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EXHIBIT »

Attached Lo and made u part of

FASG.T-195522

' ACCOUNTING PROCEDURE

ijNIT AND JOINT LEASE OPERATIONS)

I. GENERAL PROVISIONS
Definitions

“Joint property” a5 hercin used shall be construed to mean the subject arca covered by the agrecment to which this “Accounting Provedure” s at-
tacked.

"Operator” as herein used shall be construed to mean the party designated 1o conduct the development Snd operation of she cubject area for the
joint account of the parties hereto,

“"Non-Operator” as herein used shall be construed to mean any onc oc more of the non-opersting partics.

Statementis and Billings .
Opcrator shall bill Nor-Operator on or before the last day of each month for its proportionate share of costs and expenditures JWK% the preced-
ing month. . Such bills will be accompanied by statements, refleccing the total costs and charges as st forth under Subparagraph . below:

- Statement in detail of all charges and credics 1o the joint account,
Statement ‘of all chiarges 2ad credits to the joint account, summarized by sppropriace classifications indicative of the natuee thereof.

o= >

Statements as foilows:

(1) Derailed statement of mareria) ordinarily consideted controllable by operatars of oil and gas properiies;

(2) Statement of ordinary charges and credits to the joint account summarized by appropriate classifications indicative of the nature thereof;
~and :

(3) Detailed statement of any other charges and credits.

Payments by Non-Operator
Each party shali pay its propoction of all such bills within fifteen (15) days after ceceipt thereof.  If "payment is not made within such time, the
unpaid balance shall"bear interest at the rate of six per cent (69) per annum undl paid.

Adjustments

Payment of any such bills shall not prejudice the right of Non-Operator to protest or question the correctness thereof. Subject 1o che excepiion
noted in Paragraph § of this scction 1, all staterments rendered to Non-Opcrator by Operator during any caiendar year shall conclusively be presumed
to be true and correct after twenty-four (24) months following the end of any such calendar year, unless within the said wwenty-four (24) month
period Non-Opcrator takes written exception thereto and makes ¢laim on Operator for adjustment. Failure on the parc of Non-Operator to make
claim on Operitor for sdjustment within such period shall establish the correctness thereof and preclude the filing of exceptions thereto or making
of claims for adjustmeat thereon. The provisions of this paragraph shall not prevent adjustments resulting from physical inventory of property as
provided for in Scction VI, Inventories, hereof. ;

Audits

A Noa-Operator, upon notice in writing to Operator and all other Non-Operators, shali have the right to audit Operator’s accounts and records
relating to the accounting hercunder for any calendar yesi vithin the twenty-four (24) month period following the end of such calendar year, pro-
vided, however, that Non-Operator must 1ake written exception to and make claim upon the Operator for ail discrepancies disclosed by said
audit ‘within said twenty-four (24) month period. Where there are twa or more Non-Opcrators, the Non-Operators shall make cvery reasonable
cffort to conduct joint or simultaneous andits in a manner which will result in 2 minimum of inconvenience to the Operator.

IL. DEVELOPMENT AND OPERATING CHARGES
Subject to limitations hereinafter prescribed, Opérator shall charge the joint account with the following items:

Rentals and Royalties
Delay or other rentals, when such rentals are paid by Operator for the joint account; royalties, when not paid directdy to royalty owners by the
purchaser of the oil, gas, casinghead gas, or other products.

Labor

A. Salaries and wages of Operator’s employees dirscely engaged on che joint property in the development, maintenance, and operation thereof,
includiag salaries or wages paid to geologists and “othér employees wha are temporarily assigned to and directly employed on 1 drilling well.

B. Operator’s cost of holiday, vacation, sickness and disability benefits, and other customary allowances applicable to the salaries and wages charge-
able undc_r Subparagraph 2 A and szagraph 11 of ‘this Section [I. Costs under this Subparagraph 2 B may be charged ‘on 2 “when and as
paid basis” or by “percentage assessment” on the amount of salaries and wages chargeable under Subparagraph 2 A and Paragraph 11 of this
Section 1L If percentage assessment is used, the rate shall be based on the Operator’s cost experience.

C. Costs of expenditures or contributions made pursuant to assessments imposed by governmental authority which are applicable to Operator’s labor
cost of salaries and wages as provided wvnder Subparaérzphs 2 A, 2 B, and Paragraph 11 of this Section 1.

Employee Benefits )

Operator’s current cost of established plans for employees’ group life iniurance, hospitalization, pension, feticement, stock purchase, thrift, bouus,
and other bgnefit plans of a like nature, applicable to Operator’s labor cost, provided that the total of such charges shall not exceed ten per cent
(10%) of Operator’s Labor costs as provided in Subparagraphs A and B of Faragraph 2 of this Section II and in Paragraph 11 of this Secrion 13,
Material .

Material, equip , and supphi purs hased or furnished by Operator for use of the joint property. So far as it is reasonably practical and con-
sistent with efficirut and econamical operation, only such material shall be purchased for or transferred vo the joinc property as may be required for,
immediate use; and the accumulation of surplus stocks shall be avoided. » ’ B
Transpostation of employees, equipment, material, and supplies necessary for the development, maintenance, and operation of the joint property
subject to the following limitations: )

A, If macerial is moved to the joint property from vendoss or from the Operator’s warchouse or other propertics, no charge shall be made 10 the

joint account for a distance greater than the distance from the nrarest reliable supply store or railway receiving point wherc such material is
available, except by special agreement with Non-Operator. ' - .
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B 3f surptos matceal 5 moved 1o Operator’s worelusse or other storaxe point, po clarge bl be made 1o the ot sccount for 2 Bistance ,ur:h'r
than thie dutanie from the nearat ecdable vpply store o raluay receining point, excopt by apecial sgreenent with Non-Qperatar, No cbarge
shall Lo muade 1o the joint account for anoving saterial o othier properties belongng oo Operator, exeept by specizl agreement with Non-Operstor.

6. service
A Oueade Seevices:
Tlhie cost of contract <ervices and utilities procored from outide souries,
B Use of Operator’s Bguipment and Facilitios:
Use of and service by Operator's exclusively awned equipmens and fscititios a6 provided i Paragraph 8 of Sectivs i antitded “Operator’s Tae

clusively Owned Facilicies.”

7. Damages and Losses {o Joint Property and Equipment

All costs or expenses necessary to wplice or repair damiges or losses incurred by fiee, flood, stormy Jiefe, accident, or any
tollable by Operator through the excecise of reasenable diligence.  Qperator shali fugoish Noa-Operator written notive of damages or loses in-

other cauve not con-

curred as soon as practicable after report of the same has been received by Operator. ~

8. Litigation Expense

Al costs and expenses of litigazion, or legal seevices otherwise necesary or expedicat for the protection of the joint interssts, including attorneys’

fees and expenses 35 hereinafter provided, together with all judyments ebisined against the parties or any of them on acsount of the joint operstions

undee this agreement, and 2ctual expenses incurred by any party or partics hereto in securing cvidence for the purpose of wefending against any
action or <laim prosecuted or urged against the joint account or the subjece mattee of this agreement.

A, If 4 majority of the interests hereunder shall so ageee, actions or claims affecting (hie joint interests hereunder may be hundled by the lexsl
staff of one or more of the parties hereto; and a charge commensurate with cosr of providing and fornishing such szevices rendered may be
made against the joint account; but no such charge shall be made until approved by the legal departments of or attorneys for the respective
parties hereto.

B. Fees and c¢xpenses of outside attorneys shall not be charged to the joint account unless autherized by the majority of the interests hereunder.

8. Taxes .
All taxes of every kind and nature assessed or levied upon or in connection with the properties which are the subject of this agreement, the produc-
tion therefrom or che operation thereof, and which taxes have been paid by the Operator for the benefit of the parties hereto.

10. Insurance and Claims :
A. Premiums paid for insurince required to be carried for the benefit of the joint account, together with all expenditures incurred and paid in
settlement of any and all losses, claims, damages, judgments, and other expenses, including legal services, not recovered from insurance carrier.
B. If no insurance is required 1o be carried, all actual expenditures incurred and paid by Operator in settlement of any and all losses, claims, dam-

ages, judgments, and any other expenses, including legal services, shall be charged 10 the joint account.
11. District and Camp Expense (Ficld Supervision and Camp Expense) *

rtion of the safaries and expenses of Operator’s production superintendent and other employees serving the joint pmpcr(y and
pe he same oper.mng area, whose time is not allocated directly to the properties, and a pro 2 the cost of

maintaining and operating a production

properties of the

own as Qperator’s ez : .

” (or E] comp:nbh offucc xf louuon cl mgcdl. .md
ffne, and alt necessary camps, including housing facilities for
ratad in xhe same locality.  The expense

Such

office locaced at or near . . o
necessary suboffices (if any), mzmumcd for the convenitny
employees if required, used in rhe cond,
of, less any reveau Ese facilities shonld be inclusive of depreciation or a fair monthly rental in licu o

shall he .xpporxiontd to al} properties served on some cquitable basis consistent with Operator’s accounting practice.

on the investment.

* No District or Camp Expense is included herein, the same being
reflected in the Administrative Overhead charges set forth herein-

below.

12. Administrative Overhead
Operator shall Lave the right 1o assess against the jint property covered hereby the following management and administrative overhead charges,
which shall be in licu of all expenses of all offices of the Operator not covered by Section 1, Paragraph 11, above, including salaries and expenses
of personnel assigned to such offices, except that salaries of geologists and other employees of Operator who are temporacily assigned to and directly
: serving on the joint property will be charged as provided in Section 1Y, Paragraph 2, above. Salaries and cxpenses of other technical employees as-
';_]' signed to such offices will be considered as covered by overhead charges in rhis paragraph unless charges for such salaries and expenses are agreed

upon between Operstor and Non-Operator as a direct charge to the joint property.

WELL BASIS (Rate Per Well Per Month)

PROCUCING WELL RATE

PDRILLING WELL - (Use Completion Depth)
g - RATE
RO - All Wells
: ) Each Well First Five Next Five Qver Ten

vzso 0 ... .348:00 .....$35.00 $30.00

A. Overhesd charges for drilling wells shall begin on the date each well is spudded and terminate when it is on production of is plugged, 25 the
case may be, except thac no charge shall be made during the suspension of drilling operations for fifteen (15 ) or more consecutive days.

B. In connection with overhead charges, the status of wells shall be as follows: ;

(1) Injection wells for recovery operations, such as for repressure or water ﬂood. shall be included in the overhead schedule the same a3 produc-
ing oil wells.

(Z) Water supply wells utilized for water ﬂoodsnl aperations shall be mcludcd in the ovechiead schedule the same as producing oil wells.

(3) Producing gas wells shall be included in the overhead whedule the 1ame as producing oil wells.

—_—2
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¢4y Wills pernnnently shur dowe 2ut an which plugging operstions are defrreed shall be dropped from the overhead scliedule at the tinme the
shuedown is effected. Whon sucd welly are plugged, overliend slall be Gharged a0 the prodefimg welt aae during the time required for che
plugging opcration,

(5) Wells heing plugged back, Jdrilied deeper, or converied to 3 source or inpet well shall e fnibuded in the overbiead schedule the same as dnll-
ing wells,

() Temporarily shut-down wells (other than by goveramental regnlarory body) which are not produced or warked upon for 3 poriod of 2 full
calendar month shall not be included in the overhicad schedule; howevir, welly shue in by gorvernmentad rigubitory bady sl be included
in the overhiead schedule onty in the event the allowable productivn is transferred 1o other wells nn the sime property. In the event of 2
unit allewable, all wells capable of producing will be counted in determining the overiiosd charge.

(7} Wells completed in dual or multiple horivons shall be considered s two wells i the producing overhead «hedule

(8) Lease sabt water disposzl wells shall not be included in the overhead scleduele unless such wiells are used in a2 secondary recovery program
on the joint property.

C. The above overhead whedule for producing wells shall be applied to the ton] number of wells warated ander the Operating Agreement 1o which
this accounting procedure is attached, irrespective of individual leases,

D. T is specifically undirstood that the ibove overherd rates apply only 1o dnbing and producing operations and 2re not intended to cover the
construction or operation of additional facilities such a5, but not limited to, gasoline plints, compressor plants, represuring projects, sale water
disposal facilities, ard similar inscaftations. If ac any time any or ali“of these bocorne necessary to the operation, a separate agreement will be
reached relative to an overhead charge and allocation of districe expense.

E. The above specific overhead rates may be smended from time to time by agreement between Operator and Non-Operator if, in practice, they are

found to be insufficient or excessive,

Operalor’s Fully Owned Warehouse Operating an@ Maintenance Expense
(Dascribe fully the agreed procedure to be followed by the Operator.)

None

Other Expenditures
Any expenditure, other thin expenditures which are covered and dealr with by the forcgeoing provisions of this Section 1, incurred by the Opera-

tor for the necessary and proper development, maintenance, ané operation of the juint properiy.

III. BASIS OF CHARGES TO JOINT ACCOUNT

Purchases
Materizl and equipment purchased and service procured shall be charged ac price paid by Operator after deduction of -il discounts auu:ll\ received.

Material Furnished by Operator \
Materisl required for operations shall be purchased for direct charge 1o joint account whenever practivable, except that Operator may furnish such
material from Operacor’s stocks under the following conditions:

A. New Material (Condition "“A'")

(1) New material transferred from Operator’s warchouse or other properties shall be pricyd f.o.b. the nearest reputabie supply store or ralway
receiving point, where such matcrial is available, at corrent replacement cost of the same kind of material.  This will include material such
as tanks, pumping units, sucker rods, engines, and other major cquipment. Tubular goods, two-inch (27) and over, shall be priced on car-
load basis cffective at date of transfer and f.o.b. railway receiving point nearese the joint account operation, regardless of quantity transferred.

(2) Other inaterial shall be priced on basis of a reputable supply company’s preferential price list effective at date of transfer and f.ob. the stoze
or railway recciving point nearest the joint accovnt operation where such material is available.

(3) Cash discount shall not. be allowed.

B. Uted Material (Condition "B’ and "C")
(1) Material which is in sound and serviceable condition and is suitable for reuse without reconditioning shall be classed as Condition "B and
priced at seventy-five per cent (79%) of new price.
Material which cannot be classified as Condition “B” but which, ’
(a) After reconditioning will be further serviceable for original function as good secondhiand material (Condition “B"), or
(b) - 1Is serviceable for original function but substantially not suitable for reconditioning,
 shall be classed s Condition “C" and priced at fifty per cont (<097 ) of new price.
(3) Material which cannot be classified as Condition “B” or Condition * = shall be priced at 2 value commensurate with its usc.
(4} Tanks, buildings, and other equipment involving crection costs shall be charged at applicable percentage of knocked-down new price.

