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BEFORE THE 
OIL CONSERVATION COMMISSION 

SANTA FE, NEW MEXICO 
JULY 8, 195q 

IN THE MATTER OF: 

CASE 1717 A p p l i c a t i o n of Pan American Petroleum Corpor­
a t i o n f o r an excep t ion to the "No-Flare" p r o ­
v i s i o n s of Order No. R-1237. A p p l i c a n t , i n 
the above-s ty led cause, seeks an excep t ion t o 
the requirement i n Order No. R-1237 t h a t no 
casinghead gas be f l a r e d or vented f r o m any 
w e l l w i t h i n the de f ined l i m i t s of the Otero-
Gal lup O i l Pool or w i t h i n one m i l e t h e r e f r o m 
f e r i t s J i c a r i l l a T r i b a l 35> W e l l No. 1 , l o ­
cated i n the Wl/k. SW/lj. of Sec t ion 35, Town­
ship 25 Nor th , Range $ West, Rio A r r i b a 
County, New Mexico. 

BEFORE: 

D a n i e l S. N u t t e r , Examiner. 

T R A N S C R I P T 0 F P R O C E E D I N G S 

MRo NUTTER: We w i l l take next Case 1717-

MR. PAYNE: Case 1717- A p p l i c a t i o n of Pan American 

Petroleum Corpora t ion f o r an excep t ion t o the "No-Flare" p r o v i s i o n 

of Order No. R-1237. 

MR. NEWMAN: K i r k Newman of Roswel l , New Mexico, and 

Guy B u e l l of F o r t Worth, Texas, a member of the Texas Bar, r ep r e ­

sen t ing the a p p l i c a n t , Pan American Petroleum C o r p o r a t i o n . 

MR. BUELL: May I t please the Examiner, we have one 

wi tne s s, Mr . Mar s h a l l . 
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(Witness sworn) 

CHARLES R. MARSHALL, 

ca l l e d as a witness, having been f i r s t duly sworn, t e s t i f i e d as 

f o l l o w s : 

DIRECT EXAMINATION 

BY MR. BUELL: 

Q Mr. Marshall, w i l l you state your f u l l name, by whom 

you are employed, i n what capacity and what l o c a t i o n , please? 

A Charles R. Marshall x^ith Pan American Petroleum Cor­

p o r a t i o n i n Farmington, New Mexico, and I*m employed as a petroleum 

engineer. 

Q Mr. Marshall, does the Farmington o f f i c e have j u r i s ­

d i c t i o n over Pan Americans operations I n the Otero-Gallup Pool 

area? 

A Ye s, the y do. 

Q Now, you have t e s t i f i e d at p r i o r Commission hearings 

have you not, Mr. Marshall? 

A Yes, I have. 

And your q u a l i f i c a t i o n s are a matter of p u b l i c record £ 

Yes. 

MR. BUELL: Any questions? 

MR. NUTTER: No, s i r . Proceed. 

(Thereupon, Pan American*s Ex­
h i b i t No. 1 was marked f o r 
i d e n t i f i c a t i o n . ) 

Mr. Marshall, I d i r e c t your a t t e n t i o n t o what has beeji 

n 
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l l 

marked as Pan A m e r i c a n ' s E x h i b i t No. 1 . What i s t h a t E x h i b i t , 

p l e a s e ? 

A E x h i b i t Wo. 1 i s a map of t h e O t e r o - G a l l u p F i e l d area 

on w h i c h I ' v e n o t e d the f i e l d l i m i t s of t h e p r e s e n t f i e l d l i m i t 

o f t he O t e r o - G a l l u p F i e l d i n a s o l i d b l u e l i n e , the p roposed e x t e n 

t o t he O t e r o - G a l l u p F i e l d i n a dashed heavy b l u e l i n e , and G a l l u p 

c o m p l e t i o n s i n t h i s a rea I ' v e c o l o r e d i n r e d . 

0, Plow a re the f i e l d l i m i t s and the p roposed e x t e n s i o n 

a reas d e s i g n a t e d on t h i s E x h i b i t , M r . M a r s h a l l ? 

A The f i e l d l i m i t s a re d e s i g n a t e d , t h e p r e s e n t f i e l d 

l i m i t s by the s o l i d b l u e heavy l i n e , and t h e p roposed e x t e n s i o n by 

the dashed . 

