Pannzoil interest as compared
to our interest., It definitely is a load to our interast,
and our economics indicate that it does justify taking

the risk of drilling the well, Obviousiy that's why
we elected to go on it., However, I might add if our
aconvnics looked ;ike the Pennzo.l economics that we would
have to look at it real clése bafore epterihg into ;hf
expensive well such as this, a $350,000 well, because

. of this low profitability.

COncerniné the costs of suparvision that the*COmm;ssiOn
would assign in an order pooling the mineral interasts

in this half section, do you have .any recommendatidns
based upon experience in this area as to the coét‘of
suparvision that should be éstablished?

Under the operating agreements that we have used in

the past, supervision costs under thess operating

agraements is aéééd#lﬁ%tely $150 per month per well; and
we would hope that it would be in line Qith the operating .
agreanants,

Mr. Clay, did you prepare Exhibits 1 through S or were
they preparad under your supervision?

Yes. They waere prepared by me,

MR,  MORRIS: We offer Exhibits 1 through 5 into

oevidence,

MR, NUTTER: Applicant's Exhibits 1 through 5 will be




pace 20
- 1 admitted into evidence,
- B 20 MR. MORRIS: fThat's all we have on Direct Examination,
- 3 MR. NUTTER: Are there any questions of the witness?
! 4 MR. KELLAHIN: I'd like to ask some,
s CROSS~EXAMINATION
6| BY MR, KELLAHIN :
. v v
¥ Q :
P ?5 7 Q  Mr, Clay, you said You get a better gas price. What is
) 7 A ’
= sg 8 : Your gas price?
¥ v ;
© 9| A Our current Price is 25-1/7 cents subject to BTy
- A |
f T . adjustment
A - 10| . e _
= — 11 - Q That is the contract price for this particular well?
. = e o
e 2 A ‘ :
B 8 5 Q Of course, it's not completed yet,
S 8 B | '
§§ 14| & That would be the contract price if a well were completed,
z x v .
" W u . ) )
2z 'is , The acreage is committed under an existing Prior contract,
u W N
o 2 4 ' ~
_ ~§§ 16 Q Now, I don't think I aver qulte understood Your answer
g x !
§§ 17 when Mr, Morrig was asking you if this was economically i
a4 2
L ) i . . -
§? 15 attractive to Superior, Is it your answer that it is or
_ %sd 19 18n"t7
4 o
' Ef 20 A Well, 1 think my answer was that looking at it from
: Sz S :
x5 21 the standpoint of Superior's gas price that it wag
o < ’
. Z .
o ;g 22 economically attractive from our gas price standpoint,
¢z n
2; 2 And obviously, that's vhy the well is drilling from
. e A : . ‘
i 2 below 11,600 feet ang a decision was made to drill the . |~
- wall . , ’ o
25 * ' J
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g

They are not the kind of economics we jump up and
down about, but nevertheless it was attracti;e enough>to
drill the well,

It waé a reasonably good risk from your point, was it
not?

Using our prices?

Using Pennzoil's prices, it would not be an attractive
risks would it?

Using Pennzoil's prices, if there were riéks_;nvolved

in it which we consider that there is some risk, I would

‘have to say that it provides 2 fairly marginaiFtype

invastment,
Now, on your Exhibit Number 5, you show the cost,
nonconsent share of drilling and completions cost, I'm

assuming that's Pennzoil's share of the costs that they

‘would have to pay had they participated. It is $29,300.

R
FY

-
soe

Now, on the second page of the exhiliit, you show Pennzoil's

share of tangible costs at $11,300 and Pennzoil's share

of intangible drilling cost at $28,000, That, to ma,

would add up to $39,300.

Yes, that's correct.

Which is it? o
Y

V 1 ,
That's a typographical errori It is $39,300,

It is $39,3007
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Yes,

On the basis of yoﬁr computatiqn and based on éeﬁnzoil‘s
gas price, 6f course, whﬁt would the net return be to
Pennzoil after paying those costs?

Would you mind running throuéh that question. again?

wéll, you made a computation of tﬁe cash flow to Pennzoil,
How much would they receive from this well after they

had paid out their costs of $39,300?

‘The total there at the bottom of the page, Pennzoil's

'neﬁ income before Fede&al Income Taxes which would he

after the operating costs, production taxes, and ad valoran
taxes ware subtracted out plué the tangible and intangible,
is $35,595. Thaﬁkis after you subtract Qut the well
cﬁsts and these other costs, This is what quld flow to
Pannzoil, |
That is after you deduct the costs;ris that correct?
That's cotrect.

MR. NUTTER: And that's figuring qas.at 17-1/2 cents?

THE WITNESS: fThat's figuring it at 17-1/2 cents
currently and escalating‘it as I unde?stand it‘to 21-1/2
cents ip 1986, There is an escalation in it, as I
understand it, from Pennzoil, |

ME, NUTTER: Lét mg ask-one-gusstion,

MR, KELLAHIN: Go ahead.

MR, NUTTER: ‘Prior to gatting a payout, if the
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¥ 0 » O

»is it not?

That's correct, $350,000,-

How dé you Account for the differenca?

We had soma abnormal pressure in the Atoka in ﬁhe.S£ev§ns

A Well. The well took in excess of eighty days to drill

- to TD., As a conseéuent, the contractor fees and the

mud costs were considerably higher than the current

drilling well whigh is projected right now to bé’completed

in the period of around fifty-one days, some thirty days
less than the Stevens A,
The mud bill is consiéerably less, and I think in

my opinion the $350,000 is'raaSOnable.

" You carried Pennzouil in that well; did you not?

That's corract,

What risk factor did you carry them on a voluntary basis?

We carried Pennzoil on the Stevens A Well under a 50

" percent risk factor,

Now, in connection with your testimony as to your rate
of recovery, you mentioned the figqure of 18;3 percent,

Is that contained in the assumption that you get a 100
percent risk factor, and this is your rate of recovery
of that portfon of the cost chargééhle to Pennzoil?

Would you mind repedting the- question?

The118.3 percent rate of ret;rn, does that apply strictly

Pannzoil's shara of the cost?i
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14 |

That's correct,

You are not taking into consideration the income from the
balance of the interests? ]

No, fhis econpmic data sheét was based on Pennzbil'é
working inte:est, the nonconsgnt interest,
At 17-1/2 cents?

The price of Pennzoil's gas, the cost that would be

attributed to Pehnzoil with that .working intéxest}énd

" that graph reflects what this economic data sheet has on

it whiEh is Pennzoil's interest, whatvrisk‘factor
included of a 100 percent, 75, and 50 §ercent risk
factor. |

Néﬁ,'if’?enﬁzcil paid their proportionate share, ﬁhair
rate'éf retﬁrn would be considerably less thah 18,3
peréent then; yoﬁldn't it?

Not if wae have ﬁhe same facts, W\
They won't have the 100 percent risk é&étor. ‘They are
going to advance the monsy. Would their rate of return

be the same as yours?

There could be a difference there, That's correct,

Yes, sir, Now, in connection with your risk factor,
you'dié&ussed tha’Philips Drag A Well, Thatfé a duél
completion, is it not, Drag 1l=A in Sacfion518?

Drag A?
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Yes. That's correct. It's completed as a dual, the

lower zone being(cné Morrow and the upper zone being the

AtOkéu

You said,'IAbelieve,‘in'your testimony, thé,productiou
was declining from that well, Corract me if Ifm Wrong.

Did you testify that it was declining in that well?

-I believe that's correct, right.

Were you referring to both zones or only one?

I was referring to the Atoka. I believe that I spoke of

it in terms of when I was speaking of the Atoka zona,
' The Morrow zone is quite a gcod well; is it not?
' The Morrow zone appears to bs a better-than-average well,

~Do you know what the rate of production on ihe two zones

from that well is?

I have it cowpiled, If you would give me a few minutes,

I could bring it up.

pon't bother, We will pﬁt it in evidence if‘it isn't
handy to you, How about the Philips Drag l-B Well?

Is that a good well?

The Morrow is, I'd say, cénside;ébly batter than average,
It's oné'of the bestvwells in the pool actuaily; is 1t not?
I would say that it's one of tha better. I wouldn't say
it's the best. |

Ngw, your cumulative produdtion éhown on hare is through

to May. 1s that May lst or the end of May?
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1 The cumulative production is to May 1, fThe average
P 2 bProducing rate was during Aprii,
. 3] ¢ Do you know whether that well as considerably overproduced,
4 undar the present pProraticn scheduleror not?
B 5] A A¢ the present time,unless required, I prefer rot to
'?_ aa " 6 _answer that question,
i @ , A .
= 7| @ Well, I ask you, do You know?
- gg 8| & I'd have to Say that there is Scme question in ny mind
g a _ _ .
© ol - about that,
Lo od ) _ .
o _§§ 10 Q Well, You would agrae that the Commission?s~p:craﬁian
h = 11 schedule would Spaak for itself; woulg You not?
o >
%% . 12 A Yes, 1 would,
I o _ ,
8'3 o8 13 Q In Connection with your cross Section, what Prompted yogy
T o:
x @ R - .
90 14 €O use the particular wells that ¥ou did use? was there
T x :
— W
;g .18 any reason fqr 1t?
z .
a o .
- §§ 16 .\ Yes, there was, Tha well, Stevens A wel}l was used because
o
ouw -
iz 17 1t was a South offset to tke currsnt drilling Stevens 1
L] ® N
— c@ .
EE 18 ~-2D the North half of Section 7,
32 ' '
= g 19 Antwail New Mexico Land Well was ysag because 1it'g
o o] - - A
Is
22 20 & Northeast offset, These are maybe not the closest wells,
S 2 , ‘
'§; 21 but two of the closar wells that surround the current
X | , |
ok 2 - drilling well,
u‘ z
I [T - - .
ac 23] @ and the Superior Wall in Section 3, how about it2
n W
o 2 o
ff 24 A The Superior Well in Section 5 Yas a well that was tested
in the Morrow pay, simply shown to show that there is watej
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productzon in this Morrow pays -
cause 3t showed

pose then, be

You pxcked 1t for that pur

- - : 2
) o 3 Qater?
Water producton with.nonéommercial gas, just 1ike the
An£we11 New Hexico'Land Well.
son?

Antwerl Well forx the same rea

e 1t was an offs
tevens Nurber

o pid you pick the
et and also *

A The Antwell was ~hosen becaus

near to the current ar1lling S

pbecause ig's

e

qssociates -

1 Well.
astified that“that well was 1oadiﬁg up with

Q. Now, yecu t
1s for a fact?

dearnley, meier &

water. Do You xnow th
1'd have tO say that 1've discusged 1% with the

Well,
tor.

'opefator;uand that's the impression of the opera
er samélés'from~the well. The analysis

AR R
RSB PO IRA a R

1 have gotten wat
of the watex from the Antweil Hiséourx—ﬂew Mexico’band

ar to yhe forma ¢ was recovered

£3ion watexy tha

Wwell € gimil
I‘va‘included, and

in’SuperiorFs Ryan Number 1 Woll that
1 think ‘other people have that. kIt's pearing formation

iith ncncommercial gas.

Water .W.I- [P § 4
which that

4 discuss with the operator the manner it
nmpted to be completed?

n some detairl

Q m.d yo

- well had been cqmpleted:or atte
aiscussed 1t i

1 have
g the Ryan Well

A ves, I have. In fact,
and at great length vhen weé were compietih

paned ro be
g-of the Morrow Pay:

the one that completed ite

of whaci 1 hap
and prior to the testin 1 discussed

25
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with Antwelil in getail V¥

2 and 8© 1 feel 1ike the informatio
pid he indlcéte’to you that he had diffxculties in the

11d have to 5 that they probebl¥ jid, Howeverr 1'a also

then that you have difﬁiculty in completing,'

- Q ﬂaw, gettinq pack to this 18.3 percent raie of returns

‘ thét pothers fe a bite Ié 1t your-opinioh that a ¥18K

13 retursn atheY ﬁhan for the sdle risk of drxllihg the well?
14 ) Would you mf;nd restatind the quéstion?‘

15 L g I think the question is cleér anoughe

A, Wells I'm SOYYYe { gidn't understand 1t

-
e

al MR. KELLAHING would you read pack the questloﬁ?

18 {Whereupon,vthe raporter read pack the queStion,)

19 A Te's ™Y opinicn that the r1sk factor yncludes a risk

20 | 1nvolved in whether a well will make & commetcial well

21

22

2 it doesn't mean that 1t always provides an attract:Vve

2% investmant. so it's MY opinion that there ys always

a risk even'aftervyou nake a wellr a risk of what kind of
. N "

25
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“a cash flow 18 going to accr

- companles have, All companles that have been in this

Business for any pariod of time have got gas contracts

~of question I'm going toh

pace 30

uwe from that well. what kind
of rate of return;‘what kina of profit. becquse this is
the livelihood of the industfy.

what are Qeﬂgo}ng to make here that we can invest
there? And so 1 don't knov whether this is onswering

your questaion. put I 4o think that‘economicslcertainly

is’a paft of risk.
and alsOtPennzoii‘s gas price is part of thevrlsk. You

are assuming that, too; 18 that right?