(2
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Premium Prices . )

Whenever materials and equipment are not readily obtainable at the customary sapply point and at prices specified in Paragraphs 1 and 2 or this
Section Il because of national emergencits, strikes or other unusual causes over which the Operator his no contral, the Operator may charge the
joint account for the required materials on the basis of ‘the Operator’s direct cost and expenie incurred in procuring such materials, in making it
suitable for use, and in moving it to the location, provided, however, that notice in writing is furnished to Non-Operater of the proposed charge prior
to billing the Non-Operator for the material and/or equipment acquired pursuant to this provision, whercupor, Non-Operator shall have the righe,
by so clecting and notifying Operator within 10 days <fter receiving notice from the Operator, to furnish in kind, or in tonnage as the parties may
agree, at the location, nearest railway receiving ‘point, or Operator’s storage point within 2 comparable distance, all or parct of his share of material
and/or eouiprhmr suitable for use and acceprable to the Operator. Transportation costs on any such material furnished by Non-Operator,: at any

-point other ‘than at the location, shall be borne by such Non- Operator. If, pursuant to the provisions of this paragraph, any Non-Operator furmslu-s,

material and/or equipment in kind, the Operator shall make ippropriate credits therefor to the account of said Non-Operator.

Warranty of Material Furnished by Operator
Operator does not warrant the material furnished beyond or back of the dealer’s or manufacturer's guarzmy, and in case of defective matezial, cred-
it shall not be passcd umtil adjustment has been received by Operator from the manufacturers or their agents.

Operator’s Exclusively Owned -Facilities
The following rates shall apply to service rendered to the joint account by facilities owned ‘exclusively by Operator:

A. Water, fuel, power, compressor and oliggr auxiliaiy services at rates commensurate with cost of providing and furnishing such service xo the
joint accouat but nut exceeding rates currently prevailing in the field where the joint property is located.

AN




B Autenotive equipment at rates commensurate with cost of ewnesship and cperation. Suvh raees <hauld generly beoin Jine with the scledule of
1ates dopred by the Petrolcum Maotar Transpart Asgiztion, of come othor recogaived crpmization, av recommended uniforn charges agiinst
joint account aperations and reviced from tme to ome. Actomazive rates shall dnclude cost of oill i sepairs, insurance and other operating
expente and deprecistion: and charges shall be bated on vie 3o acrcal service on, o in eonnestion with, the jeint account operstions.  Fruek
and tractor races may include wages and expenses of driver. .

Co N fair rare shall be charged for the use of drilling and cleaning-evr toels and 20y rther jtemc of Operatur’s fully owned machinery or equip-
ment whick shall be ample o cover maintanance, repairs, deprecistinn, and the service furniched the joint property; provided e such charges
sbafl sot exceed thase cureontly prevailing in the field where the joint property is lovcared. Paliing viis shall be vharged st hourly rares cor
measurate with the cost of ownership and operation, which shall include repiirs and mintenance, opersting supplies, jnsurance, depreciation, and
tanes.  Pulling unit rates may include wages and expenses of the aperator,

. A faie rate shall be chirged for taboratory services performed by Operator for the benefiv of the joint account, such as gas, water; core, and ny
ather analyses andd tests; provided such charges thail not cxeeed those currently prevailing if performed by outside service faboratories.

1. Whenever requested, Operator shall inform Non-Operator in advance of the rates it proposes to chasge.

FooRates hull be reviced and adjpusted from time to time when found to be cicher excessive or insufficient.

V. DISPOSAL OF LIASE EQUIPMENT AND MATERIAL

The Operator shall be under no obligation to purchase interest of Non-Operator in surplus new or secandhand muaterial. The disposition of major
items of surplus marerial, such as desricls, tanks, engines, pumping units, and tubular goods, shall be subject to mutuial determination by the parties
cheeeto; provided Qperator shall have the right 1o dispore of normal accumulations of junk and scrap materia] either by transfer or sale from the

JoInt property,

f.’\f.’ll}ri:\l‘ Purchaced hy the Onerafar or Non-QOneratar

Material purchased by cither the Operator or Non- O;cramr shall be credited by the Opcrator 1o the joint acvoun: for the month in which the
materisl is removed by the purchaser.

Division in Kind

Division of material in kind, if made betwzen Operator and Non.QOperator, shall be in proportion to their respective interests in such material. Tach
party will thereupon be charged individaally with the value of the niaterial reccived or receivable by cach party, and correcponding credits will be
made by the Operator to the joint account.  Such credits shall zppear in the monthly statement of operations,

Sales to Qutsiders

Sales to outsiders of material from the joint property shall be credited by Operator to the joint account at the nct amount collected by Operator
from vendee. Any cliims by vendee for defective material or otherwise shall be churged back to the joint account if and when paid by Operator.

V. BASIS OF PRICING MATERIAL TRANSFERRED FROM JOINT ACCOUNT

Material purchased by either Operator or Non-Operator or divided in kind, unless otherwise agreed, shall be
valued on the following basis:

New Price Defined

New price as used in the following paragraphs shall have the same meaning and application as that used above in Section I, "Basis of Charges to
Joint A:zcount.”

New Material

New material (Condition "“A"), being new material procured for the joint account but never used thereon, at one hundred per cent (1609%) of cur-
rent new price (plus sales tax if any).

Good Used Material

Good used material (Condition “B""), being used material in sound and scrviceable condition, suitable for reuse without recorditioning:

A. At seventy-five per cent (759%) of current new price if material was charged 10 joint account as mew, or

B. At sixty-five per cent (65%) of current new price if material was originaily charged to the joinc property as secondhand ar seventy-five per
cent (73%) of new price.

Other Used Material

Used material (Condition “C”), at fifty per cent (50%) of current new price, being used material which:

A. Afcer reconditioning will ‘be further serviceable for original function as good sccondhand marerial {Condition "B™), or

B. Is serviceable for original function but substantially not suitabie for reconditioning.

Bad-Order Malerial
Material and equipment (Condition D), which is no longer usable for its original purpost without excessive repair cost but is further usable for

some other purpose, shall be priced on a basis comparable with that of items normaily used for that purpose.

Junk

Junk (Condition “E"}, being obsoleie and scrap material, at prevailing prices.

Temporarily Used Material

When the use of material is temporary and its service to the joint account does not justify the reduction in price as provided in Paragraph 3 B,
above, such material shall be priced on a basis that will leave a net charge to the joint account consistent with the value of the service rendered.

VI. INVENTORIES

Periodic Inventories, Notice and Representation

At reasonable intervals, invencaries shall be taken by Operator of the joine account material, which shall include all such material as is ordinarily
considered controllable by operators of oil and gas properties. : .

Written notice of intention to take inventory shall be given by Operator at least thirty (30) days before any inventory is to begin so that Non-
Operator may be represented when any inventory is taken.

Failure of Non-Operator to be represenced ac an inventory shali bind Non-Operator to dccept the inventory taken by Operator, who shall in that
event furnish Non- Opcraxor with 2 copy thereof.

Reconciliation and Adjustment of Inventorlu y

Reconc.bauon of mmtory with charges to the joint account shall be made by each party at interest, and a list of overages and shorrages shall be
jointly deurm.\ed by Operator and Non-Operator.

Inventory ad)usm‘mts shall be made by Operacor with the joint account for overages and shortages, but Operator shall be held accounuble to \on-‘
Operator only for nhnaw due to lack of reasonable diligence.

Special Inventories
Special inventories may be taken, at the expense of the purchaser, whenever rhere is any sale or change of interest in the joint projerty; and it shall
be the duty of tne party selling to notify all other parties hereto as quickly as possible after the transfer of interest takes plave. In such cases, both
the scller and the purchaser shall be represented and shall be governed by the inventory so taken.

-
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No. 29-62 .

DOCKXET: EXAMINER HEARING - WEDNESDAY - OCTOBER 10, 1962

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
Elvis A. Utz, alternate examiner:

CASE 2647: (Continued)
Application of Carper Drilling Company for a tubingless
completion, Chaves County, New Mexico. Applicant, in the
above-styled cause, seeks authority to complete its Baetz ,
Well No. 1, located in the SE/4 SW/4 of Section 35, Township
14 south, Range 27 East, Chaves County, New Mexico, as a
tubingless gas well completion producing through perforations
from 8182-8270' in 2 7/8 inch casing.

CASE 2654: Application of Carper Drilling Company for the creation of
a new gas pocol and for temporary special rules and regulations,
- Chaves County, New Mexico. Applicant, in the above-styled
cause, seeks the creation of a new gas pool to be designated
the Buffalo Valley-Pennsylvanian Gas Pool for its Baetz Well
No. 1, located in the SE/4 SW/4 of Section 35, Township 14
South, Range 27 East, Chaves County, New Mexico. Applicant,
further seeks the establishment of temporary special rules
and regulations governing said-pool, including provisions
for 320-acre gas units.

CASE 2655: Application of Martin Yates III and S. P. Yates for compulsory

Faort = pooling, Lea County, New Mexico. Applicant, in the above-
a*t%wl” oo styled cause, seeks an order force pooling all mineral
T Yy e e interests in the Lusk-Strawn Fool to form a l60-~acre oil

v proration unit comprising the NE/4 of Section 30, Township
19 south, Range 32 East, Lea County, New Mexico, to be
dedicated to a well to be drilled in the NE/4 NE/4 of said
Section 30.

CASE 2656: Application of Western Development Company for a secondary
recovery project, East Millman Queen-Grayburg Field, Eddy
County, New Mexico. Applicant, in the above-styled cause,
seeks permission to institute a secondary recovery project
in the East Millman Queen-Grayburg Field, with the injection
of water into the Queen and Grayburg formations initially
to be through 16 wells, located in Sections 1ll, 14, 15, 22
and 23, Township 19.South, Range 28 East, Eddy County, New
Mexico, said project to be governed by the provisions of
Rule 701.
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CASE 2657:

CASE 2658:

CASE 2659:

CASE 2660:

CASE _2661:

" Applicant further seeks establishment of temporary rules

29-62

Application of Odessa Natural Gasoline Company for a non-
standard gas proration unit, Lea County, New Mexico.
Applicant, in the above-styled cause, seeks establishment of
a 320-acre non-standard gas proration unit comprising the
SE/4 of Section 23 and the NE/4 of Section 26, Township 25
South, Range 37 East, Justis Gas Pool, Lea County, New Mexico,
to be dedicated to its Carlson "A" Well No. 1 located in

Unit P of said Section 23.

Application of Cabot Corporation for temporary special rules
and regulations, Lea County, New Mexico. Applicant, in the
above-styled cause, seeks an order promulgating temporary
special rules and regulations for the North Bagley-Pennsyl- -
vanian Pool, Lea County, New Mexico, including provisions
for 80-acre proration units.

Application of Cabot Corporation for the creation of a new
oil pool and the establishment of temporary rules and
regulations, Lea County, New Mexico. Applicant, in the
above~styled cause, seeks the creation of a new oil pool to.
be designated the North Bagley-Wolfcamp Pool for its Humble
State Well No. 1, located in the NW/4 NW/4 of Section 23,
Township 11 South, Range-33 East, Lea County, New Mexico.

and regulations governing said pool including provisions
for 80-acre proration units.

Application of Midwest Oil Corporation for the creation of

a new oil pool and for the establishment &f temporary special
rules and regulations, Lea County, New Mexico. Applicant, in
the above~styled cause, seeks the creation of a new oil pool
for Pennsylvanian production in the vicinity of its LLE State
Wel No. 1, located in the NW/4 SW/4 of Section 14, Township
10 south, Range 33 East, Lea County, New Mexico. Applicant
further seeks the promulgation of temporary special rules

and regulations governing said pool to include provisions
for 80-acre proration mmits and fixed well location reguire-

ments.

Application of Pan American Petroleum Corporation for a triple
completicn. L,ca. County, New Mexico. Applicant, in the above-
styled cause, seeks an order authorizing the triple completion
(conventional) of its Southland Royalty "A" Well No. 2,
located in Unit B of Section 9, Township 21 South, Range 37
East, Lea County, New Mexico, in such a manner as to produce
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CASE 2662:

CASE 2663:

CASE 2664:

iqg/

oil from the Drinkard and Blinebry formations and gas from
the Tubb formation through perallel strings of tubing.

Application of Pan American Petroleum Corporation for a
triple completion, Lea County, New Mexico. Applicant, in the
above~styled cause, seeks an order authorizing the triple
completion (conventional) of its South Mattix Unit Well No.
14, located in Unit K of Section 15, Township 24 South, Range
37 East, Lea County, New Mexico, in such a manner as to
produce gas from the Fowler Paddock and an undesignated Tubb
pool, and oil from an undesignated Blinebry pool through
parallel strings of tubing.

Application of Arnold H. Bruner for permission tc¢ directionally
drill, Lea County, New Mexico. Applicant, in the above-

styled cause, seeks permission to directionally drill his
Federal Intex Well No. 1, the surface location of which is

in the center of the NW/4 SE/4 of Section 8, Township 9 South,
Range 37 East, Allison Pennsylvanian Pool (extension), Lea
County, New Mexico. Target tor said directionally drilled
well would be 100 feet from the North and West lines of the
NW/4 SE/4 of said Section 8.

Application of Southwest Production Company for a dual
completion, San Juan County, New Mexico. Applicant, in the
above-styled cause, seeks authority to coiipiete its Davis
Federal Well No. 1, located in Unit L of Section 24, Town-
ship 26 North, Range 11 West, San Juan County, New Mexico,

as a dual completion with production of oil from the Gallup
zone and production of gas from the Dakota zone to be through
parallel strings of 1 %¥-inch tubing.
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21 September 1962 .

Mr, A, L. Porter, Jr., Secretary

Oil Conservation Commission of New Mexico
P. 0. Box 871

Santa Fe, New Mexico

Dear Mr. Porter:

Enclosed herewith you will find Application in triplicate

of Martin Yates, III and S. P. Yates to pool the NE/4 of

Section 30, Township 19 South, Range 32 East for a common
source of suppl/ designated as the Lusk-Strawn Pool.

With a carbon of this letter, we are furnishing Kexrr-McGee
0il Industries, Inc. and Phillips Petroleum Company, the
other owners of an interest in this spacing unit, with
copies of this application.

Ve ly yours
A, J: lb;ee i
AJL/bk
Enclosures
cc Kerr-McGee 0il Industries, Inc.

Kerr-McGee Building

Oklahoma City 2, Oklahoma
Attn: Mr, Breen M. Kerr

Phillips Petroleum Company

DOCKET MMLE’D 200 Permian Building

%

/75 Midland, Texas

Messrs. Martin Yates, III and
S. P. Yates.

309 Carper Building

Artesia, New Mexico

!