0, Now, t he w e l l t h a t i s t h e s u b j e c t m a t t e r of t h i s hear­

i n g , Pan A m e r i c a n ' s J i c a r i l l a T r i b a l 35 No. 1 . i s i t w i t h i n t h e 

p roposed e x t e n s i o n area? 

A Yes , i t i s . 

Q Would y o u l o c a t e t h a t w e l l f o r t he r e c o r d , p l ea se? 

A I t i s l o c a t e d I n the W:l/l\. o f t h e SW/k of S e c t i o n 35, 

Township 25 N o r t h , Range 5 Wes t . 

Qi, Are you f a m i l i a r w i t h t h e p o o l r u l e s f o r the O t e r o -

G a l l u p F i e l d ? 

A Yes , I am. 

0. And do those r u l e s c o n t a i n a p r o v i s i o n p r o h i b i t i n g 

the f l a r i n g o f p roduced cas inghead gas? 

A Ye s. 

3 
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5 
Q This proposed extension area, i s i t the subject matteif 

of a Hearing at the re g u l a r July statewide hearing of the Commiss­

ion? 

A That i s c o r r e c t , yes, s i r . 

Q And assuming the Commission includes t h a t area w i t h i n 

the h o r i z o n t a l l i m i t s of the Otero-Gallup Pool, then th a t area, w i l l 

become subject t o the p r o v i s i o n s of the f i e l d r u l e s , i s t h a t cor­

r e c t ? 

A Yes, s i r . 

Q With respect to t h a t w e l l , Mr. Marshall, when was i t 

completed? 

A The w e l l was completed i n August on August the 13tl(i 

1958. 

Q, Do you r e c a l l what i t s " i n i t i a l p o t e n t i a l was? 

A T h i r t y - n i n e b a r r e l s of o i l per day pumping w i t h 

a g a s - o i l r a t i o of 1322 cubic f e e t per b a r r e l . 

0. Do we have a recent p r o d u c t i o n t e s t on t h a t well? 

A Yes, a. t e s t conducted on the ll j . t h of March, 1°59. Th£ 

we11 pumped twenty-six b a r r e l s of o i l per day w i t h a g a s - o i l r a t i o 

of I.1.27I cubic f e e t per b a r r e l . 

0. That was t h i s March. What i s the w e l l making now, 

do you know? 

A I t i s p roduc ing approximate ly t w e n t y - f o u r b a r r e l s a 

day, average. 

P. Mr. Marshall, i s there a gathering system I n the 
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Otero-Gallup Pool t h a t gathers the casinghead gas? 

A Yes. The m a j o r i t y of the w e l l s i n the Otero-Gallup 

Pool belong t o S k e l l y O i l Company, and S k e l l y has a gathering 

and compression system f o r d e l i v e r i n g casinghead gas t o a h i g h 

pressure l i n e i n the area. 

Q Are some of the w e l l s i n the proposed extension area 

connected t o th a t system? 

A I b e l i e v e they are, yes. s i r . 

0 Has Pan American requested S k e l l y t o connect our 
1 

T r i b a l 35 W e l l Ho. 1? ! 

A Yes. s i r , they have. 

0 What do they say? 

A I t was S k e l l y ' s conc lus ion t h a t the amount of ga.s 

t h a t would be a v a i l a b l e f r o m Pan American 's 35 Ho. 1 would not be 

s u f f i c i e n t t o j u s t i f y any a d d i t i o n t o t h e i r present system and 

could foresee no j u s t i f i c a t i o n f o r e n l a r g i n g t h e i r system i n the 

f u t u r e t o accommodate the smal l amount of gas coming f rom t h i s 

w e l l . 

M?.. BUELL: I n t h a t connec t ion , Mr. Examiner, I have 

a wi re here f r o m S k e l l y O i l Company, which I w i l l mark as E x h i b i t 

Ho. 2, and I would l i k e to read i t f o r the r e c o r d , i f I may. 

MR. MUTTER: Please do. 

MR. BUELL: "Case 1717, O te ro -Ga l lup . S k e l l y as owner 

of ga the r ing l i n e s i n f i e l d unable due t o present l i n e capac i ty t o 

connect t o Pan American on e x i s t i n g l i n e s . Hence, necessary f o r 
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7 
Pan American t o l a y several miles of l i n e d i r e c t t o compressor 

i n northeast quarter of Section 27." 

