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In response to the c a l l of the Commission i n Case 313 

for an order amending Sule 505 with particular reference to 

Paragraph 2; Proportional Factors for jeep * e l l s Under Various 

Spacing Patterns, Continental Oil Conpany wishes to propose 

an amendment. This proposed amendment would provide for an 

$0 sere deep well proportional factor which would place the 

calculation of &Q acre deep well allowables on a co»parable 

basis teith the present calculation of 40 acre deep well allow­

ables, i t i s presented aa a matter of procedure under the 

existing rules and regulations, of the Commissions and would 

apply only to those fields where the Commission had established 

6*0 acre spacing after hearing* 

I t i s the purpose of Hule 505 to provide for allocation 

between pools and to provide for a top unit allowable for each 

range of depth. The allocation to any pool may be distributed 

to the respective unit© In tne pool in accordance with the pro­

ration plan of that pool where such a plan exists. The nature 

of the calculations involved in Kule 505 places proration in 

New Mexico on a statewide basis and each proration unit of com­

parable site and depth receives the same allowable. The operation 

of this rule appears to be satisfactory and i t s v a l i d i t y has not 

been questioned. I t has been used herein, therefore, as a basis 

upon which to calculate &J acre deep well proportional factors 

which would place the allowable of iO acre proration units on 

the aasse statewide basis as a l l other proration units with appro­

priate consideration bein? given to the number of acres and the 

depth involved. 

Before proceeding to the calculation of the BO acre 

proportional factors, i t aight b« well to review b r i e f l y , the 

composition of the 40 acre proportional factors with deep well 

adaptation. These factors are composed of an acreage credit 

and an economic credit added together. The acreage credit 

represents the normal unit allowable ia tne factor and has a 

numerical value of ©ia@ (1). Tne economic credit adapts the 



factor for depth and might b« roffjrred to as art "added invest­

ment factor" ms i t was designed to provide a reasonable return 

on the additional investment required to d r i l l a wall below 

5000 feet. A breakdown of these credits for the 40 acre propor­

tional factors i s shown in columns A, B, and C of Continental 

Exhibit So. 1. The points I would l i k e to emphasise here are 

as follows: 

(a) The acreage eredit for 40 acres has the value of 
one (1)• 

(bi The 40 acre proportional factor i t the result of 
adding the acreage credit to the added investment 
credit, and 

(c) That the relationship mentioned in (b) above would 
rewaxn the saaa even though i t were found that the 
added investment factor should require adjustment with 
changing economic conditions. 

When these points are considered, i t becomes and easy-

matter to expand Bule §05 to provide a reasonable proportional 

factor to compute the top- unit allowable for a deep well located 

on & proration- unit of any also. At present, we are concerned 

only with acre units. I t is Important to reaessber that i t i s 

a fundamental principle of proration i n Sew Mexico that every 

40 acre unit receives the same normal unit allowable except in 

the case of deep wells where the noie&l unit allowable receives 

"deep well adaptation* as mentioned ybova. Therefore, when two 

40 acre tracts are coabimtd to fom an acre proration unit, 

tho propur calculation to >\at,ermine the proportional factor i s 

ao follows: 

Uij To the acreage credit of 1.00 for the f i r s t 40 
acres i s added tha acreage credit of 1.00 for the 
second 40 acres giving a t o t a l acreage credit of 2.00* 

(b) To the t o t a l acreage*;'^ £.00 i s added the appro­
priate "added inv"«atcwmt/! factor*, the *UK giving' the 
proper proportional factor to be multiplied by th© 
normal unit allowable i n order to calculate the top 
unit allowable. To i l l u s t r a t e : Given a well between 
10,000 and 11,000 feet deep located upon an iG acrfe 
proration u n i t , the proportional factor would be calcul­
ated as follows: 

To the 40 acre proportional factor, which 
already contains the acreage credit of 1.00 
for the f i r s t 40 acres and the added invest­
ment factor, add- the acreage credit of 1.00 
for the second 40 acres. The calculation 
would read 4.67 / 1.00 s 5.67. This calcula­
tion i s i l l u s t r a t e d for each depth bracket in 
coltauns D and ii on Continental Sxhibit Ho. 1. 



The top unit allowable resulting fro® taia method 

of calculating 80 acre deep well proportional factors i s a pro­

per so-called "double allowable". I t gives appropriate credit 

to the fact that the basic proration unit of 40 acres has been 

doubled, but recognises the fact that the operators investment 

has not been increased aad that h# i s entitled to no additional 

economic credit. 

It follows X&ver that- it Is not proper to calculate a 

so called "double allowablew by multiplying the 40 acre -ppepor-

tioaal factor by some JiuWer 'euch as 2 or 1* to obtain an BO 

acre deep well allowable for the following reasons; 

(kl The 40 acre proportional factor already contains 
the "added investment credit". To a u l t i p l y the 40 
acre proportional factor by two { i f i s to give an 
operator credit for making two investments or d r i l l i n g 
two {%! wells when actually he has made but one invest­
ment. Such aa operator has no just claim to compensation 
for an expenditure he did not make. 

{&) The nature of tha component parts of the 40 acre 
proportional factor are auch that the factor roust be i n ­
creased by the proe«3® of addition and not by M u l t i p l i ­
cation. 

I t i s recommended therefore that paragraph 2 of state­

wide hule 505 be amended to provide for &0 acre deep well pro­

portional factors calculated as herein described and as shown 

on Continental Exhibit Bo. 2. I t i s our contention that the 

proposed factors contain nothing that ia new or not already a 

part of the Counties ion*» records and that their application w i l l 

have the effect of placing the top unit allowable for an -30 acre 

deep proration unit on » reasonable and eoasparable basis with 

the top unit allowable for other deep atttt£tfc*v& order to provide 

for a proper allocation between f i e l d s . 

3 



o 'O 0> -st a v» 
o o 

I 

i 

H H H M H> M 
• • • • • • 

8 Q O Q O O O O O 
O O O O O O O O 

Ml Is* H» O O 

^ M |> U U M» »rf 

as 

M 
HI 
K 
C 

SB 
se 

r* 
o 

o 

• • • • • • • • 
Q Q Q Q Q O Q O 
O O O O O O O O 

ss 
Oft, 

* 

««i e» yi #• *- y M M o 



pe 

^0 ^0 

o 

>-» H <M 

o • 

© fir 

» * a * * * a * 
ft 

Ch- Ml • * 
• • • * * 
"•4 0* *4 © V I ^ 
« •<} 1̂ 8 w s l 

W M 
• • » 

U l 

t 

8 

3S 
ft 

# 

• 

O 
In 

P 

ft 
H 

i 

IK*** 

IS 

c> 

HI 

a* 
as 

0^ V i * » W 
« • • • 

KJ 
* 

? 
•a 

»-»»«»• 


