e

L

January 20, 1954
Regular ilearing

BEFORE TilE
GIL CONSERVATIGN COMMISSIOH
SANTA FE, NEW MEXTCG

THANSCRIPT OF HEARIKG

Cases No. 631
332 ang 633

(Consolidated)

ADA DEARNLEY & ASSOCIATES
COURT REPORTERS
ROOM 105-108, EL CORTEZ BLDG.
PHONES 7-9645 AND 3-9546
ALBUQUERQUE, NEW MEXICO




|
BEFORE THE

OIL CONSERVATION COMMISSION |

SANTA FE, NEW MEXICO |

January 20, 1954 :

In the Matter of: j

Continental's application for approval of

160 acre unorthodox gas proraticn unit in

Jalco Gas Pool; W/2 SE/4 and E/2 SW/4 of

19-2568-37E., Cases No. 631 ?
632 and 633 '

Continental's application for approval of

160 acre unorthodox gas proration unit in (Consolidated)

Jalco Gas Pool: W/2 W/2 19-258-37E. .

Continental’s application for approval of
160 acre unorthodex s proration unit in
Eumont Gas Pool: E/2 SW/4 and Lots 11 and
14 of 4-218-36E.

(Notice of Publication read by Mr. Graham).

MR. KELLAHIN: If the Commission please, Jason Kellahin,
representing Continental 011 Company, we have three cases which are
"similar in nature. They are applications for unorthodex drilling
units, unorthodex productien units for gas production. 631, 632 anh
%633, and I suggest they be consolidated for purposes of hearing anh - -
MR. JOHN F. RUSSELL: Mr. Russell, Roswell, representing |
' Texas Pacifie Coal and 0il Company. We would like to object to the

consideration by the Commission of any testimeny on Case 831 or 632
"at this time, for the reason that the rehearing is seheduled for .
tomorrow on the proration erder. I feel that it is our pesition
ithat the order is suspended pending the rehearing. Therefore, any~
thing considered at this time would not be proper.

__ MR. KELLAHIN: It is my understanding that the order was not
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suspended and it is competent for the Commission to go ahead as 1fi

the order were in full force and effect until it rules on the reh$ar-

ing. }
MR. SPURRIER: You may proceed, Mr. Kellahin. f
MR, RUSSELL: My objection has been over-ruled? j
MR. SPURRIER: Yes, sir. %
MR, KELLAHIN: I would like to call Mr. Homer Dailey as a ;

witness.

HOMER DAILEY :
having been duly sworn, testifies further as follows:

DIRECY EXAMINATION
By MR. KELLAHIN: |
Would you state your name, please?

Homer Dailey.

By whom are you employed?
Continental 0il Company.

What capacity?

> o b & B O

Regional Englneer.

|
MR. KBLLAHIN: Are the witness's qualifications acceptable

‘ \
- in these three cases?

MR, SPURRIER: They are.
Q@ Mr, Dailey, have you prepared plats of the proposed unit
'in Case 361, which covers the west halfl o; southeast quarter and the
ieast half of the southwest guarter Section 19, Township 235 South,‘
'Range 37 East, being the Sholeé B-16 Well No. 1, in the Jalco Pool?

A I have.
Q@ Do you have that with you?

[ —_— ———— e
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(Continental 01l Company'!s Exhibit No.
1, Case No. 631, Marked for Identi-
fication)

@ Mr. Dailey, does the plat reveal the ownership of the area
|
involved in this hearing? :

A It does.

§ Does it show the propesed unit requested by Continental?

A The proposed unit is outlined in red and the well on the uﬂit
is circled in red. |

Q@ Will you describe the ownership, please?

A Around the well? ;

@ Around the well, yes, sir. i

A In Sgetion 19 the Continental 0il Company has all but the %
east half of the east half; the east half of the northeast quarteq
is owned by the Leonard 0il Company. The east half of the southwe1t
quarter is owned by R, Olsen. Both of these two 80 acre tracts haje
gas wells on them. The Sholes B-18 No. 1 Well, which is located 640

feet from the south and 1980 feet from the west lines of Section 1#,

Township 25 South, Range 37 East, was completed in March of 1941, at

a total depth of 2945 feet for an initial potential of twelve millﬁon
jcubie feet of gas per day. The pay in the well is from 2850 to 2945
and is in the Yates Fermation. The well, or rather the unit is wiéhin
the limits of the Jalco Gas Pool.