Mr. Examiner, I bel i e v e the telegram i s garbled t h e r e . Tha 

should be Section 28. 

Quoting from the wire again: "Maximum gas volume of w e l l 

does not j u s t i f y economically e i t h e r present l i n e enlargement or 

l a y i n g of new l i n e s from t h i s w e l l i n Section 3~>«" 

That wire i s signed by George T\r. Seli n g e r , S k e l l y O i l Com­

pany. 

0 (By Mr. Bu e l l ) Mr. Marshall, d i r e c t i n g your a t t e n t i o h 

again t o E x h i b i t No. 1, how f a r would we have t o go t o connect ourj 

w e l l to the S k e l l y system? f 

A I t would be approximately two miles. I've denoted 

the l i n e t h a t would be necessary on E x h i b i t 1 I n green, and i t i s 

labeled "gathering l i n e . " That would be the necessary l i n e t o 

get t o S k e l l y 1 s compressor. 

C Now, t h a t I s not n e c e s s a r i l y the nearest p o i n t on the 

Skel l y system, but t h a t i s the only p o i n t t h a t they w i l l allow us 

to t i e in? 

A Yes. t h a t ' s the only p o i n t they w i l l accept the gas. 

Q Mr. Marshall, now S k e l l y has said i t i s uneconomical 

f o r them to connect our w e l l . Have you made a study t o evaluate 

the economic f e a s i b i l i t y of Pan American l a y i n g a l i n e to connect 

the w e l l ? 

A Ye s, I have. 
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8 
0 kkiat was the r e s u l t of t h a t study w i t h respect t o 

whether or not i t i s economical? 

A I conclude t h a t i t would not be economical f o r Pan 

American t o dispose of t h i s gas t o S k e l l y ' s compression system. 

(Thereupon,Pan American 's Ex­
h i b i t No. 3 was marked f o r 
i d e n t i f i c a t i o n . ) 

Q Does the E x h i b i t which has been marked as Pan Amer i ­

can 's E x h i b i t No. 3 r e f l e c t the r e s u l t s of your economic evalua­

t i o n ? 

A Yes. E x h i b i t 3 i s the comparison of the i n i t i a l I n ­

vestment t o l a y the l i n e w i t h the revenues t h a t would be der ived 

f r o m the f u t u r e gas t o be produced f r o m t h i s w e l l . I t shows an 

I n i t i a l investment of approximate ly $6,100, and t o t a l expected 

revenue f r o m the gas i s approximate ly ^3,000 - - $3,0lj.0, which woulf 

r e s u l t i n a loss of £ 3 , 0 6 0 through the l i f e of the w e l l . 

0 A c t u a l l y , Mr. M a r s h a l l , i t I s not s imply or merely 

uneconomical!, i t r e s u l t s i n a l o s s , does I t not? 

A Yes, s i r , t h a t i s c o r r e c t . 

0. And i n making t h i s s tudy, Mr. M a r s h a l l , d id you use 

the most o p t i m i s t i c approach poss ib le? Now, I use the word " o p t i ­

m i s t i c " f r o m the s tandpoin t of minimum Investment expense. 

Q Yes, I be l i eve the 16,100 represents the minimum pos­

s i b l e inves tment , the reason f o r t h i s be ing : (1) I n a l l o r o b a b i l : 

I t w i l l be necessary to bury the l i n e t h a t I s shown I n green on 

E x h i b i t No. 1 . My cost f i g u r e s assume t h a t t h i s w i l l not be nec-

• ty , 
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essary because of i i i e f a c t t h a t i t i s possi b l e t o obtain a s p e c i a l 

exception t o the normal p r a c t i c e s of the Indians who own the lease$ 

i n t h i s area, and l a y i t on the surface. However, t h i s would r e ­

quire an exception, and i t I s d o u b t f u l t h a t I t could be obtained. 

Also, S k e l l y has a l l of t h e i r g a t hering l i n e s I n the area b u r i e d . 