Well, Pennzoil‘s gaS'priéé"1:~a-s1tuq;ion that most all

‘from the gas selling for 17 centS.
it's a vay of 1life. Io's not 2 favoraﬁle sxtuation
to be in, but we all“have this type of situatione. So
I don't think Ponozo;l 18 unique 0 that ManNeY.
Now, prxor to ¢he time the superior 1-A Well was arilled, \

did Pennzoil approach you about drilling 0 the West

I'm going»to.havo to re fresh ﬁy memory here 8 1ittle b;t
bacause the 1-A Well; as T, rooall, vas proposed pack 1D
somathind Iike‘June,of last years ’Thofe,hésboen a whole
1ot of correépondence &hat»has transpired betweeh June
of jast year and Juneé of this years TOo answer phnt Lype

ave to refer pack to some
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20

correspondence that I don't have in a packet., I'll have
to go through my brief case and see 1f I've gbt it. .
ngﬁt now, you don't know, Is this correct? Is this

what your answer is?

At the present time, ny memory just réally doesn't serve

‘e well endﬁgh to say gdefinitely Qﬂét"was proposed and

\

what was not,

Could you tell me why YOu selacted a lecation in the

‘Northwest ¢uarter instead of the Northeast?

Well, frankly, we felt like che two locations that were

" ‘proposed in our March 22, 1973 proposal, we felt that tha

1

location 1980 from the North and West was the better of

the two locations,

' 1Is that based on your geological informaticn?

That's based on geological information, resexrvoir
eﬁglneerlng lnfdfmation, aconomic eva}uatlon, sevefal
factors. |

Now,‘you are présently drilling below 11,600 feet in this
well; as that rlght?

That's corract,

You have aiready,passéd than the Atéka and Strawn and
Canyon; have ycu not?

Yes,

Did you make drrll-stem tests in those zones?

MR, MORRIS: I object to this line of questions, Mr,
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- to see what the éutcome 1s going to bhe before they then

Exaniner, This proceeding should-unot-ba used aé a
d;scovery proceeding by a party wﬁ;ch has’ not paid its
sharefof the weli cost to gain 1nformati0n wﬁicg'OBViously
is confidential to the operator and %o the participating
parties in the well. We object.

MR. NUTTER: Mr. Morris, you have asked to force
pool four different formations here. I think the guastions
partai;ing to the four formﬁtions are iﬁ order,

MR, KELLAHIN: In addition to that, the witness hasy
testified that the prospects in those four zonesiéere not
good. He has the infermation available, He’should put

‘it out. We have no need to take his bare statement. .

MR, MORRIS: Let me say that\we ara- asking the
Commission to assign a risk factor for the drilling of Eh65
well. I thlnk the Commission should look aﬁ it from the
standpoint of what the prospects were before the well
was drilled, and we are certéinly going to divulge to
the Commlssion all of tﬁe»informationbthat'we are reqhired
to divulge to it, but I think it is grossly unfair to

put the nonconcenting party in the position of waiting

decide whether they are going to pay their share of well
costs or not, 1 don't see that the results that have
been obtained, even 1f the well were completed at this

point, would be pertinent to the risk factor to be
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to the Examiner's question, Mr, Kellahin,
just a minhte?u

14 |

additional period of time to decide whether they are

'going to Pay their share of vell costs or not, Now,

assigﬁed to th%s well,

MR. NUTTER; Weil,_isﬁ't that one of the penalties,
Mr;'Morris, of filihg an untinely application for ‘forced
pooling?

MR.»MORRIS: Well, it is too bad certainly, Mr,
Examinef, théé -~

MR.’KELLAHIN: I£ the Examiner please, in every
forced pooling order’enter@d by this Commlssiqn, the
operator does have-én‘Oppofiunlty to pay his shhré°

MR, MORRIS: Well, let me finish Ny response now

THE WITNESS: Excuse me just a minute. Could I have

a drink of water? I got & bad tooth. cCould I walk out

MR, NUTTER:'Sure.

v i

MR, MORRIS: There is nothing in the forced.pooling o
Statutes which requires the Commission to enter an

order ard give the nonconsentxng interest which has

clearly gone ncnconsent before the Hearing, give theni

I recoqnize fully that the standarg order entered by tﬂé'w'
Commission does require fhe Obperator to furnish an AFE,

and'it'ngesathe nonconsenting interest owner thirty daYs

to decide whether he 1s going to pay his share of well :
\ »
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 time that the COmm1S8SlOn, 1f 1t sees fat to enter 2

 AFE has already been cubmitted to pennzoil in this case

< the qommencement of:the well rather than as of the

:'Examiner that 1t's unfortunate that the app110aﬁidh was
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COSFB or not.

So we ars asking and intend to ask and 1 ask at this
pooling oxder in this caseg in view of the fact that an
and Pennzoil clearly indicated its intent to be a
nonconsentiﬁg interest, that they not be afforded this
period of time insofar as the risk factor to be
aestablished as 1 said a minute auQ.

1 think the rask factor -should be established as of

completion of the welle I certaxnly,agree'with the

not filed and brought to nearing before the well was

commenced s put this was a situation where T think Superior

in good faith has kept negotiatind right up to this very

 day tryaing to obtain the agreemént of Pennzoil and falt

that it could do 8O0

perhaps it should have decided earlier that the
prospects for reaching an agreeﬁent were nopeless, but
for better oOr worse they continued to negotiate. Obviousl
1 quess this all goes back to Mr. Kallahin's-quastidn

concernindg the results that had been obta;nea frosn this

well up to this point of time. Ve would 6bject'to the

questlon.

______,______,,_____..__*__w,
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MR, KELLAHIN: 1If the Examinér Please, 1 don't want

to belabor the point; but I would point out that the

witness and Mr, Morris themselves opened thig question

up by lnquiring into this ang testifying to.the_quality

-Of these various zones,

Now, having testified to it, it's incumbent upon
then to come fozward with any other informaﬁion they have
got; and I have o right to ask the question,

MR, NUTTER: 1 think you are just covering territory

»that has already been initially covered by Ehe/Direct

testimony, 1f You can give yg the informatiaon on the

quality of thése zones other than what you have already

given, Hr., Clay, we would appreciate it,

Let me say this; In my Operation, nermally I look at the

“drill cuttings when they drill the well and determine

. Whether to drill~stemn test or whether they are'needed.

In this'partlcular case, we have not drill-stem tosted
any zone; and 1 have only looked at a few cuttings,

So I am not ip & position to provide information,

on vhen we ruynp the logs; ang these logs will not be run

until probably this weekend,

MR, NUTTER: You have not run’ any logs on the well .
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1|, - yet?
- , 2 THE WITNESS: No.
Cie sl MR, NUTTER: You are waiting for your TD on that?
e 4 THE WITNESS: That's correct., We have got about
s 5 300 feet to drill., We drilled as most of these wells are
o ;; 6| drilled into the Barnett shale and whare therxe is no
A.» . . ‘: m . ‘ -
R ?g 7 long&r Morrow interval present and log them and then have
FTR o : -
A E%. 8 the analysis such as on a cross section madse by
- N ‘ \ -
R «© 9 . Schlumberger on the water saturations, the gas
] i oJ
SRR 35 g0l - saturations, deteimine from that whether to run a string
¥3 P o 11 of production pipe in the hole and then also to detarminie
{% 12 . from'those logs where we 'will attempt to complate it if
o o S €« . ,
Lo _ﬁ!ﬁfgd .- there is commercial production indicated from the logs, -
5 8B
x © L
$8 14 : » MR. NUTTER: As yet, no drill-stem tests have been
E o
=z conduected? ‘
) n 15 ’ .
32 ' '
_ o THE WITNESS: fThat's corract,
3¢ 19 |
§§ 17 Q (By Mr. Kallahin) I understand no drill-stem test on
< D .
- e 0 3 '
§§ 18 any zone has been made.
ok
32
w Y A In this wall?
- 33 19
X
¥ Q In this well,
i3 20
- €
x5 A  That's correct,
°< 21
_ 3% 2 Q@ Is that an unusnal sgituation with you?
s 2 , .
EE '3 A No. It really asn't., We have drilled, this is the third
w 2 ' . .
- 2e . .
S 24 well theat we have drilled in here in the last six months,
; We drilled the Ryan in the latter part of last year in the
2 _
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Northwest quarter of 5. There was no drill-stem test run,
Stevens A wsas drilledraﬁd completed in the first part of
May of this.year. There was a0 drill-ctem test fun.

So this well ;s following a pretty normal pattern,

Now, I don't know whether vou were in the room or not when
Mr, HMoxris wvas talking abopt the usua; 0il Commission
pooling order raguiring the operator ﬁo furnishfthe
nonconsanting owner with estimated wall costs thirty daYs

prior to commencing the wall, OFf coursa, the well has

already baen cormenced and has bean praciically completed,

What do you plan to du in that connection?

Well, I %galn refer back to our letteerf’Marchyéz, 1973,
wheraby all cparators wera notlfiéd and asked for tﬁeir
consent in an APE numbered F~312-1 that wés submitted

to all offset opérators reflecting a dry hole cost of
$250,000,

Now, ycu had not filed an application for forcad pooling
at that tama?

That's correact,

T

Will you furgish the nonconsenting owner with the actual
cost upon completion?

Yes,

Will you also furnish the logs and other pertinant

information on the well?

At the tinme --
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the question bgcause this'may4be a matter as to what is
required either by Commission order or by terms of
oparating qgreemént that wouid be entered{into afterx the
Commission has determinad the risk factor in this case.

go I think that the quqstioufpre;supposes what action
the Commission may take. |

MR. KELLAHINz It¢ prevsupposes nothiﬁg@ I'm merely
askina the w1tness‘1f ne is willing to do this, IHe caﬁ
ansvwer yes Or N0«
1'd say to thé present rime and under the general operating

practices, since we have no oparating agreement with-

carried pPennzoil's interest, ve would he very réluctant
to provide this xind of information.,
MR, KELLAHING That's all the questions 1 have.

CROSS“EXAMINATION

‘BY MR. NULTER:

Q

. cause us to have to reconsider the calculations that are

Mr, Clay, in response to a question by Mr. Keilahin in
which the figures on sheet two of Exhibit 5 didn't jive

with the total shown on sheet one of Exhibit 5. does ;hat

made on sheet three of rxhibit 5? -

No, It does nct.

pecause you figured that at the 100 percent rigk factor
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L

based on a discounted cash flow up here., It ldcks—like yod

staft&d up here at about $29,300; didn't you? And your
investment 1s figured at $29,300 on ﬁﬁat exhibit, on the
graph?

The graph iscfigured at, no, the graph,

It looks like it might change all the shape of the curve

on hers,

‘Okay. There seems to be some confusion on this economical

analysis, ¢ me see Lf I can't provide some clarification

‘The $29,700, the discounted values here on the right,

far right-hand side ara the discounted values times the
cash floﬁ after Federal Income Taxes. | ‘

Down at the bottom, it will be noted tpat the cash
fléﬁ after Federal Incoma Taxes 19 $§9.800.4 That wés after|
the tangible and intangible investment is subtfacted,
and it wili be notaiced in the first yvear of operatiorn in
1973 there will be a neéatzve cash flow of $36,900 whxcﬁ
is this tangible and intangible well cost of $33,300 and
sogg operating cogts, eté.

You sum all of the positive cash flows up after
téxes. ¥-u subtract the first year at $36,802 and come
up with a cash flow after FIT Taxes, the'$29.798 that
happehs‘to rgpresent, |

That's the starting point of the first curve?

~ Starting point here of the 100 percent rick facior,  And -
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MR, MbRRIS: That's correct., I would ask the
Commission in its order td recognize that Pennzoil ciearly
went nonconsent back before the pooling éase wasg everx
brought and that the risk factor to bé assigned to the
well be'assignad from the standpoint of what the prospects

vwere at the time the application was filed,

. MR. NUTTER: And remove the portion of the order that

provides the opportunity for a nonconsehting party at the
Hearing ‘to make the election?

Al

MR, MORRIS: -Perhaps I should make this clear. The

Commimeicn may find that to be a very severe requirement
to make. We would ask that they make that, We think
1t 18 justified in this particular case,

Hovever, if the‘Commlssién‘does.not see fit to go
that far with us, we would certainly ask that we not have
to go’fhrough the unnecessary routine of futnishing
estimated well costs or AFE which have already beeri done
and that Pennzoil be given a gpecified period of time,

a short period of time,

Obéiously Qé want this to be dﬁne before the well is
completed go aetetm@né vhether they rre going- to pay their
share of wéli costs in advance or continue an their
nonconsent position,

(By‘Mr. Nutter) Mr, Clay, has anything occurred in the

drilling of this well that would cause you to believe this
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is not going to be within tﬁe estimated $350,600 for a
completaed well or $250,000 for a dry hole?