BEFORL THE OIL CONSERVATION COMMISSION
STATE OF NEW MEXICO.
IN THE MATTER OF THE APPLICATION OF

MARTIN YATES, III, AND S. P. YATES
FOR AN ORDER POOLING THE NE/4 SECTION

v e

30, TOWNSHIP 19 SOUTH, RANGE 32 EAST, : Case No. __. (5 ¢
N.M.P.M., LEA COUNTY, NEW MEXICO, FOR  :
THE, DEVELGFMENT OF THE LUSK-STRAWN :
POOL. :

APPLICATION

COMES MARTIN YATES, III, and S. P. YATES by their

attorneys, Losee and Stewart, and state:

1. That by Orders No. 2175 and 2175-B, the 0il

Conservation Commission of the State of New Mexico, herein-

after referred to as "Commission", established regular 160

acre drilling, proration and spacing units for the further

development of a common scurce of supply designated by the

Commission as the Lusk-Strawn Pool, and the NE/4 Section 30,

Township 19 South, Range 32 East, N.M.P.M., Lea County, New

Mexico, is one of the units so created.

2. That Applicants are the owners of the oil and
gas operating rights in the common source of supply designat-
ed as the Lusk~-Strawn Pool underljing United States 0il and
Gas Lease NM 01218 embracing, among other lands, the NE/4
NE/4 of said Section 30, and underlying United States Oil,and
Gas Lease NM 0107698-A embracing the SW/4 NE/4 of said Sec-
tion 30. '

3. That Phiilips Petroleum Company and Kerr-McGee

: ‘Oil Industries, Inc., are the owners of the oil and gas




operating rights in the comnon source of supply deéignated as
the Lusk-Strawn Pool underlying United States 0il and Gas
Lease NM 01218-A enbracing the NW/4 NE/4 said Section 30, and
underly»ing United States 0il and Gas Lease NM 0107698 embrac-
ing, among other lands, the SE/4 NE/4 said Section 30,

4, ‘That Appiicanis have been unable to arrange
with Kerr-McGee 0il Industries, Inc., for the development of
the NE/4 Section 30, Township 19 Soutb, Range 32 East, N.M.P.M.,
Lea County, New Mexico, for oll production in the common source
of supply designated as the Lusk-Strawn Pool.

5. That Applicants and Phillip_s Petroleum Company
now propose to drill a well therein to produce from the
Strawn formation, expected to be encountered at approximately
11,100 feet below the surface at an approximate cost for a
completed well of $267,000.,00, and for a dry hole of $189,000.00
and now desire th.ié Commission to enter an order pooling and
adjudicating the rights of all owners in the NE/4 said Section
30 in respect to the Lusk-Strawn Pool and designating these
Applicants as the operator.

6. That the pooling of the NE/4 said Section 30
in the Strawn formation is necessary to protect the correlative
rights, prevent waste and to avoid the dri.;lling of unnecessary
wells, , ;

7. That the owners of the oil and gas operating
rights in the common source of supply designated as the Lusk-
Strawn Pool underlying the NE/4 said s'e‘cjtion 30, other than

Appli'cants,- ére as follows:

PO TERTEd 1 A SR SR




Kerr-icGee 0il Industries, Inc.

Kerr~McGee Building

Oklahoma City 2, Oklahoma

Phillips Petroleum Company

200 Permian Building

Midland, Texas.

WHEREFORE, Applicants pray:

1) That this Application be set for hearing before
an examiner duly appointed by the Commission and that notice
of said hearing be given as required by law,

2) That upon hearing this Commission enter an order
pooling and adjudicating the rights of all owners of the oil
and gas operating rights in the NE/4 Section 30, Township 19
South, Range 32 East, N.M.P.M., Lea County, New Mexico, in
respect to the Lusk-Strawn Pool and designating these Appli-
cants as the operator thereof.

3) And for such other relief as may be just in the

premises.

DATED this 21st day of September, 1962.

MARTIN YATES, III, AND P. YATES

By,

A. J.
LOSEE AND STEWART
P. O, Drawer 239
Artesia, New Mexico
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The following cases will be heard before Daniel 8. Nutter, Examiner or
Elvis A. Utz, alternate examiner: '

CASE 2647: (Continued) )
Application of Carper Drilling Company for a tubingless

completion, Chaves County, New Mexico. Applicant, in the
above-styled cause, seeks authority to complete its Baetz
Well No. 1, located in the SE/4 SW/4 of Section 35, Township
14 3South, Range 27 East, Chaves County, New Mexico, as a
tubingless gas well completion producing through perforations
from 8182-8270' in 2 7/8 inch casing.

CASE 2654: Application of Carper Drilling Company for the creation of
-a new gas pool and for temporary special rules and regulations,
Chaves County, New Mexico. Applicant, in the above-styled
cause, seeks the creation of a new gas pool to be designated
the Buffalo Valley-Pennsylvanian Gas Pool for its Baetz Well
No. 1, located in the SE/4 SW/4 of Section 35, Township 14
South, Range 27 East, Chaves County, New Mexico. Applicant,
further seeks the establishment of temporary special rules
and regulations governing said pool, including provisions
for 320-acre gas units.

e e et

CASE 2655:

Application of Martin Yates III and S. P. Yates for compulsory
pooling, Lea County, New Mexico. Applicant, in the above-
styled cause, seeks an order force pooling all mineral
interests in the Lusk-Strawn Pool to form a 160-acre oil
proration unit comprising the NE/4 of Section 30, Township

19 Ssouth, Range 32 East, Lea County, New Mexico, to be
dedicated to a well to be drilled in the NE/4 NE/4 of said

Section 30.

CASE 2656: Application of Western Development Company for a secondary
recovery project, East Millman Queen-Grayburg Field, Eddy
County, New Mexico. Applicant, in the above-styled cause,
seeks permission to institute a secondary recovery project
in the East Millman Queen-Grayburg Field, with the injection
of water into the Queen and Grayburg formations initially
to be through 16 wells, located in Sections 11, 14, 15, 22
and 23, Township 19, South, Range 28 East, Eddy County, New
Mexico, said project to be governed by the provisions of
Rule 701.
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CASE 2657:

CASE 2658:

CASE 2659:

CASE 2660:

CASE 2661:

Application of Odessa Natural Gasoline Company for a non-
standard gas proration unit, Lea County, New Mexico.

~Applicant, in the above-styled cause, seeks establishment of

a 320-acre non-standard gas proration unit comprising the
SE/4 of Section 23 and the NE/4 of Section 26, Township 25
South, Range 37 East, Justis Gas Pool, Lea County, New Mexico,
to be dedicated to its Carlson "A" Well No. 1 located in

Unit P of said Section 23.

Application of Cabot Corporation for temporary special rules
and regulations, Lea County, New Mexico. Applicant, in the
above-styled cause, seeks an order promulgating temporary
special rules and regulations for the North Bagley-Pennsyl-
vanian Pool, Lea County, New Mexico, including provisions
for 80-acre proration units.

Application of Cabot Corporation for the creation of a new
0il pool and the establishment of temporary rules and .
regulations, Lea County, New Mexico. Applicant, in the
above-styled cause, seeks the creation of a new oil pool to.
be designated the North Bagley-Wolfcamp Pool for its Humble
State Well No. 1, located in the NW/4 NW/4 of Section 23,
Township 11 South, Range 33 East, Lea County, New Mexico.
Applicant further seeks establishment of temporary rules
and regulations governing said pool including provisions
for 80-acre proration units.

Application of Midwest 0il Corporation for the creation of

a new oil pool and for the establishment of temporary special
rules and regulations, Lea County, New Mexico. Applicant, in
the above-styled cause, seeks the creation of a new oil pool
for Pennsylvanian production in the vicinity of its LLE State
Wel No. 1, located in the NW/4 SW/4 of Section 14, Township
10 South, Range 33 East, Lea County, New Mexico. Applicant
further . seeks the promulgation of temporary special rules
and regulations governing said pool to include provisions .
for 80-acre proration units and fixed well location require-
ments.

Application of Pan American Petroleum Corporation for a triple
completion, Lea County, New Mexico. Applicant, in the above-~
styled cause, seeks an order authorizing the triple completion
(conventional) of its Southland Royalty "A" Well No. 2,
located in Unit B of Section 9, Township 21 South, Range 37
East, Lea County, New Mexico, in such a manner as to produce
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oil from the Drinkard and Blinebry formations and gas from
the Tubb formation through parallel strings of tubing.

CASE 2662: Application of Pan American Petroleum Corporation for a
triple completion, Lea County, New Mexico. Applicant, in the
above-styled cause, seeks an order authorizing the triple
completion (conventional) of its South Mattix Unit Well No.
14, located in Unit K of Section 15, Township 24 South, Range
37 East, Lea County, New Mexico, in such a manner as to
produce gas from the Fowler Padduck and an undesignated Tubb
pool, and oil from an undesignated Blinebry pool through
parallel strings of tubing.

CASE 2663: Application of Arnold H. Bruner for permission to directionally
drill, Lea County, New Mexico. Applicant, in the above-
styled cause, seeks permission to directionally drill his
Federal Intex Well No. 1, the surface location of which is
in the center of the NW/4 SE/4 of Section 8, Township 9 South,
Range 37 East, Allison Pennsylvanian Pool (extension), Lea
County, New Mexico. Target tor said directionally drilled
well would be 100 feet from the North and West lines of the
NW/4 SE/4 of said Section 8.

CASE 2664: Application of Southwest Production Company for a dual
completion, San Juan County, New Mexico. Applicant, in the
above~styled cause, seeks authority to complete its Davis
Federal Well No. 1, located in Unit L of Section 24, Town-
ship 26 North, Range 11 West, San Juan County, New Mexico,

as a duzl completion with production of oil from the Gallup
zone and production of gas from the Dakota zone to be through
parallel strings of 1 M-inch tubing.
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THE LUSK UNIT WHERE NEW WELL HAS JUST BEEN AUTHORIZED
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TEST AT THIS TIME=
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THE COMPANT WILL APPRECIATE SUGGESTIONS FROM 1TS PATRONS CONCERNING ITS SERVICR
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COST OF DRILLING AND COUPLETINE SAIE Aib THERELY BECOE

OUMER OF 1TS PROPORTIGHATE PARY OF THE UiIT  WELL, SUCH
IWTEREST TO BE  EGUAL TO THE RATIO OF HET ACRES OWIED BY
KERR~CGEE TO THE TOTAL HET ACRES (i THE PRORATION UilT
TABLISHED BY THE STATE ©F WEY LENICO OIL AMD
»CONSERVATIOH COLi 165 10ie 1R THE EVELT KER-MCGEE ELECTS 30T
7O EXERCISE ITS OPTICH ©1TH RESPECT TO EITHER THE STRAU
OR i.ORKOWe 1TS ACREAGE WILL BE PLACED Iii THE PRORATICH
Ut!T ARD  YOU ZILL BE ALLOVED TO RECOUP FROW PRODUCTIOWM
100 PER CENT OF KERR-IiCGEEVS SHARE OF OPERATING COST A D
SURFACE EQUIPLENT BEYOND THE UELL HEAD AHD 125 PECENT OF

KERRACGEEYS SHARE OF THE COST OF DRILLING AND EQUIPPING

THE WELL THROUGH THE WELL HEADe IF THE ABOVE g
ACCEPTABLE TO YUUs PLEASE SO ADVISE BY WIRE AKD “C WILL
DRAFT A DEFINITIVE LETTER AGREEMENT FORUALIZING THESE
TERWSs YOUR ACCEPTANCE LiUST REACH US 3Y iIDHIGHT
SEP TEKWBER 24, 1962= |

BREENE He KERR KERR i:CGEE OIL IKD IHC==

© 30-10S=37E 1 80 16516000 1 30 2 160 NE/4 30-195—32E
30 3 64 30-198=32E 30 100 125 24 1962 :

£ST AVAILABLE COPY
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P. 0. DOX 871
SANTA FE

October 19, 1962

Mr. A. J. Losee Re: Case No, 2655

Losse & Stewart Order No.R-2339

Carper Building : Applicant:

P. O. Drawer 239

Artesia, New Mexico Martin Yates IXI & S. P. Yates
Dear Sir:

Enclosed herewith are two copies of the above-referenced
Commission order recently entered in the subject case.

Very truly yours,

7z

A. L. PORTER, Jr.
Secretary-Director

ir/

Carbon copy of order also sent to:




BEFORE THE OIL CONSERVATION COMMISSION
OF THE STATE OF NEYW HEXICO

IN THE MATTER OF THD HEARING
CALLED BY THE OIL CORSBRVATIOH
COMMISSION OF HEWw MEXICO FOR
THE PURPCSE OF CONSIDERING:

CASE No, 25855
Order Nco. R-2339

APPLICATION OF MARTIN YATES III AND
S, P. YATES FOR COMPULSORY POOLING,
LEA COUNTY, NEW NEXICO.

ORDER OF THE COMMISSION

BY THE COMMISSION:

This cause came on for hearing at 9 o'clock a.m. on
October 10, 1962, at Santa Fe, Hew Mexico, baefore Daniel s. Nutter,
Examiner duly appointed by the 01l Conservation Commission of New
Mexico, hereinufter referred to as the "Commission, ¥ in accordance
with Rule 1214 of the Commission Rules and Regulations.

NOW, on this__ 18th day of October, 1962, the Commission,
a quorum being prasent, having considered the application, the
evidence adduced, and the recommendations of the Examiner,
Daniel 3. Nuttar, and being fully advised in the premises,

FINDSs

(1) That due public notice having been given as required by
law, the Commission has juriadiction of this cause and the subject

matter thereof.

(2) That the applicants, Martin Yates IXII and S. P. Yates,
seek an order pooling all mineral interests in the Lusk-Strawn
Pool in the KB/4 of section 30, Township 19 3outh, Range 32 Rast,
BMPM, Lea County, New Nexico, to form a standard l60-acre unit
in said pool to be dedicated to their Federal Elliott-Hall Well,
presently being drilled at a location 680 feet from the Eorth
line and 660 feet from the East line of said Section 30.

(3) That appli.cants are the owners of the MNE/4 NE/4 and
SW/4 RE/4 of said Sectiom 30, and Phillips Petroleum Company and
Kerr-McGee Industries, Inc. are joint owners of the NN/4 ER/4
and the SE/4 RE/4 of said Section 30.

A {4) That prior to the hearing, all owners had conseated to
the drilling of said Fedexal Elliott-Eall #ell No. 1, with the
sxception of Ferr-mcGee Industries, Inc. Furthar, that Xexr-
NcGee Industries, Inc. Ly statemsmat of counsel at. the hearing
'mmmmtummwmmammmm
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requested, but doees - pose the estimute of risk factor iavolved.

(5) That to avoid the drilling of unnecessary wells, to
protect correlative rights, and to agford to ths owner of each
interest in the NZ/4 of Saction 30, Township 19 South, Range 32
East the oppertunity to recover or receive without unnecessary
expense his just and falr share of the oil and gas in the Lusk-~
dtrawn Pool, the subject application should be approved and the
160~acre unit dedicated to applicants' Federal Elliott-Hall well
Ro. 1, presently drilling to the Strawn formation in the NE/4
NE/4 of said section 30.