One a d d i t i o n a l minor cost I s , t h e exact l o c a t i o n of the compressor 

was not a v a i l a b l e t o me. I knew t h a t I t was I n the quarter quarter 

s e c t i o n i n which I t i s shown, t h a t being the SE/LL of the NE/LL of 

Section 28. I n order t o assure t h a t I would not f i g u r e on too 

much l i n e , I put the compressor as close to the w e l l as I could 

and s t i l l remain i n t h a t quarter quarter secion. A l l i n a l l , I 

t h i n k the investment i s probably less than what would a c t u a l l y be 

inc u r r e d w i t h t h i s i n s t a l l a t i o n made. 

0 And even though i t i s a minimum investment, I t s t i l l 

r e s u l t s i n a loss? 

A That I s c o r r e c t . 

C Mr. Marshall, f o r the purpose of t h i s question I am 

going t o ask you, I want you t o assume t h a t the Commission grants 

our request, f o r an exception t o t h a t r u l e , and t h a t we continue 

t c produce and operate our w e l l as we have i n the past without t h i i 

a d d i t i o n a l investment expense. Under t h a t assumption, Mr. Marshall, 

w i l l t h i s w e l l be a p r o f i t a b l e w e ll? 

A Ho, s i r . The t o t a l revenues t o be received from t h i s 

w e l l w i l l never pay the d r i l l i n g cost. 

0, So a c t u a l l y , i f we are req u i r e d t o make t h i s uneconom: 
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I c a l investment , i t w i l l j u s t be an a d d i t i o n a l burden on what i t 

i s a l r eady , an u n p r o f i t a b l e we l l ? 

A Yes. The ope ra t ion i n t h i s w e l l now i s -~ can be 

descr ibed as a salvage ope ra t i on and n a t u r a l l y causing a d d i t i o n a l 

investment necessar i ly would r e s u l t e d i n l o s s , i n t h a t gas revenue 

i s not suf f I c i e n t " t o pay f o r the investment and would only r e s u l t 

i n f u r t h e r loss of the w e l l . 

0, Are you through? 

A As a r e s u l t of d r i l l i n g the w e ] l . 

Q Mr. M a r s h a l l , i n your o p i n i o n , as an engineer , what 

conclus ions have you reached, w i t h respect t o t h i s a p p l i c a t i o n f r o m 

the s tandpoin t of p r e v e n t i n g avoidable p h y s i c a l waste as w e l l as 

the p r o t e c t i o n of the c o r r e l a t i v e r i g h t s of the p a r t i e s of In t e re s ' 

A Assuming the e x c e p t i o n , which i s requested, i s grante< 

I can see no avoidable waste which w i l l take p l ace , and i t i s a l so 

my o p i n i o n tha t the c o r r e l a t i v e r i g h t s of a l l i n v o l v e d w i l l be 

p r o t e c t e d . 

Q A c t u a l l y , i f we are r equ i r ed t o make t h i s uneconomic 

inves tment , economic waste w i l l r e s u l t , w i l l i t n o t , Mr. Marsha l l? 

A That I s c o r r e c t . 

0, And the value of the casinghead gas, which w i l l be 

saved, gathered and s o l d , w i l l not pay out the investment r e q u i r e d 

to— 

A That i s c o r r e c t . 

MR. BUELL: May i t please the Examiner, t h a t ' s a l l 

;? 
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we have at t h i s t ime , and I would l i k e t o f o r m a l l y o f f e r Pan Ameri­

can' s E x h i b i t s 1 through 3 i n evidence. 

MR. NUTTER: Pan American 's E x h i b i t s 1 through 3 w i l l 

be admit ted i n evidence. 

(The documents h e r e t o f o r e mark? 
Pan American 's E x h i b i t s 1,2 ar 
3 were rece ived i n evidence. ) 

MR. NUTTER: Does anyone have any ques t ions of Mr. 

Marshal l? 

MR. PAYNE: Yes, s i r . 

CROSS EXAM INA T l ON 

BY MR. PAYNE: 

0 Mr. M a r s h a l l , are you aware t h a t the g a s - o i l r a t i o 

l i m i t a t i o n i n t h i s f i e l d I s 6,000 t o 1? 

Ai Yes, s i r . 

Q A.nd, of course, you are aware t h a t the f i e l d , the 

poo l r u l e s p rov ide t h a t no gas should be f l a r e d or vented? 

A Ye s. 

Q Do you f e e l t ha t I f t h i s excep t ion i s g ran ted , t h a t 

t h i s p a r t i c u l a r w e l l should be he ld t o a g a s - o i l r a t i o of 2,000 t o 

1? 