Q Is part of that land part of the unit previously approved hy
the United States Geological Survey, Mr. Dailey? |
| A That is in Case 6327

E Q@ I am referring to the west half of the southwest guarter,

R I . i

%wasn't that approved as a part of a unit?
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A The west half, yes,
Q VWere the offset operators contacted in regard to this case%
A They were notified that we were having this case. i
Q In your opinion, Mr. Dailey, does that form a reasonable %
unit for the production of gas which will effectively protect the ?
correlative rights of other operators?

A It does.

Q@ Is there any other well on the proposed unit which has been
suggested by Continental 011 Company?

A No.

MR. KELLAHIN: That is all. We ask the introduction in

evidence of the plat, Exhibit No. 1, in Case 361,

MR. SPURRIER: Is there any objection?

MR. CAMPBELL: I would like to see it. I have nothing.
MR. SPURRIER: Without objection it will be admitted.

MR. KELLAHIN: Mr. Dailey, have you prepared a plat shovin*

|the ownership and the well location in Case 632,which covers the %
Sholes B-19 No. 1 well? | |
; A I have. |

', KELLAHIN: The unit te consist of the west half of thej
west half of Section 19, Township 25 South, Range 37 East, Lea Cothy,
New Mexico, in the Jalco Pool?

A I have.

MR, STANLEY: Could we have a copy of the Exhibits put on {he

board?

MR, KELLAHIN: They are quite small, I don't believe you could

Qee them., We could put them up.
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(Questions by MR, . T ;
Q What does the plat reflect that you have prepared? 3
A I have a plat here which is similar to the one submitted 1$
the previous c¢ase, in which the proposed unit to consist of the weﬁt
half of the west half of Sgction 19, Township 25 South, Range 37 ETnt
is outlined in red and the well on the unit is circled in red. |
Q VWould you point it out on the plat up there so they can se&?
(Witness complies) :
Q¢ VWhat is the lease ownership adjacent to that location? é
A To the west in Section 24, Township 25 South, Range 36 Eas£
the Continental 0il Company has its Sholes A 24 lease, which consists
of the east half of the‘east half of Section 24, To the north is #he

R. Lowe-Ross lease, which consists of the southwest quarter of Secﬁion

18, Township 25 South, Range 37 East. To the east of the proposed

unit is the Continental Sholes B-19 lease, which consists of the w#st
half of the east half and the east half of the west half or SectioA

|19, Township 25 Seuth, Range 37 East. To the south of the propose&
%unit is the Continental Sholes B-30 lease,which consists in part o*
‘the northwest quarter of Section 30, Township 25 South, Range 37 E#st.
The remainder of the northwest quarter of Section 30 is the Olsen-i
Winningham lease. ?
‘ 4 VWere the ofsett operators notified of this hearing by the
.applicant, Mr. Dailey?
( A They wére.

Q Has this acreage which is proposed to bé included within the

‘unit been pooled with the approval of the United States Geological
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A That is correct. Originally the 120 acres, the north 120 |
acres of this lease for what we termed our Sholes A-19 lease, the Louth
40 acres was a pertion of the Sholes B-19 lease. I don't have the

exact date when the communitization was made, but we communitized

the 40 acres of the B lease with the 120 acres of the A leas: to make a

160 aere tract. This was done several years ago, I don't know the i

exact date, ;
: 1
Q@ Has that been operated as a unit for production purposes for

a number of years?
A For several years, I don't know just how many.
¢ Do you knov anything about the completion date of that well?
A Yes, This well was originally drilled as the Sholes A-19 E

No. 1, and if I remember correctly was originally drilled by the H+rlin

0il Company, predecessor of the Continental 011 Company. It was !
|

b

drilled in 1928 and completed at a total depth of 3,030 feet for
initial potential of seventy millioen cubic feet of gas per day. T;e
well has been producing since sometime in the early thirties. i

|
Q Is this proposed unit adjacent to the one we discussed in ¢ase

1631, Mr. Dailey?

A It 1is.

¢ Is it immediately contiguous to that proposed unit?
A It is.

Q@ Where, at the south end?

