CASE 532: PROPOSED ADDITION TO RULE 503

———

503 F. In the event it becomes necessary for any transporter to commence
pipeline proration, such transporter shall within 24 hours prior to such
proration becoming effective, notify the Commission of such proration. Upon
receipt of such notice the Commission may, upon its own motion, after due
notice, hold a hearing to consider appropriate action to be taken to preserve
correlative rights.

In case of pipeline proration any operator affected thereby shall
have the right to make application to the Commission to have any shortage or
underproduction re sulting therefrom included in subsequent proration schedules.
Such application shall be made upon a form prescribed by the Commission 30
days after the close of the proration period in which the shortage occurred and
shall be limited to wells capable of producing the daily top unit allowable for
such period.

In approving any such application the Commission shall determine
the period of time during which such shortage shall be made up, and shall

include the same in the regularly approved proration schedules.



to increase the allowable of a producing unit or to graht authority to any
producer to market or to any transperter to transport any quant1ty of oil

in excess of the unit's allowable. The possessmn of a quantity of oil in lease
storage at the end of any month in excess of 5 day's allowable plus any unrun
allowable o0il not reported as provided in par&graph III above shall bé construed
a vielation of this rule.

V. Stofage Records

All producers and transporters, ‘shall be requlred to maintain records
showing unrun allowable oil in storage at the end of each proration period. Storage
referred to above shall be the amount of oil in tanks from whlch oil is delivered
to the transporter.



CASE 532: PROPOSED REVISION OF RULE 502

RULE 502: Permissible tolerance in production volumes allowed for oil
wells.

I, Dai;z Tolerance

(a) It is recognized that oil wells located on units capable of
producing their daily allowable may overproduce one day and underproduce another.
No unit, except for the purpose of testing in the process of completing or re-
completing a well and for tests made for the purpose of obtaining scientific data,
shall produce during any day more than 125 per ceht of the daily top unit allowable
for the Pool in which the unit is located. (Subject to the foregoing, any under-
production may be made up by production from the same unit within the same month
and over-production shall be adjusted by underproduction).

(b) It is also recognized that certain wells, notably those
producing from water drive reservoirs, mmst be produced at rates in excess of 125
per cent of the daily top unit allowable for the Pool in which the well is laeated.
The Secretary of the Commission shall have the authority to grant an exception to
requirements of paragreph (a) above without notice and hearing where applicetion
hasibeen filed in due form outlining the reasons for the request for such an
exception. Applicants shall furnish all operators who offset the lease upon which
the subject well is located a copy of the application to the Commission and appli-
cant shall include with his application a written stipulation that all offset
operators have been properly notified. The Secretary of the Commission shall wait
at least 10 days before approving such exception, and shall approve such exception
only in the absence of objection from any offset operator. In the event an offset
operator objects to exception, the Commission shall consider the matter only after
proper notice and hearing.

ITI., Monthly Tolerance

No unit shall produce in any one month more than its monthly
allowable plus a tolerance equal to three day's allowable production. The allowed
monthly tolerance of overproduction shall be adjusted during the following month.
Over-production within the permitted tolerance shall be considered as oil produced
against the allowable assigned to the unit for the following month.

III. Prcduction in excess of monthly allowable plus tolerance

In instances where production in excess of the momthly allowable
plus tolerance occurs from error, mechanical failure, testing or other cause
reasonably beyond the control of the producer, such excess production shall be
reported to the Commission and the transporter in writing within 15 days after
o¢ ! The report shall contain the mmsber of barrels of excess production,
the cause of excess production, and the plan of adjustmehat. Such excess produc-
tion shall be considered as oil produced against the allowable assigned to the
unit for the following month and it may be transported from the lease tanks only
as the unit accrues daily allowable to offset such execess production.

IV, General

The tolerance permitted on a daily or monthly basis shall not be
construed to increase the allowable of a producing unit or to grant authority to

(over)
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any producer to market or to any transporter to transport any quentity of oil in
excess of the unitls allowable, The possession of a quantity of oil in lease
storage at the end of any month in excess of three day's allowable plus &ny unrun

allowable oil shall be construed as a violation of this rulé unless reported as
provided in III above.

V. Legal Storage Records

All producers and transporters shall be required to maintain legal
storage records in such form as may be prescribed by the Commission,



CASE 532: PROPOSED REVISION OF RULE 502

RULE 502: Permissible tolerance in production volumes allowed for
oil wells.,

I. Daily Tolerance

It is recognized that oil wells located on units capable of producing their
daily allowable may overproduce one day and underproduce another. No unit, except
for the purpose of testing in the process of completing or recompleting a well and
for tests made for the purpose of obtaining scientific data, shall produce during any
day more than 125 per cent of the daily allowable assigned the unit, or ten (10) barrels
above the daily unit allowable, whichever is greater. (Subject to the foregoing, any
underproduction may be made up by production from the same unit within the same
month and over-production shall be adjusted by underproduction).