A 1 can see no reason why i t should not be or no reason 

why I t should be. I ' v e not made a study as t o e x a c t l y the r e se r ­

v o i r i t i s producing f r o m . I t appears I t I s p roduc ing f r o m the 

Otero-Gal lup F i e l d . 

0. There would be more gas vented, would there no t , I f 

| 

i d 

id 
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the r a t i o i s l e f t at 6,000 t o 1? 

A Yes. However, I do not f e e l t h a t , I f i t i s t r u e , 

which , as I say, I have not made a s tudy . I f i t i s t r ue t h a t the 

w e l l i s I n the same r e s e r v o i r w i t h the remain ing w e l l , I t would 

seem to me t h a t i t would be an i n e q u i t a b l e s i t u a t i o n f o r one w e l l 

t o be produc ing w i t h a l i m i t of 2.COO w h i l e the remain ing w e l l i s 

produced w i t h a l i m i t ^ o f 6,000, since even w i t h the l i m i t of 6,000 

the volume of gas which w i l l be vented f r o m 35 Ho. 1 i s not a 

very l a r g e amount of gas. 

0 How much i s i t ? 

A At the present t ime i t ' s approximate ly a hundred MCF 

a day, a l i t t l e b i t l e s s , p r o b a b l y . 

0, Have you c a l c u l a t e d how much i t would be I f i t were 

operated on a 2,000 t o 1 GOR? 

A I t would be the same, 1 b e l i e v e . The w e l l i s capable 

of p roduc ing on ly t w e n t y - f i v e b a r r e l s of o i l a day, which i s the 

2,000 l i m i t . I b e l i e v e the f i e l d i s on a - - what averages out 

around seventy ba.rrels a day a l l o w a b l e , so t h a t at a 2,000 l i m i t 

you would have one hundred f o r t y MCF a. day, which the w e l l i s not 

capable of p roduc ing , and i t w i l l not become capable of p roduc ing , 

i n my o p i n i o n , and you would not have any more gas f l a r e d t h a t way 

than you would under 6,000 or any l i m i t . 

Q You are not a c t u a l l y c h a l l e n g i n g the f a c t t h a t t h i s 

w e l l i s i n the Otero-Gal lup Pool , are you? 

A Ho, s i r . 
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1 °; 

MR. PAYNE: Tha t ' s a l l , thank you . 

QUESTIONS BY MR. NUTTER: 

Q Mr. M a r s h a l l , what i s your es t imate of revenue of 

^3,0l}.0 f r o m the gas based upon? 

A I t i s based upon the pas t , a p r e d i c t i o n of the gas 

r a t e which w i l l be produced I n the f u t u r e , and t h i s r a t e I s based 

upon the past performance of the w e l l as w e l l as i n f o r m a t i o n we 

have on the G-allup to p r e d i c t the f u t u r e performance. 

0. How much gas do you expect w i l l be produced f r o m the 

w e l l d u r i n g I t s l i f e ? 

A Produced f r o m the w e l l , not s u b t r a c t i n g what w i l l be 

used on the lease , I t w i l l be approximate ly 62,000 MCF of gas. 

0. What i s t h i s gas t h a t i s used on the lease? I s t h i s 

t o run a pump u n i t ? 

A Ye s. 

Q, I t I s a gas operated engine? 

A Ye s. 

0. How much gas does i t take to operate t h a t u n i t per 

day? 

A I t takes 6 MCF per day t o run the u n i t . 

0. I s any gas be ing used i n the ope ra t i on of a hea te r -

t r e a t e r or any th ing l i k e t ha t ? 

A Not t o my knowledge, no, s i r . 

Q, Does Pan American have any plans f o r d r i l l i n g any 

a d d i t i o n a l w e l l s on t h i s lease? 
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A Not t o the G a l l u p , n o , s i r . 

Q, Now, you show your ga the r ing l i n e going f r o m the 

w e l l to the compressor. What i s the l o c a t i o n o f the nearest tank 

b a t t e r y on another lease which i s connected? 

A Ske l ly* s? 

0 Yes, s i r . W e l l , anybody 's . 

A W e l l , I b e l i e v e S k e l l y ' s would be the nearest one, an< 

I am not sure, but I b e l i e v e t h a t the tank b a t t e r y i s a l so loca ted 

i n the same qua.rter quar te r s ec t i on as the compressor. 

