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FARMINGTON, N, ™,
PHONE 32%5.1182

DEARNLEY-MEIER REPORTING SERVICE, Inc.

ALBUQUERQUE, N. M,
PHONE 243.6691

BEFORE THE

OIL CONSERVATION COMMISSION
Santa Fe, New Mexico

March 29, 1962

EXAMINER HEARING

IN THE MATTER OF:
Application of Texaco, Inc. for an order
pooling all mineral interests in the Basin-
Dakota and Blanco-Mesaverde Pools in the
W/2 of Section 12, Township 30 North, Range
12 West, San Juan County, New Mexico. In-
terested parties include Pan American Petro-
leum Corporation, Southwest Production Com-
pany and Tidewater 0il Company.

CASE NO.
2511

s N St et s s el Nl sl e s

BEFORE: Elvis A. Utz, Examiner

TRANSCRIPT OF HEARING

MR, UTZ: We will call Case No. 2511.

MR. WALKER: Application of Texaco, Inc. for an order
pooling all mineral interests in the Basin-Dakota and Blanco-
Mesaverde Pools in the West half of Section 12, Township 30 North|]
Range 12 West, San Juan County, New Mexico.

MR. WHITE: Charles White of Gllbert, White & Gilbert,
Santa Fe, New Mexico, appearing on behalf 'of the Applicant. We
have three witnesses to be sworn.

MR, BUELL: For Pan American Petroleum Corporation, Guy
Buell.

MR. UTZ: Are there any other appearances?
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thelr wells are shown. The Aztec Pictured Clifl{ wells in the are
are shown by a green circle, the Blanco-Mesaverde wells shown by
a bDlue circle and Basin-Dakota is clrcled in red. The Texacco
acreage 1s bordered 1u yeilow at a proposed standard of a 320-acrq
onit for both the Basin-Dakota and the Mesaverde shown bordered
ia red.,

3 Will you state what 1interests you are requesting the
Comaission To pool and describe thelr acreage and location of
casings?

A Well, Texaco owns 100 percent working interest and is
the operator of 200 acres in the West half of Section 12. This
acreage includes the 160-zcre L. M. Barton lease, which 1s des-
criped as the Northwest quarter of the Northwest quarter, the
South half of the Northwest guarter and the Norfheast quarter of
the Southeast quarter. Texaco also owns a U.S5.A. Federal lease
contalning 40 acres, being described as the Northeast guarter of
the Northwest quarter of Section 12.

It is our understanding that Pan American Petroleum
Corporatibn is the owner and owns 100 percent working Iinterest
in 80 acres in this West half of the section, descrived as the
Northwest quarter of the Southeast quarter and the Southeast
gquarter of the Southwest quarter. We further understand that
the Northwest of tne Southwest 1s a Federal lease and the South-

east of the Southwest is a fee lease.

The Southwest Production Company and Tidewater 011
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Company jointly own 100 percent working interest in L0 acres des-
crived as the SoUthwest of the Southwest of Section 12. We fur-
ther understand that this is a fee lease and that Southwest Pro-
daction Company owns a 70 percent working interest and Tidewater
owns 30 percent working interest.
o] By the subject appllcation, are you seeking to pool the
interest of Pan American?
A Yes, we are.
Q Have Southwest Procduction Comvany and Tidewater volun-
tarily come Into the unit?
A Yes, sir, they have voluntarlly come into the unit,
(Applicant's Exhibits
2 and 3 marked for
identification)
A Would you explalin what Exhiblts 2 and 3 are?
A Exhibit 2 and Exhiblit 3 are ftelegrams received from
Southwest and Tidewater.
Exhibit No. 2 is a telegram received from Tidewater 0il
Company:
"J. H. EUBANKS, TEXACO INC.
MIDLAND SAVINGS AND LOAN BLDG.
MIDLAND, TEXAS
TEXACO!'S BARTON UNIT WEST HALF SECTION TWELVE TOWNSHIP
3 ON RANGE 12W SAN JUAN COUNTY NEW MEXICO TIDEWATER
AGREES TO BE VOLUNTARILY POOLED ON THE BASIS OF 150
PERCENT PENALTY PROVISION FOR DRILLING AND COMPLETION
COST AND 100 PERCENT ON OPERATING COST PROVIDED THZ
PRODUCTION IS TAKEN OUT OF OUR NET INTEREST.

TIDEWATER OIL CO,
PETER PAUL GROTH"
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Exhibit 3 is a telegram from Southwest Production Compars

"JOHN GUNTER, TEX{ACO INC.
MIDLAND, TEXAS

REFERENCE BARTON UNIT SOUTHWEST PRODUCTICN CO, WILL
VOLUNTARILY JOIN TEXACO'S BARTON UNIT, WEST HALF SEC=-
TION 12 30N-12W SAN JUAN COUNTY, NEW MEXICO, ON NON-
CONSENT DRILLING BASIS WITH 150 PERCENT OF DRILLING
AND COMPLETION CCSTS AND ONE HUNDRED PERCENT OF OPEAAT-
ING COSTS BEING <=COUPED BY TEXACO OUT OF SOUTHWEST!S
NET WORKING INTEREST IN ITS LEASES IN THIS UNIT SUBJECT
TO SOUTHWEST APPROVAL OF ACCEPTABLE COMMUNITIZATION AND
JOINT OPERATING AGREEMENTS.

JOSEFH P. DRISCOLL"

8] That is Exhislt 3¢
A Yes, sir,
2 Has Texaco Pteeir successful in workiag out agreements

with Pan American?

A No, sir, we haven'?t.

Q Wiil you state where the location cf the well 1s in
reference to the plat in Exhibit 17

A The location of the Texaco L. M. Barto: Weil No. L
15 located in Unit F, Section 12, Townshin 30 Horth, Range 12
Uest.

MR. UTZ: Do vou have a foou location?

A Yes, sir, I do. That weil is located 1850 feet from

the North line and 1650 feet from the West line of Section 12.

MR. UTZ: Thank you,.

&

(by Mr. White) ave there been any previous orders

issued by the Commission in reference to this we.ri?

L
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tion ending at 12:30 p.nm. on Septemver 15,

Yes, sir, Crder R-2043, dated July 29, 196i, was issued

t/

What was the substance of that order?
This proposed Texaco for unorthodox and tubingless

tion in temporary non-standard and for o 160 proration for

When was the driliing actually commenced on this well?
This was doae Juze 23, 1961, and in Septerber, 196i, th
rde was compieted and potentialied and on September 15,
she Dakota formation was potentialied.
Will you state what the results of these Zests were?

The Mesaverde open hole at 5:00 n.n. September 8, 1961,

ren day absolubte In cas.ng pressure was 12106,

The flowing tubing pressure wWasg 100 5L, the Dakota

ytl, the caliculayg

[

e open holie was 2305 MCF per day plus 14 barrelis condensate

ven~day shut-in tubing pressure was 1700, 250 PSI and flowiy

2 ™

sressure was 183 PSI.

Are these 03 test with the Commigslon?

“al

What 1s the current stactus of e well?

Tnis well hag been shut in since completion, however,

—

current time we are negotiating & contract with Bl raso

A%

) &

Watural Gas Company and expect a connectlion in the very aear futuf
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Was the well completed as originaiiy planned?
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No, sir, tnis well
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was originally piranned as a coa-
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well and tubingless completion flowing a string of

)

a string of U44-inch tubing. The Dakcta was %o be i..
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in the 4% and %the Hegaverde 1n

and the Bianco

Well, the completion program was changed and

conventional duwal,

Did

Texaco encounser any unexpected

Yes, sir, we did. Tnis well! wasg drillied to a tose
3 2
6800 feet as planned and during logoing olerations a

ccurred: etion
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addriional $13,000 Tor shig surface

3 Wow that she welyr is conplescd, do »ou be.lieve Teltac
g entvi so any risl factor?

A Yes, siv, I do. There is . douvet i my =-iad tonsys L0
un aad driiled this werl and 1T had beeil & Gry noie, Texaco,
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of 320 acres in tne Basin-Dakova pool. Tnis woollly agrecmen

wourd pe With each of the operavtors pooiing 100 percent of the

sroresed share of well cusszs. I Pan Amcrican or che other

of this tesi, they would have shared In uvne well coSv as well as

the driliing. IF these operators had a Corce poollang prior to

cons as sne time ard some rick factor, which wWou.d have oteen dcuer-
miced vy che Commigsion.