No, éﬁare-hasn't. As a matter»qf fact, I've up-dated as
close as I can the projected cost; and I believe thét
those costs are going to be real close. ,The actual cost
8 going to be real close to the estimated cost,

| MR. KELLAHIN: If the Examiner please, may I be heard
on this same gquestion?

MR. NUTTER: Yes, sir.,

MR. KELLAHIN: We would certainly object to Mr, Morrij_

proposal., bbﬁiéﬁéiy we are not too concarned about -
receiving a new estimatéd well cost, We agree we have
receivad the estimated well cost, but to deny us the
thirty-day period of time from at least the date of the
order in which to elect to join or not to j;@n would be
a radical departuré:frpm the custom that has basen long
established by this Commission and all of its forced
pooling orders,

Every nonconsenting owner has always had the
obportunxty to join after the Commission's order has been
enfered and join on a voluntary basis.and avoid whatever
Fenalty factor or risk factor the Commission might see
fit to éccess.

Now, to say we shouldn't be given the opportunity

to join after the well is completed, it 1s not our fault
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was called as a Qxﬁness, and after being dhly sworn according

that this well was started, The sitﬁation being as it is
with the Commission, we may or may not get an order prior
to the date of the completion of this well,

At that stage, we‘wouldn‘t even know what our fights
are, So we submit ihat we should have a paeriod of time
after the order is entered in which to join on a .k

voluntary basis just as it is a custom in all other orders,

MR, NUTTER: Would you Agree that under the"
cireumstances thirty days may not be necessgrY?
MR, KELLAHIN: No, I wouldn't, It takes that long to|
move the wheel of a corporéte‘giéht.
MR, NUTTER: Does anycne have any further questions o
of Nr. Ciay? S
MR, MORéiS: I have no further questions,
kMR. NUTTER: He may be excusad, Are you going to
prasent any'testimony? ‘

f

MR, KELLAHIN: Yaes, I am, We have one witness.»
MR, NUTTER: Do you have»anything further at this
time, Mr, Morris?
MR. MORRIS: No, sir.
MR, MGRRIS: I call Mr, J.C. Raney as a witness,

JsC. RANEY,

to law, test1fiad as follows:
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> O Y O 0> DO

 BY MR,

DIRECT EXAMINATION

KELLAHIN

o ¥y O

Would you state your name, please?

J. C., Raney.

How do you spell that?

R-A-N-E~Y.

By whom are YOﬁ aemployed and in what poaitioﬁ, Mr. Raney?
I'm emploved by Pennzoil Company as a Pefroleum Engineer,
Where are you located? |

Midland, Texas,

- Have you testified before the Oil Conservation Comm;ssion

or one of its Examiners and made your qualifications a

- matter of racord?

‘I have,
MR. KELLAHIN: Are the witness' qualifications
acceptable?

MR, ‘NUTTER:

-

Yes, sir, They &re.

" Mr, Raney, are you familiar with the application that is

”?rasently before the Commission on the application of

Superior oil Company?
Yes, I am,

Does Pennzoil have a working interest in this section or

‘ ]
proposed unit?

Yes, we do, Pennzoil Oil Company owns 11,209 percent in

the proposed drilling unit in the North half of Section 7.
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w O
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—

_ in the drilling of the proposed well?

Dpid Pennzoil decline to join in the drilling of the well?

we would receiva in this particular‘proration unit. And

Now, referring to what has been marked as pennzoil's
Exhibit Number 1, would you identify that exhibit?

Yes, This is a structure map on top of the Morrow

formation, It's used for two purposes, to show what

Pennzoil's interpretation of the Morrow‘structure‘is and
to show the ownership of each lease éna tO'showrthe well
and/or acreage that's invélved in this Hearinde.
Pennzo;}'s acreage in this area 1S Oug}xned in yellow;
is that correct?

Yas.,

. Now, was Pennzoll contacted by Superiorx and asked to join

. Pennzoil was contacted by Supgrior through the two Land

papartments.

pid you carry on soma conversations about it?

Y@gB8.

Yes, we did,
and for what reascn?
Oour only reason for not joining in this well 1s because

of the low gas price wh;éh we received for the gas that

the reason for this low gas price is that this acreage and

othar acreage 1in the &area was dedicated to Transwastern

Pipaline Company on a contract that was Signed earlier in

o Company on & contract B L
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A

P

the lifetime of the pcol. In fact, this is the first

heavily from this; but this acraage in the North half of

_ And Paennzoil had the first gas connaection in this pool:

is that correct?

ona that was not mentioned in the previous testimony was

pipeline connéction in the pool, and we have suffered

Section 7 is part of that acreage that was dedicated to
TranswWestern,
Did Pennzoil drill the discovery well in this pool?

Yas, we did,

Yas,

rAﬁdv;t Eﬁﬁt‘ﬁimérySqueré required“té’dédiéété“é
considerable amount of acreége to thé pipeline?
Yas. v

Now, in connection with the testimony thaé has been
presented, Superior has asked fér a rick factor of 100
percent above its well costs, Do you feel this is a
iu'."@h-nsk well?

We feel that the well is an inside well or another term

is an infill well, as there is production in all direcﬁiona

except possibly to the Northeast in the Antweil Well; and

the production from the, on the map it is shown as the
Trans International Tidwell Well in Saction 8, This wall

i8 now operated by Philips Petrolaum Company.

We feel that this well 1s more definitely now, with
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, the flow tests that ve received and data from Superior on

the production from the Stevens }-A in the South half of
7, makes this'eQén moré of an infill or inside location
with little or no risk involved at all.

Now, have you preparéd’a study of the production of the
various wells in this area of the location?

Yes, This is a group of exhibits that are marked 2 :
through 13. Thase are production time-rate curves for
all the wells in all the various zones of all the wells

anrounding'the jocation in question. The production

varies from the sscond well completed in‘the pool, the

_pennzoil Mobil 12 Federal in the Morrowféndfthe'htoka,to

probably two of the neweét wells, the Superior Ryan and
the Trans Internation;l Tidwell Well.

Thase are listed in numérical orderjstarting with’
Pennzoil's Echols Number 1 in the South half of Section 12
to the Southwest and going around to‘thé North and \back

to the East and back to the South.

Do you héve any particular comments on the exhlbifs?

he history of these producing wells in there is shown

on these curves. A lot of things affect the production
from theseiwells. Exhibit Number 2, 28 we noted in the
latter. part of, or in May of 1972, the well went from

approximately two million a day to three—and-a~half

million a daYe.

éS‘ ,

-
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dehydration unit Zfrom Transvwestern Pipgline Company. This

well was being held back. This is probably one of the

bqﬁfer wells in the pool,in this particular part of the
péol.

Which well was that?

Pennzoil Company Echols Number 1 lccated in the South half
of Section 12. From the data that I have seén on the
Stevens Numberx 1-A Well, 1t appears fyom the preéépres

and the production data to be a8 good as this Echols Well.

Going On around, in the latter part of these exhibits

- thasae are,pre;;y_wgll explained. There are some changes

in the scales from a million cubic“feétréf gas per month
to a thousand cubic faet Of gas per month,

You would need:to note this. One in particular is
Exhibit Number 13, From talking tp»Philips Petroleum

Coxnpany pebple, thero are several factors that make this

Wwhich well are w8 talking about now?
Philips Patroleum Company DragwA Nﬁﬁbét"l'lbcatéé'iﬂ‘+he

North half of Section 18 of 23,27, The Atoka zone

of the method in which it had been conpleted, that 18,

by an unorthodox, OF to me an unorthodox dual completion

attempting to flow the Atoka zone at the annulus. : s
) ___',——_——
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Q

—r——

‘producticn of 20,000 or 20,000,000 cubic feet a day up

If it makes any amount of liquid at all, this causes
it to fluctuate, plus the pipeline has had this well .
shut~in part of the month of May which is the last month
of production that I have. In fact, it was shute=in
nearly all of May,.

I have the production for May on quitze a few of the
wells, and the current producing rates and fiowing tubing
pressures onrall of_the wells surrounding'the well-in
question., And £he fxgld data indicates that the production

fluctuates from a low of 100;000 cuwbic feet a dnﬁ up to :

to, I'm sorry. This is wrong. It's up to 6,000,600 a day
on the Philips Pétrolaum Company Tidwall A-l_on the Morrow
gside located in Saétion 8 approximately 9/10 of a'mile
West, East of the location in question,

Now, there are a numbar of walls in this pool that are
dual completions; is that correct?

That is corract, and these are color coded to denote the
multiple complstions,

Now, at Supe;ior's location in the North half of Section 7,
would you expect-to encounter producéion if anything other
than tte MorroJ?

From the production history and the drilling Hxatory in

the Soith Carlshad area, this is very probable,

So they could have a dual completion and possibly triple;

D, @&
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could they not?
rhat's correct.
In your opinion, 38 ghis a high=risk well?

No, it is not.
that in drilling the

o » © ¥

Nov, the witness has testifled

Stevens 1-A Well in the south half of the section thej-

carried yéur interest for 50_percent abovs-drilling cost.

That is correct, i3 it not?

A Yes, 1t is.
Q Was there any moxe risk 1nvolved’1n that.welllthan in
ﬁhé'vu::ent wall?

There was quite 2 b1t more Tisy inwnlvaed pecause thé |~

known development in the area at that tine, at the time

‘that wall was started and at the time the negotiations

were going on as to whether pennzoil would‘join in the

driiling of'this wall, the productzon history to the
south was gquite 2 bit less. |
The Tidwell Well in gection 8 of philips’® had either

not produced or only had a small amount of pféﬁdction.

The risk involved there to ne was greater‘than what,

yery much qraater'than what it 1s 1n the North half of

7.
Q  1Is there good Morrow‘productioncompletely aurrounding {
the proposed well? \

A 1¢'s in allldirections. There 19 good to poor-production.\
e

1 asrections: W

25
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and for various reasons, this production fluctuates,
Now, you talked about the Antweil Missouri ain Section 6,

Did you talk to the operator about that well?

» I diad,

Did they have trouble in the completion of that well?
vai;itad with,énd he was here, with Morris R, Antwailj;
and he gave me a detailed description of vhat“he’thought
was wrong with the well and as to what tﬁgir plans are.
They gave this to me in writing.

They are in a similar position to what we are in
Seééion'7 as far as gas prices, and they are attempting
to reneqotiateja gas price and will probablyf if ﬁhey can
obtain  approval for a change in gas;price,'they will
attempt to either redrill this well or sidetrack it.

KThey feel that the reserve possible under this

location in the Southeast corner of Section is

- of sufficient quantity to warrant an expenditure of this

. amount,

+

Now, the Stevens A Number 1 Well had a good flow test;

did it not?

It did, We received reports on the well, ;ggeived log

data on the well, I have not evaluated a log, but I have

looked at some of the flow tests, On our last report
on May 24, 1973, the well was flowing 5,5 million cubic

feet of gas with a flowing tubing pressure of 3600 psi on
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a quarter-inch choke, The well according to the last
reports receivad from’Superior was shut«in\bn May 25
pending pipeline conhection and hadn't been poﬁénti#lled.

I'd like to point out that this flowing tubing
pressure is very similar to the Pennzoil Echols Well,
Now, were Exhibits 1 through 13 prebared by yoi or under
your supexvision?
Yes, they wéte.

MR, KELLAHIN: I'd like at this time toioffer Exhibits
‘1 through 13, | |

MR. NUTTER: Pennzoil Exhibits 1 through 13 will be
admitied into evidence,
(By Mr. Kellahin) Now, Mr, Réney, based én the production

from the various zones in the surrounding wells and the

e o - -~ PR B PO =) =c
£low taste you have-just tastified Lo-as—-4o-tha-Stevans
. L Bamam Tomamoe % oas o= L2 ¥ PRI T ok} . o2 esd
A Numbar 1, dc you fesl there is a higih risk or any risk

at all in drilling the proposed well?

No. I don't believe that thefe is any ;isk‘involved at
all in the drilling of this well with the largas amount
of data from drilling. Thera has been pointed out that
possibly their well to the North in the Southeast corner
of Section 6 was damaged during the drilling operation,
We have reports that thie well in the South half of 7

was drilled with a drilling fluid that would be conducive

to a very fine completion, and this being mainly the type
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of mud. A particular item would be the water loss drawn
through the Morrow. And with the prdduction history and -~
the possibility of many éones of productionfin here, the.
risk is, we don't believe, ve believé shpﬁld ba very
minor or nonexistent,

MR. KELLAHIN: That's ail we have, Mr, Nutter,

sery

1R, NUTTER: - Are there any questions of this waitness?

CROSS~EXAMINATION

BY MR, MORRIS:

Q:

t

Mr, Raney, 1f you'd look at your p;at wﬁere the various
wells are depicted in this area, now, #he Stevens 1=A
ﬁall immaediately Socuth of the subject well, are you
familiarvﬁiéh the Morrow production that has been
experiencad in that well so far?