Q You d o n ' t t h i n k there i s any tank b a t t e r y any c lose r 

than the compressor i s , then? 

A I d o n ' t b e l i e v e there a re , bu t I c a n ' t be sure on tha' 

p o i n t because there has been some l a t e developments, and I n o t i c e 

there i s another lease here on Sec t ion 27, which p o s s i b l y has a 

tank b a t t e r y . But I t ' s my o p i n i o n r i g h t now t h a t the tank b a t t e r y 

i s i n the same qua r t e r qua r t e r s e c t i o n . 

Q I f there a tank battery c loser to the we l l than the 

compressor i s , i t would be possible to run the l i n e to that tank 

b a t t e r y and commingle t h a t gas w i t h the o the r — 

A I t would be p h y s i c a l l y p o s s i b l e , but under S k e l l y ' s 

terms, under which they would take the gas, i t would not be pos­

s i b l e because they have s ta ted t h a t t h e i r l i n e s are run t o capa­

c i t y , and we would not be able t o d r i v e the gas anywhere unless - -

t o the compressor , and i t would be necessary t o compress the 

gas ourse lves . 

] 

J 
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Q. You est imated i t would cost %100 t o l a y t h i s l i n e on 

the surface? 

A Yes, s i r . 

Q I s t h a t l i n e cost o n l y , or have you taken i n t o con­

s i d e r a t i o n there a share of the cost of the compressor? 

A No, s i r . That cost i s based on the cost of the l i n e . 

The cost to l ay the l i n e i s s u b t r a c t i n g what we f e e l the salvage 

value of the l i n e would be a f t e r the w e l l i s dep le ted , and some 

charge f o r what I t would cost t o remove the l i n e . 

0 Have you considered any compressor costs? 

A Yes, s i r , t he re are some meter costs and r i g h t - o f - w a y 

costs which would be necessary. 

Q. Now, what d i d you es t imate to be the l e n g t h cf t h i s 

l i n e ? 

A Approximately t en thousand f e e t . 

0. What was your cost per f o o t ? 

A The cost of the l i n e per f o o t , not count ing the l i n e 

and r i g h t - o f - w a y , was f i f t y cen t s . 

Q I n s t a l l e d ? 

Ai I n s t a l l e d . 

0 What i s t h a t , t w o - i n c h l i n e , Mr. Marshal l? 

A Yes, s i r . 

Q Pan American would be w i l l i n g f o r t h i s o rder , i f 

entered by the Commission, t o be con t ingen t upon there be ing 

on ly one w e l l and t h i s known volume of gas t h a t I s p r e s e n t l y 
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A Yes, from the Gallup. 

Q And i n the event any other w e l l I s d r i l l e d on t h i s 

lease or a l a r g e r volume of gas became a v a i l a b l e , Pan American 

would be w i l l i n g t o review t h i s case on another hearing? 

A Ye s. 

MR. NUTTER: Does anyone have any f u r t h e r questions 

of Mr. Marshall? 

QUESTIONS BY MR. PAYNE: 

0. Who owns the acreage i n Section 3h> Mr. Marshall? 

A S k e l l y , I b e l i e v e ; at l e a s t i n the N/2. I am not 

sure about the s/2. 

0, Now, t o the best of your knowledge, are a l l the w e l l s 

i n t h i s proposed extension connected t o gas gathering f a c i l i t i e s 

other than yours? 

A To the best of my knowledge, they are, or w i l l be, 

since I b e l i e v e a l l of them belong t o S k e l l y . 

MR. PAYNE: That's a l l . Thank you. 

MR. NUTTER: Any f u r t h e r questions? Mr. Marshall may 

be excused. 

(Witness excused) 

MR. NUTTER: Do you have anything f u r t h e r , Mr. Buell? 

MR. BUELL-: No, Mr. Examiner, nothing f u r t h e r . 

MR. NUTTER: Does anyone have anything f u r t h e r they 

wish t o o f f e r i n Case 1717? We w i l l take the case under advisemen 
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and r e c e s s t h e h e a r i n g u n t i l o n e - t h i r t y . 
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STATS OF NEW MEXICO ) 
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a b i l i t y . 
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