(6) That the evidence presented in this case indicates that
the subject well will cost zpproximataly $161,610 for a dry hole
in the Strawn or $232,600 for a completed producer in the Strawn.
Further, that these sstimated costs were not contested in the
hearing and do appear to the Commigsion to be reasonable.

{7) That the applicants seek permission to withhold the
proceeds from production attributable to each non-comsenting
working intarest until such time as each interest's shaxe of the
costs of said well has been recovered, plus 50 percent thereof
as a charge for the risk involved in the drilling of the well.

(8) That the unproved structural position of the subject
wall, taken into consideration with its distance from the nearest
Strawn producer and with the risk involved in encountering suffi-~
cient perweability, porosity, and reserves in the Strawn formation
to obtain a commercizl well, indicates a 50 parcent charge for
risk to be reasonable.

(39) That $100.00 per month ghould be fixed as the raeason-
able cost of operating the subject well, and each non-consenting
working interest owner should be aszessed with its share of such
cost, tc be paid out of productionm.

(10) That to avoid the aforementioned 50 perxcent risk factor,
any non-consenting working interest owner should be afforded the
opportunity to pay its share of the anticipated dry hole costs of
$161,610 within 15 days after the date of entry of this order,
subject to an adjustment to the actual wall costs within 30 days
after receipt of an itemized tabulation of actual total well
costs., ,

{11} That Xerr-McGee Industries, Inc., should notify the
applicants, Martin Yates 11l and S. P. Yates, and the Commission
within 15 days after the date of entry of this order as to whether
it bas elected to pay its share of the aforesaid anticipated dry
hole casts.

{12) That the applicanté, Martin Yates I1II and 8. P. Yatas,
- should furnish the Commission and sach working interest owmer
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in the subject unit an itemized tabulation of the total well costs
within 30 days after the date of completion of the well.

(13) That Martin Yates III and S. P. Yates should be desig-
nated the operators of the unit.

IT IS THEREFORE ORDERED:

(1) That all mineral interests, whatevar they may be, in
the sStrawn formation underiying the NE/4 of Section 30, Township
19 south, Range 32 Bast, HNMPM, Lea County, New Mexico, axe hereby
pooled to form a l60-acre Lusk-strawn Pool oil proration unit.
Said unit shall be dadicated to the Marxtin Yates III - 5, P. Yates
Federal Elliott-Hall Well No. 1, located in the NE/4 NE/4 of zaid
8ection 30.

(2) That Martin Yates III and 8. P, Yates are hereby desig-
nated the operators of said unit,

(3) That Martin Yates III and 5. P, Yates are hereby author-
ized to withhold the proceeds from production attributable to each
aon—comsenting workina interast until such time as each such
intereat's share of the actual well costs has been recovered, plus
50 percent thereof as a charge for the rigsk involved in the drill-
ing of the well.

{4) That £100,.00 per month is fixed as the cost of opera~
“ting the subject wall, and Martin Yates JII and 5. P. Yates arxe
hereby authoxized to withhold from production the proportionate
shaxe of such cost attributable to each non-comsenting working
interest.

{5) That any ncn~consenting working intexest owner shall
have the right to elect to pay Martin Yates IIXI and 5. P. Yates
its proportionate sharxe of §$161, 610 within 15 days after the
date of entry of this order, subject to a subasequent adjustment
as to actual costs. In the evemt such election is made, the
Commission shall also bae notified, and the 50 percent risk factor
ordered in Paxagraph 3 of this order will be inapplicable.

{6) That the applicants shall furnish the Commission and
each working interest owner in the subject unit an itemized
schedule of well costs within 30 dtyu after the date of completion
of the subject well.

(7) That jurisdiction of this cause is retained for the
entry of such furthaer orxders as the Commission may deem necessary.
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DONE at Farmington, New Maxico, on the day and year herein-
above deslignatecd,

STATE OF ITiw MEXICO
OIL CONSERVATION COMMIS! LON

I oL ot

EDWIN L. HECHEM, Chalrman
S, 73
(:/.//g,.{fszé
E. 3. Wi&?{“ Menibe;
! 7
/{ 'é Lﬁéw« P /\./

A. L. PORTER, Jr., Member & Jecretary

-,

esx/
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< : )

— Aoplication of Martin Yates III and )

&% S. P. Yates for compulscry pooling, )

O Lea County, New Mexice., Aorlicant, in )

[ ) 14

S the above-styled cause, seeks an order ) Case 2655

& force pooling all mineral interests in )

Eﬁ the Lusk-Strawn Pool to for: a 160-acre )

- 0il proration unit comprising the N&/L )

) of Section 30, Township 19 South, Rangc )

. > :

~ 32 East, Lea County, lizw liexico, to be )

& dedicated to a well to be drilled in )

gg 2 the NE/L NE/L of said Section 30, )

S R

& "% | BEFORE: Daniel S. Nutter, Bxaminer.

& -

s = TRANSCRIPT OF HEARING

Py

Eg MR. NUTTER: Case 2655.

23 MR. LOSEE: A. J. Losee, Losee & Stewart, Artesia,
, ~J : |
S Eé representing the Applicants. At this point I'm the only witness w
i > |
;_ EE {é that can testify. I'm satisfied my clients are here. They were
QL ’
2 & here last night.

¥
3? MR. NUTTER: Any other appearances in this case?

MR. MORRIS: Yes, sir, Richard Morris of Seth, iMont-

gomery, Federici & Andrews, appearing for Kerr-HcGee Industries.

With me is Mr. Francis Irvire of the Oklahoma City Kerr, Conn &
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Davis, also renresenting Kefr—ﬁcﬁee iné;g;;{eé; ﬂé ﬁayﬂéié% t.o
nresent. some testimony at the conclusion of the Applicant 's case,
MR. LOSES: At this time, if agreeable with ¢other
appearancos, J'd like to ask that it be continued, If you'll
give me a winute 1111 po call my witnesses.
- MR. NUTTER: Have you got your witnesscs here for 26567
Let.'s put this case in abeyance for two or three rminmites and
call Case 2656,
{(Whereupon, testinony in Case 2656 was presented.)
MR, NUTTER: Let's recall this Case 2655 again. We've
called this case before and had the apvearances entered.
(Witness sworn.)
(Whereupon, Applicant?s Exhibits

1 through 7 were marked for
identification.)

H. N. SWEENEY

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

follows:

DIRECT EXAMINATION

BY MR. LOSEZ:

Q State your name, please.
A H. N. Sweeney,
Q Where do you live, Mr. Sweeney?

A 1905 South Washington, Roswell,
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the Southwest Quarter is held by the Yates, the Northwest Quarter

QS

) What is vour ocenpation?

f 1 'moan independent geclogist,

¥ . Have you ecver testified before this Commission?

A Yes, gir, 1 have.

Q Have your qualifications been accepted at that time?
A They were,

MR, LOSEE: Are lMr. Sweecney's qualifications accepted?
MR. NUTTER: Yes, sir, please proceed.

Q (By Ilir. Losee) Please refer to what has been marked
as Exhibit No. 1. Does this map portray the working interest
ownérship, dr purpory to, in Section 30, Townghip 16 South,
Range 32 East, Lea County, New lexico?

A Yes, sir,

Q The quarter section which is the subject of this appli=-
cation is the Northeast Quarter of that section. Would you state
rfor the reccrd the ownership of each 40-acre tréct within that
quarter section?

A There are four separate leases in four LO-acre tracts

within the Northeast Quarter of which the Northeast Quarter and

and Southeast Quarter are held jointly by Phillips and Kerr-McGee,

Q Does this map »urport to pbrtray any geolory with

respect tn this Strawn, Lusk-Strawn Pool?
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& Tes, sir, it's my interpretation of the structure
Lased on- the controls that wo havc'at this time,

Q What controls, [Mr, Sweeney?

A Therets been cizht wells drilled in the area somewhat
widely spaced and generally on a direct line, btut tased upon the
top of the Strawn on those eight wells this map has been col-
structed.

Q@  How many wells have been completed in the Strawn in
this pool?

A There are four good ones and two marginal wells and
two dry holes in this area.

Q What are the good wells, the names of the wells?

A The El1 Paso Lusk 1, 2 and 3, and the El Paso Southern

California No. 1.

Q You have noted on this map the words "Lusk Deep Unit"?
A Yes.
N Is that arca outlined? A Yes, sir.

Q Is that the dotted lines of which this Section 30 lies

directly south of?

A Right.

Q Now, in the northwest corner of the map you have a

"The Greenwood Unitﬁ. Is that a@nother federally-approved




acs.y

FARMINGYON, N,
PHONE

SANTA FE, N. M.
PHONE 983.3971

DEARNLEY-MEIER REPORTING SERVICE, Inc.

ALBUQUERQUE, N, M,
PHONE 243.6691)

A Yos, sir,

Q You staled that Yates owned two LO-acre tracts in this
160-acre unin, VWould you state how this acreage was acquired?
A This is a farmout from ﬁdna Hall and Frank #l1liott.
Shall I = into details?

Q Ge into a little general terms of the farmout, if you
would, please,

A This is an arca I have been studying for a long time,
and about the first of June I started to work to put together a
deal here in Section 30, and succceded in obtaining a farmout
from Edna Allen Hall and Frank Elliott of these two 40's and
an additional 80 in the Southwest Quarter of the section. It
was obvious that since we were subject to the Strawn spacing
order that we would either need a farmout from Phillips ana
Kerr-lMcGee or their joinder in a well, and they were first con-
tacted, Phillips was on June 18, I believe is the date, and they
asked me to write them a letter indicating, that is Mr. Fallord

with Phillips that I talked to, and he said that they probably

would farm it out and asked me to write him a letter.

A

Q Let me stop you & minute. Now, the terms of your deal
with Elliott, Hall, did it have any drilling obligation?

A Yes, sir. It required the well to be commenced by

September 13,

®

e e o e e s i . e e o Syt
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) And did vou go Lo wnat depth?
A 1o the Strawn,
NR. NUTTER: “Thatts Septenber 12 of 19627
A Yes, sir.
Q Did it alco by doing that, how much acreage did the
Yates earn,all of the acreage Frén the top to the bottom under
that farmout, by drilling the Strawn well?

A No, sir, they only earned one hundred feet below the

~

depth drilled, but with a Strawn well.

Q Did it have any vrovision for a Morrow well?

A Yes, sir, in the event a Morrow well was drilled, then
all rights would be earned.

Q The commencement date, I believe you gave, was Septem-

ber 13, 1962. Eas that been extended?

A That has been subsequently extended to October 1st,
1962.

Q You mentioned the Morrow, is that of the Pennsylvanian
formation?

A Yes, sir, that's the Fennsylvanian series.

Q Are there any Morrow wells completed in this areaz that

are shown on your map?

A Yes. There are three completions in the Morrow in this

area. Those are the Lusk 2, the Lusk 3 and the Southern Caliform

fa
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oo 1o fhe Shell Middleton is coupleted in the lorrow for a
very marginel well, protably less than a uwillion a day. Al
three of the Pan American wells on the map have penetratea the
Marrow. A completion attempt is presently bteing made on the
well in Section 27 in the Plains Unit well; they had a very small
shoyw on a drill ster test in the Plains Unit,

Q Let me take you back to where you were when I inter-
rupted you and go ahead with the negotiations that tock place
for the drilling of this well.

A As I understand, I first asked Frillips for a farnmout,
and on or about June 28 Phillips called me and rejected a farm-
out, but said they might jein in the well, which I requested
that they consider a joinder., On July 5th Phillips wrote ne
saying that they preferred not to go anything at ﬁhis time.

There were two couversaticns between, wiih Phillips between the
5th and the 20th, and on the 20th I went to Midland to discuss
the matter with their management, and on the 24th wrote

Phillips setting out a proposal for a well in this area with

proposed allocation of cost for a Strawn and a Morrow well, and

a copy of that went to Kerr-McGee,

Two days later Phillips called me and suggested that we have

a meeting of all the interested parties in this area since my

conversation with the other companies involved, incidentally, ]

e e it
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within this scction there vere nine difPerent ledces and oiqhy

difTerent owners, and all oi "he owners in the area T2l that

P

64,0 acres was probably a veasonavlie spuacing on the [orrou,
althoush no svacing had been setr, and that any communitization of
Morrow interests should»ﬁe on & 64C~acre basis. So it was
necessary to zet evervone wilhin the section at the meeting,
Gulf had one hO0-acre interest in there which we acquired, the
other companies involved were Pnillivs, Kerr-iicGee, Delhi-Taylor,
Shell and Yates Petroleum, whowere all present at the meeting
that was held in IMidland on July 30.

There were several conversations, including two with Kerr-
McGee prior to that meeting on July 30, and at that time we were
prepared to drill a Strawn test, but it was thé concensus at
the meeting that if this test was taken to the Strawn it ought
to go to the llorrow, and I believe that all the operatorst rep-
resentatives present cxpressed themselves to that end and we
reached a general agreement at that meeting on July 30 on the
allocation of costs between the Strawn interests and the lMMorrov
interests which would te different. .

On August the lst a report on that meeting,in detail, of the
discussion and proposals was mailed to all parties and there was,
my next conversation with Kerr-McGee was on the 1l4th of August,

I believe,‘and I was informed that Kerr-kcGee would not reach

~
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o

i

any decigion until we had ono out of Phillips as to wheiv joinder

in the project, and didntt intend to process it further untlil

" Phillips had made up their mind. Phillips held an undivided

half interest with Kerr-licGee, On the 23rd 1 talked to theow
gain, on the 28th we mailed out an estimated cost of the well,
and this is August 28, mind you, and our proposed date for stari-
ing at that time was September 13. |
MR, NUTTER: This is the estimated cost to zo to the

liorrow?

FS

A Yes, sir, and to the Strawn., We sent both figures and
we also sent a copy of our drilling bit proposal. The Yates
brothers asked for bids on the well at that time because our
time was getting so short. Just about this time we realized that

we weren't going to make that September 13 deadline and asked for

and received an extension to October lst, with some reluctance

from the people who actually farmed it out to us.,
On September 3rd I wrote Phillips giving some additional

figures on allocation of costs with a copy of that going tc

~ Kerr-McGee, and on that date we received a wire from Phillips

EERa

approving joinder by Phillips in a Morrow test. On September 5th
we mailed an operating agreement to all parties except, thatts
joint operéting agreement for both Strawn and Morrow, and I

personally took Kerr=McGee'ls éopy to Amarillc to be sure that
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they got it and to further discuss this 1ﬁwing5>sirunz thny woeroe
the only onss of the interested rarties al that time who hadn't
avproved this Horrow test,

At that time we called a reeting, we set up a éeeting for
September the 11th, of all of the operators interested in the
project, and that was held in Artesia on Septewber 11, and every-
one wWas there, had representatives there except Kerr-lcGee, and
we reached general agreement among the other companies as to the
various changes to be made in the operating agreement and
proper allocation of costs formula which is rather complex.