Just from the drilling reports apd tﬁe t@o reports that

I got., One was 5,0 million per day and the low at about
3650 psi. %he other one<Qés the naxt u«a/. Those are éhe
only two raeports I hrave seen, and 5,0 million and 3600 psi.
Those reporté would indicate reasonably good pfoduction
in the Moxrow; is that right?

Very good p?odhction.

Okay. Noﬁ, continuing on around in a clockwise £ashion
around the subject well, let's go over the tha Pennzoil
Echols Well, | |

Yes, sir,
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Would that likewise be categorized as a good well?
As I stated a while ago, it was and it is,

Now, continuing on up to the North there and the other

; Pennzoil well inisection 12, How would you categorize

the Morrow production in that well?

I feel like that at the time that it was drilled and the
drilling techniques applied, it would be as good as the
Echols Well if the same drilling\techniques had been
used. Tt has been a good well,

The Morrow in that well, production from it is really not

- as good as tha Echols Well in the South under actual

production?

Well, fhere fﬂ a difference in cumulatiQe,and5a difference
in béﬁtomhdlpwp:esgurQS‘becai§s of the life‘in the total
production from i£lwhich makes it -~

Iet's continue on a little furtﬁer‘North. Mr.‘Raney.

The well immadiately North of your éennzoil‘Mobil Federgl
in the East ﬁalf of Section 1, it's not even productive
in thé Morrow; is it?

Well, ev;dent31ly Superior thought enough of it to sat
pipe through into the Morrow and cement it over, This is
a little bit unorthodox to complete theitop zona first,
but thay did think enough to set pipe through the Morrow,
We own a 35 percent interust in it, ‘They thought enough

of the Morrow to go ahead and set pipe through it and run
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" Yes.

'~ you see here is not very good:

I don't think we need toO talk

o0f '71; 1S that correct?

PACGE 55

a centralizer through it to produce it somedaYe.
1t's not being produred at the present time?
NO.

Hava you exanined the logs on that well?

Have you determined one way ox the other as to whether

you believe there is any Morro¥ pay in that point?
of sufficient quantity to gy it since the well, theY

were the opexators elected to set pipe through 1ite. I \

probably wouldn't have maybe set pipe in it that deep.
They had a éood zone at the hole.

Move over nov to the well in ﬁhe southwest quarter of
Section 6,,»H§w would you characterize the Moy row
production in that one? - S | -
Gee, as far as the production jtself on face value, vhat
put we Go plan to shoot
some perforating gﬁns off and goO back and t#eat this.
This was coméleted with sone perforatiggﬁguns that were
run on the pottom of the tubing and yég nevg;,knpw
whether they have all gone offs B
okay.

Now, we have already talked apout the Antweil

well to some extent in the Southeast’quarter of Section 6.

about 1t anymore right now.

1t hasn't been producing from the MOrXrow since ‘October
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That's right, but there is work in progress to restore

the Morrow production.

Are you familiarx with,thé complegion over in Section”s
to the East of the subject location?

No, I'm ﬁot.

Do you know whether that weil is producing from the main
ﬁorrow pay zone OY not? . ; |

Well, the main Morrow pay zone 1S many feet thick,

appfoximately 600 feet thick. This is what vwe consider

~

it to bea.

~ You don't know, though?

It's completed in the Morrow pay.
ves, All xight. Now, how many wells does Pennzoil

operate 1n this field approxiﬁateiy?

~ And those three wells are the wells located immediately -

Four, I'm sOXry.

e immediately West offsets to the,subject'Wéllz is that

right?

‘We operate one in the West half of Section l. .

okaye.

Federal 1, and a well to the North of the location and

two wells to the Vest.

You opexate péth of them in Section 127

e ——

orogress to restore |

S ——— l
e
AR
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But you have categorxzad them as being good_wells?

“from the North or 1280 from the North and 660 from the West

- we falt that this would drain all of the area, This was

“mill xight now 2 wall in the South half of Section 5 which

Yes,

You don't really care to see any further development 1n
this area in the HMorrow; do you, Mr. Raney?

Oh, ,2s. In fact, I approacﬁed, back in June of '72
wh;n wa first got the proposal to drill in this section,
I ﬁpproached Terry Clay withISuperiér on the-ideﬁ; with

the idea ofﬁdrilliﬂg a well 1980 from the South and 660

One well in the West half proration went up because
‘ :
out thought at that time, Probably this would have been .
ny recommendation as an engineer to join in the thind.

In addition to your question there; we have in*fhe

will be located 1980 from the West and 660 from the South
line of Section 5. |

Wa own the'i60 acres in tﬁe Southweast corner of 5.
We are drilling in the Section 23 up to the Northeast,
Now , Wh;n you viere approached by Supexior in this letter
of March 22nd, your xesponse to that requast to join was
a refusal to joan and also a rafusal to farmioﬁt your
interest to Superior; wasn't 1t?

But if you'll read on a little bit further, I don't have

1t and I didn't write the letter. The Land Departmant
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T wrote the letter) but if you'll read on, ve wera in or

in previous»correspondence, we were, what oux reasoning
for this was ==

I was referring to yéur letter back to Superibr of

May 23, 1973, which is part of Exhibit 1 present by fhe
Applicant where Pennzoil not only refused to participate

in the drallang, you also refused to discuss farming~out

_ your acraage to Superiox.

May I have a copy of it?

Cextainly.

But if you'll read the next pardgraph down there it said,
"1t would he praferablg from our standpoint if_you could
delay the drilling of the well until such time as the
FPC appréves a new area rate, whicﬁ wé-bel%gve will be‘
no later than £h1§ gumner.” This was in May;' "

"No later than summer.” And that was our reasoning
for-not farming-éﬁ%. We were attempfiﬁg to‘go ;n and
participate‘in fhe wgll but at a better gas price; and
once that we would commit ourselves to participating in
the weli, then the QnIy avenua ve would have,“there are
saveral avenues we would have 48 far as gas price increase,
would be through the new area rate.

Now, you testified that in your opinion this is a low=risk
well., I think you even went so far as to say at one tiﬁe

it was a no-~risk wall; but even in vievw of that, your

-
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A

Q

A

Q

A

company still refused to join, I take it, on the grounds
that your economics are just so bad you juét couldn't
do it?

As I stated, if you will read that letter again and

as I stated earlier, our reason for not joining is
because we felt that there was no gisk invblved but

ﬁqcause of the economics involved at 17-1/2 cents,

But Sfkééikéfﬁéﬁébﬂééﬁﬁ}myaﬁmﬁaké“youz*badwecengmicsm,Wm
the bad economics of Superior?

Well, wa weren't look at Superior's economics, We were
looking at our own economics, We don'’t have to account
‘for Superior, |

Mr, Kellahin mentioned on Cross-Examination €o Hr. Clay
that Superioyr bad carried'Pennzoil on an agreed 50 percent
’risk factor on the 1-A Well in the South:half'of the
secﬁion.u Now, actually, thﬁt was negotiated at a fi@e
when 50 peféent was the maximum risk factor that the »
Commission could assign under its law; isn't that correct?
I don't know whether that was the maximum, but there has

also been a change in the amount. This is 50 percent

above the actual drilling costs, and this is rather
ironic that they are drilling a further inside and

further infill well and askiné for an even higher risk

factor,

MR, MORRIS: I have no further questions.
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23

MR, NUTTER: Are there any questions of Mr, Raney?

- CROSS~EXAMINATION

‘BY MR, NUTTER:

Q

Mr. Raney, I notice a lattle difference in some figures
hera.< Maybe you can correct it on this or maybe I should
direct thié to Mr, Clay, but in the letter that was -
Amailed*ouﬁ“ahfﬁéiéh”fhéwééhé'Effériﬁéwégeéevéafi&ﬁs
operators ﬁhe opportunity to join,_tﬁe percentage of
ownefship was given. Tﬁén somep;ace else somé other
figures weras given, ané then in your Direct taectimony

o~ T

~-you 5aid you owned an 11,20 percent interest?

Yes,

And alsgo, Mr, Clay on his Exhibit Number 5 says you own

. an 11,20906 interest, Are these more revised current

figures than were originally submitted onbthe latter of
Marcﬁ 22nd,
| MR, CLAY: That's correct, On the March 22nd letter,

there was a few acres that waren't accounted for as to
who owned what, So the revised interast 1s correct at
the bottom of the May 23rd letter in han&wrifing as well
as on the Exhibit Number 5 th:t you mentioned there,
The 11.209 percent interest is right to the best of our
kﬁowiedéa. |

MR. NUTTER: I just wanted to be sure which set of

numbars to use, If there are no further guestions of this

P,
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witness, ha may be excused., Does anyone have anything
furthexr they wish to gffer in thas case? Mr. Kellahin?

MR. KELLAHIN: No, Mr. Nutter,

MR, NUTTER: No stateménés?

MR, MORRIS: Mr, Examiner, I don't feel iﬁ's
'necesséfy to make’a closing gtatement-in the matter since ;-

I had an Oppdrtunity to make a statement of position

 during the presentation of the evidenca.

‘MR, KELLAHIN: I feel the same way.
MR, NUPTTER: If there is nothing further in case

5026, we will takévthé case under advisement.

* kX X ¥ %
MR, NUTTER: We will reopen the case and put one
letter into the record hera.

MR, CARR: Mr, Examiher, ve have received a letter

~from John P, Stevens who is .the owner of an undivided

'one—half‘;nterest an 160 acres of the oil and gas rights

located in the North half of Section 7, Township 23 South,
Range "7 South, Carlsbad Field, Eddy County, New Mexico,
| This property is under lease to Superior‘Oi;.rand
his letter is in support of the application of Supsrior,
MR, NUT$ER: Thank you. Mr, Carr.

MR, MORRIS: Whila tha case is stili open, may I

- simply request for obvious reasons that we would appreciate!.

the Commission giving the matter expeditious treatment,
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MR, NUTTER: We will taks the case underkadviSQment.

* % & * *
STATE OF NEW MEXICO )

) ss,
COUNTY OF BERNALILLO )

I, JANET RUSSELL, a Certified Shorihand"ﬁeportet, in

and for the County of Befnalillo, State of New Mexico, do

‘‘hereby certify that the foregoing and attached Transcript of

Hearing before the New Mexico Oil Conservation Commission was
reported by me; and that the same is a'true and ¢orrect

racord of said proceedings to the bast of my knowledge, skill

QAL g

ﬁﬁimao SHORTHAND REPORTER

‘and ability.

['do bereby certs?y trat sn,
& complete race 3

the Exsniner henrps
heard by &

foregding is

wicedings in

}Aﬂ‘ﬁohéﬁagéLJ

— o = - inex
ew Moxico 041 Conservation Cou;missiofrlmr
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WITNESS
TERRY CLAY

»birecé Examination by M. Morris

3
éross—Examination.by My, Kellahin 20
Croes-Exaﬁination by Mr. Nutter 38

J. C. RANEY
Dirxect Examinatidn by Mr. Kellahin 44
Cgoss-Examination by Mr, Morris 53
Croés-Examination by Mr. Nutter 60
ExHIBLIS .
OFFERE_Q ADMITTED

superior's Exhibit 1 = 5 19 20
pennzoil's gxhibits 1 = 13 52

52
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JASON W, KELLAHIN
ROBERT £.FOX

W.THOMAS KELLAHIN

011 Conservatlion Commission “of New Mexico

KELLAHIN AND FOX

ATTORNEYS AT LAW
500 DON GATPAR AVENUE
POST OFFICE BOX 1769

SANTA FE, NEW MEXICO 87501

August 14, 1973

Mr. A. L. Porter, Director

P. O. Box 2088 »

‘Santa Fe, New Mexico 87501

Re: Case No.;j02

TELEPHONE 982-4315
Arga CooE 505

i

LT Ly g e i
FSRA End) FONCIPNS i oy T
‘iﬁfﬁ‘gJJ:;?f1§?ﬁ?} )
7T e i ! A
oo - H :
o ?i*
”i GGG I RIay b
s IR 1
e

ol
! D SR M
Ol CONSERVATIZN (il
Santa Ky R

L)

, Application of Superior

011 Company for Compulsory Pooling

Dear Mr. Porter:

In connéctlon with the above case, I an
enclosing copy.of a letter directed to Superior
0il Company‘by”PehnZOil Company, advising that
they will participate in the drilling of the
proposed well, and tendering their share of the

estimated well costs.

