PIUPUSED 80 ACRE Dalsd WEll, PaUPURTIORAL FalTGRS

In response tc the call of the Commission in Caze 313
for an order amending iiule 50% with particularrreferenee to
Paragraph 2: Proportional Factors for Jeep #ells Under Various
Spacing Patterns, Continental (il “ompeny wishes to propose
an amendment. This proposed amendment would provide for an
80 acre deep well proporticrnal factor which would place the
calculation of BO acre desp well allowables on a comparable
basis with the present calculation of 40 ascre deep well allow-
ables. it is presented as a matter of procedure under the
existinz rules and regulations of the (omwissions and would
apply only to those fields where the Commission had established
#0 acre spacing after hearinz.

It is the purpose of Zule 30% to provide for sllecation
betwaen pools and to provide for a top unit aliowable for each
range of depth. The allocation to any pocl may be distributed
to the respective units in tne pool in accordance with the pro-
ration plian of that pool where such a plan exists. The nature
of the caleculations imvolved in nule 505 places proration in
Hew ,iexico on a statewide basis and each proration unit of come
parable size and depth receives the same allowable. The operation
of this rule appears to ve satisfactory and its validity has not
been qusestioned. It has baen usad herein, therafore, as a basis
upon which to calculate BJ acre deep well proportional factors
which would place the allowable of 80 acre proration unlits on
the same statewlde basis as all othsr proration units with appro-
priate consideration being given to the number of acres and the
depth involved.

Before proceading to the calculation of the 30 acre
proportional factors, it aight be well to raview briefly, the
composition of the 40 acrs proportional factors with deep well
adaptation. These factors are composed of an acreage credit
and an economic cradit added torether. The acreage credit
reprasents the normal unit allowable im the factor and has a

numerical value of ohe (l}. Tne economic credit adapts the



factor for depthh and misht boe roferred to as an “sdded invest-
ment factor” as it was desipgned to vrovide a ressonable raturn
on the additional investuent reguired to drill a well below
5000 feet. 4 breakdown o¢f thasse credits for the L) acre propora-
tional factors is shown Irn columns 4, B, and U of Continental
“xhibit &9, 1. The points I wuld lixe to exmphasize here are

ag follows:

{2} The acreage cradit for LU acres has the value of
one (1),

{bj The 40 acre propertional factor is the result of
adding the acreage credit to the added i{nvest-ent
eredit, and

{c} That the relationship nentioned in {b) above would
remain the same even though it were found that the
added investaent factor should require adjustment with
changing economic conditions,

when these polnls are considered, it becomes and esay
matter to expand Hule 505 to provide & reasonable proportional
factor to compute the top unit allowable for s deep well locatved
on & proratieﬁ:unit of any sige. Al present, we are concerned
only with 80 acre units. It iz lmportant to remember that it is
a fundamental principle of proration in Few idexicc that every
L acre unit receives the same normal unit allowzble except in
the case of deep wells where the nowmsl unit allowable receives
"deep well adaptatioan®™ as menticned wbove. Therelore, when two
40 acre tracts are combinsd Lo form ar 80 acie proration unit,
the propsr calculation to cstermine the proportional factor iz
ag follows:

{a} To the acreage credit of 1,00 ior the {irst 40
acres 18 added the acreage credit of 1.00 for the
second O acres ziving a total acreage credit of 1.00.

AT L
{b} To the total acraggéj&f £.00 is added the appro-
priate "added investuunt facter”, the sum Ziving the
proper preportional factor to bLe multiplied by ilhe
normal unit allowable in order te calculate the top
unit allowable. To ilinstrite: Uiven a well betweesn
10,000 and 11,000 feer deep locutad upon an 80 gere
proration unit, the rropertionzi factor would be celcul-
aved aa follows:

To the 4O acre proportional factor, which
already contains ths acruags eredit oi 1.00
for the first &0 acres and the saded invest-
went factor, add the acreage credit of 1,00
for the seeond LU scres. ‘‘he calculation
would read 4.67 4§ 1.00 = 5.67. This calecula-
vion is illuatrated for =sach depth bracket in
columms U and 5 on Centlinental sxhibit hc. 1.



The top unit allowable rﬁsulting from this method
pi calculating B0 acre dsep well proportional factors is & pro-
per sc-called "double allowable”, It gives appropriate credit
to the fact that the basic proration unit of L0 acres has been
doubled, but recognizes the fact Lhat the opsratora investment
has not been increased and that hs 1s entitled to no additicensal
economic credit.

It foilows ther—thet it i3 not proper to calculate a
50 called "double allogahlgf by multiplying the 40 acr@~g¥aps¢s“ﬁ
tional -factor by semefgﬁﬁgé?méueh 85 2 or 14 to obtain an &0

acre deep well allowable for the following reasons:
(X} The 4O acre proportional factor already contairs
the "added investment credit". To multiply the 40
acrs proportional factor by two (2] is to give an
oparator credit for making two investments or drilling
two (%) wells when actually he has made but one invast-
ment.  Such am operator has no just claim toe compensation
for an expenditure he did not make.

N , ;

{p) The nature of the component parts of the 40 acre
proportional factor are such that the factor must be in-
creaged by the process of addition and not by multipli-
cation,

It is recommendaed therefore that paragraph 2 of state-
wide »ule 505 be amended to provide for 80 aere deep well pro-
portional factors calculaled as herein deseribed and as sbown
on Continental Exhibit No. <. It 18 our contintion that the
proposed factors contain notiing that is new or not already a
part of the Commission’s recordsz and that their applicatien will
have the effect of placing the Lop unit allowable for an 20 acre
deep proration unit on 3 reasonable and comparable basis with
the top unit allowable for other daepf&&iééﬁfﬁ aorder te provide

for a proper allocation beiween fislds.



Pool Depth RLange

0 - 5,000
5,000 - 6,000
6,000 - 7,000
7,000 - 8,000
8,000 - 9,000
9,000 - 10,000
10,000 - 11,000
11,000 - 12,000
12,000 - 13,000

lat 4D Acre
Credit

1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
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1.33
2.00
2.7
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h.67
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2.77
3.3
4.00
A.T7
5.67
6.67
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