7 Did Texaco make any offer to Fan American to

=3
-3

the Raslir-Dakota in 100 sercent of tne wel:l cost

Ve W

A Yes, sir, this cfier was made pria to the - - it s vade after
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; And wnat is Uou are seewing?
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Fan Amcricasn operators nave
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There is a penaity, actually

a risk, iu tnls providing for non-consenting that the overator
recover 150 of each non-consenting shave of the total coss of The
Ariiling of tne uwelill. Tnis welili, 1n this unit, is inveived i the
same rescervolr and in Jeneral ars. as Texaco's L. M.

2 Have you nrepzred any payout calculations?
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(Appliicans's Exhivit Wc. 4
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mariked ror rdentiiication,
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< Wil you mroceed and eXulalin sEhioiv 47

A Kxhibit No. 4 is

Test taken on this vell, so Tne fivst thniag we nud o deteriise of

nad to come up Wwith is some idea of wnat the deliverapility o

trils well would pe. To deal witn this 1n Une past, Texaco nas
developed a curve whlich 1is o relationsnin of deliverapiiity to

calcuiated apsolute open flicw. From this curve we Hook calenlzn-
ions on the apsoliute ope:nl Yiow and came up With a deliverabllity

cion which we ocelieve 18 reasonanied

)

for the Dakota-Mesaverde forna

culd be 530, the Mesaverde deliver-~

apility would pe 46C. From this deliveracility, we went Lo the
2108% recent datum and assur:2d thav if this well nad oeen produclnag

aring sne month of March, 1962, assuming bthat on this well we

caleulisted what our alliowable would pe for Marcn of thi
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We found a Dakota allowavle of 8701 MCTF and Mesaverde of 6296 IMCF|

Prom thig, we determined wnat cur proportionate share
of tne two=-pool alicwabvie would pe and applied this to last year'y
1961 production. During 1961 Basin-Dakota produced a total of

From

60,822,617 MCF, Bianco-flesaverde produced 160,823

[
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thiis proportionate percenvage we estimated our Ifirst yearts pro-
duction in the Basi:i-Dakota woeuid be 03,900,000 cubic feet or
175 MCF per day aand the Blanco-Mesaverde wouid be 66,500,000
cublc feet or 182 MCF per cday. This gives vou a totali per weil
croduction of 130,400,000 cupile feet. Now, we had to make cer-
tain pasic assumptions. ¢ assume that the Basirn-Dakota produc-
tion wilil remain constant untvil payout, We acsume the Blanco-
Mesaverde will remain constant for a period of seven years a-d

then cormence at a 6 percent decline

8] What is She basis for that assump
A In other words, 1n order to deter~ine that, we ook

averages of the Mesaverde from 1956 to 196i. We dezlined these
leliverapilities and found they were declining petween five and
six vercent per year. Taking the current I.. I. Barton dellver-
abiilty, ve declined at five or six percent parallel %to the pool

until a point where the deliverability was less fthan our

jon
0
(@]
P_.J
=
o]
o]

g

=liowaple of 182 MCF per day. At this point, we assumed

(¢
€

-
(D
[

the well then would go to a sixX percent decline. Another pasic
assumpition that we assumed was that there was ore-eighth royalty
interest. The condensate eguals ten barrels per miilion cuoic
fees. For the operasing costs we used the tobul of $2,200 per
vear., For taxes wWe used six percent of the toval gross sales,
For the total well and equipment cost we used Tthe actual cost of
$207,308.69. As far as income from the well, we assumed an in-

come on cas of 13¢ per MCEF;condensate would be worth $2.50 per
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barrel less 30¢ per barrel for trucking,or $2.20,and the weipht
average of the gas plus condensate wouid be $0.152 per MCF of gas
produced. From this, we determine a payout calculation of 18.1
vears. Now, to further clarify that point, I wouid like to enter

Zxhibit 5.

(Applicant's Exhibit No. §
marked for identificatio]
% Will you oW explain Exhibit 5%
A Axniovit 5 is a graphic representation of the data I nhavd

2

just vresented. The vellow line at the %op is the btotal well pro-
dguction in MMCF. The green line 1is lesaverde productilon and the
plue line is the Dakota production. The red line is the cumulia-
tive net income frort the well with the brown iine at the pnotitom:
veing the annual net income from the well. We took the total cosy
of ©227,3086.69, went across on the graph until 1t intersected the

cumiirative net income and read down in vears and came out with a

payout of 18.1 years.

A} Have you prepared any present-worth calculations?
A Yes, sir, I'd iike to enter therm as Exniblt No. 6.

(Applicant's Exhibit No.
marked for identificati

A (continuing) Exnibit 6 is tabulations of present worth
caiculations compounded on a seml-annual basis at sSix percent.
Now the Pan American interest, the interest to ve pooled is 25.0

ercent. Thnis is based on their total of 80 acres. Twenty-five

ne»cent of the total welil cost 1is $56,827. Now, assuming this
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eighteen~year payout which we have just caiculated, and using the

six percent interest compounded semi-annually, there is a present-

o

worch factor of .©630. DNow, applying this present-vorth factor to
Pan American's net interes®, the money that Texaco would have to
recover over this eighteen-year period to be equivalent to Fan
American's current twenty-five percent is $90,201, wnich equals
158.7 vercent of their provortionate share of the total well cost
Therefore, if Texaco 1s granted a risk factor of 150 percent, ig
will stiil ve impossivle for us to recover or actually vreak even
ol Our money.

& And this risk factor of 180 percent would not reimburse

entity interest of gix percent over tnat period of Time?

A No, sir, 16 wouid not.
e Have you worked out any supervislon charges?
A Texaco 18 requesiing, as far as supervislon charges,

that the supervisio:n charge be based on the actual operating

'y

expense attributable to this well plus a reasonavie administra-

2

ive overnead charge.

(=)
O

What do you figure this supervision charge to awount ©o

g

&

in this partlcular case?

strative overhead charge that we feel

-
=
rn

A Well, the admin
is reasonable is $60 per month.
MR. UTZ: Thnat ig Tfor dual compiction?
A That is for dual completion,.

& (by Mr. White) What will your respective interests ve

~

-
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i1 the proposed standard 320 acres?

A If the Commisslon sees fit to enter a force pooling
order for the West halfl of Section 12 and form a standard 320-
acre proration unit for both pools, the working interest in the
Texaco L, M. Barton welli will be as follows: Texaco will be the
operator with 200 acres, 62.5 percent; Pan American will have
80 acres or 25.0 percent. Southwest Production Company will
have 28 acres or 8.75 percent and Tidewater, 12 acres or 3.75
percent.

) In your opinion, Mr. Black, will the proposed force
pDooling be in the Interest of conservetion and protect correla-
tive vrights?

A Yes, sir, I fecel it will,

MR, WHITE: Af this time, we offer Ixhiblts 1 through
MR, UTZ: Vlithout objection, Zxhinits 1 through 5 will
e entered into the record.
(Wnhereuron Texaco's Exhioitd
1 through 5 were admitted
Into evidence.
Q (by Mr. White) Does that conclude your testimony?
A Yes, sir, it does,
MR, UTZ: Are there any questions of the witness?
MR. BUELL: Yes, sir, I have one or {wo.

CROSo EXAMINATICH

BY MR, BUELL:

@ Mr. Black, could you briefly stabte for the record uwhy

5.

b
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you are applying for this force pooling application some nine
months after the well was spudded?

A #ell, sir, we had a temporary non-standard proration
unit for a period of six months. During this period, we felt we
could work out a voluntary pooling agreement bebtween all parties
concerned. We have found that we have not veen able to work out
this agreement.

Q Actually, Mr, Black, prior to the spudding date of this
well and around the time this well was spudded, Texaco was making
efforts in that regard; were they not?

A Yes, sir, wWe were.

Q

<

And actually that 1s the reason you went ahead and had
a non-standard unit Hearing, because you were hopeful you could
vwork it out voluntarily?

A Yes, sir, we have always had the intention of trying %o
work out voluntary agreements.

Q Actually, Pan American and Texaco were actively nego-
tiating on exchange of acreage, were they not?