-

This is in lleu of Superior recovering its
well costs out of production, with a 100% risk

factor.
Very truly yours,
<§ybmo- ha.f<dllmiél
Jason W. Kellahin

JWK:RS |

Enclosure
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PENNZOIL COMPANY , | |
WESTERN DIVISION OFEICE & WALL TOWERS ‘WEST+~ MIDLAND, TEXAS, ® PHONE (915) 682-7316
MAILING ADDRESS: P. ©. DRAWER 1828 = MIDLAND, TEXAS 79701

w. C. HAYES
Division Managet

August 6, 1973

The Superior ©Oil Company

N ; -
p. O. Box 1900 /)‘ r
P

Midland, Texas 79701

Attention: Mr. Raymond Parker /

Re: The Superior 0il Company—Stéphens No. 1
N/2 Section 7-238-27E
Eddy County, New Mexico

Gentlemen:

~ Attached please find a signed copy of your AFE No. F- 312-1 for
the drilling-of the Stephens No. 1 well.in the South Carlsbad Field. 1In ‘
addition, please find & check in the amount of $£39, 231. 71. This represents
Pennzoil Company's portion of the $350, 000. 00 which was given as a reason-
able estimate of the cost of this well as 2 completed Morrow producer in

the Order No.. R-4599 as issued by the 0Oil Conservation Commission of

New Mexico. By this letterPennzoil Company notifies The Superior Oil

“Company that we intend to pay our share of the estimated well costs.

S P_ennzoil ig making this payment to The Superior 0il Company

within the fifteen day period as set out by this Order. By so doing, we are
notifying you in writing that this is in lieu of your taking our well costs out
of production along with an additional 100% thereof as provided by the Order.

_ This should complete the necessary work prior to the end of the

fifteen day period as provided" by the Order. Pennzoil Company would now
appreciate receiving 2 COpy of all logs and any other drilling data gathered
in connection with the operations on this well.

Yours véry truly,

e Pl
w. C. Hayes
WCH:A ,

Attachs.

—




GOVERNOR

X . ' BRUCE KING
| OiL CONSEBVATION COMM]SSION CHAIRMAN
Y ‘ LAND COMMISSIONER
AT O s
t , MEMBER _
8750} e
STATE GECLOGIST
. A.L.PORTER,JR.
July 24, 1973 ‘ SECRETARY - DIRECTOR
Re: Case No. 5026
Mr. Ri.chafd S. Morrie ) order No. R-4599

Montgomery, Federici, Andrews,
Hannahs & Morris ~
Attorneys at Law ' ' . '

- post Office Box 2307 Superiox oil Compgny
Santa Fe, New Mexico

Applicant:

.
1
P
;L‘

:

"pear Sir:

Enclosed herewith arxe two copies of the above-_referenced
: Commission order recently entered in the subject case.

very tgrulj yours,

A. L. PORTER, Jr. ,
Secretary-Director 547

ALP/ir
Copy of order also gent to:

Hobbs OCC X
Artesia oCcC

e S—————

Aztec OCC ) ‘ P

Other - Mr, Jason ggllgl_gin / i




BEFORE THE OIL CONSERVATION COMMISSION
OF THE STATE OF NEW MEXICO

IN THE MATTER OF THE HEARING
CALLED BY THE OIL CONSERVATION
COMMISSION OF NEW MEXICO FOR
THFE PURPOSE OF COMSIDERING:

CASE NO. 5026
Oxrder No. R-4599

APPLICATION OF THE SUPERIOR OIL
COMPANY FOR COMPULSORY POOLING,
EDDY COUNTY, NEW MEXICO.

ORDER OF THE COMMISSION

BY THE COMMISSION:

This cause came on for hearing at 9 a.m. on July 11, 1973,
at Santa Fe, New Mexico, before.Zxaminer Daniel S. Nutter.

NOW, on this 23rd day of July, 1973, the Commission, a
quorum being present, having considered the testimony,., the record,
and the recommendations of the Examiner, and being fully advised
in the premises, A

FINDS:

(1) That due public notice having been given as required by
law, the Commission has jurisdiction of this cause and the subject
matter thereof.»

(2) That the applicant, The Superior 0il Company, seeks
an order pooling all mineral interests in the Morrow, Atoka,

.Strawn, and Canyon formations underlying the N/2"0of Section 7,

Township 23 South, Range 27 East, NMPM, South Carlsbad Fleld,
Eddy County, New Mexico.

(3) That the app?icant has the right to drill and has com-~
menced the drilling of a well at a standard location for the
above-mentioned formations.

(4) That there are interest owners in the proposed proration
unit who have not agreed to pool their interests.

(3) That to avoid the drilling of unnecessary wells, to
protect correlative rights, and to zfford to the owner of each
interest in said unit the oppdortunity to recover or receive
without unnecessary expense his just and falr share of the gas

in said pool, the subject application should be approved by

pooling all mineral interests, whatever they may be, within said
unit.

(G) That the applicant should be designated the operator
of the subject well and unit.

R e
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be afforded the opportunity to pay his share of estimated well
costg to the operator within 15 days after the entry of this

-2
.Case No. 5026
Order No. R-4599

N 4T R A O BT, R i

(7) That $250,000 is a reasonable estimate of the cost
of the subject well should it be dry hole, and $350,000 is a
reasonable estimate of the cost of the subject well as a completed
Morrow producing well. h

e dinnms.

(8) That any non-consenting working interest owner should

order in lieu of paying his share of reasonable well costs out
of production.

{9) That any nen-consenting working interest owner that
does not pay his share of estimated well costs within 15 days
after the entry of this order should have withheld from produc-
tion his share of the reasonable well costs plus an additional
100 percent thereof as an reasonable charge for the risk involved
in the drilling of the well.

P PRSP K BN S 1RO W, T IAC d §Fi5 LN

(10) That any non-consenting interest owner should be
afforded the opportunity to object to the actual well costs but
that actual well costs should be adopted as the reasonable well
costs in the absence of such objection.

(11) That following determination of reasonable well costs,
any non-consenting working interest ownex that has paid his
share of estimated costs should pay to the operator any amount
that reasonable well costs exceed estimated well costs and
should receive from the operator any amount that paid estimated
wall costs exceed reasonable well costs,

AN U e Y

{12) That $150.00 per month should be fixed as a reason-
able charge for supervision (combined fixed rates); that the
operator should be authorized to withhold from production the
proportionate share of such gupervision charge attributable to
each non~consentirig working interest, and in addition thereto,
the operator should be authorized to ‘withhold from production
the proportionate share of actual expenditures required for
operating the subject well, not in excess of what are reasonable,
attributakle to each non~consenting working interest. -

(13) That all proceeds from production from the subject
well which are not disbursed for any reason should be placed :
in escrow to be paid to the true owner thereof upon demand and !
proof of ownership.

LTt

IT IS THEREFORE ORDERED:

(1) 7That all mineral interests, whatever they may be,
in the Morrow, Atoka, Strawn, and Canyon foriaations underlying
the N/2 of Section 7, Township 23 South, Range 27 East, NMPM,
South Carlsbad Field, Eddy County, New Mexico, are hereby pooled

S,
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‘completion, or abandonment, within 90 days after the commence-

‘but shall not be liable for risk charges.

-
Case No. 5026
Oxrder No., R-4599

to form a standard 318.76-acre gas spacing and proration unit
to be dedicated to a well currently being drilled at a standard
location for the above~described formations 1980 feet from the
North line and 1980 feéet from the West line of said Section 7.

AT T e e A AT

PROVIDED HOWEVER, that the operator of said unit shall
continue the drilling of said well with due diligence to a depth
gufficient to test the Morrow formation;

PROVIDED FURTHER, that should said well not be drilled to

ment thereof on May 22, 1973, said operator shall appear before
the Commission and show cause why Order (1) of this order should
not be rescinded.

(2) That Superior 0il Company is hereby designated the
operator of the subject well and unit.

(3) That $250,000 is hereby established as the estimated
well costs of a dry hole to the Morrow formation, and $350,000
is hereby established as the estimated well costs of a well com-
pleted to produce from the Morrow formation.

(4) That within 15 days from the date of entry of this oxrder,
any non-consenting working interest owner shall have the right
to pay his share of estimated well costs to the operator in lieu
of paying his share of reasonable well costs out of production,
and that any such owner who pays his share of estimated well
costs as provided above shall remain liable for operating costs

(5) That the operator shall furnish the Commission and each
known working interest owner an itemized schedule of actual well
cogts within 90 days following completion of the well; that if
no objection to the actual well costs is received by the Com-
mission and the Commission has not objected within 45 days
following receipt of said schedule, the actual well costs shall
be the reasonable well costs; provided however, that if there
is an objection to actual well costs within said 45-day perxriod
the Commission will determine reasonable well costs after public
notice and hearing.

‘(6) That within 60 days following determination of reason-~
able well costs, any non-consenting working interest owner thatc
has paid his share of estimated costs in advance as provided
above shall pay to the operator his pro rata share of the amount
that reasonable well costs exceed estimated well costs and shall
receive from the operator his pro rata share of the amount that
estimated well costs exceed reasonable well costs.

T e S v A4 P S0 T A e L

(7) That the operator is hereby authorized to withhold
the following costs and charges from production:




et R AT

—~4-
Case No. 5026
Ordexr No. R-4599

(A) The pro rata share of reasonable well costs
attributable to each non-consenting working
interest owner who has not paid his share of
estimated well costs within 15 days after
the entry of this order.

(B)  As a charge for the risk involved in the
drilling of the well, 100 percent of the pxo
rata share of reasonaole well coets attributable
to each non-¢onsenting working interest owner
who has not pald his share of estimated well
costs within 15 days after the date of this
order.

_ (8) That the operator shall distribute said costs and :
charges withheld from production to the parties who advanced the
well costs.

(9) That $150.00 per month is hereby fixed as a reasonable
charge for supervision (combined fixed rates); that the operator
is hereby authorized to withhold from production the proportionate
share of such supervision charge attributable to each non-
consenting workirng interest, and in addition thereto, the operator

is hereby authorized to withhold from production the proportionatev

share of actual expenditures required for operating such well,
not in excess of what are reasonable, attributable to “each non-
consenting working interest.

(10} That any unSevered mirieral interest shall be considered
a seven-elghths (7/8) working interest and a one-eighth (1/8)
royalty interest for the purpose of allocating costs and charges
under the terms of this .oxder.

(11)- That any well costs or charges which are to be paid
out of production shall be withheld only from the working
interests share of production, and no costs or charges shall
be withheld from production attributable to royalty interests.

(12) That all proceeds from production from the subject
well which are not disbursed for any reason shall be placed in
escrow in Eddy County, New Mexico, to be paid to the true owner
thereof upon demand and proof of ownership; that the operator
shall notify the Commission of the name and address of said
escrow agent within 90 days from the date of this order.

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

entry of such further orders as the Commission may deem neces-
- sary.

v
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pONE at ganta Fe , Nev Mexico, ©
designated.

STATE OF NEW
o1L CO

ar/

n the day and yea

MEXICO

NSERVATION COMMISSION

. -
g Secretary

r hereinabove




-9 \913
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ganta fo
615 gouth Aspen
New anfvo

Roswell,

Member g Secretary

1 Conservat1 n & Commission

A, L. Porter,

Mr.
ew MexicO 0i

State of N
post Office pox 2088
Santa Fe, New Mexico 87501
Re: Gase No. 5026
Force pooling of Mineral Interests
in N/3, Sec: 7, 1-23-5» r-27-E
South Carlsbad Field
Eddy Countys New Mexico
pDear Mr. porter? |
1 am the owneT of undivided —-interest in 160 acres
of Oil, Mineral and Gas Rightss Jocated 3D the N/¥ of Section
T, 1-23-S, r-27-E>» south Garlsbad Field, Eddy Countys New
Mexico, POV under 1edse to Superior 0il Companv.
wish to state my position as being yn favoT of the
Force Pooling and support Superior 011 Company in their appli-
1force pool ing of all mineral 1nterests‘ per Case
11, 19 3, and yherefore

cation for

No. 5026 t° pe heard '

=
am in full agreement.
Sincerely,
— '
w7 e &
John T. Stepheliss Sr.’

J15:k
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Docket No. 19-73

DOCKET: EXAMINER HEARING - WEDNESDAY - JULY 11, 1973

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

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

ALLOWABLE.:

CASE 4749:

(1) Consideration of the allowéﬁié production of gas for August,
1973, from seventeen prorated pools in Lea, Eddy, Roosevelt
and” Chaves Counties, New Mexico.

(2) Conélderation of the allowable production of gas from nine
prorated pools in San Juan, -Rio Arriba, and Sandoval Counties,
New Mexico, for August, 1973.

(Reqpeﬂed) (Cdntinuéd from the June 6, 1973, Examiner Hearing)

CASE 5019

CASE 5020

CASE 5021:

In the matter of Case No. 4749 being reopened pursuant to the pro—
visions of Order No. R-4338, which order eStablished special rules.
and regulations for the Humble City-Strawn Pool, Lea County, New
Mexico, including a prov1sion for 80-acre proration units. All
interested parties may appear and show cause why said pool should ~
be developed on other than 40-acre units.