A At the south end.

Q In your opinion would approval of the proposed unit result:

in a reasonable production unit and protect the correlative rights

of other operators within the area?

SO, ———e
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I believe so.

¥hat pool was that located in, Mr. Dailey?

> o b

That is in the Jalco Gas Pool,
Q 1Is there any other producing gas well located within the
propesed unit?
A No.
MR, ~T:i ' ¢ That is all,
MR. SPURRIER: Anyone have a gquestion of the witness? |
(Questions by Mr. Kellahin:) §
Q Mr. Dailey, have you prepared a plat showing the lease ownér-
ship and location eof the proposed unit in the Case 633, which covers
the Meyer B-4 Well, Ve. 6, in the Eumont Pool?
A 1 have.
Q@ The proposed unit consisting of the east half, southwest quarter
and lots 11 and 14 of Section 4, Township .o .out .

A T have.

! MR. KELLAHIN: We offer in evidence Exhibit No. 2 in Casge g

832,
MR. SPURRIER: Any objections? If not, it will be admittedL

(Continental 0i1 Company!'s Exhibit
No. 3, Case 633, Marked for
Identification)

Q@ Will you describe the ownership in regard to the Meyer B-4 &
Well, No. 67

A This plat is prepared very similar to the other two plats, in
that the proposed unit is outlined in red and the Producing well 13
éncircled with red.

Q Yes,
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A The Continental-Meyer B-4 lease consists of all of Section
4, with the exception of a strip a quarter of a mile wide along the
vest side, which was operated by Gulf. It should be noted that thL

section is along the correction line between Townships 20 and 21,

and is approximately a mile and a half long instead of the regular
mile., |
To the south ef the proposed unit the Continental-Meyer E
B-9 lease ebnsists of the east half of the west half of Sectien 9,:
Township 21 South, Range 36 East. The remainder of the west half éf
Section 9 being operated by the Gulf Company. |
Q Was the offset operator in this case notified?

A They were.

€& Would you give the information on the completion data on the

well involved in this case?

| A The Meyer B-4 No. 6 Well was completed in 1936 as an oil w+11
ffrom the Grayburg Formation and as a Braden Head gas well, between’the
wfive and one-half and seven and five-eights ineh casing. The seve¢
and five-eights inch casing was set at 2582, which is through the i
¢salt section and above the Yates. This string of casing was camen%ed
with 900 sacks of cement. The five and one-half inch casing was sat
at 3782 and was cemented with 150 sacks. We believe the gas coming
from this Braden Head is coming from the Queen Horizon. i

Q Do you have a log of the well?

A I have a sample log of the well.

(Continental 01l Company's Exhibit No.

; 4, Case No. 633, Marked for Identi-
| fication) |

1 A The color code on this, the purple, stands for anhydrite; the
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blue for dolomite; the yellow for sand, and the black for shale,
The portions with the ink checks between 2400 and 2550 represent sllt.
In addition we have an Exhibit showing the way the well is completed,

a sketech.

(Continental 0il Company's Exhibit No.
?icg:::n§o‘ 633, Marked for IdantiT
A ‘The well has been producing gas practically ever since its%
completion., At the time it was completed the gas was chiefly used
as4dr1111ng fuel on the lease. 5ince that time it has been used
for gas 1lift purposes on the lease.
Q@ What is the royalty ownership on the Continental lease?
A It is federal acreage.
Q@ What is it on the Gulf lease?
A State.
¢ In your opinion will the approval of this proposed unorthodox

unit result in a reasonable unit and protect the correlative rights

1

of other operators?

A It will.

Q What pool is this located in?
A Eumont. |
Q Is there any other producing gas well on the proposed unit;
A There is not. The only other gas well on the lease is the

well Ne. 14, which is in Lot 7 of the section.
! Q Would the fact that this is a Braden Head completion complioate
‘the problems in connection with pooling or communitization with otﬁer
?tracts, Mr. Dailey, in your opinien?

A It would. I believe most of these older wells which are
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either Braden Head or duly completed, are going to be a considerab?e
problem to work out the equities,

MR. KELLAHIN: That ig all,

MR. SPURRIER: Are there any questions of the witnesgs?