A Yes, sir, we have been negotiating to form this standard
unit.

Q I am talilking about the exchange of acreage back at the
time you spudded your well,

MR. WHITE: ‘e will have a land nan, who can talk about

Q (by Mr. Buell) Mr. Black, I believe from your testimony
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you originally estimated the cost of this well a3 $9T,000, is that

-5

correct?
A I believe it was $99,700.
6} And vour total cost will be, if my fisures are correct
o o & k)

sonewhere around $227,0009

i That's correct,
Q S0, actually, this well cost about 10C percent morc

than you anticipated?

A Yes, sir, it did.

Q And according to the payout calculations, I believe,
of approximately eighteen years, 1is that correct?

A Yes, sir, 18.1 years.

Q If the Commilssion grants your request for a fifty per-
cent penalty, what will be the number of wvears involved before Pary
American receives anvihing for its interest?

A Well, sir, we haven't worked that out. The eighteen
veayrs would be on 100 percent of the actual cost.

& 30 it would be reasonable to assume, since your lMesa-

G

:

verde production is declining, that the additional fifty percent
would e somewhat greater than half of the elghteen-year period,
but certainly it would be another nine years, which would be
twenty-seven years all told?

A Yes, sir, I agree uwith thast.

Q

4]

And actually, as vyou stated, with the well declining,

it might be more than that but you know 1t would be at least nines
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A Yes, sir.

Q Would you be surprised if Pan American actually received
a penny from this well for its acreage 1f the Commission grants
wour request?

A No, sir, I believe Pan American will receive their share
it will be in addition to the 150 percent and they will recelve

t from the income from thisg well.

}.Jn

Q Do I understand that it is vour %Hestimony that this well
will be producing economically twenty-seven wvears from now?

A Based upon the current allowable situations and our
estimated producing vrates on a yearly basis, this well should have
a 1life in excess of fthat period of time.

Q Would you care to predict how many years in excess of
twenty-seven you think it will still be going and produclng at
an economlc rate?

A Well, sir, that certainly depends on the allowable sift-
uatlion. If the market lmproves and we get increased allowables

1. .

in the San Juan Basin area, certainly in this znayout it could be
altered and be much shorter and the totzl life of the well could
be less than thirty wvears 1f the allowable was increased and our
producing rate was increased.

MR, BUSLL: Did I understand wyou, IMr. White, that you
will have another witness who will discuss the blowout?

MR, WHITZ: Yes, sir.

MR, BUBLL: That 1s all I have of HMy. Black.

e
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MR, UT2: Mr. Morris.

CROSS EXAMINATICN

BY MR. FORRIS

@ Mr. Black, I believe you testified that six month tenp-
orary proration unit was aprroved for the 160 acres ceing your

L. M. Barton lease, 1s that correct?

A That's correct.
2 And was that non-standard unit created by Crder R-2043

dated July 28, 19612

fi 3 - B ,
A Yes, sir, 1t was.

]

Q And when,under the terms of that order, would it have
B

A January 23, 19062,
il What has beerr the status of the well since the tire

. 2

that order has expired? H

1

5 1% been producing?

{

A No, sir, this well has been shut in since completlon.

) You testified that monthly

@]
O

ot for supervising this

o

well would be in the neignborhood of O per month?

A Mr. Morris, I pelieve that is administrative overhead

Q Administrative overhead charges. Now, is that something
gifferent frowm operating costs or 1s sornething included witnin

operating costs? OUn Zxhibit 4 you show operating costs $2,200

per year.
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. They are not paying 150 cash. We nave

i
e

recouped 150 percent out of thelr share cof the production.

Q What does the extra 50 percent represent? Does 1t rep-
resent interest and charges of supervision as well as risk factor
Just what factors would you say go to make up that extra 50 per-
centc?

A This 50 percent is risk factor. It 1s in keeplng with

our operatiang agreemenivs [or non-cousSenting interest owners and

in our operaving agreemencs, 1t ranges from 150 to even 300 per-
cent in sSome cases, So 10U is a risk factor.
Q Then, in The communitization agreement that you wilil

asit Tidewater and Scuthuest to sign, will that aiso be in addi-
tion to the 50 percenty and include cnarges that might be witli-

neld from productio~ for administrative cvernead or other operat-

‘,‘.I.
3

= T e 5o PO 1 4m i P ey Aa st T R

A Yes, slir, L belleve the telegrams stuale they will pay
- X ..,,,\d m,, Ve L Fhpd ccami E =ha aoinon b atd i At
ce nu -40 Qe vp ¢ OL Their Dhare i vl do olido. Oj_.)erd by i

d .

senges attrivutabie o this well.

7y R P B S ]
o WNAT apout LnTeressy
x e 1Ty 3 3 R
A No, 8Ly, iunterest wWould not bpe Laciuded.
N . 4 oy P S T ee A 1 » -
) But youw say thwe extra 50 pevcent ig just a rvisk fuztow,

P . pi - b g . ) > N\ A .
it ases not include any charge for interess?
o ‘aTe - ey e ™y
A In our 100 percent. 'Tne

) I am talkiag abcus the 50O percent that Southwest and




DEARNLEY-MEIER REPORTING SERVICE, Inc.

ALBUQUERQUE,

N, M,

FARMINGTON,
PHONE 325-.1182

N, M,

PHONE 243.6691

PAGE 21

Tidewater agreed

50

-
Fte
w2
-

U1

ynether ¢!

for interess

A o, sir, 1%
A But there ic

n 7 .
£ NC, BLi.
~ oy proTITY T,
PLi, viunivio s
TRy TATY TV o
BY I®l. UTlZ:

A I don't nave
minuto.
& Well, do vou

produced at the end of
A

wiourd remain 63,900

would continue at 66,500,000 MCT

, 0G0

doesn's.

e other cnarge for

7ot i

SRV

s}

have a percentacse of ©

e e
the Cayout?

.- 1T - S v Fad
don't. Ve assumed, of
rAOYTY S -y oy 1t 2.1

HIOCE per year anG 3snas

s 1

ne orig

(¢

course,

nave,

WOULLG

Just cne

that Dakota

the Mesaverde

seven years

and

then 7o on a six perceant declire.

S Froducing from a 320~acre wv.ioy

A Yes, sir, your Dakota wouid ve.

Q Wnat I am driving at here 18 how do you know there are
that many reserves Jelli Lo peglin wWigh?
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A Wc have made regerve calculations and we feel that this
nuzoer 18 less than our reserve, certalinly Lless Than our reserve

caiculafions.

) You don't rule what reserve calculations were?

A No, 1% nasa't been a policy of Texacc to present ro-
sarves pefore this Commigsicr in the past.

& I thin

poiizcy or not.
imow what they are, 1

can

2., . .. -
cther words,

ciorn is moing to bpe for clipghteen years and then support it with
testirony as to whether you have that many reserves in the ground
1% Coesn't seem Lo ne 1ilte you are presencing too mucn.

MR, WHITE: 1 selieve whe sestimony 1S presently that
thner nave calculated the reserves, they are in excess of an

cisnhteen-year period.
A Mr. Uz, I ©

cesp of 200 percent of

period.

" (oy Mr. Utz)

v

A Or ratner, 1
over tne eignteen-year
8] And that is
A Yes, sipr, ue

Wwe are 1in

You nhave wveen

you Drese

an oargument ag to vnether 1t is a

gsiked for reserve figures; 1L vou

jould like to have them . the record. In
nt ficures here of wnat wveur produc-

elieve I could glve you the reserves in CxXA
what we expe over uthe eightecen-year

m

=

fa)
-

n ecxcess of 200 rer

T vwiould be 200 rercent tirmes the figures
period for the Dakota formation,
Sust for The Dakouva only?

T

cohimated the 1ife of the Mesaverde to be

years.
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Q How about the Mesaverde?

A As I said, we estimated the life of the Mesaverde to be
between twenty and thirty years, so therefore the reserve until
payout would probably be in the neighborhood of 75 to 80 percent

of the total reserves.

Q Two hundred percent in the Dakota. Now, do you have §
idea what pressures -- weil, first let me ask what amount of

pressure do you calculate here?

A 335 PSI.
Q Wellhead?
A Wellhead abandonment pressure -- excuse me, reservolr

abandonment pressure.