Applicatlon of Cities Service 0il Company for compulsory pooling,
Eddy County, New Mexico. Applicant, "in the above-styled cause, seeks
an order pooling all mineral interests underlying the S$/2 of Sec~
tion 14, Township 20 South, Range 28 East, Eddy County, New Mexico,
to be dedicated to a well to be drllled in an undesignated Morrow °
gas pool at a standard locatfon in Unit K of said Section 14. Also
to be considered will be the cost of.drilling and completing said
well and the allocation of such costs, as well as actual operating
costs and charges for superv1sion. Also to be considered is the
designation of applicant as operator of the well and up to 200 percent
charge for risk involved in drilling said well

Application of Belco Petroleim Corporation for special pool rules,
Lea County, New Mexico. Applicant, in the above- styled cause,

seeks the promulgatlon of special pool rules for the South Salt
Lake-Morrow Gas Pool, including a provision for 320-acre drilling
and proration units. In the absence of objection, this pool will be
placed on 320-acre spacing rather than the present 160-acre spacing.

Application of MObil 0il Corporatlon for an unorthodox oil well
location and special pool allowable, Lea Couniy; New Mexico.
Applicant, -in the-above-styled. cause, seeks authority to drill its
proposed Mew Mexico "B'" Well No. 9 at an unorthodox location 940
feet from the North line and 1510 feet from the East line of Sec~
tion 27, Township 10 South, Range 32 REast, Mescalero-Devonian Pool,
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(Q§§e‘5021 continued frém'page L

CASE 5022:

CASE 5023:

- CASE _5024:

CAéE 5655:1

CASE 5026:

Lea County, New Mexico. Applicant further seeks the assignment ‘of
a special depth bracket allowable for said pool of 604 barrels of
oil per day.

Application of Skelly 01l Company Tor an exception to:Rule 104, Lea
County, New Mexico. Applicant, in the above-styled cause, seeks,
as an exception to Rule 104, authority to produce its Mexico "L"
Wells Nos.- 1 and 23 located less than 330 feet from each other in
Unit A of Section 5, Township 25 South, Range 38 East, and its
Mexico "J" Wells Nos. 2-and 23 located less than 330 feet from each

-other in Unit O 1n Section 32, Township 24 Scuth, Range 38 East, and

its Mexico "J" Wells Nos. 4 and 17 located less than 330 feet from each
other in Unit N of said Section 32, all in the Decllarhide-Fusselman
Pool, Lea County, New Mexico, each 40~acre unit being limited to one
top unit allowable.

Application of Skelly 0il Company for a waterflood project, Roosevelt
County, New Mexico. Applicant, in the above-styled cause, seeks
authority to institute a pilot waterflood project by the injection

of water into the Upper and Lower San Andres formations through per-
forations in the intervals from 4207 feet to 4418 feet. and from 4676
to 4849 feet in its Hobbs "T" Well No. 11 located in Unit P of
Section 33, Township 7 South, Range 33 East, Chaveroo-San Andres Pool,
Roosevelt County, New Mexico.

Application of Midwest Qil Corporation for a unit agreement, Eddy
County, New Mexico. Applicant, in the above-styled cause, seeks
approval ‘0f the Cottonwood Spring Unit Area comprising 3838 acres,
more or less; of federal and fee lands in Township 25 South, Range 26
East, Eddy Ccunty, New Mexico.

Application of The Superior 0il Tompany for down-hole commingling,
uea County, New Mexico. Applicant, in the above-styled cause, geeks
aurnority to commingle Upper Seven Rivers gas and Lower Seven Rivers
0il in the wellbore of its State "12" Well No. 1 located in Unit L of
Section 12, Township 21 South, Range 35 East, Eumont Pool,-Lea County,
New Mexico. Said well was authorized as a gas-oil dual completion in
the Eumont Pool by Commission Order DC-142.

Appiication of The Superior, 0il Company for conipulsory pooling, Eddy
County, New Mexico. Applicant, in the above-styled cause, seeks an

orxder pooling all mineral interests in the Morrow, Atoka, Strawn and

Canyon formations underlying the N/2 of Section 7, Township 23 South,
Range 27 East, South Carlsbad Field, Eddy County,. New Mexico. Also
to be considered will be the cost of drilling and completing said
well and the allocation of such costs, as well as actual operating
costs and charges for supervision. Also to be considered is the
designation of applicant as opevator of the well and 2 150 percent
charge for risk involved in drilling said well,
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CASE_5027:

CASE 5015:

-3-

Application of Dalport Oil Corporation for the amendment of Order
No. R-4553, Chaves County, New Mexico. Applicant, in the above-
styled cause, seeks the amendment of Order No. R-4553 to provide

that the well to be drilled on the proration unit pooled by said
order shall be located in Unit G of Section 17, Township 12 South,
Range 31 East, Chaves County, New Mexico, rather than Unit J of said
Section 17. 1In the absence of objection, Order No. R-4553 will be
amended as above.

Application of Michael P. Grace II and Corinne Graqe’for compiulsory
pooling, Eddy County, New Mexico.. Applicants, in the above-styled
cause, seek an order pooling all mineral interests down to and
including the Pennsylvanian formation underlying Section 16, Town~
ship 24 South, Range 26 East, adjacent to the White City-Pennsylvanian
Gas Pool, Eddy County, New Mexico, to form a standard 640-acre unit
for said pool, to be dedicated to a well to be drilled at an orthodox

‘location for-gaid unit. Also to be considered will be the cost of

drilling and completing said well and the allocation of such costs,
as well as actual operating costs and charges for supervision. Also
to be considered is the designation of applicant as operator of the
well and up to 200 percent charge for risk involved in drilling said

(Continued from the June 27, 1973, Examiner Hearing)

Application of Yates Petroleum Corporation for compulsory pooling,
Eddy County, New Mexico. Applicant, in the above-styled cause,
seeks an order pocling all mineral interests down to and including
the Pennsylvanian formation underlying the N/2 of Section 18, Town-
ship 18 South, Range 26 East adjacent to the West Atoka.Morrow Gas

: Pool Eddy County, New Mexico, to be dedlcated to a well to be

drilled 1650 feet from the North line and 660 feet from the West
line of said Section 18, the unorthedox location of which was
previously approved by Commission Order No. R-4508. Also to be
considered will be the cost of drilling and completing said well

and the allocation of such costs as well as actual operating costs
and charges for supervision. Also to be considered is the designa-
tion of applicant as operator of the well and up to 200 percent
charge for risk involved in drilling said well.

(Contirued and Readvertised)
well.

“CASE 5010:

CASE 5012:

(Continued from the June 27, 1973, Exauniner Hearing)

Application of Gandy Construction for an oil treating plant permit,
Lea County, New Mexico. Applicant, in the above-styled cause, seeks
authority for the construction and operation of an oil treating plant
for the purpose of treating and reclaiming sediment oil at a site

in the SE/4 of Section 11, or the SW/4 of Section 12, Township 10
South, .Range 35 East, Lea County, New Mexico.
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March 225 1973

pennzoil Company

p. O. Box I828 -
Midland, Texas 79701
acens Mr. J. E.fDavidson

The_sduthmest pldg.
Houstohs Texas 77002

Atens Mr. G- Re. Diamond

-
b
)
w
1%
oo

=]

e
)

L)l

oint yentur -
ynit No. 1, Eddy county, new Mexlco

1 Cpmpany propoges the ﬁormaéton of a.§}8.16 acre
in consisting of the North Haléf (8/2) of

Comganz, Acres ' ?ercentage

The Superior 0il Company 24,0.00 75.&337&%*
pennzoil Company 35.46 11:1453H1
Wainocos inc. 13.87 T4, .35946%
Gulf 0il corporation 13.58 5.83983%
Mobil oil Corporation ' 10.25 3.22165%

Itnis oux piéﬁ to commence this proposed well as goon &S5 the rig
on Our presently drilling gtephens upl well fo. L 1is available-
1ﬁ=such_rig is not‘availablc, we will conmence the test well no




et al sarch 22, 1973
Page 2

oil Corporation,

e cost of a

eflects th
1etéd well to

-312-1 which ©
£ a comp

"AFE No. ¥
0 and the cost ©

ed is our
$250,000.0

to be
000.00.

ST . Attac
I "dry hole

B ’ be 5350,
jng of the egsence,
t convenience whether OF
ed venture.

dvise at your

u please 2
ticipate in

we ask that yO
ish to par

o earlies not you ¥
this pxopos : '
| Yours very truly,

THE SUPERIOR O1L COMPANY

| ' ‘ Raymond parker .
pistrict Landman

ety A

rRP/mg

L Encls




WAINOCO, INC.

1438 BANK OF THE SOUTHWEST LUILDING
HOUSTON, TEXAS 77002
| 713-222-6488

E‘BE@E’UWE

fﬁvm/ 18 ]9/3

THESUPEnKxxou;CO

May 16, 1973

The Superior 0il Company -
P..0. Box 1900 :
Midland, Texas 79701

Attention: Mr. Raymond Parker

Re: Stephens Unit No. 1

D

South Carlsbad Field !f

Eddy County, New Mexico

e

’ (
Gentlemen:

In accordance with-your letter dated March 22, 1973, returned herewith

" please find one copy of your AFE No. F-312-1 covering the drilling of

the captioned wr'<which has been executed on behalf of Wainoco, Inc.
Yours very truly,

WAINOCO, /INC.

G. R. Diamond

enclosure
GRD:st
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DR
s AT P

NG DULLRIUL UlhL LLIranNy

anp SULERS 3
AUTHOR1TY FOR EXPENDITURE,

AFE NO. F-312-1

WELL: Stephens No. 1
FIEID: South Carlsbad

COUNTY & STATE: Eddy County, New Mexico"

LOCATION

ESTIMATED TOTAL pEPTH 11,900

~1980' FNL & FLJor 1980" FAL & FEL, Section 7, T

INTANGIBLES:

DPrilling Contractorx Fees
Preparing Location and Roads
Trucking . -
Equipment and Tool Rental

. Tubular Inspection
Drilling Mud ‘
Cementing and Cementing Services:
Electrical Surveys
Perforating and Testing
Formation Fracturing
Completion Expense
Miscellarzous

TOTAL ESTIMATED INTANGIBLES

TANGIBLES:
Casing: 13-3/8" 350!
, 9-5/8" 5,500"
. 5-1/2" 11,900°
Tubing: 2-3/8" 11,000"
Xmas Tre

Packers and Downhole Equipment
Tank Battery and Separation Equipment

TOTAL ESTIMATED TANGIBLES
TOTAL PRODUCING WELL COST

_ESTIMATED DRY HOLE COST

APPROVED: (NON-OPERATOR)

marnnnn; TG

77 -
BY: /( ,7/' G PAA NP
) President
-
“DATE: May 16, 1373
TDC/3E
3-16-73

ESTIMATED COMPLETION STATUS: Gas

$135,000
-5,000
6,000
2,000
7,000
23,000
18,000 -
9,000
6,500
5,000
5,000
26,300

NS48 Ry

$24,7,800

§ 2,500
30,000
36,000

9,000.
9,200

- 500
15,000

$102,200

$350,000

250,000

APPROVED:  (OPERATOR)

THE SUPERIOR OIL COMPANY

BY: )(€7LAg; ééé;;%é47 =

-23-§, R-27-E

DATE:____ 297 7Z




£.0.8B0X 633
MIDLAND. TEXAS 1970t

I Mobil Oil Corporation
April 23, 1973 _ | 4

E@EWE@,

1]

. - | APR 24 1973
e The Superior 011 Company , ’ .
4 P. O. Box 1900 ) THE'SUPEBIOR OlL CO-
5 Midland, Texas 79701 MIDLAND LAND DEPT
A Attention Mr. Raymond Parker — C

L : ‘ » . PROPOSED JOINT VENTURE

' ' ‘ STEPHENS PNIT NO. 1

EDDY COUNTY, NEW MEXICO
Gentlemen:
h has been approved by Mobil

_Attached is you t well whic
subject tO ‘approva e Operating Agr‘eeme‘nt. When the well is
| started, pleasé"call a daily drilling report Monday through Friday to Mrs.
Thena Bullion 684 -8211, EXC. 322, Als%; please furnish Mr. Lloyd Haseltine
i at the above address one copy of all logs xun on the well. VYpoo completion
y of the New Mexico o0il Comservation Commission’

of the well, furnish us @ cop

¢ AFE for the subjec
1 of an acceptabl

completion report.
. Yours very trulys g ’

Joint Taterest A
Midland Producing Area

bg
Attachment




WELL:

FIELD:

Lur SUPERIUR ULl COMPANY
AUTIORTITY FOR EXPLENDITURE
"AFE NO, E-312-L.