Q Let me interrupt you>just‘a minute, At that point you:
had an agreement to drill a Morrow well?

A Yes, sir.

Q Briefly what are the terms of that agreement that all
the parties except Kerr-lcGee had agreed upon?

A Actually the agreement was loaded in favor of the Straw

‘owners, that Phillips and Kerr-McGee, where we felt from the -

start we had to have them in the project. It worked out that
the Strawn is the prirary objective in here, the Horrow is, I
woﬁld say is almoét a marginal project, much greater hazard on a
Morrow test than on the Strawn.

Our allocation of cost formula actually figured out that

on a dry hole the Strawn owners would actually pay $86,000 and th

24

W
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Horrow owners 136,500, even though the Strawh owners weree shooi-
ing for much greatoer reserves than Borrowv.

Q Was thére a dry nole cuntribution to the Strawn?

A Yes. ‘that was Cigured in in the allocation ol —osts,
That was the lorrow owners contribution toward drilling the hole
to the Strawn.

Q How mucn a foot was that contribution?

A Bight dollars a foot,

Q Go on back to your negotiations again,

A After our meeting on September 11 I called Mr. McKinney
at Amarillo to inform him what went on at the meeting and ask as
to the status of the deal with Kerr-licGee, and was told that it
had been submitted to Oklahoma City, presumably with his recommen%h
ation, but they did not have approval from their Oklahoma City
headquarters; The next day I was in Oklahoma City and called
Kerr-lMcGeets office and spent some time discussing the deal with
Mr. Curtis of Kerr-McGee, and felt that there were a number of
things avout it which they possibly didn't understand that I
could clear up.

Well, on that same day begore I actually got back to Roswell),
Kerr~lMcGee wired ﬁhe Yates saying that they preferred to defer
the test. Of course, we didn't have any choice at that time be-

cause we had an October lst spudding date. That was signed by
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Finley and rade an appoint-

13

T\'EI". J¢ Co Fi.n].(?" Eln‘i we C<llled ;";Pa
J o

rent with him, and con Sentember 17, S. P. Yates
and I flew to Oklahoma City and went over the antire thing
with Me, Finley and he

tion manager of Kerr-licGee, and he azgreed to resubmit the

project to their management.

agrecd to resubmnit, lir. Finley is explora~

On the 21lst, four days later, we received a wire from Kerr-

order

offering us 510,160 dry hole money on a ;358,000 well,
we felt was an inadequate offer, and since we couldn't
the Morrow without pooling this 160 due to the spacing

to which we are subject, we would only get three-~quarters

of an allowable without the joinder of Kerr-lcGee'!s interest,
s¢ that we felt that since our well was slated to be started we
are making efforts to get the well started and to avoid giving
Kerr-~McGee an entire free ride to look at the Strawn,at that

time we filed an apvlication for the forced pooling,.

MR. NUTTER: Kerr-iicGee offered how much?

A $10,160 on a 12,700 foot test., Thatts dry hole money.
MR. NUTTER: But that's on the Morrow test or -~

A For the Morrow test.

Q For the Morrow tést only?

A For the entire well.

MR. NUTTER: For the entire well?




PAGE 1/

A Tes.
Q Please vefer to hxhinit 4 and stave if that is the

first telegram that you mentioned that you received from Kerr-

1reip

.
;- licGee?

7

gr

5y A That?'s the one.

¢

o Q This is the telegram in which they stated they pre-~

ferred to defer drilling of the well, you received it on Septenbern

A Yes.,

Q Please refer to what has been marked Exhibit 5. State
if that is the second telegram, and if so, read it into the

record, please.

SANTA FE, N. M.
PHONE $83.307)

A Yes, this telegram is dated September 21, it was re-
ceived &t 4:07 P.lk,.,, thal was on a Friday, addressed to S. P.
Tates. k"Re: Propcsgd ¥orrow test, Northeast, Northeast Section
30, 10 South, 32 East, Lea County, New Mexico. If you spud the

above test within ten days from date hereof and diligently test

all formations down to and including the Morrow formation, we will

DEARNLEY-MEIER REPORTING SERVICE. Inc.

ALBUQUERQUE, N, M.

contribute 80 cents ver foot dry hole money, not to exceed

PHONE 243.6691

$10,160.00, with the understanding (1) that, in consideration
thereof, you will waive your right to force pool Section 30

o against Kerr~McGee and (2) you will support 160-acre spacing for

the Strawn reservoir embracing the Northeast Quarter of Section
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30, 19 South, 32 Rast and if the well produces allow Kerr-ilcGes
the ontion to contribute its leases in the Horthwest Quartar of
Section 30 and pay its share of the actual cost of drilling

and comnleting same and thereby becone the owner‘bf its propor-
tionate interest in the unit well and (3} you will rcquest and
support with reasonable efforts 6L0-acre Morrow spacing embracing
the entire Scction 30, 19 Soutl, 32 East and if the proposed

test produces allow Kerr~McGee the option to contribute its leaseg
in Section 30 and nay its vroportionate share of the actual cost
of drilling and completing same and thereby become owner of its
proportionate part of ihe unit well, such interest to be equal

o the ratio of net acres owned by Kerr-McGee to the total net
acres in the proration unit established by the State of New
Mexico 0il Conservation Commission. In the event Kerr-hMcGee
elects not to exercise its option with respect to either the
Strawn or Morrow, its acreage will be placed in the proration
unit and you will be allowed to recoup from production 100 per-
cent of Kerr-McGee?s share of operating cost and surface equipmént
“beyond the well head and 125 percent of Kerr-McGeets share of the
cost of drilling and équipping the well through the well head.

If the above is acceptable to you, please so advise by wire and

we will draft a definitive letter agreement formalizing these

terms. Your acceptance”hust reach us by midnight September 24,
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1962, Siomed reena [, Herr, Ker—ﬁcﬁou Oil ?ndustrlos, Inca

Q Tou have in your carllier testinony reierrad to Yatos
Lrothers. o corrcct the record, is it actually ilartin Yatoes,
£IT and 5, V., 1107

A Yes,

Q That 15 correct, they are the ovmers oi this {armoutl
from Klliott and Hall?

A Right.

Q Have they caused the title to this Northeast Quarter
of Section 30 to be examined?

A They have,

Q And are these the owners of working cverriding royalty

and royalty interests in this 160? The United States is the
lessor, Josep"fii McLennan is an overriding royalty and Elliott
and Hall was an overriding with a right to back in for a work-
ing interest, H. N. Sweeney with & back in on working interest
and S. P. Yates and Martin Yates, III as the working interest
owners under the 2 L40O's described as the Northeast, Northeast
and the Southwest, Northeast, and Philliﬁé Petroleum Company

and Kerr-McGee 01l Industries as owners of undivided one#half

interest each in the Northwest, Northeast, Northeast of that

Section 307

A I bélieve theret!s an additional one percent royalty
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on one L0 held by Phillips, but cotherwise accordiny to nmy
at.torney thatt's correct.

Q Have all of those people azreed to communitize their

interest for the drillins of a Stirawn wesll?

A Txcept Kerr-~licGee,
Q You mentioned the United States Ceoclogical Survey.

Have you discussed with them the communitication of their leases
{for the Strawm Pool?

A I have. Iir. John Anderson, supervisor of the United
States Geological Survey office at Roswell, the Regional Office,
said that it would be a routine matter to approve it in a few

minutes with the commitment of all the parties.

Q Are you familiar with the 01l Conservatioﬁ Commission
rules which established the Lusk-Strawn Pool and prescribed the
spacing and proration units?

A Yes, sir.

Q Was it Order No. R-1840 which initially established the
pool?

A I believe that's right.

Q Digd that order define the pool as being the Northeast
Quarter of Section 19 in Township 19 South, Range 32 East?

A Yes, sir,

Q Then the subsequent order of the Commission establishing

T TR




spacing for that »ool, was that R-2175-E7

A 1 velieve that's correct,
Q Lid that estatlish 160-acre spacing?
y .
A I believe that first order established &0 acres.

o, W

Q Well, the B order did that, R-2175-B, that's not the

FANMINGTO
PRHONE AP,

one that authorized 160-~acre spacing?
A The last order was 160 acres.

Q Does that apply for drilling and sapcing and proration
units for wells within the pcol and within one mile of the

exterior boundaries?

DEARNLEY-MEIER REPORTING SERVICE. Inc.

n A That's right.
gg Q You had a commitment date of October 1lst, did the Yates
i commence drilling this well,and if so, what is its location?

A The well was spudded 660 feet from the north and east
lines of Section 30 at 10:30 P.li. on September 27. It's
presently at a total depth of 3715 and preparing to run intermed-
iate casing. |

;é ié Q Please refer to what has been marked as Exhibit No., 2

f' gg and state what that is. @

 5; Eg A This is the:notice to the United States Geological

" Survey of intention to drill the Federal Elliott Hall No. 1, which
;;‘ has been approved by the United States Geological Survey.

,, Q  Please refer to Exhibit 3.
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A axhibit 3 1s well location and acrsage dedicaﬂion plat,
which was [iled with the notice ot intention to riz‘ilj..

Q 1s that tor this Strawn test well that you éfe testifye-
ing with respect to?

A It is.

Q2 What écreage és dedicated to the well?

A The Northeast Quarter.

Q Of this Section 307 A Right,

Q S0 far in the drilling of this well have you encounter
ed any problems?

A Yes. Theret!s a lost circulation zone at approximately

2000 feet which has been encountered in all the wells, and we
have drilled approximately 800 feet of this well without returns,
and while we originally intended to set 4400 feet, it's been
decided that we will run our intermediate string at our present
total depth of 5713,

Q What factors would you sa2y in the drilling of this
well would be determinative of the risk that Yates might incur
wit hout the participation of all «f them, of all the working
interest owners?

A Well, every well is a risk, This is certainly not a
field well. It's a step out from production of almost a mile

from two different wells. Our structural interpretation that is
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shiown on Zxhibit 1 has rather scant controls and could chanéﬁ
radically, but our zreatest risk, and which has been shown by the
marginal wells and dry holes in the area, is not of structure as
it is of porosity and permeability. ‘the two wells farthest north
in the field, the Oreenwood Unit No, 7 and No, € are almost
lacking in vorosity in the Strawn, although these are hish wells,
actually. Fuch hizher than other wells in the field that are
producing.

The Shell Fiddleton ) Well in Section 1& apparently had good
norosity, but the performance of the well has indicated a lack of
permeability. In svite of a good vorosity section, thaiy is
definitely a marginal well, probably due to lack of permeability.

The Pan American Plains Unit Well in Section 27 is only
140 feet low to the producing well in Section 29, which is well
atove the o0il column of the El Paso Natural Gas well in Section
29, but it would be expected to produce from its structural posi-
tioﬁ, but they encountered a complete lack of porosity in that
well in Section 27, and that is our major hazard, I believe, even
more sc than changes in structure, which, due to the lack of
controls, could occur very rapidly here, but we're almost a mile
from the nearest well and a lot of changes in porosity can
happen within a mile.

MR. NUTTER: We'll recess until 1:30 P.M.
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(Whereupon, a recess was taken,)
“R. NUTTER:  The hearing will come to order, please.
Fefore continuing with Case Ho. 2655, we will recpen 2650,

(Whercupon, further testimony in Case No. 2656 was

presented, )
R. HUTSSR:  We will resume Case No, 2655,

Q (By'Mr.kLosee) You are the same H. A. Sweency that was
testifying before lunch in this case, are you not?

A Yes, sir,

Q I believe at that time you were explaining your views
on the geology which would contribute to the risk factor in this
forced pooling case. Would you care to continue on any state-
ments about geology?

A Therets a lot we don't know about this field, naturally
with only four good wells that are approximately, oh, three miles
apart, and all on a direct line, The wells’that have been drilled
both the dry holes and marginal wells, have proved that the field

is not structurally controlled. It'm familiar with the Strawn

carbonate reservoir field in Midland County, the Strawn field
which extends over a length of approximately ten miles, and in no
place is it more than a half a mile ﬁide, the porosity zone.

I think we have to recognize that that éould happen here, Itts

not an uncommon matter to have a porosity trend of rather narrow

L,
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R

axtent and our well is the first one, well, not the firsty éhe,
we are off the porosity trend which has teen established vy the
fogr cowplesod‘wells, and 1 think therets a very substantial

risk factor involved that our well will either show the porosity
extonds over in that direction or it doesn't,

8] Mr. Sweeney, I seec on your Exhibit 1 you have in this
deep unit a Well No. 4. Is that a drilling well?

fs Yes, it was probably spudded this week end,

q In the first telegram oif Kerr-licGee they mentioned they
preferred to defer the drilling of your well in the Northeast,
Northeast of 30 until a well was conpleted and they gave the
location. Is that the Well No. 4 that's shown there?

A I presume, and my reaction actually is that that is an

xense and not a reason and that well is roughly a mile away

1

from our well and will tell us nothing about the porosity con-
itions in our well, and from my knowledge of the Lusk Unit,

Kerr-McGee has a very small interest in that well.

Q Well, that “ 3 the well, though, they were referring to?

A Yes.

Q How deep do you expect to encounter the Strawn in ﬁhis
well?

A The pdrosity zone approximately 11,450, give or take

50 feet.




Soveg

DEARNLEY-MEIER REPORTING SERVICE, Inc.

ALBUQUERQUE,

M

SANTA FE, N. M,
PHONE 983.3971

N, M,

FARMINGTON, ~,

(S

PHONE 1291

PHONE 243.6691

PAGE 23

) Vo owow constder ohat Lhis o oa fleld well under common

nomenclature?
A Ch, delinitely, no.

vothe drilling of this

i
!

Q@ i$ there a possibility that i
vell you might losc your hole?

A Yes, sir, there arc -some unusual drilling conditions in

[

this field and there's one well that Bl Paso drilled, their Ho.

2 well, which while the normal estimates for liorrow well in this
area run in the naighborhood of 355,000 to $360,000, that 31
Paso No. 2 Well ['ve been informed actually cost 850,000,

Q What conditions exist in this ares which might make the
drilling more expensive or might result in losing the hole?

A The most critical and most common problem in there is
extremely cavernous porosity at the top of the Seven Rivers for-
mation, but is probably the Capitan geef, That Lherefs an in-
terval of, oh, 200 feet at the top of this reef section with
cavernous porosity and most of the wells drilled in this general
area have completely lost circulation within this zone, and it's
virtually impossible to seal, and since that reef section is
something like that 1700 feet thick and you might run into this
cavernous condition at aay point, although it hasn't been
established that therefs any below depth of about 3350 feet, the

operators, where they have been able to, have all set casing
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throuszh the reel section a. apnroximately nSOé Paet,

2 sarlier in your testimony vou mentioned the agreement
between all of the parties other than Yerr-licGee to drill this
Horrow test wesll.