MR. UTZ: I have no other questions. The witness may be

1 excused.

MR. WHITE: I would like to call Mr. Robinson.

J. E. ROBINSON, JR.
L}called as a witness, having been first duly sworn on oath, was

examined and testified as follows:

DIRECT EXAMINATION

. BY MR. WHITE:

Q Mr. Roblnson, would you state your full name?

A J. E. Robinson, Jr.

Q And by whom are you employed and in what capacity?

A Texaco, Inc., as a Petroleum Engineer.

Q Are you famlliar with the steps ‘taken by the drilling

. contractor to assure that this well, the L. M. Barton Well No. 1,
would.be drilled in accordance with good and prudent practices

b,

T
S, ;
;
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of the industry?

A Yes, sir, I am.
Q Will you give a complete history of the drilling of thig
well and the provlems that were encountered?

A The well was spudded and surface casing, consisting of
10 3/4-incn, was sebt at 311 feet and cemented to tne surface of
the ground. Tne surface casing was tested according to the Com-
mission's practices, which indicated that the blowout preventor
and ali surface equipment were in excellent working condition.
After the surface casing was set, we drilled out from under the
10 3/ ineh with a 9 7/B-inch hole to 4800 feet. Tnen we re-
duced the hole size from 9 7/8 to a 7 T/8-incn hole to 6800 feet.
During tne drilling of the well, we encounvered the Pictured
Cliffs, a sour gas zone, at 2045 feet, the point lookout of the
Mesaverde, which is a potential loss circulation zone at 4ii2 feet
and the Dakota, waich is the main gas pay at 6528 feet.

Q What type of nwud program do you have?

A The mud program for this well was 1n accordance with
normal mud programs for drilling of weils in this area. The mud

program ranged in mud weight from 9.3 to 9.6 per gallon, We

(¢
Q
w

mainﬁained the viscosity cost of 38 to 56 seconds per 1,000
and a water loss of less than 12 cc's.

Q What precautionary measures were taken prior to drill-
ing into the loss clirculatiorn zones?

A Prior to drilling into the point lookout, we added 115
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sacks of loss circulation materlial as a precautionary measure.

Q Was there any loss of cilrculation encountered?

A There was a very flexible amount that occurred at
Hyl41 feet.

Q wWhat were the conditions of the mud‘when the well
reached total depth and was being logged?

A The weight of the mud was 9.6 pounds per gallon and we
had a viscosity of 38 to 56 seconds per 1000 cc's.

Q When the logging operations were going on during the
logging of the well, what was the condition of the wud in the
hole?

A' Prior to coming out of the hole with the drilll pipe,
the driller kept the hole full at all times. When the logging
was started and during periodic checks during the logging opera-
tion, the hole was full of mud.

Q Would you give the particular unforeseen events that
occurred during the logging of the well?

A On July 16, at approximately 11:30 A.M., the well was
being logged at 3700 feet when backflow of drilling mud was
noticed and immediately the declsion was made to stop the logging
operation and remove the logging tool from the hole. The well
started unloading and 1t was necessary to close the rams 1n
the blowout preventor on the logging line. It is Texacols belief
that the loss circulation zone broke down during the logging

operation. The logging too had passed this loss circulation zone
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inch C.D. casing was cemented in two stages back to the surface

twice and after the lgss circulation'zone broke down, The well Dbe-
cane in an unbalanced state. This loss of fluid allowed thg hydro
static head on the Pictured Cliffs at 2045 feet to pe sufficiently
reduced to allow this gas-oil to blow out. This further reduced
tne hydrostatic head on the Dakota gas zone and then it blew out.
After the Pictured Clilfs blew out, there was not sufficilent
hydrostatic nead then on the Dakota, and then consequently blew
out after the Pictured Cliffs. After the blowout preventors were
closed, a major gas flow occurred around the surface casing.

We were faced with an immediate decision of either leav-
ing the well shut 1n and risk the possibility of losing the en-
tire string of surface casing plus the possible loss of the drill-
ing rig and life due to the hazards of a fire, or we had a decisio
to install vent lines as soon as possible and to remove the gas
from the rig vent and hope that the well would bridge itself and
kill itself. We elected to install lines and open the well up to
relieve the gas pressure that was blowing around the surface pipe.

An unsuccessful attempt was then made to kill the well
by pumping weighted mud into the well bore. A shaver rotating
nead was installed in the drillpipe and a 9 7/8-inch bit was
stripped into the hole. The well was killed and full circulation
was regained. The hole was then cleaned out; we drilled out

numerous bridges all down through the hole to 4800 feet. Seven-

.
}.J-

pe.

T
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e



DEARNLEY-MEIER REPORTING SERVICE, Inc.

ALBUQUEROUE' N, M,

FARMINGTON, N, M,

PHONE 325.1182

PHONE 243.66931

PAGE 27

It was necessary to change our casing program from the
original plans to cement over the low circulation zone, and the
Pictured Cliffs zone, and to tie in the ceiment on the seven inch,
tack into the surface pipe, assured adequate protection in view
of the gas that was coming around the surface pipe. After the
seven-inch pipe was set, we tested the pipe. We then cleaned it
out to T. D. and we set a 44-inch liner to from 4685 to 0764
and cemented it with 450 sacks. The entire length of the liner
was cemented. We then tested it with 3500 pounds. It tested
all right. We then completed the well in a conventional manner
by setting Baker Model D plug and running two strings of tubing
to produce the well.

Q Have wyou prepared a tabulation showing fthe estimated
cost of this well as against the actual costs that were 1lncurred?
A Yes, sir, I nhave.

Q Is that Exniolt 77

A Yes, I belleve 1t is.
(Applicant's Exhibit No. 7
marked for identification)
Q Now, will you proceed, Mr., Robinson?
A Exhibit No. 7 1s a comparison of the estimated costs

versus the actual costs of the L. M. Barton Well No. 1. In ex-
plaining it -- I think some of them are self-explanatory, but 1
will show the reasons for the difference. It is broken down both

into tangible and intangible costs. Cn the tangible costs, the

f‘3
t\ﬁ_/)
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estimated Wellhead was $4,500; the actual cost is $5,710.
This is because originally we had planned on setting a 4%- and a
2 7/8-inch string. We then set seven-inch and dual inside seven-
inch. )

Line pipes estimated cost was $200. We have no actual
costs on the line pipe. The estimated Casing was $14,400; we
actually spent $16,290. This is a difference in our casing desigi
by running a seven-inch and 4% liner. The tubing was estimated
at $4,600; we actually spent $8,190. This is the result of an
additional string of tubing to produce the Mesaverde. On tangiblg
total $23,700, the actual was $30,190.

Intangible cost for the float equipment was $1,100. Thd
actual was $1,320. The contract drilling, estimated at $30,200,
actually cost $27,150. The rotary day work was estimated at
$9,600; we actually spent $19,870. This was due to the fact¢ that
the rig was on a day-work basis when the blowout occurred and we
kept the rig there until the well was under control. Swabbing we
estimated at $4,800; we actually spent $9,750. This was due to a
longer interval that we swabbed the well and swabbing mud back
from the producing formation after we killed them.

Bits were estimated at $200; we actually spent $420.
Mud was estimated at $5,000; the actual cost, $71,550. In the

$71,500, it includes roustabout charges. We used roustabouts in

mixing the mud to kill the well plus pump truck charges to kill

the well and on stand-by basis.

?,
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Cement and services $3,500 estimated; actual cost

$7,110. This is due to the fact that we estimated our casing
from top to bottom. Well stimulation estimated at $9,000; we
actually spent $7,280. Road construction and dirt work was esti-
mated at $4,000; actual cost $3,510. Trucking $1,500 estimated;
actual cost $9,930. The additional charge in trucking is the use
of trucks hauling water to mix the mud when we were trying to kill
the well. Welding $400 estimated; actual cost $140. Surveys is
$1,800 estimated; actual cost $7,750. The reason here is that
we purchased a logging tool, the tool rental we did not have

any of on our estimated cost. The actual cost was $9,600. This
included rental tools to clean the hole up, and set our liner
and miscellaneous charges of $1,700; actual cost $4,450, The
estimated cost of intangible was $76,000, We actually spent
$184,120, The total of the original was $99,700. We actually
spent $214,310.