II. Monthly Tolerance

No unit shall produce in any one month more than its monthly allow-
able plus a tolerance equal to one day's allowable production. The allowed monthly
tolerance of overproduction shall be adjusted during the following month. Over-
production within the permitted tolerance shall be considered as oil produced against
the allowable assigned to the unit for the following month.

III. Production in excess of monthly allowable plus tolerance

In instances where production in excess of the monthly allowable plus
tolerance occurs from error, mechanical failure, testing or other cause reasonably
beyond the control of the producer, such excess production shall be reported to the
Commission and the transporter in writing within 15 days after occurence. The
report shall contain the number of barrels of excess production, the cause of excess
production, and the plan of adjustment. Such excess production shall be considered
as oil produced against the allowable assigned to the unit for the following month
and it may be transported from the lease tanks only as the unit accrues daily allow-
able to offset such excess production.

IV. General

The tolerance permitted on a daily or monthly basis shall not be construed
to increase the allowable of a producing unit or to grant authority to any producer to
market or to any transporter to transport any quantity of oil in excess of the unit's
allowable. The possession of a quantity of oil in lease storage at the end of any
month in excess of one day's allowable plus any unrun allowable oil shall be con-
strued as a violation of this rule unless reported as provided in III above.
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OIL CONSERVATION COMMISSION /
P. O. BOX 871

SANTA FE, NEW MEXICO

-

May 11, 1953

In paragraph I, I believe it would be desirable te leave the talerenee
unmunnﬁsdwmmmammm,_
is located, or 10 barrels vhidie greater, Instead of limiting the

With the adoption of Coamission Order R-98, A vhich becsme effective
July 1, 1952, it vas asmmed that all preducers would set wp lagal storage
records. A starting peint fer such recerds was established

L
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OIL CONSERVATION COMMISSION
P. O. BOX 871

SANTA FE, NEW MEXICO

great deal of the above mentioned sver-predustien represents csnsisteant
Muupmm,mtmduu the result
d%m':ﬁ%hﬂnﬁmﬂﬂﬂahn allowmble
as they are capable of predusing.

check preducer er transporter, mmm I oan
m?}ggmwumammtwmm ’

Yours very truly,
OIL CORSERVATION COMMISSION

As L. Porter, Jr,
Preration Mamager

ALP/cd



ENT OF SHELL OIL COMPANY IN .
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Shell 0il Company is opposed to subsectiom (b) of the proposed
Revision to Rule 502 for the following reasons:

1. It is based on a false preaise thsf wells in water drive
reservoirs must be produced at excessively high rates. Generally
the consensus of recognized opinion is that from & comssrvation view-
point, water drive reservoirs should be produced at rates low enough
to prevent coning and excessive water productiom; for ctherwise there
would be an ultimate loss of oil due to the irregular advancing of
the water table and the loss of reservoir energy.

2. It would appear that the oceasion for the rule is a single
pool where ascme wells produce a large quaniity of water. Since this
situation is a local ome rather than & general ome, it should be
covered by a field rule rether than by & gcnm; rule.

3. It limits the right to receive notice to a proposed exceptiom
and to make an objectian thereto to offset operetors. Since am exception
would not be limited to & loecal drainmge problem but would affect
reservoir energy and oil, all operators in the pool should be potified
thereof and given a chance to ogbject thereto.

Concerning the proposal that Rule 502 be amended so as to change
the monthly tolerance of over-production from one day to three days, Shell makes
Bo objection. Bowever, since the oil cannot and will not be run by the pipe
line companies until a sufficient number days of the mext month bave elapsed
for such to be legally tendered, it is belleved thet the flexibility edvantage
thereof will prove slight and be short-lived.

With reference to the proposed amemdment to Rule 503 to allow
the ruming of "back allowable” oil, Shell would call the Commissicn s attentiom
to the following matters:

1. Such an amendment would, in ell prodability, be imeffective,
for nominations in any particular momth represent the purchasers'’

entire needs during that amth, and in 811 probability only the amcunt

fey



of o0il stated therein will be run during that month from the State
wvhether that which iz run is regarded as back allowable oil or as
current oil.