! MR, CAMPBELL: Jack Campbell, Roswell, New Mexico. I woulL
glike to ask a few questions on behalf of Gulf 0il Corporation,
i (Questions by Mr. Campbell)
| Q First may I ask you, Mr. Dailey, what zone is this well |
completed in?

A Ve believe it to be completed in the Queen.
Producing from the Queen?
The gas, yes.

Are you in the Eumont Pool, gas pool?

» o » o

Yes.

four
9@ Mr. Dailey, Gulf, as you have stated, owns the /40 acre tricts

joining the proposed unit on the west, does it not?

A That 1is right. |
QG In the event any of the wells located there are recompleted
hs gas wells would Continental have any objectien to Gulf's seaking

an unorthodox gas preration unit consisting ef those four 40 acre ‘

tracts? !
A VWe would not.

| Q@ Mr. Dailey, 1f that were done isn't it true that the result;

éo far as the unit pattern is concerned, would confine your two units

to two governmental quarter sections, without the necessity and the'

§omplicatians of a communitization agreement?

A That is right.
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MR, CAMPBELL: That is all.

MR, HINKLE: Clarence Hinkle, representing Humble 0il and

Mr. Dailey a gquestion or two.

(Questions by Mr. Hinkle)
Q Mr. Dailey, in connection with your testimony concerning
bases 631 and 632, did you testify as to the location of the wells?

Refining Company. I would like to go back to Case 631 and 632 and ksk

A The footage location?
@ No, the location of the wells on those units that you seek
to form, are there wells at the present time on those units?
A Oh; I see what you mean. Yes, there is testimony on that.
Q Where is the well located that is on the unit,proposed unit

A It is in the southwest corner of the unit. However, it is

FGO feet from the edges of the line.
Q That would be on the southwest quarter of Section 19, would

it not?

631?

A It is 1980 from the west and 660 from the south of the section.

ﬁov, where is the well located in connection with the proposed unit

in Case No. 6327

A There is a little question in there as to the exact footage

Q Which would throw it in the southvest gquarter, ef Section 19.

location of that well. According to the surveyor that staked it the

well 1s 330 feet south of the west quarter corner of Section 19, anh
' f

330 feet east of the west line.
Q Would that throw it within the southwest quarter of Section

A It would.
Q That means that both of the wells are located,in connection
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with these proposed units 631 and 632, on the southwest quarter of
Section 19, does it not?

A That is correct.

Are you asking for two allowables on those wells?
Ve are.

They are beth within the standard unit?

> L O

That is correct.

Q Otherwise the southwest quarter would be the standard unit

’
your two wells on it, and you are asking for two allotments? ;
A That is correct. ‘
MR. HINKLE: That is all.
MR. SPURRIER: Anyone else? \
MR. FOSTER: I don't have any questions to ask the witness
:but I do want to make a statement about the application.
MR. KELLAHIN: I have a few more guestions.
(Questions by Mr. Kellahin)
Q@ Mr. Dailey, in connection with the questions asked by Mr,
1H:lnkle, vhat would be the situation to the nurﬁh of these proposed

units, is there an 80 acres vwhich could be communitized with another

' 80 in that area?
| A I don't see just exactly - -
Q The north 80 acres of the 19 unit, with approval of this unit,
would that remove the necessity for drilling another well? :
| A I believe so.
Q@ Isn't it true, Mr. Dailey, that you have two producing gas

wells to which you can allocate these 60 acre units without the

 necessity of drilling another well?
— — e e ——— - [
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A That is right.
MR. KELLAHIN: That is all. We offer in evidence Exhibits
3, 4, end 5 in connection with Case 633.
MR. SPURRIER: Is there any objection? Without objection
they will be admitted. Are there any further questions of the withess?
If not the witness may be excused.