Q The estimated total cost of the well is what?

A The total cost is $30,187.37. for tangible and for in-
tangible $184,120.32; for tangible estimated $13,000 for addi-
tional equipment to be installed which will consist of a separa-
tor and heater unit, one for each side, plus a 400O-barrel stock
tank, for a total cost of $227,308.69,

Q In your opinion, are these cost expenses reasonable
and were they incurred in accordance with prudent operations?

A Yes, sir, they were, We have sizes covering all costs,

',.i\
. ,
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Q Do you have any further testimony?
A No, sir, I do not.
MR. WHITZ: We offer Exhivnit 7 in evidence.
MR, UTZ: Without objection, Exhitit 7 will be entered
into the record.

(Whereupon Texaco's Exhibit
7 was admitted in evidencs

MR. UTZ: Are there any questiong of the wiltness?

CRCOSS EXAMINATION

BY MR, UTZ: -

Q Mr. Robinson, how much surface casing 1is in this well?

A 311 feet.

) What size?

A 10 3/k.

) And how wuch cement?

A 1t was circulated back to the surface of the ground.

& At the tire the well blew out, did you have any other
casing?

A No, sir, we did uniot.

S Do you know winat she top of the Plctured Ciiffs 1s?

A 2045 feet.

Q@ 2045?
A Yes, sir.
& and the top of the Mesaverde?

A The Point Locokout was 4412,
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the Pocint
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How apout the Dakota?

The t

Yes, sir, 1t is in this interval from 4412 S0 4415 1

o
(e}
O

f the Dakota was 6523.

u know where your loss circulatvtion zone was?

il

Lookout zonsz.
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the ground. We tested 1t and everything neid. It
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workiag condlition and all of the cement tested

22

Sometimes during drilling operations, thougn,

tne drill plre would Xill a rotating inside tShe surface. There
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vl tnis

Kiown instances where you have cenent failures usless
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later on you nad a cement fallure along the same lines

Y

channeli.

ressure do you expect 1 the Filctured

;1200 vo L300 1in the Mepaverde ang in the ric-

- WA P a y
in She Mesaverae?

D

sir, and roughly 2,250 0 2,300 in the Dako:sa.
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2 Wnat weight mud did you say vou had in She hole?
A We had .0 nud, Jhich is the equivalent of .502 pounds

A That 1s correct.
MR. UTZ: Are there any other guestions of the witness?
The witiess may be excused.
(Witness excused.)

MR. WHITE: We will call our anexsv witness, Mr. Beach.

FRED E. BEACH,

called as a witness, haviiig veen first duly sworn on oath, was
examined and testiiied as foliows:

CiRuss sXAMINATION

BY iR, JHITE:

Q Mr. Beach, will

]

T
1

ol
. e4aclilia.

b

A Fred

And oy whorm are you employed anC in wnat capracity?

<

A Landman, Texaco, Inc.

) Have you previously testified vefore the Commission?

A Ho, I have a0ot.

Q WL1l you priefliy ctate your educat.oral and professiongll

packground?
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I am currentiy District Landman 1in the Famiington districs.

sl

MR, WHITE: Are the witness's guaualifications acceptublie?

-

MR, BUsLi: If ne wili state where T.4W.C. 1s located?

A That ig Fu. Worith, Texas Wesleyan College.
) (oy lMr. Wnite) Will you sbate what the actious were, if)
any, Texaco took wrior to the driliing of the subject well to

nezotiate a oooling agrecnent with Fan Anerican?
then of our intent to driil the welil in llay

of '6l and requested their joindry in the well.

Q Was that by lcetter?

A That was by lester datved HMay 23.

il And is that letter marked Exhivit &9
A Yes, i is.

(Applicant's Exhibit lc.

markcd for identificabioh)

< And what response or reply did you recelve, if any, fron

A Tney replied that they would prefor an acreage exchange.

Q And Gid the two companies then consider exXchanging zcre-
age?

h Yes, there were numerous tractsc consldered vy each

corpany, none of wnich wWere acceptapile.
o In other words, those tracts offered vy Pan American

were not acceptable to Texeco and vice versa?

A
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A That's right.

@ Then I take it negotiations were not successful?

A That'!s right.

Q Is it possible for Pan American to now come in and par-
ticipate 100 percent by paying cash and by paying cash avoild the

150 percent penalty?

A Yes, we would have reasonably requested again that they
do that.
) In regards to the motion taken by Pan American at the

Hearing in Case No. 2329 where we were granted a non-standard
proration unit, I would 1like to read the following telegram into
the record, which was sent by Pan American: "Pan American Petro-
leum Corporation would usually object to a 160-acre non-standard
proration unit for thelr horizons; however, in Case 2329 we have
been advised by Texaco that the necessity of an early approval of
a non-standard unit pending final negotiation of a standard unit
exists due to an expiring lease held by Texaco, and further that
they intend to ask at the Hearing for only a teuwporary order which

will permit them to drill and produce.their well with a recommenda+

tion to the Commission that the order be left open so that ultimately

a standard 320-acre proration unit can be formed in the West Half Qf
Section 12, Township 30 North, Range 12 West, In view of this, tos¢
gether with the fact that Pan American is currently negotiating

with Texaco regarding the formation of 320-acre, Pan American

Petroleum Corporation, as operator of the leases within the West
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Ve

half of Section 12, Township 30 North, Range 12 West, has no objec
tion to the formation of the proposed non-stancdard unit for the
Dakota and Mesaverde harizas on a temporary vasis with the order %o

pe lefs open to ultimately provide for

@

half of Section 12, Townshlip 30 North, Raage 12 West."

Q Does that concliude wour teétimony?
A Yes, 1t does.
MR. WHITEZE: That is all we have.
MR, UTZ: Are There any questicns of the witness?

MR. BU3LI: I have one.

BY MR, BUELL:

9 What do you landnen mean when vou talk about acreage

I

axcnaange?

A Trading cne tract for another tract when each of the
two tracts are considered to be of equal value.

Q In other words, in the active nezotiabtion between Pan
Americén and Texaco, ve were trying to work out an exchange wherebﬂ

FEPEY
.

vou would receive our cighty acres in this proposed 320-acre unit
and increase your working interest ownership 1n the acres within
that unit?

A That's right.

8] At the time the wire was sent that Mr. White has read

into the record, these negotiations were goling on at that time,

ywere they notv?

tandard 320-acre unlt intheist
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A May I make it clear that we were considering an acreage

exchange at Pan American's request and not Texaco's request and

the negotlations were

July 16, 1961°?

going on.

8] Did the negotiations suddenly cease shortly after

A I have no knowledge of any negotlations concerning an
2 [

acreage exchange later than June 30. '

MR. BUZLL:

MR. UTZ: A

The witness

MR, WHITE:

MR. BUELL:

MR, BUZELL

testimony.

called as a witness,

and Lestified as foll

BY MR. BUELL:

Q Mr. Ea%ton,

employed, in what cap

Thank you, that 1s all I have.
7e there any other questions of the witness?
may be excused.
(Witness excused.)
That concludes our case.
We have one witness tTo be sworn.
(Witness sworn.)

We nave one witness for some very shors

GEORGE W. ZATCN,

having been first duly sworn, was examined
OWS :

DIRECT EXAMINATICH

Wwould you state your name, by Wwhom you are

acity and in wnat location?

A George W. Zaton, Jr., Senlor Petroleum Engilneer for

Pan American Petroleum Corporation in Farmington, New Mexico.
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Q Mr. Eaton, you have testified at prior Commission hear-

£

ings and your qualifications as a Petroleum Engineer are a matter
of public record, are they not?
A Yes, sir, they are.

Q

4]

I wish you would briefly state, for the record, how
many years you have had actlve experience with poth Dakota gas
wells and Mesaverde gas wells?

A I have had active experience with the Mesaverde gas
wells since 1954, I have had some experience, limited experience
witn the Dakota gas wells since that same time, since the Dakota
horizon nas just more recently than that undergone extensive
developnent. From our experience, the Dakota formation would
have to be limited %to the past two or three vears as to devailed
eXperience.

8] With respect to the Texaco L. M. Barton well, what was

L

the reservolr enginéering section recommendation with respect o
that well when 1t wag first considered?