2. If such an amendment were effective and caused dback allow-
able oil to be run, it would be difficult, if not impossible, to
administer it fairly. We understand thet a large percentege, perhaps
aa many as 30%, of the wells in New Mexico are mot only not top allow-
able wells but are also marginal wells, Marginal welle would be wmable
to "make up” & back allowable. Therefore, the big pert of a back allow-
able would go to the comparatively few top allowable wells which could
make enough more than the current allowable to meke up the back allow-
able., It would seem much fairer to spread the demand of the purchasers
€0 all the wvells in the State easpecially since generally the situation
that causes a back sllowable ia applicable to all wells and not to
Just the few that would be able to make their back allowable.

3. The clerical burden that would be thrown on the Commission's
personnel as the result of a "back allowable” amendment would be con-
sidereble . such that it might interfere with itheir other duties and
guch as not to be wndertaken unless it is clear thet & back allowable
amendment is falr and will be effective.

4, Such an amendment might Jeopardize State regulation of oil mnsd
gas conservation and help those who wish to control the oil industry from
Washington, If each oil producing state wmdertock to grab an excessive
emount of the current demmund by a "back allowable” order, a difficult
situation would be presented to the industry and if a cheotic comdition
should result therefrom those who wish to comtrol the industry from
Washington would undoubtedly try to use that conditiom as a lever to
ocbtain the ensctment of legislatiom desigmed to give them that control by
asserting that regulation by the States had proven ineffective.

To summarize, Shell thinks that a back allowable rule should not be

issued because it would probably be ineffective, unfair, difficult to administer,
and demaging to the position of the states in their fight sgainst federal en-

croachment on the field of oil conservation.
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0il Conservation Commission
Santa Fe, New Mexico

Re: Proposed Revision of Rule 502

Gentlemen:

In regard to sub-paragraph (b) I. Dally Tolerance,
Proposed Revision of Rule 903, it is my opinion that all
interested parties should be notified of any exceptions.

Sub -paragraph B reads in part as follows:

"The 3Secretary of the Commission shall have

the authority to grant an exception to re-

quirements of paragraph (a) above without

notice and hearing where application has been

filed in due form outlining the reasons for the
reqguest for such an exception. Applicants

shall furnish all operators who offset the lease
upon which the subject well is located a copy of

the application to the Commission and applicant

shall include with his application a written
stipulation that all offset operators have been
properly notified. The Secretary of the Commission
shall wait at least 30 days before approving such
exception, and shall approve such exception only

in the absence of objection from any offset operator.
In the event an offset operator objects to exception,
the Commission shall consider the matter only after
proper notice and hearing.”

It is very probable that there are other parties in interest
than only the offset operators and should this be the fact,
they are entitled by law to have their day in court. It is
therefore suggested that the foregoing proposed revision be
amended to include all interested partlies and not be limlted to
Just the offset operators.

Very truly yours,

LCW-c
¢ce- Hon. Edwin L., Mechem

Mr. R. R. Spurrier
Mr. Johnnv Walker
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HousTtox 1,TExas
June 11, 1983

File -1
New Mexico
Re: Proposed Revisios of Rule 508
Mr. A. L. Porter, Jr. o “ﬂ"csﬁMSQQ“
Proration qua;e; R ﬁaéﬁﬂfmmrﬁw°mxw°

041 Conservation Commission
Hobbs, Xew Mexico

Dear Sir:

This letter refers %o your letter y
addressed to Mr. Spurrier conceraing the gwo’onci rc—
vision of Rule 502. -

Ve note that you would like to add the follow-
ing paragraph:

"All producers and trapsporters shall be required
to maintain regular storage records and such forms as may
be prescribed by the Commission.”

Ve suggest that this addition is mot necessary,
inasmuch as Rule 1102 now requires that appropriate records
be kept to support the reperts specified im Rule 1103.

We do oot believe that a report other than Form
C~113 will be necessary usder the revisios ia order that
both the operator and the Commission will be able to ascer-
tain the cumulative status of any well at the end of any
mosth. We believe that all the operator aeed be coacerned
with is that the monthly current allovable misus the toler-
ance 0il at the beginmning of the moath and alse nisus the
current production for the msonth shall »0ot equal more than
ope day's curreat allowable. It appears that this could be
acconplished by the addition of twe celumns to Form C-118,
one column to show the tolerance oil on hand at the begin-
ning of the momnth and the other to show the tolerance oil
on hand at the end of the month. V¢ believe there is suf-~
ficient space ea the preseat foram to readily allow for the
insertion of the two columas.