A Yes,

qQ Did the parties actuvally agree upon the form of an
operating agreement?

A Yes, sir, in general, and on allocation of costs, of
course, when Kerr-pcGee refused to join it knocked that agreement
out of the company, it knocked that oﬁt the window, because
the se were major companies, withoul Kerr-McGee it made a different
basis and we just had to start all over again.

Q By throwing that out the window, did Yates alsoc lose
the $8,00 a foot dry hole money?

A Yes, sir, I presume so.

Q Did that operating agreement have what is commonly re-
ferred to as a non-consent clause in it?

A Yes, sir,

Q Was that a penalty provision inserted in that agreement
for a party who would not participate in the drilling of a well?

A Non-consent clause, yes.

Q = Did the parties agree upon that non-consent clause?

A Yes; they did. It was discussed and we reached agreeme#t
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of the figure of 200%.

8] In other words, thatts 200% value above the well head
E

equipment ?

¥ :
‘- A That's right.
is
: Q  And 100%.
15
i1
W S
A It's a hundred percent penalty. It's 200% retiring
to the operator taking the risk.
Q That 200% covers the cost of drilling and completing
the well other than the well head equipment?
A That's true.
g Q Please refer to what has been marked Exhibit 5 and
Z g
5a
gy state what that is.
20
v X
: N

A This is an AFE which was submitted to, that?'s authori-
zation for expenditure which was submitted to all parties in-
volved in this test showing the well costs estimate for a
Strawn test on this well.

Q Was that AFE aporoved by anyone other than Yates?

A Informally by everyone to whom it's been submitted.

DEARNLEY-MEIER REPORTING SERVICE. Inc.

ALBUQUERGUE, N, M
PHONE 243.669)1

Q Who would that be?
A It would be Phillips, Shell, Delhi-Taylor.

Q Referring to page 3 of that exhibit, would you read

into the record the tangible and intangible costs shown on this

AFE?
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A For a completed well in the Strawn, have a total in-
canrzible cost of 3145,800; rangible cost, ¢86,800; total cost,

4232,600 with a 10% contingency bringing our ostimated cost to

Q What's the total cost for a dry hole?
A 2177,707. 1 misht add that there hasn't been a well

comvleted in the area yet for as little as this,

Q Please refer to what has been marked as Exhibit 6 and
state what that is.

A That is the accounting procedure which was attached to
our proposed jbiﬁﬁ operating agreement.

Q Is this the joint operating agreement for the Strawn ang
Morrow test well?

A Let me amend, could I confer with you a minute? Actualg
ly, this is a copy of the accounting procedure attached to our fafm-
out agreement with Elliott., There was no provision for wells
above 8,000 feet in our joint operating agreement actually, be-
cause it didn't contemplate any joint wells.

Q That is attached to what instrument?

A This accounting procedure was attached to our operating

)

agreement with Elliott and Hall.
Q As it was made for the purpose of taking care of the

situation that when Elliott and Hall's override converted to a




oy
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- working interest Lhey would then be callea upeon to bear a shacve
0i" the cost of operation of the well?
A Thatts true, and we used e¢xactly the same figures in
- our proposal on the joint opervating agreement with the other
7 operators, ’
o i3
~—~— Q But that is the 31liott and Hall now were the owners
Eﬁ” of that lease and when they {farmed it out they attached their
Py
EE accounting procedure to this agreement?
€3 |
v A Right.
&
- Q Did you use the same accounting procedurc and the same
e~
H ) -
2 ?5 rates on the proposed borrow agreement?
2 9
S 8 _ ,
Es £y A Exactly, with the exception that there was no need to
29
s e X
o
- rovide for wells above 8,000 feet as we had in the Elliott and
= 1 s
= Hall agreement
E =) .
§§ Q So that actually your only figures agreed upon in that
Ej were under the administrative overhead Section 212, was $300.00
x on the drilling well, $60.00 on the first 5, 50 and 402
a < ;.
g i % A Right. Shell representative, when he looked at those,
W B
3 <
E: said that he wouldn't operate a well for that little.
o Z :
> 0Q
R . .
<t Q You say it was attached to this propvosed Morrow operat-
ing agreement, Did the other operators, Delhi-Taylor, FPhillips
and Shell agree to this accounting procedure form?
1 A They did.

Iiraet
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@ with the rates? A They did,
2 Did you ever make any offer to Kerreiicies Lo farm out

thelr acreace to accept a farrout?
7 A I did in my letter of July 24, which went to hoth

Phillips and Shell, I made the proposal thau if they did not

FARMING YO
PHONT 0%

JS elect to join, that they farm out their acreage to me on the
Eg basis of &an eishihoverride until payout, and which they could cong
i T—— : o
EE back in for half the working interest.
Lﬂ .
! Q After vayout? A After payout.
O e .
- = Q Is that a better deal for Kerr-McGee than Elliott-Hall
Po—
e~ f .
[ ig has farmed this acreage out to you?
- Py
S s
58
[°N
< Q In what respect does it differ?
[~
. Eﬂ A My agreement with Elliott and Hall is that they got
= \
:5 an eighth override until payout and then have an operation to
>; ,
. Eg convert to a quarter working interest after payout.
o Q S0 that the coffer you made Kerr-licGee is better in
- i
Eg ig that they could back in for one-half working interest rather
§: than the 25% working interest?
88
31
<t A Thatts right.

Q Do you have anything further you would like to state in

respect to this application?

A Oh, if I may express an opinion. 1 don't think the

®
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29
F paximum venallty of 50% that the Cormmission is allowed to preseat
is really adequate for the risk involved in this particilar
casc, out 10 that's al) we can get, [ think we ars entitled to i
; MR. LOSEB: ihe Applicant will move the introducticn
S of ¥xhibits 1 through 7.
g it
5 -8 MR, HUTTER: A»olicant's bBExhibits 1 through 7 will be
8‘ admitted in evidence.
Py
_~ (Whercupon, Applicant?!s Exhibits
% Nos. 1 through 7 were admitted
> in evidence.) ’
% MR. NUTTER: Does anyone have any questions of lr.
Py
; :g Sweeney?
QO ik
Ay cw MR. IRVINZE: I do.
S MR. NUTTER: Mr. Trvine.
&
E CROSS EXAMINATION
€3
g BY IMR. IRVINE:
(]
P~ | : : . |
€3] Q Mr. Sweeney, you were speaking a little while ago of a
~]
: Zz reef section that you say is present in these wells, and I telieve
;gq .
= :g you stated earlier in your testimony that it was present in all
g of the wells that had been completed?
Dh.‘
22
ii A Most of them, I said. The section has been present
\,/J«.‘!, PARL
and most of the wells of lost circulation in that zone have
encountered cavernous porositye.
. Q A11 of the wells have been completed successfully to

LA SRS,
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dave 1 believe you alse said, did you not?
A Thatts true, altheuch the S Moo Sou thern califnrnia
viell No. 1 was delayed almost thirty days throuph this Jost
¢ ‘rculation zona in their drillincs,
Q At the present iime what depth is the weil that
vntes is drilling, in the yrocess of drilling?
A 3715 feet.
Q I beliszve that based upon the testimony that you zave,

that you've already drilled througn this lost circulation zone,

iave you not?

A The known lost circulation zone. We recognize the

possibility that we could stil! encounter cavernous porosity

below where we are drilling ripe.
Q But vou have drilled through that that is known?
A Yes, sir,
Q And you knew, I beg your parcdon, not you, but Yates

knew pror to the time that any of these proposals were made that

this lost circulation zone was present then, didn't you?

A -+ Yes, sir.
Q This was taken ==
A Let me qualify that, As I said, some of the wells did

not encounter lost circulation, the El Paso Lusk 3, for instance

went through it without difficulty. The Southern California
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Ho. 1 encountered a tremendous amount of difficulty. We
recognize the pessibility, we didnty necessariiy know that we wouls

lose cireuvlation,

Q Bl vou ook Lhat into consideration in all of your
estimates, and ao Eor{ﬁ, of’ the costs of these thinss?

A Yes, sir,

Q So that that's a buillt~in. factor dnto the cost of the

drilling of this well?

A It cant't be estimated precisely because we wouldnft
expect to(be tnirty days? work and 1200,00 a day,; or thereabouts
as they were in the El Paso Soutnern California, The E1 Paso
didnt't expect to be either, bult those are risk factors that are
involved in any well,

Q And theytre no less involved in the well that Mr. Yates
is drilling and which he knew in advance about, right?

A Yes, sir.

Q All right, sir. In speaking of the dry hole morney,
what was Kerr-ilcGee's share of 5177,0CC, some odd dollars, of dry
hole money?

A For a Strawn well it would have cost Kerr-McGee under
our proposal 333,000 for a Strawn dry hole.

Q  All right. A Net.

5

Q And Kerr-McGee's offer for a dry hole on_thiS‘rather 113ﬂh§

e

3
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.

tolopranr with various optinrgwas so.0 -ﬁlO,l()O, wias it not?
A Yes, sir,
] K131 richt,  Thank yvou. Vou have spokern that the Yates
: woll vias net a field well »rior to the tinr. that the well, the 3l
; ot
, i Paso Southern California Ho. 1 well, which is in Section 29,wis
7 7
g i . \ :
= ¢ drilled, the three wells tiat were prescnt were in the Lusk Deep
&S Unit, the ¥i Paso wells in the Lusk Deep Unit?
S
_~ A That is correct.
&
. & J Viould you consider the 3Southern Caliiornia well a
n .
S field well at the time it was driiled?
Yy
& & A No, sir, T don't think it was.
i & e ’ ’
.
S v L .
A, L Q Yet now that it is drilled and has extended the field,
K 25
w I
S a well that is somewhat only slightly off the line, but yet in
a &
i F_ﬂ between those two wells, you still do not consider it a field
= .
= well?
B
€3 A Wetre a half a mile off the direct line, Mr. Irvine.
,q .
i < Q What is your idea of the direct line of the Lusk por-
=
= ig osity in this field?
Q u':
R A I think all we have proven is the porosity, and I
Yo
$3
i would say, I wouldn't say necessarily that we've proven that the
field will tie together between the Lusk 3 and the Southern
California No. l. With very scanty control we have, there could
¢ |
very easily be a saddie in between or a pinch-out of porosity,
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a loss of porosivy in that interval., 1% say in all likelihood
that that is one trend of porosity Lhrough there which is

Lwr

virtually a straight line through the four wells, obut I wonldntt

cay it 's nroven,

8} In your opinion thesec are Lhe only four wells in the
arcea that would tend to show & lLusk porosity?

A Yes, sir, they're the only, 1 would say commercial
wells in there out of eight that have been drilled.

Q Now, you spoke a little while ago a2bout the non consent
reral rtimes

clause in this cperating agreemeni and you spoke seve

about the operating agreement?

A fTes,

Q Of which some part of it is attached as an exhibit
here, the accounting procedure?

A That's a different one, Mr. Irvine. The operating
agreement that we originally drew up was for joint Strawn and
Morrow test., Of course, when Kerr-McGee refused to join,“that
threw our Morrow test out the window because we had to get our
Strawn well started,>and S50 we are now drilling a Strawn test
and hope before we get down to the Strawn that pcssibly we can

negotiate with the various parties, renegoticic to go on to the

Morrow, but that is by no means assured.

Q You spoke of the non consent éléuse, and I believe thij
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tire you were speaking aboul the cperating amreement‘thatbwas
circulated to various parties?
A Yes,
Q Tt provided for a 200;, 1 telieve, non consent?
A Yes.,
Q Who non consented to any well drilled in this area
other than Kerr-lcGac?
A I wouldn't séy Kerr-lcGee non consented, they just re-
fused to join.
Q Wéll,“we wére a ron censanter, then, were we not, tc
the drilling of this well at least?
A It applies to subsequent wells, I. don't see the point.

Q I dontt see the point you put it in there for, and
that's what I was going to ask you. Why were you speaking of 1it?

A Well, 200% has gotten to be so common a penalty for non
consent in overating agreements that Ross Martin prints it in
their form. I have seen those now as high as 400%.

Q You are not presuming that anyone who might possibly
have been a non consent agreed to that? In other words, Kerr-
McGee did not agree to any such £hing as ﬁhat?

A Ch, I said you were not present at the meeting.

MR, IRVINE: I believe that'!s all we have., Thank you.




DEARNLEY-MEIER REPORTING SE

ALBUQUERQUE, N, M,

RVICE. Inc.

SANTA FE, N. M,

TARMING YO,

PHONE 983-3971

PHONE 243 .669)

PRONE AP e

MR, NUTTER: Does anyone have any further gquestions of

ir. Swecney?

EY MR, NUTTEH:

Q I want to gmet a couple of things clear here in my mind.

You stated that in your oninion the fermula which was agreed to

HER S

Iy everyone that was vresent at th

9]

meeting on September 11 was

actually loaded in favor of the Strawn portion of the provnosed

A Yes, sir., Phillips and Kerr-McCee would have a quarter
interest in the Strawn under our proposal and ar eighth in the
Morrow. %e had trouble with both of them from the start, and in

our negotiation we had just felt it was necessary to give them

additional incentives to come in and,as it finally evolved, they
vere getting quite a break,

Q You don't mean that they together would have a fourth,
each one would have a fourth?

A Each one would have a fourth.

Q Together they would have a half?

A Yes.

Q We realize that Kerr-McGee was not present, but the
agreement was that the Strawn owners would pay 386,0007?

A 0f a complete dry hole.

Q And the Morrow owners would pay what, $177,000,

e
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gorcthing 1ike Lhat?

A They add torothery G222,000 was our estimate of &

completoe dry nele, of which the Sirawn owners would pay 53836,000
and the MHorrow owners would pay 136,000,

i 136,000, ¥y the Morrow owners, do you mean the borrow

owners outside the JA60?

i No, everyonc in the section,
Q In other wordes, the people in the Northeast Quarter

would pay a poriion of that Meorrow cost as well as the Strawn

cost?

A Actually Kerr-McGeets part of a Morrow, taking that

well on to the lorrow and drilling a dry hole, would amount to

35,500,00,
Q@ A dry hole in the lorrow, but a producer in the Strawn?
A Yes, thatt?s true,
Q Is the Phillips Petroleum Company agreeable to the

drilling of the well that has already been started, and to the
AFE which has been presented here today?
A Phillips originally agreed to join on the basis of the

Morrow test, and since we started this proceeding they?!ve agreed

to join for the Strawn test.

MR, HUTTER: I'm not sure in all these exhibits that hat

been entered that there is any evidence to Phillips"consent to t
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Strawn test or not, 1s thera, ir, Losee?