A 1t was our recommendabtlon that since Texaco ad g
drill this well, %nat acreage did not meet standards of develop-
aent for Pan American; therefore, we recounended an acreage ex-
cnange.

Q To your knowledge, did our Land Departmen:c actively
negotlave wich Texaco In an effort co effect tnls acreage excnangd

MR, WHITE: May [ ask, Mr. Buell, wnat tne purpose of

this vestimony 187
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MR. BUELL: Yes, the purpose of tnis testimony, Mr.
Wnice, I wilii be happy to state. Acvualiy, if I answer that, I ai
aimost making my closing statement, but I will try to be as brief
as I can. YThe purpose of tiis line of questioning is to iet
the record snow that at the tiue the Texaco L. M. Barton Well
No. 1 was spudded, Texaco and Pan American were actlvely engaged
in negotiations in an attempt to effect an acreage exchange waere-H
by Pan American would have no interest in wnhat would be the standag
uait for the Barton No. 1, but that immediately the blowout oc-
carred, the negotilations ceased, and I think the record snould
reflect that, and that 1is ctne entire purpose.

MR, WHITE: If the Examiner please, I belleve under our
force pooling statute, all we have to show is that negotiatlons
were attempued to be made to work out an azreement and as to the
substance of the ag?eeﬂent"or as to the reasonableness ofi the
offer of one party as against the other, is outside the scope of
the Hearing. The questlion is whether or not tney have gotten to-
gether, sat down and even tried to work out agreements and beeu
.risuccessful 1in accomplishing iv.

MR. BUELL: May I make a short statement? Pan American
is not opposing the force pooling, We are not opposing the actual
well cost, althougih in excess 1t is 100 percent greater than
originalily estimated. We are simply opposing and protesting the

assessment or includiag of a penalty in the force pooling order.

rd

We are nocv opposing force pooilng.
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MR. UTZ: This testimony that you are bringing out here!

1s to oppose the penalty?

MR. BUELL: Yes, sir, I think this testimony is cer-
tainly necessary and pertinent and germalne in that regard. The
point I am trying to make, without actually having to say it, is
that Texaco was interested in our acreage while they thought that
it was a normal-cost well, but immediately the blowout occurred -
- of course, anyone in the bubiness knows that tremendously in-
creased the cost - - they lost all interest in our acres.

MR. WHITE: Do you have any testimony to the effect?

I think that is all conclusion on your part, Mr. Buell. Our ex-
hibit there, I believe 1t is 1in Exhibit No. 8, shows what our
offer was when we first contacted Pan American.

MR. UTZ: Exhibit No. 82

MR. WHITE: Eight.

MR. BUELL: Also, Mr. White, the testimony of your land
man was to the effect you were interested in an acreage exchange.

MR, WHITE: I believe his testimony was that Pan
American approached ;hem on an acreage basis. We were not
interested in the acreage you offered us and we offered you - -

MR. BUELL: And that active negotiations in an attempt
to effect an acreage exchangé had taken place. I would like to
have the record to show I have no further gquestions on that.

MR, WHITE: If that is the only purpose of the testi-

monv, I have no objection,

:

T
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MR. BUELL: We are not objecting to the force pooling.
MR. UTZ: Does that terminate your questions?
MR. BUELL: Along that line.
Q (by Mr. Buell) Mr. Eaton, let me ask you this: You
heard Mr. Black's testimony, did you not --
A Yes, sir, I did.
Q ~-- where he agreed that if the Commission should include
a 50 percent penalty in the force pooling order that 1% would
take a minimum of twenty-seven years production to pay out Pan
American's cost? In other words, 1t would be, I believe he said

1t would be twenty-seven to thirty years before we'd receive any

money?
A Yes, sir.
Q In your opinion, Mr. Eaton, based on your experience

with the Mesaverde and Dakota wells and based on your analysis of
the characteristics of this well as reflected by the evidernce
saomitted here, is 10 your opinion that this well will still Dve
with us, will stilll be producing as an economic well after the
expiration of twenty-seven or thirty years?

A Let me preface my statement with this remark: Pan
American 1s operator of something like ninety weils in the Blanco-
Mesaverde pools. Pan American 1s a working interest owner in ap-
proximately that same number that are operated by others in the

Basin-Dakota pooi. Pan American 1s the operator of approximately

fifty-five wells and has a working Interest in something approach
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ing that number that are operated by others. I wanted to preface
my remarks by that statement to indicate that we have quite a
variety of wellis on wnich to base an opinion.

It would be my opinion, based on what I know of the
average cnaracteristics of the Blanco-Mesaverde pool, Basin-
Dakota pool and L. M, Barton No. 1, that the wells will not be
producing twenty-seven years from now.

Q Mr. Eaton, in your opinion, and based on the same ex-
perience you have Just related, do you feel that this well will
ever even pay out 100 percent of 1ts cost?

A The reservolr engineering section,Farmington, whicn I
head, had serious doubt that it would ever pay out the 100 per-
cent of the driliing cost.

Q S0, in your opinlon, if the Commission should accede
to the request of the Applicant and grant a 50 percent penalty,
Pan American would never recelve one penny for it's interest in
the eighty acres in this 320-acre unit?

A Yes, sir.

MR. BUELL: That is all we have, Mr. Examiner.

CROSS EXAMINATION

BY MR, UDZ:

@ Was your estimate of your englineering section based on
estimated cost or actual cost?
A Actual cost.,

Q 214 to 2277
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A Yes, sir.

) Based on the $99,700, you beiieve it would have paid

A Yes, sir, the reason they didn't meet Fan American's
standards for demand, anticlpated load deliverability; I tnink
that is borne out by the testimony of Mr. Black, too, that he
also expects the well to have extremely iow deiiverability in
pboth the Mesaverde and Dakota formations.

MR. UTZ: Are there any otner questions?

CRGSS EXAMINATION

BY MR. WHITE:

Q Mr. Eaton, you heard Mr. Black's testimony thnat tne

Texaco Company had caliculated reserves in this proposed unitc that

far exceeded payout in investment. Do you dispute his testimony?

A Yes, sir, I think he is being very generous with the

well, yes, sir.

o) Do you dispute nis Testimony?
A Yes, sir.
Q Do you have any reserve calculafions per acre as to

this particuiar unic?
A Not with =e, no, sir.
MR. WHITE: That 1s ail I nhave.

CROSS EXAMINATION

BY MR. MCRRIS:

2 Mr. Eaton, Pan American, as I understand, opposes the
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assessmaent of 50 percent penalty or charge for risk to be assesse

Do you feel any charge for risk -- now we are ftalking about a

charge for a risk, not a penalty or 1in terms of payout -- put do

you feel that a charge for risk 1s proper under the circumstaices]

e

is inciuded in the wellil cost.

~

& That would aiso ce Lrue, would it not, Mr. Eaton, the

Well costs are aiways golns to reflect any difficulities that an

:T:)
operator ruas into in the course of driliing a weri? The only

risk that would not appear i the well cost would pe the risk of

a dry hoie?

Yas, sir, there woulid be no point in having any risk

L.

penalty on a well that would not produce.
Do you feel tnat there was any risk of the dry holie
that existed as of {the date that the well was spudded?

A Yes, sir.

& Do you feel tnat the Commission, in this case or in
any case where the pooling appllication is brougnt after the well
nes peen drililed, snould 1look back and assess costs as of the
cdate %the well was spuddedy

A Oniy 1a unusual clrcumstances.

MR, MORRIS: I have no further questions.

CRCSS SXAMINA TICON

BY MR, UDZ:

2 . Mr. Batonr, had this acreage peen, I will say, approved

No, sir, L pelieve the risk has alrecady been taken. It
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by vour engineering division as a good risk, Would you have
Joined the unlt on a voiuutary vasis?

A Normal:y, due to the demand sivuation for gas in the
San Juan Basin, unless we have a compelling reason to do so, our
{irst reactlon 1s to exchaiige acreage. We nave jJolined a nJdmber
of wells where onere was a coumpelling reaso:r. We have jolned a
nuanver of wellis winere tnere wasn'lt necessarily a compeliling rea-

$0.1. LG woulid ve a factor in making the decision. The quaiily

of acreage woulid ge a factor in makiay the declsion,
& But you don't realiyv need any more gas?
A No, sir, we certainly don't.
] Where fran American is involved in a uiilt, 1in asking

tner peorie to Join a unit,., where they are the minority working
interest, does Pan American ask those people for a risk factor:
A Do you nea:: in she normal cornunitization of operating

ngreenents?