Yer uly yours,

WEH-AS y/// ¥. E. Hubbard
ce - Hr. R. R. Spurrier
New Mexico 01l Cons. Coum., Santa Fe, N.M.

HumBLE Oin & REFINING ( |




BARNEY COCKBURN

Oil Operator
ARTESIA, NEW MEXICO

June 12, 1953

01l Conservation Commission
Santa Fe, New Mexico

Attn: Mr. R. R. Spurrier

Re: Case 532 -~ Proposed Revision
of Rule 502

Gentlemen:

In the forthcoming hearing on the above proposed revision to
rule 502 we wish to be put on record as being opposed to this
revision.

Our impression is that it has been prepared by persons not
well acquainted with field production problems, that it is

impractical, and that unnecessary duplication of reports will
take place.

If there is a beneficial conservation measure which has
escaped us in our reading of the revision and the commission
believes it worthy of being approved, then we specifically
ask that there be stated in the revision that the commission
will consider exceptions to the rule. We ask that no addi-
tional reporting form be required inasmuch as form C-115
already provides information to conform with the revision.

Very truly yours,

BARNEY COCKBURN
By CL’%rasP*JL*bbq‘
cC. V.

Barnes



Artesia, New Mexico
June 13, 1953

0il Conservation Commission
Santa Fe, New Mexico

Attention: Mr. R. R. Spurrier

Re: Case 532 - Proposed Revision
of Rule 502

Gentlemen:

As an oil producer, I wish to go on record
as being opposed to the above named Proposal. From
a practical standpoint I can see no reason for the
rule at all, and it appears to be an unnecessary
duplication of the reports already being.filed.

It is impossible for my wells to be produced

within this rule, and if the plan is adopted, I feel
1t should contain a clause for exemptions.

Youys truly,

George./Atkins



H. R. PATON E. A. PATON
3228 ROGERS AVE. BOX 687

FT. WORTH, TEXAS ARTESIA, N. MEX.

PATON BROS.

DRILLING CONTRACTORS

P. O. BOX &67

ARTESIA, N. M.
June 13, 1953

0il Conservatlion Commission
Santa Fe, New Mexico

Attention: Mr., R. R. Spurrier

Gentlemen:

Re: Case 532 - Proposed Revision
of Rule 502

With regard to the above captioned Proposal
we wish to make known that it 1is, in our opinion,
Impractical and an unnecessary duplication of the
reports which are already belng filed each month.

It 1s impossible for us to produce our
leases within this rule. If the Commission insists
on going through with this plan, then we would like
to reguest that a clause be entered therein, making
it possible for exemptions.

Yours truly,

PATON BROTHER

- ")"7 e
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Konorable dfdwin L. Mechem, Chairman JUL 2 71653
Eonorable L. S§. Walker UL o N U"“'iy
Honorable k. ., Spurrier- b fd i -

New MMexico (il Conservation Commission

Santa fe, kew _lexico

Gentlemen:

At your reg ing held July 16, 1953, operators
were advissd that'Tase )32 wowld nct be contlnued uhtil the
August hearing, but Commission would receive written
statements relating to the proposed addition to Rule 503 sub-
mitted by the Committee appointed by the Commission to consider
"Back Allowable."

Tie record in this case will reflect thnat Humble, as
a memper oi this Committee, objected to the Comnittee's pro-
posed addition to Rule 503, under whicn an operator in case of
pipe line proration could maxe application to the Commission
to include 1n sudseguent proration schnedules any snortage or
underproduction resulting from suca proration. The “cmmittee's
reason for tals proposed addition to kule 503, as we understand
it, is to protect correlative rignts during periods of purchaser
or pipe line proration. After a careful study of this matter
we have concluded that under the proposed addition to Rule 503
correlative rights will not be protected, for the reason that
the productive capacity of a majority of the producing wells in
New #exico 1s not sufficient to mske up any such shortage or
anderproduction. As t the incapable wells the rule would
decrease the op portunlty of the marginal well owner to produce
hiis fair saare of the recoverable reserves.

We pelieve that under present statutes restriction of
production to actual market demand affords the only practical
means of protecting correlative rights during sucn periods.
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Restriction of production on a market demand pasis is a method
rnich takes Irom tne purcinasers the allocation of production
witnin pools and among pools and places 1t where the responsibility
properly belonzs, in the hands of the Conservation Commission.
Under sucli procedure purchasers in snort supply should purchase
from tricse wnose regular outlets are curtailed.

wWe respectfully urge the Commission to reject the
Committee's proposed addition tc Aule 503.

Respectfully submitted,

Chaky 5. Loy,

CLARLLS E. SHAVER