Stephens No. 1

éouth Carlsbad
COUNTY & STATE:
LOCATION

ESTRMATED TOTAL DEPTH 11,900

ESTRMATED 1D2°0 ——-—

Eddy County, New Mexico B

1980" FNL & FWL or 1980' FNL & FEL, section 7, T-23-S, R-27-E

ESTTMATED COMPLETION STATUS: Gas

INTANGIBLES:

Drilltng'Contractbr Fees
Preparing Location and Roads
Trucking _ : *
Fquipment and Tool Rental’
Tubular Inspection

priiling Mud

Cementing and Cementing Services
Electrical Surveys
Perforating and Testing
Formation Fracturing
Completion Expense
Miscellaneous

"~ TOTAL ESTIMATED INTANGIBLES

TANGIBLES:
Casing: 13-3/8" 350!
’ 9-5/8" '5,500'
| . 5-1/2" 11,900"
”Tubiﬁg: 2-3/8" 11,000'
Xnas Tree )

packers and Doﬁqhoie Equipment
Tank Battery and Separation Equipment

TOPAL ESTTMATED TANGTBLES
TCTAL PRODUCING WELL COST
ESTTMATED DRY HOLE COST

APPROVED:  (NON-OPERATOR)

AMOSIL Cll CORFGRATION

$135,000
- 5,000
6,000
2,000

- 7,000
23,000
18,000
g,000”
6,500
5,000
5,000
26,300

-”-"——'-"

$2417,800

2,500
30,000
36,000

9,000

9,200

500
15,000

.4 Rt

$102,200
$350,000
§250,000

APPROVED:  (OPERATOR)

THE SUPERTOR OIL COMPANY

| Bl e




PENNZO!L CO MPANY
T WESTERN DIVISION OFFICE ® WALL TOWERS WEST - MIDLAND. TEXAS, ® PHONE (915) §82-731% :
) ‘ MAILING ADDRESS: P. O. DRAWER 1828 MIDLAND, TEXAS 79701 ° '

" March 28, 1973

L EGEIVE
3 - . | [AAR 30 1973

The Superior 0il Company : THE, SUPERIOR OIL CO.

P. O. Box 1900 B _MIDLAND LAND DEPT._.

Midland, Texas 79701

Attention: Mr. Raymond Parker

Re: Proposed Stephens Unit #1
N/2 Section 7, T-23-S,
R-27-E, Eddy County,
New Mexico
Gentlemen:
Reference is made to your letter of ﬁarch’zzi‘19?3f»6rn-‘u

posing a working interest unit covering the N/2 Sectiéﬁ
7, and the drilling of a Morrow test on this unit.

We will give you an immediate answer in this regard‘as soon

as we see the logs on your presently drilling well located
in the S/2 of Section 7.

In the meantime, we have appreciated being contacted by
you in this regard.

Please lét us know if we are able to furnish anything
further at this time.

Very truly yours,

- James A. Davidson

| é/

JAD/mlm

cc: Wainoco, IncC. } :
1435 Bank of Southwest Bldg.
Houston, Texas 77002
Attn: Mr. G. R. piamond

]
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e S T B2 ke r e

" w. B. Hopkins

D‘;'llc| MANAGLR

. Hord
DISTAICT EXPLORATION

The Superior 0il Company

v P. 0. Box 1900
i Midland, TX 79701

e .i Attention: Mr. Raymond Parker
A

Lo

'~nml Gentlemen?

. Thisds dn reply to your lett
which you‘proposed the drilling of an 1
the N/2 of section 7, T-23-5, R-27-E,

Gulf 0il Corporation 1is agrée
unit, subject, of course,

RCB/dchk

A OIYISION oF GULF OIL CORPOﬁATION

AND PRODUCT!ON
MIDLAND DIST

to a satisfactory

¢ s
7~ R. E. GRIFFLITH

[:DCZJtﬁJS;7*=*[LDc>E§3<>

DEPARTMENT

RICT
p. O. Drawe? 1"Hso

Midisnd, Texas 76701

"5 nanasL Apfﬂ 2‘ . 1973 .
| J. L. Pike : -
by :.:;:;ci:noomwu -
§. M. B. Mos elay *

‘-l istaCt SERVICKS HAMAGER .
1. ) Re: Propdsed‘Joint Venture _/€/" .
i Stephens Unit No. 1 ;;

3 EDDY COUNTY, New Mex1co

EQOEIVE

n AFR 51973

THE, SUPERIOR OIL GO
MIDLALD LAND. DEPE

er of March 22, 1673, in
1,900 foot Morrow test in
Eddy County,

New Mexico'

able to joining your propdsed
Operating Agreement. N

Yoprs very truly,

Rl B e 7
I s e T F

mDistrict‘Landman




&

PENNZOIL COMPANY

WESTERN DIVISION OFFICE ® WALL TOWERS WEST . MIDLAND, TEXAS, ® PHONE (91 5) £82-7316
, ) MAILING ADDRESS: £. O. DRAW/ER 1828 MIDLAND, TEXAS 79701

’ May 23, 1973

The Superior 0il Company
P. O. Box 1900 -
Midland, Texas 79701

Attention: Mr. W. R. Lewis

Re: WNo. l Stephens -
N/2 Section 7, T-23-§
‘R-27-E, Eddy County,
New Mexico

Gentlemen: | ) ‘ ‘ ’

. Reference is made to our various correspondence concernlng
your above captloned proposed well.

Due. to our acreage being committed to an old gas contract
under which we receive‘approx1mately 17%¢ per MCF, we are
unable to part1c1pate in the drilling of the well and we

are not interested in farming-oiit our acreage.

It would be preferable from dur standpoint if you could delay
the drilling of the well until such time .as the FPC approves

a new area rate, which we believe will be no later than this
Summer. -

We very much regret the necessity of not being able to co-
operate with you in the regard. Please advise if we might
furnish anything further at this tine.

Ve;7 truly yours,

’

»;'James'A; Davidson .

SERIOR WL 75.29/76
Ei&gzw'/cﬁ wI  /[-26906
Gol€ Ot Wl 5.87589

Wainoco,tncr WL ., 3826/

Mobi /0./ wI 3. 24068

JAD/mlm

N ':‘3;‘:”“'4;




APPLICATION
70 FORCE

BY SUPERIOR
POOL MINERAL I
T-23-S,
CARLSBAD FIELD

CASE NO. 5026
B : JuLY 11, 1973

OTL, COMPANY
NTERESTS
R-27-E

Interest of varties in N/2_Sec. LG

Non-Consent Working interest

The superior 0il Company ~

UV

CALCULATED MORROW RESERVES:
Dgcline-Curve Analysi
an-Consent.Sha

gﬁLCULATED MORROW ECONOMICS:
xyear of Fay 0

Net Income Be
Calculated

ut: |

#Calculation of Economic

in Current prilling Stephens No.

g COMPANY . ACRES
A The superior 0il Company 240,00
5 Pepﬁzoil Company . ‘ 35.73
1 Gulf 0il CorP- 18.73
A Wainoco, 1nc. 13.917
& | Mobil 0il Core. 10.33
g 'E 318.76
{ T
| participating Working interest
%
|
g

Non~Consent Share of Drilling-éhd Completion Coét

Rpate of Return to

s‘based on Committ

NEW_MEXICO

STATUS OF W, 1.

' , IN_CURRENT DRILLING

PERCENT ~ STEPHENS NO. 1 WELL
75.291706 participate
11.20906 Non-Consent
87589 participate
4.38261 participate
3,24068 participate

100,00000

1 Well - 88.79094%
-"11.20906%

’_-_——-———-
100.00000%

s to be boxné bﬁ
1ty - 512,140 MCF

§37,595
ﬁuperior

assuming 100% Risk Factor - 18.3%

ed Cas Price of Non-Consent party.
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- 4, g r,\r o ' ..
: e ,
i . h? ?
; AT ,
;i NEW MEXICO OIL CONSERVATION COMMISSION S
i | |
. APPLICATION OF THE SUPERIOR )
 OIL COMPANY FOR COMPULSORY _ ) : !
| POOLING; SOUTH CARLSBAD-MORROW ) , 5 /‘7 P -f o
: © GAS POOL, SOUTH CARLSBAD-ATOXA ). Case No. o L
P » GAS PQOL, SOUTH CARLSBAD-STRAWN ) ! '
i " GAS POOL, SOUTH CARLSBAD-CANYON ) ;
. GAS POOL, EDDY COUNTY, NEW )
; i+ MEXICO ) ; e
| APPLICATION ;
? Comes now the Superior 0il Company by its attorneys and g
’#% %applies to the New Mexico 0il Conservation Commission for an |
."E ESOrder pooling all mineral interests in the North half of Section
% : ;;7, Township 23 Scuth, Range 27 East, Eddy County, New Mexlco, :
8 | - ' :
7§ '%ifor the purpose of forming a 318.76 acre proration and spacing
o ii %Eunit in the South Carlsbad-Morrow Gas Pool, South Carlsbad-Atoka
T i t. i
i ’ il : o
5 { Gas Pool, South Carlsbad-Strawn Gas Pool, and South Carlsbad- §
%{' i E:Canyon Gas Pool, and in support of its Application states: |
j i I ]
o 4 : ;
" % B 1. Applicant is the operator and working interest owner § :
» : g ' it under 011 and Gas leases covering the NE/4 and the E/2 NW/h of é .
ERT H i ¢ |
A o : ! : t
§ §§Section 7, Township 23 South, Range 27 East, Eddy County, New §
o . ' - : |
; i Mexico, comprising 240 acres, more or less. :
R 2. Applicant proposes to drill a well upon the aforesaid:
it ) . i
‘ “d\ i acreage 1980 feet from the North lime and 1980 feet from the -
5&&1, §West line of said Section 7, which well is projected to the _
Y AN i i _ i
ﬁ; g§§ QSouth Carlsbad-Morrow, Atoka, Strawn and Canyon Gas Pools.
i i i i
<= | 3. Applicant proposes to dedicate the N/2 of sald Section
| , :
b \S! i 7, comprising 318.76 acres, more or less, to its proposed well. j
Ei} ;? §§Attached to this Application is a plat showing the location of i
Y fthe proposed well, the screage that would be dedicated to the -
§§;w iproposed well anayexisting offset wells; also attached to this
RN i
X AN :
. : ~ . ",l,,. J/‘\gig;) ;
| P el 4)\
-1~ ~. A ' 7
ote nEdS




Application is a 1ist ofxthe names and addreSses of all owners
;iof working gnterest, overriding royalty and royalty interests
ﬂiin the N/2 of sald gection T, insofar as they are known to the |

| ? AppliCant. p
) 11 b, Althoughrthe Applicant has attempted to obtain the

évoluntary agreement of all mineral interests for the drilling

: ! of the‘proposed well, there remain mineral interest owners who

pave not agreed and, therefore, the Applicant seeks an order of i

i the Commisédon pooling all mlneral ingerests in the N/2 of saild !

. Section T, pursuant to Section 65 3— 14, New Mexico gtatutes %

Annotated, to form 2 318.76 acre proration and spacing unit for
dh? iithe South Carlsbad—Morrow, Atoka, dtrawn and canyon Gas Pools,

| i o be dedicated to the prooosed well. |
5. The Order entered by the Commission should designate

;Ethe Applicant as the operatolr of the proposed well and should

_,,...«—-,‘,-...._._-_,.4_.« ey T

provide a*reasonable charge for supervision and for the risk -

involved in the drilling of the proposed well. The Applicant i
iérequests that 150% of the non—consenting working interest

owners' prorata share of the cost of drilling andé completing

‘tiie well De fixed as the charge for the risk jnvolved 1ir the

arilling of the proposed well. ~ ‘ 3

6. Approval of this Application will protect correlative

W

5;rights prevent waste and avoid the drilling of unnecessary wells.'!

WHEREFORE, the Applicant requests that this Application be
ﬁset for hearing before the Commission or one of 1its Examiners
ééand that the Commission enter 1ts Order of Compulsory Pooling
éfas to all mineral interests in the N/2 of Section 1, Townshlp

23 south, Range 27 East, South Carlsbad—Morrow, Atoka, Strawn

2= i
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.gand Canyon Gas Pools, Eddy County, New Mexico, in accordance §
- |

%with this Application.

MONTGOMERY, FEDERICI, ANDREWS,

B HANNAHS & MORRIS

By /C§i265;244<//22;f/
p. O Box 2307 7 ;

santa Fe, New Mexico 87501
Attorneys for The “Superilor
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. _THE SUPERIOR OIL. COMPANY

STEPHENS NO. 1
1980' FNL & 1980' FWL SECTION 7, T-23-8, R~27-E
SOUTH CARLSBAD FIELD .
EDDY COUNTY, NEW MEXICO

Working Interest Ownership of 318.76 acres located in N/2 Section 7,

T-23-S, R-27-E, is as follows:

WORKING INTEREST
i NO, ACRES __PERCENT
The Superior 0il Company 240 75.29176
P. 0. Box 1900

 Midland, Texas 79701

Attn: Mr, Terry Clay

Pennzoil Company . 35.73 ' 11.20906
P. 0. Box 1828 .