) Yes, sir.
A The normzl operatiiug agreencnt pgrovides for a recovery

of sormething in excess of normally 150 perzent for those people
Who elect o pay their snare of tne cost out of production. Als
of these recent agreements have been writiten providing for 200
cercent, put there is a factor 1n every one of tnem that provides

PN

aad incirudes ftThe risk and

o

ua cos8

ot

o1 ac

U)
v

for recovery in exce

i

al.: these otner thniags that Mr. Morris nas ceen talking about.

MR, MCRRI3: That wouid include interest, Mr. Eaton?
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A Yes, sir, ail things, risk, interect.

Q (py Mr. Utz) In otner words, this flat rate inciudes

[

carrying cnarges, risk, dand everything eirse you can think of?

1 these agree-

-

A Yes, sirc, 1% is not specified normally 1t
neats just exactly what 1t does cover, so 1t has to ve inferred

that it Just covers everything.

MR, UPZ: Are ther

(@]

any otner quesitions?

If tnere are uc further questlons, the witness may ve

(Witness excused.)

Are there aay statements in thig case?

¥R, WHITE: Ii the Examiner tlease, we would like to
put one wWitness on in reputtal, but first way we have a reogss?

MR, UTZ2: Yes, we will nave a recess.

(Recess taken.)

MR. UTZ: Tne Hearing wi.ll come to order. You may Dro-
ceed with your other witness, Hr. White.

J. B, RCBINSCN, JR.

reculled as a witness, having veen previously duly sworn on oath,

was exanined and testified further as follows:

DIRECT BXAMINATICN

BY MR. WHITE:

Q Mr. Robinson, are you the saue Mr. Hobinscn that pre-
viougly testified iv this case?

A

A Yes, sSiv.
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Q Since Mr. Haton's testimony, have you made certain

calculations as to reserves on the proposed unit?

A Yes, sir, I nave.
Q And the factors that you have used with Pan American in

general are in accord with these factors?

i Yes, sir, the factors that I am using here on v calcu-
lations, Mr. Eaton was in accord with those fectors.

Q Now, wnat is fthe report and result of your studies?

A Well, I would like to make a preliminary statemenc. It
nas never been the policy of Texaco before any regulatory oedy to
give out 1¢s reserves. This would be a precedent-setting matter
and regardless of the importance of the case, we never give cutg

A

our reserves, even tnough We have a very important hearing and
an order that is very desirabie for Texaco; but Wwe are changing
%0 a certain extent here in our policy by using factors that have
peen given by Pan American, In reputtal to Mr. HZaton's ftestimoay
that this welli will never pay out.

Previously, lMr. Black showed calculations where he pro-
jected on graph how .auch this well would prodace at the fime 1%
is paid out. I am limiting my testimony to the Dakota. Mr. Dlaclk
projected the Dakota production at the end of eighteen years %o
pe 1,150 MMCF of gas. Now, there were several factors that he
took into consideration: Number one, the per-well allowable or %the

acreage aliowable which wiil remain constant; Number two, the facH
(5] 2

tor in this field inciudes acreage times deliverabiiity.
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This well has a much lower deliverability than other
wells in the field and we cut our production accordingly. We took
its relation to the deliverabllity of all wells in the field and
reduced our allowavle cccordingly. Number three, as the deliver-
anlility in the field decreases, the deliverablility of this well
will also decrease proportionately. We have not taken that into
consideration, We believe that this weli will improve in delliver-
ability as we get rid of our skin effect that was caused by mud
damage when the well was drilied, but we are 1n accord with Pan-
American engineering data in that they give water saturation to be
35 percent, porosity at 8 percent, and they are using a bottom-
hole pressure of 2450 pounds.

I have a nomograph here that is based upon abandonrernt
pressure of 200 pounds on our calculations. We actually use 350
rounds, but 1t 1is possible, Just as easily, to consider that the
apandonment of this field will pe at 200 pounds rather than 350
péunds. This is a figure anyvone could pick out. It could be at
250 or possibly 275, put the figure that I have used 1s 200 pounds
IS1 abandonment, vecause my nomograph is pased on that.

MR. UTZ: That is fthe bottomhole abandonment?

A Yes, sir. Now, your recoverable cubic footage of gas,
comparing a cubic foot of gas in the reservoir bringing i1t to the
surface and expanding 1t, is 254 cubic feet. That means that one

cubic foot in the reservolr when brought to the surface will occup

254 cupic feet atmospheric pressure. From our induction log tThere
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is thirty feet of net pay in thils well in the Dakota. This gives
us a recovery of approxlmately 560 MCF per acre foot. We have
320 acres and 9600 acre feet in this normal unit. The reserves
in the West half of Section 12, using ﬁhe Dakota, the data ap-
plied by Fan American, is 5,350 MMCF. At the payout of this
well, this well will have only produced what I previously stated
of being 1,150 MMCF. Thls recovery factor is based upon the de-
crease 1n allowavble that we get due to the poor deliverability

of this well.

There is no doubt in my mind that when fthis well has
produced only 1,150 MMCEF that there is a great life left in the
well, yet wnen the reserves are at 5,350 MMCF roughly, we haven't
even produced a quarter of the reserves at the payout. As long
as this well deliverability is down, it will not recover the
reserves that lie in place, but 1t will certainly produce enough
reserves to pay out for this well and pay it out several tiwmes.
Any time you take a gas well that has as much reserves as this
gas well does with no more alliowable that we can produce because
there are many gas wells, it has forty, fifty, sixty, and one
hundred years life. This does not even include the Mesaverde.
We nave enough gas just from the Dakota to pay for this well two
and a half to three times.

MR. WHITE: That is all we have.

CROSS EXAMINATION

BY MR, UTZ:
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Q This 5,350 MMCF, 320-acre tract is Dakota?

A Yes.
Q That was using thirty feet net pay?
A Yes, sir, and also I am using a compressability factor

of .E7. 1 belleve that is the only ofther data that I didn't gilve

you. The gravity of the gas is .9258.

Q .92582

A Yes, sir.

Q Is that an average gravity?

A That is taken from a shielding bottle.

Q Would that include thé distillate in that composite
gravity, .9258 is pretty high for gas?

A Yes, I am sure it does, .because we didn't have separat-
ing equipment out there, so evidently 1t does.

MR, UTZ4: Are there any questions of the witness?

MR. BUELL: Mr. Sxaminer, I would like to stabte, at
this time, prior %o questioning Mr. Robinson, that with Mr.
White's concurrence I let Mr. Eaton leave. He desperately needed
to get to Farmlugton to go to Denver. I want to apologize for
not clearing 1t with the Cormission. I hope it 1s all right,
because he 18 gone.

MR, UTZ: That is okay.

CROSS EXAMINATION

BY MR. BUELL:

Q Mr, Robinson, don't you feel, since Mr. Eaton is gone,
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we should let the record reflect that these reserve factors, he
gave them to you from memory?

A Yes, he gave me the 35 percent water saturation and the
porosity of 8 percent, which we were all in agreement with.

Q I have enougn confidence in him, and I am sure those
are right, that he got them exactly right, but 1 think the record
should reflect he just more or less gave them to you from memnory?

A That is correct, but those are the factors that we
also have.

MR, BUELI: We are also willing, Mr. Examiner, to
stipulate, for the record, that probably Mr. Eaton's calculations
of reserves would not be too far off from Mr. Robinson's, assun-
ing Mr. Robinson hasn't made a mistake, and I don't say that

acetiously. He made a quick calculation. I feel that it was

h

accurate. Actually, Mr. Robinson, the difference in your opinlon
and Mr. Eaton's is primarily based not on gas in place but on

gas this well will recover?

A That 1s correct, that 1s where our difference 1s.
Q And actually carrying your reserves on out to show
that in your opinion ~-- and I realize it is a sincere one-- that

this well will pay out. You assume that the deliverabillity re-
lationship that exists for this well now will never change, but
that relationship will stay the same with respect to the Dakota

E>)

pool or Mesaverde, as the case may ve?