{(Witness excused)

MR. FOSTER: Mr. Chairman: I want to state Phillips Petroleum
Company's position regarding the present rule in these vatious gas
pools, and the interpretation apparently which the Commission placfs
on those rules. As we read the rule the gas proration unit, standard
and non-standard, is defined as land lying wholly within a legal
quarter section. The only difference between a standard and non-

standard unit is in size of the unit, The locatien is the same,

‘Rule Two requires the unit to be within a legal quarter section. Then
‘Rule Seven-A contains the further provision saying that after notiée
and hearing the Commission may permit the establishment of the uni{
other than a legal quarter section., Now, it is with this provisio
Ithat we are 1n disagreement, this last provision. We have no objeetions
to the Commission defining a proration unit as consisting of 160 a#res
lor less or more, lecated wholly within a legal quarter section. But

we do take the position that the Commission is without any jurisdi&tion
or authority to permit a collateral attack upon that rule which do;s
establish proration units as oconsisting of legal quarter sectiong,§
‘Now, I noticed here in Case 631 that 80 acres of this proposed unit

is located in one quarter section and 80 acres is located in another
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quarter section. Now, the Commission has indicated,as I understanh
it, that they would probably permit the formation of a unit,part °F
the land which would be in one quarter section and part in another;
quarter section within the same section, but}would not permit the‘
formation of such a unit if pari of the land was in one section and

part in another section. But be that as it may, we are interested

and we think it is our duty to call the matter to the attention of the
Commission. We don't care which way you writé the rule just so yoﬁ
will write it so we know what it is. You define a proration unit é
one way and turn right around and define it another way. I don't |
know whether this Commission is regarding the provision in the rul%
which permits the establishment of proration units other than legal
quarter sections as exemptions to the rule, or whether they regard%

it as the rule itself, but if you, you are treating it apparently in
these hearings as a part of the rule itself. The provisions are

just simply contradictery. It permits this Commission te just eityer

grant or withold the establishment of one of these unorthedox unitL

|
for no reason at all, and we think the Commission ought t¢ be bound

by a rule one way or the other. We don't care how you define it a$

long as you define it. :

|

I don't want my statemeni to De taken here as a direct objection

'to the application of Continental, to form thess units, insofar aﬂ

|

‘the land may be in different quarter sections within the same section
or within different quarter sections in different sections. But we do
make the point that the Commission should and that it is now withoﬁt
iany jurisdiction to permit a collateral attack to be made on thesei

rules. ¥We think you can write a rule -and -we think yeu should write a
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rule properly defining a proration unit. Then if you want an exemption

to the defined proration unit which would be based on the prevention

of wast:or the confiscation of a producér's property, well, then, just
say so, but you certainly haven't done it in this rule., That is 4nr
position about the matter and later on in this hearing, today or E
tomorrow in these other hearings, we proposed to introduce some ‘
testimony and some exhibits which will illustrate our position.

MR. CAMPBELL: Before the debate gets started may I make Q
statement in Case 633 only?

MR. SPURRIER: Yes, sir, §

MR. CAMPBELL: Campbell, for Gulf 0il Corporation. I wis& to
state that Gulf supports the application of Continental 0il Compa&y
in Case No. 6833. We feel that the rules which can be aocomplishe#
if this application 1s granted will be what the Commission had unier-

taken to do without the cumbersome procedure and the complication:J
that arise out of unnecessary communitization agreements. As a tter
|

of fact there isn't very much reason for anyone to communitize wheie
wells are already drilled, since all the allowable he will get wilp

be his acreage anyway, and where communitization agreements can be

avoided in a matter of this kind we feel that the Commission, to aﬁoid
even greater problems than are facing them, should consider thesei
‘applications favorably. _ |

MR. HINKLE: Mr, Hinkle, representing Humble 0il Refining
Company. The Humble Company has no acreage that is directly effeo%ed
by these cases under consideration, 631, 632 and 633, but it has ‘

|

‘acreage in the field,at least in the Jalco Eumont Fields, which would
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matter of policy as being oppesed te the granting of any unerthodor

unit outside of the regular quarter section. The reason for that 1&

set forth in the last hearing and we believe that the Commission
is without jurisdietion to grant any unorthodox unit outside of a 3
regular guarter section. i
MR. SPURRIER: Mr. Kellahin? j
MR. KELLAHIN: If the Commission please it is the Continen;al's
interpretation of the rule that there is a provision made for the |
application that we have filed here under Rule 6, provided, hoveveﬁ,
that"a gas proratien unit other than a legal quarter section may bé
formed after notice and hearing by the Commission.® I have great
respect for Judge Foster's ability and his interpretation, and I
think it is a serious question to the position; I think it should
be studied. If our interpretation is not a correct one we think that

should
the order/be changed so that the unit can be formed for the reasons

stated by Mr. Campbell. The situation is that we have over here wehls

that have been producing for many, many years. They have establishLd

equities vhich would be very difficult to determine if we were forc#d
1nto a communitization of each governmental quarter section. Now,
Continental in its application, has netified all of the offset
operators. There has been no objection voiced here from any of thef
offset operators, and we do noi believe that any of them would be
left without acreage with which they could pool or communitize, and
none of them would be adversely effected. In many instances, unlesg
the Commission sees fit to approve the type of unorthodox unit for
$hich we are applying, it would result in the drilling of unnecessary