Midland, Texas 79701

Attn; Mr. J. E. Davidson

~ Gulf 0il Corp. ' 18.73 “5,87589

P. 0. Box 1150°
Midland, Texas 79701
Attn: Mr. R. E. Griffith

Wainoco, Inc. 13.97 4.38261
1435 Bank of Southwest Bldg. '
Houston, Texas 77002

Attn: Mr. G. R, Diamond

Mobil Oil Corp. | 10.33 3.24068
P. 0. Box 633
Midland, Texas 79701

. Attn: Mr. John Howard

!

TOTAL 318.76 100.00000

f%i%hzﬂ—és;zjézé;




' THE SUPERIOR OIL COMPANY

-

STEPHENS NO, 1
1980' FNL & 1980' ‘FWL SECTION 7, T-23<S, R-27-E
SOUTH CARLSBAD FIELD
EDDY COUNTY, NEW MEXICO

Royalty ownérship inclu&ing lessor and lessee under N/2 Section 7, T-23-5, p
R-27-E. , -

Pennzoil, Mobil, Gulf, and Wainoco are lessee ofy78.76,acres located W/i
NW/4 Section 7 and U.S. Government is lessor of acreage as described:
W/2 NW/4 and being described as lots Nos. 1 and 2 containing 78.76 acres
and referred to as U.S: Government Lease No. 040547. Addréss being U.S.
Department of Interior Bureau of Land Management, P. 0, Box 1499, Santa
Fe, New Mexico 87501l. Overriding Royalty in form of Production Payment
in W/2 NW/4 Section, to Mr, C. J. Patterson and Mary A. Patterson, 2901
Verna Road, Kansas City, Missouri 64100

The Superior Oil Company is lessee of record of 240 acres in E/2 WW/4
and NE/4 Section 7. The lessors of record and addresses are as follows:

Mr. J. S. Gibson, et al
Box 39
Carlsbad, New Mexico

Mr. John T. Stephens, et ux
615 S. Aspen
Roswell, New Mexico 88201

Mr. C. A. McDaniel
606 West Ave "E" v
Lovington, New Mexico 88260

 Mr. John T. Stephens, Jr.
1321 Westridge
Carlsbad, New Mexico 88220

Mr. W. R. Echols, Jr. et al
Bever Creek Land and Cattle Co.
Bayfield, Colorado 81122
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BEFORE THE OIL CONSERVATION COMMISSION
- OF THE STATE OF NEW MEXICO

i (.’

IN THE MATTER OF THE HEARING
CALLED BY THE OIL CONSERVAT1ION
COMMISSION OF NEW MEXICO FOR
THE PURPOSE OF CONSIDERING:

CASE NO. _ 5026
Order No. R:ﬁé??
APPLICATION OF THE SUPERIOR OIL COMPANY — [

FOR COMPULSORY POOLING, EDDY COUNTY,

NEW MEXICO. (::::X1j:;¢7£//

ORDER OF THE COMMISSION

BY THE COMMISSION:

‘ This cause came on for hearing at ¢ a.m. on _July 11 s 1973
at Santa Fe, New Mexico, before Examiner Daniel S. Nutter i .

e

NOW, on this day of July s 1973, the Commission,
a quorum being prasent, having considered the testimony, the record,
and the recommendations of the Examiner, and being fully advised
in the premises,

FINDS:

(1) That due public notice having béén'ﬁiven as required by
law, the Commission has jurisdiction of this cause and the subject
matter thereof. :

{

(2) That the applicant, The Superior Oil Coﬁpany '

seeks an order pooling all mineral interests __in the Morrow,

Atoka, Strawn and Canyon formations ___ underlying the ___N /2
> _

of Section 7 , Township 23 South , Raidge 27 East

’

NMPM, South Carlsbad Field’ ' Eddy County, New

- Mexico.
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Aos commange)

43) That the applicant has the right to drill and peoposes

,i He drilling of a . for , f
j i tg_d;;&agg well at a standard 1ocat10n.xe—the above«mentloqﬂbd .
; formations. ) , 4 :
i {4) That there are interest owners in the proposed proration .
' i
| ; ! unit who have not agreed to pool their interests.

(5) That to avoid the drilling of unnecessary wells, to
protect correlative rights, and to afford to the owner of each

interest in said unit the opportunity to recover or receive }

without unnecessary expense his just and fair share of the gas "
f “ in said pool, the subject application should be approved by
pooling all mineral interests, whatever théy may be, within said.

unit.

e

}
A A e,

a0, A7t 27 TR gy A YLD | el A % PP B

HV; (6) That the applicant should be designated the operator

A .0f the subject well and unit. :
_j,-,“ ! - {2) That any non-consenting working interest owner should
i be afforded the opportunlty to pay. his share of estipated well

N T e e T

within 15 4 @74 bﬁ‘&r Hee 8”1"?‘&, of Hus o"clef

costs to the operatorAln lieufof paying his share of r<asonable

A Pt A ea. B RO oWt nae 014

iy vl

well costs out of production.

ot ’ B et

(Q) That any non- consenting worklng 1nter t owner that

T withix 15 d 4ev+he,en4v7 of 'Hu.s ArJa

does not pay his share of estimated well co tsAsbould have

withheld from production his share of the reasonahle well costs

5 : X
Z

- 4
plus an additional _iﬁ22~£ffyf§éreof as a reasonable charge for the

¥
*

risk involved in the drilling of the well.
¢® That any non-consenting interest owner should be ‘ ;
afforded the opportunity to object to the actual well costs hut

that actual well costs should be adopted as the reasonable well

costs in the absence of such objection.

AnAepn

LQ'? . (lﬁ) That following determination of reasonable well costs,

any non-consenting working interest owner that hasg paid his-

EC TRy RGP R Y

share of estimated costs should pay to the operator any amount

thét reasonable well costs exceed cstimated well costs and

should receive from the operator any amount that paid estimated

! well costs exceed reasonable well costs. \ :

(7) Thal :#2,'90 oao Lo & fthdaornglile &aé:mw 01 1

4350, 000 & A HKeager phie. 2akeas. 4) Hha Loak of Yo subpe
W?/Hd»swam‘” 7‘2’“*‘/".-«,\,547/“)%

s . . i~
—

fcwkagm 5 wiet shontd ¥ be d«,ﬁae.. Gl
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able charge for supérvision (combined fixed rates); that the
operator should be authorized to withhold from production the
provortionate share of such supervision chaxge attributable to
each non-consenting wd}king interest, and in addition thereto,
the operator should be authorized to withhold from production
Ehe proportionate share of actual expenditures required for
operating the subject well, not in excess of what are(reasonable,
attributable to each non~consenting working interest.

V (12) That all proceeds from production ffom the subject
wellw® which are not disbursed for any—reason should be plaééd

in escrow to be paid to the true ownerfthéieof upon demand and

proof of ownérship.

~Fhae—upon-thae-failure of. the apesseter—ci-crinTHoolsd

unih_to-eemﬂence“ﬁffrITﬁG”Gf“tHé*W@tT"tO”which*sai&“nﬁi%wéf?*w

OYGELE T T

arsnstmmaosi = T

ﬂ.pQg%%ﬂgﬂsaiﬂ*ﬁﬁit*Eﬁﬁﬁtﬂ*become*nutl~andfvoidﬂandwofﬁno_eﬁ&eetmx
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IT IS THEREFORE ORDERED:

(1) That all mineral 1nterests, whatever they may be,
Morrow, Atoka, Strawn

in the and Canyon formationgunderlving the N/2

L S

of Section 7 , Township 23 South, Range _27 East , NMPM,

South Carlsbad Field - Eddy County, New Mexico,.

’

okt Y

are hereby pooled to form a standard 3'3’76 = acre gaq spacing

surrently bein
‘and proration unit to be dedicated to a well 4ﬁhdﬂiti illed

Lrom the North Jine aw & (980 Peet Frow Hua st Tine of said SecHen 7.
PROVIDED HOWEVER, that the operator of said unit shall

'gwmmnr-a +the dri L1a Rk Af eaid RRP=0 B BN AT 0d 2V ~% o = V-~V 11 P ‘:“I—
] ' ’
oL, o Jled oSy riTerr T fder continue the

test the Morrow formation;

£2QVIDED FURTHER, that-in the event said operater-does Tot-

~commencE T tHe TariTltng of sald-well-on-or-hefore—the——-

{
:

day

O e - ey - 1973, -Order +(1) of thiS“order‘sha11~be—nullwanﬂd

aoid--and of-no-effect-whatsoever;==-

e T T L T L

_at a standard location for the above-described formations iqulﬁiﬂff

" drilling of csaid well with due diligence to a depth sufficient to -

owin e e e et e e vem
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! Order Yo. R-
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: 7/ ¢“POVIDED FURTHER,that should said well not be drilled to

! 92 +he

{complation, or ahandonment, within 326 days after commencement
, e May 22,1478, :

thereofA sai opergtor shall appear before the Commission and

show cause wny Order (1) of this order should not be rescinded.

{2) That Superior Oil Company is hereoy desi qnated

the operator of the subject well and unit.

‘ 250,000 s heve cs-h»é’l;shaa} 25 P 45~'I—¢m&+¢
(3) That afbex_the-e

ello Cos-l-s o a Jrz hole 4o %-L Morrow formation, 2wlI350, Oeo
to herebs ¢;+ablsstw9 4s W estimated wﬂ?aasfs :ﬁ a ws.” eom~

rowt Hie Morre @armahow-
! itemize hedule—eé~es$&mated—we&&—cestsd
: 15 4
(4) That within & days from: the date whe-sohedule of €0 nq__

of . +his order, ‘

L eabdnebod-ainll coshs—is—Lurnished—te—himw, any non~consent1ng : S
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;. L working interest owner shall have the right to pay his share
of estimated well costs to the operator in lieu of paying his

share cf reasonable well costs out of production, and that any

such owner who pays his share of estlmated well costs as pro-

vided above shall remain llable for operutlng costs but shall
not be liable for risk charges.

‘(5) That the‘opératér shall furnish the Commission and each
known working interest owner an itemiZed schedule of actual well
costs within 90 days followihg completion of the well; that if
no objection to the actual well costs is received by the’ Com- :
mission and the Commission has not objected within 45 days
following receipt of said schedule, the actual well costs shsll
be the reasonable well costs; prov1d0d however, that if there

is an objection to actual well costs “within said 45-day period

the Commission will determine reasonable well costs after public
notice and hearing. | h

(6) That within 60 days follow1na determination of reason— ;
able well costs, any non- consenulrg working interest owner that

has paid his share of estimated costs in advance as provided

RIS
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Ceasa No.
Order No. R-

apove shall pay to the operator his pro rata shére of the amount
that reasonable well costs exceed estimated well costs and shall
receive from the operator his pro rata share of the amount that
estimated well costs exceed reasonable well costs.
(7) That the operator is hereby authorized to withhold
the following costs and charges from production:
(A) The pro rata share of reasonable well costs
attributable to each non-consenting working

ihtefest owner who has not paid his share of
. o . /5 C{a S Q /gr
estjmated well costs within WG—&I&_&E
VZﬁL eu ¥ v i’s ordep.
4 . 3 4

.
furni-shad—toirims

(B) As a charge for the risk’involved in the
drilling of the well, [0 of the pro rata
share of reasonable well costs attributable
to each non-consenting wbrking interest
owner who has not paid his share of estimated

g lé_da S Q‘k/%e ¥ G
weall costs within 3 . } ,
% # - 4 3 @/JO(‘- .

© e

(8) That the operator shall distribute said costs and
charges withheld from production to the parties who advanced

the well costs.

o
(9) "That ‘:P{@0.0D per month is hereby fixed as a reasonabl

.¢harge for supervision- (combined fixed rafes); that the operator.

share of such supervision charge attributable to each non-

consenting working interest, and in addition thereto, the operator

is hersby authorized to withnhold from production the proportionate]

share of actual expenditures reguired for operating such well,
not in excess of what are reasonable, attributable tc¢ e¢ach non-

consenting working ‘interest.

‘
[
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is heréby authorized to withhold from production the propecrtionatel .
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- Case No.

{ Order No. R~

: (10) That any unsevered mineral interest shall be considered
i a seven-eighths (7/8) workiﬁé interest and a one-eighth (1/8)

i royalty interest for the purpose of allocating costs and charges
i

under the terms of this order. 5

(11) That any well costs or charges which are to be paid

out ¢f production shall be withheld only from the working !
| interests share of productioﬁ}\an@ygo costs or charges shéll
é ) be withheld from production attributable tokroyalty interests.
.:Qi@f (12) That all proceeds from production from the subject

well which are not disbursed for any reason shall be pléced‘in
escrow in Eddy County, New Mexiéo, to be paid to the true owner
phereof upon demand and proof of ownership; that the operidtor
shali notify_the Commission of the name and address of said

escrow ageht within 90 days from the date of this order.

(13} That jurisdiction of this cause ig retained for the

2. entry of such further orders as the Commission may deem necessary. :
iy ‘ , :
Eia H g, I — e e~ e ] . . 3 R -

£ ; DONE at Santa Fe, Néew Mexico, on. the day and year hereinabove

; { designated.
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