1L NCIPLE "1 ~ 3 » ~ 4 - v I e P
MR. LOSHE: o, 1 thin®t: not. lt's merely bis sial ge-

ment, but I will introduce a telcoram,

‘- MiRe NUTTER: Therc will te evidence that Phillips

s

Petroleum Company is agreecable to the 3trawn test thatt!s under

TARMINGTOY,
PRONT

<
*S “way at the present time?
23 MR. LOSEZ: Yes,
EE Q (By Mr. Nutter) uir. Sweceney, vou said that of the
Eg wells that had been drilled in this area; in vour cpinicen four
Eg were good Strawn wells?
% : A Yes, sir.
i3
E: %g Q They were the No. 1, 2 and 3 Lusk Deep Unit and. the
:: ) No. 1 Southern California?
E A Right,
§§ Q You said two were marginal, what are the two marginal?
- A The Shell No. 1 Middleton.
N E% Q That's marginal in the Strawn as we]1 as the Morrow?
- g S% A Yes, it's marginal in the Strawn and sick in the Morrow.
59
. gg Q Ahd sick in the Morrow.
< A And then the Greenwood Unit, Pan Americant's Greenwood

7, the one farthest tc the northwest.

Q Is it completed in the Strawn?

A Yes.
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o Ty pareinal?
A Yes, they bave a vuan on ite Itttz pumping about 75

Garrels a day.

0] You also said thoers wore twe dry holes that would le

in the No. & up in the Southwest, Southwest cf 77

A Yes, sir.
Q What's the other one?
A The Plains Unit well in the extreme southeast comer

of the map. I might explain on those wells theyt're very recent
completions, neither <f them had poresity in the Strawn, and on

the Plains Unit well they have run pipe and are goins to try to

make a Morrow completion of a very small show in the HMorrow,

but they are convinced that there'!s nothing in the Strawn. On
the Greenﬁood 8 they have recommended plugging that. They'tre
raiting on orders from their management.

Q ‘Now, referring to your contour map, is this map

based on anything other than the formation tops that have been

encountered in the wells which have been drilled?

A To some extent on regionzl geology influences it and
to some extent seismic work, but our difficulty in there is that
the structure on top of the Strawn, the seismic interpretation

in this area is on the top of the lississippian where they get

their best reflections, and the structure on top of the Strawn

Lo N A e
NI L Gy p
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| does 1o conVa;nmzijn:;;M;:;;;;;;:";;“:;;:;;TH:ggizzzgiswiﬁbian, N
50 scispic o a cononlapey indinence. Ve have o rely priznacily
on subsuriace, and 4 owenld s This man g sorewnat optimiscic

iy oasoa plunziag bnell of a very

in that basically we interoeet

to the nerthwest, Schusart high, there we have

lar¢e recional liich

close control, and the dip on that Schugart hizh is in the range

of 200 [eet to the mile, fhis is cotually contoured on a din of

200 fect to the mile, wiick is wore in line with the general

Strawn dip in Sovtheast lew lexico, btut if that dip on the

too low.

Q How far down is this Lusk Unit No. 4 at this present
time?

A I was at the 1location Sunday and they were just

getting ready to spud, I believe, or just barely. They had just

finished rigging up. I dontt know whether they had actually

spudded or not.

Q Even if they had, there's nothing that would indicate

they are going to run high or low?
A Actually the first marker that I consider of any
significance is, first, Bone Springs sand at 8200 feet.

Q Your well hasn't reached that one yet?

A No, sir.
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8] For the time being, drawing this minus 7600 foot closed

contour acrcess the section ol 29 in the north and the south of
Section 27 is more CF‘IDSS conjeciure and that could be & éonn
tinuation of the 7600 foot contour which is in the northwest part
of your structure?

A It could, and we could have a low geing through there.
in fact, I think some of the seismic I have seen show a slight
caddle in between the Southern California well and the Lusk deep
area,

Q So the seismic picture that you saw was maybe what
caused you to drawfphis saddle going through?

A Actually I didntt draw the saddle because I dont't think
it*s there on the Strawn, but I say it could be the szddle in
between your Southern California well and the Lusk wells. If you
went strictly on the seismic you would have to draw a low in ther%.
Actually I put a little high,

Q You have a high and also a low? You have a truss
running between the two 7600~foot contours?

A Yes. We are coming down dip there. Actually what
we'fve got is a plunging knolls in there with a slight high in
the middle of it. I wouldntt call it a saddle exactly. 1 was

thinking of a low area in there that would, oh, could be 100, 200

feet. We just dontt have any control.
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8] l’:Jlfho control Lot you m }.rwrrw.;'.‘c; At;f,«-’z_f is m’)fh":ﬂ,
southeasy amf not muen out towards Lhe side?

A Lxact 13{. And notrhing to the southwest of thau trond.
A1l the wells so far have bteen drilled west and northwest ana
north of our trend,

Q “lhat is the nearest deep test that has been made to the

southwest of this area?

A the Pan American No, 1 Fig iddy Unit is in Section 3
of the next township, and it's about, ch, five te six miles.
MR. NUTTER: Any further questions of Mr. Sweeney?
MR. LOSEE: 1 have one‘ question.
(Whereupon, Applicant's Exhibit
No. 8, was marked for identi-

fication.)

REDIRECT EXAMINATION

Lo

Y MR. T.0SEE:

Q I hand you what has been marked Exhibit 8 and ask you
to state what that is.

A This is a wire signed by Sam G. Pate, Land Department, |
Phillips Petroleum Company, addressed to S. P. Yates, Santa Fe,
New Mexico,"Confirming telephone ccnversation of this date,
you are advised that we have management approval to join in the
driiling of an 11,500 foot Strawn tes” in Northeast Quarter,

Section 30, Township 19 South, Range 32 East, Lea County, New
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Letter will follow sivins all details M

FR, NHYTSR:  What le the date of that tolesran?

That s dated Trom Midland, Texas at 9159 on the 10Uh.
PR HUTTER:  OF Octobor?
A The J0Lh of Gcerover, 'Thatts this morning.
ple NUTHYIER:  ltts timely,
FiRe LOSE®: Wetll offer the exhibit,
A I might add that we were advised two weeks ago that

Phillips had recommended joining in their Midland office, they
just didn?t have managementt's approval.

MR. NUTTER: Applicantts Exhibit 8 will be admitted

in evidence.

(Whereupon, Applicantt!s Exhibit
No. 8 was admitted in evidence.)

NR. NUTTER: Does anyone have any further questions of

(Witness excused.)
MR, LOSEE: That's the Applicantt!s case.
MR., NUTTER: Does anyone have anything they wish to
offer in this case?
MR. JRVINE: Yes, sir,

(Witness sworn.)

(Whereupen, Kerr-iMcGee Exhibits
Nos. 1 and 2 were marked for
identification.)
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RY MR, IRV

a4 witness, havine been Dirst dely sweorn, testifiea as

DINLOT SXANTNAYT TON

o

IN. e

o

Q

A

Division Office.

Q

A

geological engineering, 1952 on my Master.

Q

A

Q

college?

A

Texas and

the Oklahoma-Texas Panhandle, Southeast, New Mexico.

Q

Would you state your namwe, please?
Jerry IPlckXinney.

Where do you reside?

5502 Livett, Amarillo, Texas.

Ry whom are you employed and in what capacity?

Kerr-licGee 0il Industry, Division [Manager, Southwest

From where did you graduate in your advanced schooling?

Oklahoma University, Bachelors and Masters degree in

Is that Oklahoma University?

Oklahoma University.

vWhat has been your experience since your graduation fron

I have worked for Kerr—McGee both in Oklahoma, North

in the last three and a half years in West Texas and

What has been your various jobs with Kerr-McGee?
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A I started out as a geolosist and became District

Geologist in Oklahoma City and Division Ehndger in Amarillo.
s, As a Division HManager in Amarillo, what is the area
under your jurisdiction?
A Western Kansas, tastern Colorado, the Oxlahoma and Texa#

Panhandles, and the entire Permian Basin.

Q This arcea does include the Lusk-Strawn Pool, dves it

not?

A 1t does;

Q Are you familiar with this Lusk~Strawn Pool area?

A I am.

Q Why are you \f‘ami‘-liar with it?

A Because of working with it and actively engaging

in drilling wells within the pool itself, participating in the

Bl Paso Lusk wells.

Q And Kerr-McGee 1s the owner of some interest in this

area, is it not?

A ‘That is correct,
Q Which is under your jurisdiction?
A Yes.

“MR., IRVINE: Would the Commission accept the qualifica-

tions?

MR. NUTTER: Yes, sir, please proceed.
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Q I hand you what has been nariked Hxhibit Ho, 1 and ask
if you can identify it for us, please,

A This is a map, otructural wap ot the Trsk Unit area
contoured onvtop of the Strawn formation, on 5C~foct contours it
shows all the present deep wells in the area, it shows the top
of the Strong formation and the top of the ray and the amount of
the pay in cach well.

Q What 1is the area outlined in red?

A I dontt think that's ~utlined on all the exhibitse.

Cutlined in the dashed blue line on the rest of the exhibit is

the outline of the Lusk Unit,

Q What are the areas outlined in yellow?

A Those are Kerr-McGee leases outside the Lusk Unit,

Q The red arrow indicates what?

A The Xates No. 1 Hall Well‘which is the reason for this
meeting.

Q In order that all the exhibits may be introduced at

once and reference can be made to them, will you please identify
what hasAbeen marked Exhibit No. 2 for us, please?

A Exhibit 2 is & cross section from the Pan American
No. 7 Greenwood Unit, which is the well at the very top c¢f the mapj
down through the El Paso 2, 1 and 3 Lusk Uﬁit wells into the

EL Paso Southern California well. There's a location map on the
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sl b The oross section was drawn primarily to

show the structural attitwie of tho Strawn ae well as the

porosiby in soma of the Strauwn walls In the area,

b4
v

Q Could yen »Hleasse, ¢ ng, referring Lo both Sxhibidl

@t is necessary, and such other infor-

SN

P

No. 1 and Exhibit Ne. 2 ©
mation_as you mignt. have, describe for us the arcal kcontent and
the characteristics of the Stravm formation in this area:’

A The Strawn is present through the area of this map,
and of course elsewhere. The porosity in the Strawn is, in my
opinion, lies in a northeast-southwest bind. You will notice
that it's present in the Pan American Greenwood Unit, if youtll
refer to the left side of the cross section. It's very pbofly
developed at 8 feet of porosity. -1 hadn''t gotten the latest dope
on the Pan American Ko. 8 Greenwood Unit, but lir, Sweeney in-
dicated that did not have any porosity, which is not too un-
likely in view of the poor norosity of the northwest.

Startine with the Shell Middleton Federal, which isntt on
the cross section but does show on the map, in Section 18 that
there's 34 feet of porosity. The balance of the wells to the
southeést all have good, strong porosity. Some four miles, or
three miles, actually, due southwest of the Yates No. 1 Hall is

the Pan American Big Eddy Unit, This well had porosity in the

Y o

Strawn and actually flowed oil and water from this Strawn porosit
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Ae i ovecall, the oorosity was only within 40 foet. Do the

north of tnis ared the Shell oo 1 Oueracho Plaing well in Sectiohn

o

il

22 of 18 South, 32 Zast-aico bas this same vorosity.  Based on th

~ Sheld Quefgvho Plaing ﬁull, the vorosity in the Lusk tnit,
which wetve already discussed in complete .detail, and the porositly
in the Pan American well, it is ny opinion that this vorosity
belt runs from the northeast to the southwest acﬁbss this nose
as it is contourecd, and that nose with the belt running across
it consgtitutes the basic 3trawn trap. We haventt proven any vatcex
in the Strawn necessarily. We do not know where the oil-water
contact is, So structure, at present we don't know at what
structural datum the water will be encountered. It could be
there isn't a water level in the Strawn. I suspect that there isj.

You'll notice that my intervnretation shows the Yates Hall
Well regardless as being higher than the El\Paso Southern Cal-
ifornia Federal Well. I think pfevious testimony also showed
essentially that, and if yéu'd have drawvn, yes, so the picture
as I see it again is a band of Strawn porosity cutting across
Jhe nose which forms a trap. ﬁ; feel that the Yates well is
extremely wéll located to fﬁﬁa strong porosity, and I feel that
the structural position will be above that of the Southern

California Federal well which we know had coriplete oil column.

Q Mr. McKinney, I believe that Mr., Sweeney testified
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’» that it was not unusual Por the Strawn Tormatinsn tn have bands

VG
R

4
v

oi porosity surroundad by non-porous vaves of the sane formation,

WJould the picture that you have drawn here and the opinion bthat

L
-~

you have be in line with this suggestion?

A Yes. I'd agree with nis statemoent,

FARMINGTON, N,
€

Ld O
[N} I
o ‘ MRe IRVINE: If the Commission please, 1 possibly
=] should have started out with this, but may T interrupt to make
Q H p hy
o —
E; a short statemeni here concerning Kerr-iicGee's position?
i 7 MR. MUTTER: Yes, sir.
= S MR, IRVINE:  VWe are not here in the position of op-
: P ¥
i & iq posing the pooling of tnis well. 1 think that the Commission's
N z A
S u3
; 23 ;; authority under these circumstances is more tkan clear and that
. 20
5 v F
i R~ they have the right, and perhaps even the duty, to go ahead and
L X
B Eﬂ pool this section if the Yates, if Mr. Yates desires to drill a
=
- :g well therein., Therefore, we may state that it is not our posi-
poop
. Eg tion now to oppose the pooling of this well, However, we do
: Qﬁ oppose greatly the estimate of '*he. risk factor involved and we
: =
Eg :% are addressing ourselves primarily to that with the testimony
¥ 2 |
o that we are now giving.
32 ’
2
id Q (By Mr. Irvine) Mr. McKinney, referring to Exhibit

No. 2, this exhibit shows, starting from northwest to southeast,

the various wells that have been drilled in this area. Could

7

you go over, please, and tell us, starting with the Pan American
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Greenwood, the amount of vorogity that was {ound in eact one of

these wells that you have listed on this exhivit?
A The porosity is showm on each well as a black selid

bar in the well bore colurm ol the electric log. Beside that
we have noted the arnount of vorosities. 1In the case of the

Pan American there was 8 feet}of neutron porosity. The balance
of the porosity on the Uo. 2 Lusic, 1 Lusk and 3 Lusk and No. 1 Safh
ern Californta Federal well, 12 feet in the Ko. 2, 40 feet in the
Ko, 1, 50 in the No, 3 and 57 in the No. 1 Southern California
Faderal well.

Q What, in vour opinion, does the increase in porosity_
toward the southcast tiere do in relationito the Yates Hall No.
1 well? ‘What effect do you think that mizght have?

A Well, again, my interpretation of this porosity is
different than Hr. Sweeneyt!s, and I feel that the Yates Hall
well is very well located to encounter porosity in the Strawn.

Q In your opinion as an experienced geoiogist familiar
with this area, do you have an opinion as to the reasonable
possibility that the Yates Hall well will be economically pro-
ductive of o0il and gas from the Strawn formation?