A That is correct, probably. In all probability, the
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deliverability of this well will increase aiid more closely ap-
proach the average deliverability from the field as we get rid
of 3kin effect around the well bore.

Q Of course you know, and we know, that that relationship
will probably change. You Just testified there that you thought
it would change in an upward direction?

A Yes, sir, that 1s the only way 1t could go.

Q The Dakota is not completely developed at this time, is

it, Mr. Robinson?

A No, sir, it is notv.
’
Q Would you be able to -- I realize that may not be a
fair question -- would you be able to state, in your oplnion,

what percentage of the Dakota gas reservolr 1s developed?

A Mr. Buell, I don't know what percentage of the Dakota
is produced. It is developed, but as additional wells are drilled
then it defines additional reserves. Now, if we assume that no
additional wells will be drilled, well then as the reserves under
this 320 acres are depleted, then additional reserves from un-

defined areas wlll migrate under the tract and they will be pro-

duced.
Q Currently the Dakota is being developed, is it not?
A Yes, sir, 1t 1s.
Q And each one of these new wells that are completed can

affect the deliverability relationship that you are assuming will

remain constant?
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A Not to a great extent, Mr. Buell, it could go either way
as you move out to the edge of the reservolr. Well, normally you
would assume that your deliverability would go down, which would
make the relationship much better in our favor.

Q And as other wells are drilled that have a higher
deliverability than vour well, it is going to effect the relation-
snip adversely?

A That 1s correct.

Q And I believe that we can sum up that your testirony is,
1% could be affected either veneficially or adversely?

A Yes.,

MR. BUELL: That 1s all I have.

MR, UTZ: Are there any other questions of the witness?

The witness may be excused.

(Witness excused.)

MR. UTZ: Do you ha§e anything further, Mr. White?

MR. WHITE: I would like to make one brief cloging
statement, if I may.

MR. BUELL: I would like %to rmake one, too.

May it please the Examiner, for Pan American Petroleum
Corporation I feel I probably made my closing statement already
several times, but I would like to briefly again state our posi-
%ion. It is this: We are not opposing Teing force pooled by
Texaco. We are not opposing or challenging in any way the cost

of their well, even though 1t was some 100 percent greater than
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was originally estimatbed.

We are opoosing the inclusion of any penalty provision
in the force pooling order. I think the record is clear that
even 1f you assumed the prediction that Texaco is all right and
that eventually some tvienty-seven to thirty years from now, Fan
American starts to receive some wmoney, or 1f vou accept the
opinion of Mr. Eaton who says that, in his opinion, actually the
well will never even pay off 100 percent of the cost of develop-
ing it, let alone 150 percent, that 1f the Commission does in-
clude 2 penalty provision, of any wagnitude from one to 50 per-

ent, 1t is going to amount to confiscation of Pan American's
eighty acres in this proposed unit.

If the Commission grants a 50 percent penalty, the
Commission is in effect saying, TeXaco, here it is, Pan Ameri-
can's acreage; we are taking 1t from then and giving 1t to you."
If that isn't conficscation, I never learned the proper definition
of the word, and for that reason, we urge that no penalty be in-
cluded.

MR, UTZ: ‘ould your definition of penalty be synonyi-
ous with risk?

MR, BUZBLL: Yes, sir.

]

MR. WHITE: If the Examiner please, IMr. Buell, during

interrogation, nade the statement that Texaco and Pan America

e
)
Lde

were negotlating the swapping of acreage up until the well blew

out and then Texaco vacked off. There 1s nothing in the record to
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that eflfect, and I would iike to direct the IDxaniner's attention

to the fact that the well was spudded on July 2, and our witness

1

lr. Beach, testified that negotiations to ¢

he swapping of acreaze

ceased as of June 30. The well, of course, pPlew out after 1t was

spudded even though Mr. Duell's statement as o penalty factor or

1y statement I would like to have in reply to that would be a

quotation of Mr. Buell's statement in the Southwest Production

Hearling of February 14, 1962, and I will quote verbatim:

"Now, our appearance here vefore the Commissien 1o imp
to give you the benefit of what we think is fair and we belleve
18 reasonable, not conly to ran American Duy for all the ownersg of

interests and oil or gas land operators, no matier how small

0lg X

is the proper application of thne risk penclty provision. Tha

has peen discusscd very thoroughly nere, generally, witn res
o a well that has teen drilled and cowple
tiavion of any force fooling application.

Pan Amevrican feels that 1n thot event no risk penraliy

or

16

e

should e implied vnless the interests whe are oveing force pooled

have wveen given a reasonarble amount of notice that tne well would

woe drilled. We make tnis recommerndatlon oecacsce We nave peen in

she rzosition where we thouzht we had a comple
cont for a proration unit and a normal oseraviag agreewment.
have never seen any that provide for other than 200 percent

. rm oy A T - M. o ey - [ J— %, £ - T Y P "
1if any voluntary parilep refuse U0 pa, 1n cash or nlg snare

s voluntary agr

D LD -

il

they be. One of the general basic 1ssues that I have realized
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expeanses. We have had it happen to us shot one of the people 3

PR P NP 4= Ty yrmde o 4 3 =y 3 5 1 A
roviere going to veluntarily pool and we had

4

ctarted 1t paged on thot assumption, and they would find they did
~et have the financial reserve sucn as they were not in a position

™

o pay thelr costs. 1. that kind of event, they simply pay the

alty, provided we are not golng to sign a worse force pocl.

"Certainly, in that event, we feel that a penalty pro-

vislion 1s Justified and the Commisslon should insert one in any

)

force pooling order. I think the issue hag also been brougnt up

o briag additional or cost related to non-productive risk, where-

a8 Fan .american has expressed to the Comedssion defore that ac

es make a non-productive risk provably onc of the most

~isks that the driller of o well assunes. we feel that even if

force vocled is cormpletely surrounded by prodoc

‘oo owiells from the ovjective arrival, that the lnherent righ ir

Srillinzg still warrants and justifies anda arges tne Commisslon

S0 insert a penalty provision in tne force pooliing order.

We do neos feel ran American's agtreage 1s beinpg conflic

I Hhinl it is evidenced by the fact Shat Tidewater and Southue

3 <r e R P . N P L K} S R B R 2.
~ave voluntarily core io, and also thatv that ig iIadlicative Tha

il Ve

. . - = N .. ey T
our reQuessc Lo reabonanlic.

T IR T . R T e S SR E RN » 1T e 2 T

MR, BUZBLL: . pxRoniner, I Shdink oince vl White or

ty. We certainly want to get away from the 200 percent pea-

wual

nor

1h0

e e
v b

CC .
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MR, BUELL: May it please the Examiner, I see nothing
inconsistent with our policy statement which Mr, White was read-
ing from the transcript of the Southwest case and the position we
have taken here. If he had wanted he could have searched the
records and he could have shown where they were staging actions
and where they force pooled. He sald he had no actual knowledge
that the well was being drilled, but he could see it from his
front porch and showed up to see us two days after the well was
completed. I see nothlng in the strategic case inconsistent with
the policy recognized in Southwest's cases. The thing to me
which distinguishes this case is that we never had any intention
of enjoining this well. The negotiations with Texaco were for an
acreage exchange when they advised that they were drilling the
well. We did have notice of that. We immediately started nego-
tiatios to exchange acreage. Unfortunately, I did not bring any
of the land people here., I wish now that I had, but negotiations
to exchange acreage did not cease until after the blowout
occurred, and of course then Texaco, realizing the increased
costs of the well, they were not interested in swapping some of
their acreage for ours. I see nothing in our position here that
is inconsistent, in any way, with our position in the Southwest
case.

MR, UTZ: Are there any other statements?

The case will be taken under advisement. The Hearing

will be concluded. (Whereupon the Hearing was concluded at 4:15 P
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S'PATE CF NEW MEXICO )

COUNTY OF BERNALILLC)

of Bernaliitio, State of New Mexico, do nereby certifly that the
foregoinz and attacned transcript of proceedings was reported
by e i1 stenotype and that tne sane was reduced to typewritien
cranscript under vy rersonal supervision and contains a true
and correct record of said proceedings, to the best of my

mowledge, skill and ability.
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%

/)Z‘%‘ Lol re o\ FENL g

NOTARY FPUBLIC

L/ e
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