%ells,whieh in my epinion would certainly constitute waste.
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The operators have been preducing these wells over a period of manj

years. As you know we have had a form of pipeline prorationing, g
they have allocated acreage to the wells and produced them on the %
bagis of the ewnership as we have proposed in this hearing. We ur&e
that the Commission approve these unorthodox units for the benefitf
of all concerned. ;

MR, WOODWARD: If the Commission please, I would like te mﬁke
a statement regarding Amerada. |

MR. SPURRIER: VWould you give your name?

MR. WOODWARD: John Woodward, with Amerada. First, with
respect to the collateral attack, I think the fact that the order
itself provides for, and I think wisely provides for the granting of
an exemption , and that these applications based on that provision

in the order itself relier it from any possible stigma,that it consti-

tutes a collateral attack on the order itself in as much as the order

Pxpressly provides for it.

| The second guestion regarding the Cemmission's jurisdiction,

Qa note that Seetion 69-2-10 of the New Mexico Statutes of 1941,

as ammended, provide as follows: This is the general authority of ?he
Commission., "Commission is empowered within its duty te prevent thé
waste prehibited by this act and to protect correlative rights to t*at
énd‘ - = the Commission is - - "to define and to do whatever is
reasonably necessary to carry eut the purposes of this act, whether
;r not indicated or speecified in any section hereof." This sectioni
és ve construe it ingeneral terms confirms the primary powvers grantéd
&o the Commission by the legislature, namely the prevention of waste

Qnd protestion of correlative rights. It further invests the Commission
! ,

- — JE—
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'within the Commission's Discretion. Exceptions to this order may pot

L . — e

with such unspecified incidental powers that are necessary to the
exercise of these two primary powers, for the prevention of waste
and proteetion of correlative rights. The Commission has entered
its order establishing 160 acre proration units in the form of the

square in the various pools, with the exception of the provision

i

be essential to the prevention of waste or protection of correlative
rights, but the act doesn't require that they be essential. The act
only requires that orders for exceptions be reasonably necessary in
carrying out the purposes for which the order was originally promulga-

ted, in our opinien.

It is within the scope of the Commission's incidental power t%
put out a workable order. I think we are all familiar with the sih-
uation here. You have got a great number of cases, wells that wer%
drilled many years ago. Wells are expensive, they hnve been re-cok-

pleted or dually completed with gas wells in many oases. The locakion

‘15 there, the well is producing at these locations, that is comple}ed,

and the acreage that is going to be attributed te these various wellls
for allowable purposes is not going to effeect the location of tho

wells that are already drilled and producing. To a certain extent

|

" this allocation of acreage here, whether it be in the form of a
' square or rectangle, is to some extent arbitrary, and if the rangJ

' along ownership lines permits or eliminates some of these

operational difficulties it deoesn't vary the average
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well density in the sections, and it does not prejudice anyone's
orrelative rights or result in waste in any form. We see no reaso?
wvhy it should not be a practical solution to the Commission in this

' ¢lasgification.

MR. SPURRIER: Anyone else? If not we will take the cases,
‘under advisement., I am going to deviate from the docket because we

neglected to put Case 68268 in the docket and we will take it next. i

STATE OF NEW MEXICO g |
COUNTY OF BERNALILLO )

|
1

5 I HEREBY CERTIFY that the foregoing and attached transcript of

{

;hearing in Cases No. 631, 632 and 633 (Consolidated), before the 011
%Conservatien Commission, State of New Mexico, at Santa Fe, on Janu%ry
;20, 1954, is a true and correct record of the same to the best of ﬁy
éknowledge, skill and ability. %
DATED at Albugquerque, New Mexico, this,éﬂﬁff;day of Jarnuary, i

'1954.
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