A I think the odds, if you want to use that term, or the
risk in drilling that well, I think it's got about an 80% chance

of being successful. In other words, eight out of ten wells
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‘drilling alone?

Al

snoranees, G

Yo animion,

Q On winat baslis sopoeldleatly do oyeou find this opinien,
vlease?
A Pased on, ene, the sirnecture which weltve gone over o

couple of times, it's my interpretation that the structurce in tho
Yates Hall well will run higher‘than the Southern California
Yederal well in the Strawn. 'the other is the fact that the
porosity exists both northeast and southwest of this Straun Unit

area, consequently tnc porosity should be present in the Yates

Hall well.

Q In your opinion, vased upon thz information that you
nave concerning this area, is there anything to indicate that
the Yates Hall well is likely to encounter any extraordinary

mechanical problems in the drilling and completing, or in the

A I see no unusual risk. There is nothing to indicate

risk to

unusual my knowledge in the rest of the wells there

actually happen to be through the zone that has caused the most

trouble, as Mr. Sweeney testified.
Q As an experienced geologist with knowledge of the

area, do you have an opinion as to the fair and reascnable risk

factor that should be attributed to the drilling of the Yates Hal
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; well?
A Well, tack un, and bascd on wmy previous testimony, 01s
my opinion that t has an 300 chanco of Yeing successful, st Chat
£ aragsent ratic vhat would cut the risk factoer or the penaliy
7 clause, so-te-speidk, to 1107,
S i3
) [N 4 . I ~
~ Q Or to a 105 risk factor -
&g A Out of 5055 on the same ratio.
—
. » ™ .
_- MR, IRVINE: 1 believe thatt's 2all we have,
g
75) MR, NUTTER: Any questions of the witness?
) P i . : . .
. = MR, LOSEE: I would like to ask him some questions, but
»
& o I would like to take a counle of minutes to confer with somebody
QO .8 '
LS B -
' & y that knows more about the geology than I do.
MR. IRVIKE: We would like to off'er the exhibits.
- = MR. NUTTER: You have two?
Py
=
L= MR. IRVINE: Yes, sir.
i P~
Eg IMR. NUTTER: Kerr-iicGee?s Fxhibits 1 and 2 will be
. Eé admitted in evidence,
o ~ . ‘
_ AR {Whereupon, Kerr~lcGeets Exhi=-
Qs bits Nos. 1 and 2 were admitted
g in evidence.)
- 32
2 ¢
ER CROSS EXAMINATION
BY MR, LOSEL:
Q. Mr. McKinney, your map neglected, you stated you didn't
‘have the datum in on the Pan American Greenwood No. 8 well.
i

TR VRS T S ST E A




A That's right.

G The covy I have has o pencil notation 7572, is thau

correct?  Did you verily it?

A Fo, 1 got, if" I penciled that on there it was Just

B

FaABin N T
TREONT 20T

from lr. Sweeney's map this riorninz, Wanen this ma» was con-
structed I did not have the top. When I was listening to his
testimony I guess I put that on there,

Q Actually, where would that 7572 feet run with respect
to the Yates Hall well in Lhe contour? You have that contour at

7600,

A Would you restate your question, please?

Q How far north of the Yates Hall well would 7572 feet

SANTA FE, N. M,
PHONE 983.3971

be on your map? |

A Viell, this map it's obvious is incorrectly contoured

at this particular point. I have called that a 7400 without that

Gy

EE]

well data. I have got a 7400 contour. Ttts a 7572 according to

his testimony. Ifm assuming that theyt're calling the Strawn the

same plaée and maybe they are and maybe they aren't., 1 haven't

DEARNLEY-MEIER REPORTING SERVICE. Ine.

seen the log and we all call it a little different place.

ALBUQUERQUE, N, M
PHONE 243.6691

Q If that is correct, then, your contour with respect to
that Pan American No. 8 well is 200 feet off?

A 170 feet, yes.

Q Then your contour, by the same token, running through

N
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Uhe Yates Dall, couvld chat Likowise to o the 200 feet or 170
Caet?
A TLts certainly possiblie,

‘

2 I “he well in the Grazenwocd, the Pan Amervican Greaen-

then you wouldn't say that

Fa b

wood had no porogity at {hal depth,

would e on the structures, would you?

A Run trat uwy again,

Q The Pan Anerican Greenwood well had the Strawn, did iv
not?

A It had the Strawm limestone. Again, I have not seen

the log. lMr. Sweeney testified that the porosity was very noor

in the well,

Q Referring to this Shell No, 1-A well, you said they had

porosity in the well?

A Yes.
Q How many feet? A 3L feet.
Q Is that in your opinion a good well, a marginal well,

or do you know?

A The last report we had on that was about Friday, we
called Shell, they were still testing the well. They haven't
potentialed it, so I'm not really sure of its capabilities, based
on the logs and so forth it should be a good well. Mr. Sweeney

testified that he thought the permeability was poor in that well,
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e s woehagienl
vell bas not peen poLon-

. e . . e
nrovlece L5 i doodn thic well,e nia

vtaled o my knowl odoe,

Q I the perreatility disnti any zood, will the well bo &
zood well or a marginal well? ]

A It would be a marcinal wall i the permesbility is now
#ood, ”

3 Your dip running down through Sections 19 and 24 are
avnroximately 150 feet to the rmile, is that correct?

A which sections, in 2&?‘

Q 2l A Yes,

Q Are you familiar witn the dip in the  Schugart area
right io the northwest of this Lusk area?

A Yes, as far as remembering the exact amount of dip, I

dontt remember it, Itt's steeper, I believe.

Q Itts considerably steeper than this?

A Yes. I think thatts normal, }My interpretation is
that this is a nose extending off of the Greenwood high, as I
thought. IMr. Sweeney thought the Schugart high. As you go to the
margins of any high the contour rate will decrease and the dip
becomes less.

Q You testified with respect to Shell's OQueracho Plains

No. 1 well having porosity in the Strawn?
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A Yirse
4] Are you faniliay with the o, 2 well that Shoei) Hri)le&?
I Yes.

Q Did that have any novosity?

A lot in any Strawn scciion, it had in the lower Strawn.
Q it porosity was a oroblen there in the Strawn in this

Strawn section?

A In the sacond well, yes, sir.
Q How f{ar away was the {lo. 2 irom the No. 17
A As I recall, it's about a mile and a half,

MR. LOSEE: fThatts all the questicns I have,

BY MR. MNUTTER: |
Q Mr. lMcKinney, the No. 8 Greenwood well had not

been completed and the log was not available to you at the time

vou prepared your contour map, I presume?

A That 1is correct,
Q When was the well completed, do you know?
A I don't know that this well has officially been

abandoned yet. The last report I had on it, which was last week,
it was drilling at 12,491. Perhaps over the week ena, or maybe

Friday or Saturday, why the well is down and I assume that tha;'s
correct because Mr. Sweeney has talked to Pan American and gotten

their point.

Q Do you know whether Pan American loggsd the well




| 2]

PAGE ~ 56

they were in the Strawn scetion and then procceded Lo drill
ancad?
A Hot to my knowledge .
LS . .
5L Q So you don't know if or when the logs are ava'lable?
i
. 7 A Well, the logs have not bteen released through the
. 3 d
s %3 :
QE e regular channels, I know that.
Eg Q As I understood your direct testimony, Lir. McKinney,
So—
EZ you figured that the risk to a non consenting party who would be
) 5% pooled by an crder from this hearing should be in the neighbor-
. ég hood of a 10% penalty for one who doesnftt pay his share in
P——
g; g advance?
O if |
£ ES ;g A Well, as I understand the Commission rules, you have a
3
o g Ca ,
50% penalty.
o
1S3 Q I believe the statute states that the maximum would be
=
= 50%.
1]
B _ .
Eg A Maximum of 50%, yes, sir. I testified before that I
gé felt this Yates Hall well had an 80% chance of being successful,
T i-
Eg ;g or a 20% chance of being unsuccessful., Just the ratio of 100 to
E: 50 would be the same as 20 to 10,
2 Q Is your company making any recommendations as to what
the figure should be?
A We're asking --
Q First of all, I"11l precede that question with this
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thirty days after receivinz an

statement, that normally in a forced veoling order the Commission

does provide the option for the party who would be nlaced ints
the unit to pay his proportionate share in advance, or within

itemized tabulation of the well

costs.
A Yes.
Q Do you knew whether your company would exercise the

ovtion of paying its share within that thirty days, or would pay
it out of production?
MR. IRVINE: I believe perhaps I'm better able to
answer that than lir. Mckinney is at the moment, 1 believe that
this decision has not finally heen made as yet.

1R. NUTTER: I prosume that the amount of the penalty,
so-to-speak, would have a bearing on that?

MR. IRVINE: Yes, sir, it would. I might add that the
most serious indication at the moment is that the Kerr-icGee de-
sires to have this paid out of production,

1R, NUTTER: Does anyone else have any questions of

Mr. McKinney? He may be excused.

(Witness excused.)
MR. NUTTER: Do you have anything further, Mr. Irvine?
MR. IRVINE: I have no further evidence. Ve would

rest at this time. If the Commission would permit a statement.
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¥Ro NUTTER: Yes, i you would, pleage pr¢ ced with

N s

sltataoment .

your

Would ir. Lose: like to go Tirst? 1t

IRVING:

Lrable rules,

would like to follow the

fR. LUTTER:  lormally we allow the ap»licont to 5o

tnat would te suita e

lTost, 11 Ir. Lesee wants to go Jivet,
with ug,
iR. IRYINB: I'111 be happy to go iipst. 1 think the

statemnent, can be simply stated. I believe that this Commlission

has spaced this area, of course, for 160 acres, that Kerr-iicGee

is, of course, a 25% owner in this one section. The Yates is -

wishing to drill a well in the Horthwest. Quarter of 30, 19 South,
rooled,

32 Bast, and they're requesting that Kerr-bcGee be [force

&

As I stated in my earlier statement, we are not opposing the

forced povoling whatsoever. Ue know that the Commission has the

duty to go ahead and to encourage the drillinz of welis and to

try to get the most development that?s possible. Therefore, we

are not in opposicion to the pooling.

We are in opposition, and serious opposition to the risk
factor involved. I do not wish to take kathe Commission5s time 4
great deal with a reiteration of the evidence that we have had
I think that itt's fresh enough now in your mind that you

(>

know the various positions that have been taken ty the parties.




PAGE .,

[ e e e e
Therets substantial disagzrecrent, [ wonld 1ike to point oui vevy
careTully that the overall niciuvrs ol tho Strawn Pormation 1x one
covering a very sizeable areca, and J think that trying to delor-

LI
£ ine the poresivy extent on a tasls of gome four wells for a for-
Rt
[
5y mation that extends over nany tovnshiivs is eno that takes a very
g 7
oo . . .
— limited view.
Eg 1 think that the testimoiy that Kerr-lcGee has given
[
E: indicates a wider, much broader view, and indicates a porosity
s .
SN
o ‘ opening that runs from the southwest to ithe northeast as testli-
= fied to by Mr. lcKinney, and that it is in exactly the oprosite
= |
a X direction of the very limited view that has been taken by Mr,
Q 4é ,
e Ly Sweeney in this case, I think itt's almost impossible for you as
z
a Commission to examine this on the basis of such a limited view,
Eﬂ and I would submit to you the picture that is drawn by kir.
:$ licKinney is a much broader, better picture of the Strawn area
) and the porosity that is available here.
=
& I would like to point out also that in every well that has
X i-
I been drilled in this area, heading from the northeast tc the
_ s i
£ northwest to the southeast, that the porosity has become mnuch
< greater from 8 feet to some 57 feet,in the last well drilled
that stepout was considerable. This well is located, as far as
: a northwest, southeast line is concerned, somewhere in between th?
e two wells with the largest porosity available., = It is some hal?
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o o soulhwest of vthot 118 in view of . Mefdnnoey b

tinis ~mts i in direct Jine and his testimeony ig

tentirony,

that there is at least an 80, chance that thig well will Le pro-

ductive,

undarstand it, provides for a maxirum

. .
&5

®

The statnte here,

risk factor of 50%. I thinlk that the Commissicn has in all of

its forced pooling annlications tefore talen the view that this
50% was the most they can give and that they have never entered
an order in excess of éﬁﬂ on any well, 1 think that this

well that is being drilled now perhans has a much better chance
than many of the wells that the Commission has attributed the 25%
factor to. e think that the 109 factor is in line with the
exact chances that this well is estimnted to have, and we feel
that a 10% factor is one that should ve granted to Kerr-HcGee
and we would request -that Kerr-iicGee may be permitted to have
the usual options with the option to pay a 10% risk factor after
Thank you. |

the Commission has entered 1its orader.

MR. LOSEZ: Mr. Ixaminer, I can't comment much further

on the two different intervretations of %the Strawn. OQbviously

they are two different interpretations, I don't really think Iir.
Sweeney is as narrow as we would believe, because obviously we
hope to get a well, or we wouldnt't be ouf spending the money.

On the other hand, I don't think the picture is proball y as good
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Join in the dleggince ol the well and woulc nol neeflor vo defor

Loy

drilling S ount il they conld sce wphat havpened Lo arother woll,
vindes they say micht add some wore information,

Cur statute nrovides Dor this 565 pznalty, and [ can not
imagine a case more adapted to the inveking of the 50% panalty
than this case here, The nartner with Kerr~licGee, the owner of
the ouher one-half interest in th» acreage 1is drilling and par-
ticivating in digzging the well, actually “o the point of agree-
ing protably to carry Kerr-iicGea's part of this risk factor, or
take part of it. It is a well which is one mile from the pro-
ducer, itts the maximum distance that it could be and still come
within our pooling and proration of épacing units, It couldntt
be any further and be subject to a pocl rule, and entitled to be
pooled, It's a well to ve dug 11,500 feet deep and not to any
formation such as the Dakota where frequently the 125% vpenalty
has been lapsed, which spreads over great areas,

We have some difference of opinion as to porosity and
structure, but surely the factor involved in the risk in this
case, if the Commission is ever going to see fit to award 50%,
this seems like such a case, Ve feel like that is the risk
factor to which we are entitled. 1 thank you.

R. NUTTER: Does anycue ~lse have anything they wish
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to offer in Jase 26657 UiatlL Lalie Lhe ocane undor aﬂ"t,ﬁmﬂnb ana
call GCano 2657,
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I, ADA DEARNLZY, Court HReporter, do hereby certify that the
Toregoing and attached transcript of proceedings before the Hew
liexico Cil Conservation Commission at Santa Fe, New llexico, is a
true and correct record‘tékthelﬁést éf‘my Rﬁoﬁledge, skill and
ability.

I WITNESS WHZERECKF I have affixed my hand and notarial seal

L

this 15th day of October, 1962,
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June 19, 1963.
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